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LETTER OF TRANSMITTAL 

June 27, 1855. 

DEAR SIRS : 
I n  accordance with Public L a m  108, ap,proved July 10, 1953, the 

Commission on Organization of the Executive Branch of the Govern- 
ment, through the assistance of various task forces, has studied the 
operation, organization, and policies of the Government in certain 
broad areas of governmental functions. I t  submits herewith to the 
Congress a report of the Task Force on Overseas Economic Operations 
prepared for the Commission's consideration. 

The conclusioils and recon~inendations of the task force were re- 
viewed by the commission in reaching its own conclusions, but the 
Commission's own recomnlendations may not necessarily coincide in 
all respects with those of the task force. 

The Commission's report on this subject already has been submitted 
to the Congress. 

The Commission takes this opportunity of expressing its apprecia- 
tioil for the services of the task force chairman, Mr. Henning W. 
Prentis, J r .  ; to the task force nlembers; and to their staff for the pains- 
taking investigatio~l inade and for the preparation of this report. 

Respectfully, 

Chairman. 
Tile Hono~daDle 

T h e  President of the  Senate 
l 'iie Hor~orable 

T h e  Speaker of the  House of Representatices 



LETTER OF SUBMISSION 

WASHINGTON, D. C., Mamh $8,1955. 
Hon. HER~ERT HOOVER, 

Chaimnan, Commission on Organization of the 
Executive Branch of the G o v e r n ~ t ,  

Washington 25, D. C. 

DEAR MR. HOOVER: I have the honor of submitting to you herewith 
the Report of the Task Force on Overseas Economic Operations, in 
which its members unanimously concur. The studies made by the 
task force and its capable staff have covered many phases of the broad 
and complex questions involved which, in the interest of brevity, are 
not included. 

The report has purposely been confined to three salient points: 
First, the manner in which foreign aid activities should be admin- 
istered after the Foreign Operations Administration goes out of ex- 
istence on June 30, 1955; second, the extent to which foreign aid 
should be continued; and third, the basic principles which should 
govern the making of any future grants. 

The task force wishes to express its thanks to the staff of the Com- 
mission and to the many officials of the executive departments of the 
Government with whom it has conferred for the courteous assistance 
that has been rendered it on every hand. 

Respectfully submitted. 
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INTRODUCTION 

Pursuant to instructions, the Overseas Economic Operations Task 
Force, aided by a very competent staff, has made a study of the whole 
foreign aid program of the United States Government. I t  is common 
knowledge that this program has assumed many forms and has been 
carried on by a variety of agencies: United Natioils Relief and Re- 
habilitation Administration (UNRRA) , the loan of $3.75 billion to 
Great Britain in 1947, the Economic Cooperation Administration (the 
administrative agency of the Marshall plan) and the Mutual Security 
Administration, which was succeeded 2 years ago by the Foreign 
Operations Administration. 

The task force has conferred on several occasions with the l-Ionor- 
able Harold E. Stassen, Director of Foreign Operations Administra- 
tion (POA) , and scores of members of his staff in both formal hearings 
and personal conferences; with many members of the staff of the 
State Department, including former Under Secretary Walter Bedell 
Smith, Assistant Secretary Samuel Waugh, and Assistailt Secsretary 
Walter Robertson ; and a number of men connected with the Depart- 
ment of Defense, including Maj. Gen. William Marquat, Chief of Civil 
Affairs and Military Government, Department of the Ariny. We have 
also conferred with the staffs of the various committees of Cclilgress 
concerned with overseas economic operations, and it  is upon the infor- 
mation culled from all of these sources a i d  the personal espr:rience 
of members of the task force that the following recommendations are 
based. 

We have been much impressed with the grasp of the whole p~roblenl 
displayed by Governor Stassen and desire to thank him ior his 
courtesy in meeting with our task force and its staff and in discussing 
freely and a t  length the matters which we wished to explore with him 
in connection with our assignment. 



FOA Should Be Terminated June 30, 1955 

Except for Purposes of Carrying Out the Recommendations of the 
Task Force Report 

The t:rsk force believes tlint tlie time lias coiile in the public interest 
to termillate t l ~ e  existence of a separate agency to administer whatever 
fol-eign aid inay be necessary in the future, mld liellce recommellds that 
110 attempt should be made to alter existing legislation, whicli provides 
for  the te~~iiiination of FOA a s  of .June 30, 1955, except for its planned 
liquidation as recommencled below. Obviously, the manifold activi- 
ties now underway lllust be brought to an orderly conclusion, and 
certain fornls of overseas ecoiloiilic aicl will no doubt have to be 
continued for a considerable period. 

Sucli activities as must be nlaintaiiied after June 30 should, in the 
ol)iiiioll of the task force. be assunled by a new operating division to 
be cre:ttecl in the State Department for the express purpose of man- 
:tginp tlie entire ecollolilic aid progi-ani. The State Department is re- 
spoilsible for the development of foreign policy and should, in the 
011iiiion of the task force, be so orgaiiized us to be able to administer 
111e steps nece5snry to implenient it. I n  every country in the world 
tliere should be only one voice speaking for the United States, and 
that voice should be the cliief of the diplomatic mission to each country 
speaking in behalf of the State Department. I n  years gone by., al- 
tjhough to a greater depee  thaii at  the present time, the position of 
the chief of the diplomatic mission of the United States has in  varying 
degree been weakened by the financial power exercised by the liead 
of the Economic Foreign Aid Mission, with resultant confusion in re- 
latioils between the United States and recipient countries. Although 
FO.1 is subject to policy guidance by the State Department, the pres- 
ent orgailizatioilal structure is illadequate to insure satisfactory co- 
ordination of operations. Unified coiitrol and direction are essential. 
Placing the supervision of overseas economic aid in the State Depart- 
ment would attain that objective. 

The task force recommends that  the expressed will of Congress be 
accepted by the administration and the Foreign Operations Adminis- 
tration terminated as of June 30, except for the purposes of liquidating 
its present functions and activities and of giving the State Depart- 
ment a reasonable opportunity to recruit the necessary personnel and 
otherwise prepare to take over the functions and activities of BOA 
as recommended herein. The transfer to the State Department should 



be effected as rapidly as possible at the will of the State Department 
but in no case later than Ilecember 1,1955, and the FOA should there- 
upon cease to exist. The administration should be urged to announce 
its adoption of this policy as soon as possible so that a prompt begin- 
ning can be made in arranging for the early transfer of the remaining 
functions of FOA to the new operating division of the State Depart- 
ment. This new division in the State Department should be headed 
by a director who is a competent executive and a man of outstanding 
administrative ability. The State Department should have the broad- 
est power under the lam to employ and separate such persons as i t  may 
deem necessary to carry out its responsibilities in the management of 
the Economic Aid program. I f  necessary, the State Department, in 
completing its assumption of present FOA activities, shouldbe granted 
until December 1,1955, specific authority to dispense with the services 
of any personnel it may have taken over on loan, or otherwise, from 
other agencies without the limitations of the Civil Service Act. 

Since military and economic aid programs are closely related, for- 
eign aid policy should be formulated in the State Department in re- 
spect to all forms of aid. Plans for military aid should be developed 
in collaboration with the Defense Department. The administration 
of military aid should be assigned to the Defense Department. 

Following the termination of FOA and the transfer of functions to 
the State Department, the United States Government should adopt 
and announce a new policy in reference to the handling of all forms 
of foreign aid which, in general, would place the initiative for seek- 
ing such assistance with the recipient countries. The chief of the 
United States diplomatic mission in each country would thereafter 
transmit periodically to the State Department .whatever requests for 
aid he may receive from the country to which he is assigned. I n  con- 
nection with such requests, the United States Chief of Diplomatic 
Mission would ascertain what contribution each country is prepared 
to make and the priorities that the country assigns to each item in its 
suggested program. I n  those countries whose requests for aid of a 
military character are not deemed sufficient from the standpoint of the 
security of the United States, the State Department, in conjunction 
with the Defense Department. should initiate suggestions for the in- 
crease of the requested aid to a level consonant with the security 
interests of the United States. 

On receipt of the requests from each country, the State Department, 
after consultation with each of the other regular, Departments con- 
cerned, should work out a policy for each country-in general, on a 
quid pro quo basis. This is important because our policy of giving 
and usually getting nothing material--even in the way of p romise s  
in return, has not increased respect and esteem for the United States, 



but has been met practically everywhere with suspicion as to our ul- 
timate motives. 

All suggested programs should be specific and not illustrative. The 
policy of asking for millions of dollars for the general purpose of 
raising the standard of living of a particular country and illustrating 
by one or two examples only, the manner in which the money is to Ix 
spent, should be abandoned. The program proposed by the State 
Department should be cleared through the National Security Council, 
the Council for Foreign Economic Policy, and the Bureau of the 
Budget. All requests should finally go to the President for transmis- 
sion to Congress. Appropriations for all foreign aid, both economic 
and military, should be made to tlle President and allocated by him. 

The State Department should then negotiate a bilateral agreement 
with each recipient country, setting forth the specific benefits to be 
received by the United States in return for the aid granted. 

The State Department should then put the program, thus approved 
and adopted, into effect, contracting with existing departments of 
government (as suggested below) or private firms, corporations, uni- 
versities, or other institutions, to carry out appropriate portions of 
such programs wherever possible. The operating staff in the State 
Department should be held to the minimum size required for effective 
management of the foreign economic aid program. 

We have been informed that there are numerous instances in which 
minor disagreements of policy and procedure have been allowed to 
delay programs and operations. We recommend that fuller use be 
made of the normal procedures for interdepartmental coordination, 
involving settlement of such issues by negotiation and agreement a t  
lower levels. We think that a concentration of programing and pol- 
icy responsibility in the State Department will reduce the occasions 
for disagreement. Although we recognize that the division of ad- 
ministrative responsibility for the aid program between State and 
Defense may give rise to future disagreements, these should normally 
be settled at levels a t  or below the assistant secretaries of both depart- 
ments. Major disagreements so arising, however, would have to be 
resolved by the President, working through the Council of Foreign 
Economic Policy or the National Security Council. To that end it 
might be advisable to make the Defense Department a member of the 
Council on Foreign Economic Policy. 



Foreign Operations Administration 
Functions 

The variety and scope of the functions which FOA now exercises 
are not generally recognized. Its present activities include : 

I. The Foreign Operations Administration administers Economic 
Aid Programs overseas to iinprove the economies of the countries 
involved. 

This aid is primarily in the form of dollar grants and loans for the 
purchase of consumer and capital goods, and technical assistance. 

11. The Foreign Operations Administration provides Defense S u p -  
port to Europe, the Near East, Africa, South Asia, the Far East and 
the Pacific, by supplying commodities, services, and financial and 
other assistance designed to sustain and increase the nlilitary effort. 

It is hard to distinguish the difference hetween the defense support 
and economic aid programs. For example, bhe FOA Korean program 
is administered under defense support. 

111. The Foreign Operations Administration provides Develop- 
mnt Assistance to promote economic development in the Near East, 
Africa, Asia, and the other American Republics of the Western 
Hemisphere. 

IV. The Foreign Operations Administration exercises a degree of 
coiltrol over  program.^ Counterpart Funds generated through the pur- 
chase by the foreign government of aid dollars and agricultural sur- 
pluses with local currency. 

These funds are kept in separate accounts by the foreign govern- 
ments and can only be spent with FOA approval, at  least in the first 
instance. When couilterpart funds are loaned and the loan is repaid, 
FOA's control over the use of such funds ordinarily ceases under 
present arrangements unless the original release agreement specifically 
requires otherwise. Ten percent of counterpart funds go illto the 
Treasury of the United States and can be used for any purpose by the 
United States. 

V. The Foreign Operations Administration provides Technical 
Assbtn?zce. This is the international interchange of technical knowl- 
edge and skills designed to contribute primarily to the balanced and 
integrated development of the economic resources and productive 
capacities of economically uilderdeveloped areas. 

This function is carried out by sending technicians and private 
organizations (under contract) overseas and by bringing overseas 
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personnel to the United States for training. Some of the techniques 
mity be summarized as follows : 

( a )  University contracts under which the university undertakes to 
improve the academic resources of foreign universities; or under which 
its personnel in effect become a part of the mission staff and perform 
sl variety of technical functions to aid the foreign government. Con- 
versely there are contracts under which universities undertake to train 
groups of foreign nationals in the United States. 

( 6 )  Co?ttracts with private engineering firms under which the firm 
l~ndertakes to carry out a specific project, such as the reform of the 
Bureau of Land Management in the Philippines. Private firms also 
undertake the training of groups of foreign nationals in  the United 
States. 

( c )  Contracts with foundations which are for the same purpose as 
those with private institutions. 

( d )  Contracts with other United States Government agencies to 
perform the same functions. 

( e )  Work study training program under which foreign working 
nlen are brought to the United States to work in United States plants 
and study after work honrr; s t  United States universities. 

( f )  The student program under which foreign students are brought 
to the United States for further academic training. 

( 9 )  Training progrms of a variety of kinds carried on by FOA 
personnel in the United States and overseas. 

TI. Public Law 665 specifically provides for a S d l  Business 
Progra?n to "assist American small business to participate equitably in 
the furnishing of commodities and services financed with funds * * * 
of this act," by : 

( a )  Making available to suppliers in the United States advance 
information with respect to proposed FOA financed purchases. 

( b )  Informing prospective purchasers abroad of commodities and 
services produced by "small independent enterprises in the United 
States," and, 

( c )  "Providing additional services to give small business better 
opportunities to participate in the furnishing of commodities and serv- 
ices financed with such (FOA) funds." 

VII.  The Trade Promotion and Investment function of BOA also 
&ems from Public Law 665, ('Encouragement of Free Enterprise and 
Private Participation," which provides that FOA shall 

( a )  "dram the attention of private enterprise to opportunities for 
investment and development in other free nations." 

( b )  "accelerate a program of negotiating treaties for commerce and 
trade, including tax treaties * * * to encourage and facilitate the 
flow of private investment to nations participating * * *" 



(c) "* * * seek compliance by other countries * * " with all 
treaties for commerce and trade and taxes * * * and take * * * 
measures * * * to secure compliance * * *" 

( d )  "may make * * * guarantees * * * of investments." 
VIII .  The Investment Guarantee Program carries out the provi- 

sions of V I I  (d)  above. 
The United States guarantees the investment of United States na- 

tionals in new enterprises or the expansion, modernization, and devel- 
opment of existing enterprises, in connection with approved projects 
in any nation in which the United States has agreed to institute the 
guaranty program. The guarantees shall be limited to certain con- 
ditions: ( a )  the conversion of foreign currency received by the in- 
vestor as earnings and compensation for the sale or disposition of the 
investment, and, ( 6 )  compensation in dollars for losses which result 
from expropriation or confiscation of the investment by action of the 
ioreign government. A fee is charged for this service. 

IX.  BOA has the responsibility for administering the provisions 
of the Mutzlal Defense Assistance ControZ Act of 1961 (the Battle 
ActEas t -Wes t  trade). 

This is done with its own staff and in cooperation with the other 
principal interested agencies : State, Defense, Commerce, and the Cen- 
tral Intelligence Agency. Battle Act funds are provided certain of 
these agencies by BOA to perform specific functions as requested, 
when such functions are in addition to the basic responsibilities of 
these agencies. BOA'S function is primarily one of coordination 
through the executive committee of the Economic Defense Advisory 
Committee composed of BOA, acting as Chairman; State; Defense; 
Commerce ; and CIA. 

Commerce and State are the principal agencies engaged in the 
domestic and foreign aspects respectively of the program. Commerce 
acts through an interagency joint operating committee which it chair- 
mans and which reports to the Economic Defense Advisory Commit- 
tee. State acts not only through its overseas missions which secure 
necessary data, but also as a member of the various interagency 
committees concerned. BOA has the responsibility for making final 
decisions subject to the general foreign policy guidance of the State 
Department. 

X. Section 402 of Public Law 665 states that "of the funds author- 
ized, * * * not less than $350 million shall be used to finance the 
export and sale for foreign currencies of S u r p l w  AgricJtural Oom- 
m d i t i e s  or products thereof produced in the United States, in addi- 
t,ion to * * *" such surplus commodities transferred under the 
Agricultural Trade Development and Assistance Act of 1954, Public 
Law 480. 



The Foreign Operatioils Addministration has the responsibility of 
administering both section 402 and also title I1 of Public Law 480. It 
must determine how much if these surpluses can be used, where and 
when they are to be shipped, and specifies the grades. The actual 
transactions are handled by the Department of Agriculture, but only 
on the specific instructions of the POA. Counterpart funds resulting 
from these transactions are also administered by FOA and can be 
used only for purposes for which dollar aid is authorized, and is a sub- 
stitute for such dollar aid. 

XI. The authority for the POA labor program is in section 413 of 
the act under which it is declared to be the policy of the United States 
among other things to strengthen free labor unions abroad. 

The POA program is designed to accomplish that end, with the co- 
operation of a Labor Advisory Committee composed of representatives 
of the A. F. of L., CIO., and Railway Brotherhoods. I t  is primarily 
a technical cooperation program under which overseas free labor union 
officials and workers are brought here for indoctrination, and United 
States labor teams are sent overseas. One of the program's principal 
objectives is to eliminate the Communist influence from foreign unions 
and to strengthen non-Communist as against Communist-controlled 
organizations. 

XII. The POA Office of Refugees, Migration and Voluntary As- 
sistance is the operational center of the United States Government 
activities in the refugee migration, voluntary assistance, and multi- 
lateral technical cooperation fields. 

I t  is specifically responsible for the following: 
(a) Administers the United States Escapee Program which pro- 

vides supplemental care and resettlement assistance for recent escapees 
from communism who are now in Europe, the Middle and Par  East. 

Supplemental care includes the provision of food, clothing, housing, 
medical and dental services. 

Resettlement assistance includes vocational training, visa search 
projects, counselling, and payment of transportation costs. 

( b )  Serves as a focal point to encourage, facilitate and coordiilate 
the foreign assistance activities of American voluntary agencies with 
those of the United States Government ; and administers the payment 
of ocean freight subsidies for relief snpplies shipped by registered 
voluntary agencies. 

( G )  Coordinates the operating aspects of international programs 
dealing with refugees and migration to which the United States con- 
tributes through the provisions of Public Law 665. These agencies 
indude the Governmental Conlmittee for European Migration, United 
Nations Relief and Works Agency for Palestine Refugees, United Na- 
tions Korean Reconstruction Agency, and United Nations Interna- 
tional Children's Emergency Fund. 



XITI. T h e  Organization for Rvropenn Economic Coop~rat<o?~ 
through its instrument, the European Productivity Agency, supports 
and services certain of the projects resulting from the bilateral agree- 
ments, entered into bet!!-een the United States and foreign govern- 
ments, under the RIoody Amendment of the Mutual Security Act of 
1952. 

This amendment provided that $100 million of aid was to be con- 
ditioned on the agreement of its recipients to remove trade restrictions, 
increase productivity, encourage free labor unions, etc. The dollars 
could be used for nny of the purposes of the act, but the local currency 
equivalent had to be used for projects to accomplish the purposes of 
the amendment. I n  addition to bilateral agreements with individual 
governments, tlre United States also entered into an agreement with 
the O E E C  and transferred $2.5 lnillion to i t  in fiscal 1953 to aid in 
carrying out the purposes of tlre am~ndment. Only a relatively small 
amount of the local currencies available as a result of these bilateral 
agreements has as yet been expended, and FOA lras a contiillling in- 
terest and ultimate responsibility for its proper use. 

XIV. Section 415 of Public Law 665 provides : 

Whenever it will assist in achieving purposes declared in this act, the President 
is authorized to use funds available under sections 131 and 403 in order to develop 
assistance includirig by trausfer of funds, directly to the North Atlantic Treaty 
Organization, for a strategic stock pile of foodstuffs nnd other supplies, or for 
other purposes. 

The FOA discharges the resgonsibilties set up by this sect,ion of the 
lam. 

XV. Section 403 of Public Lam- 665 provides for programs through 
the furnishing of LLcommodities, services and financial and other as- 
sistance to nations and areas for which the United States has respon- 
sibility as a result of participation in Joint  Control Awangements  
mere found by the President to be in the interest of the United States." 
Such areas include Trieste, Berlin, Germany, Austria, etc. A similar 

(sec. 404) provides that counterpart funds now or hereafter 
deposited under bilateral aid agreements between the United States 
and Germany be deposited in the Government and Relief in Occupied 
Areas (GARIOA) special account for "expenses necessary to meet the 
responsibilities or objectives of the TJnited States in German * * "." 
FOA has charge of these activities. 

XVI. F O A  lras an observer on the managing board of the Europeail 
Payments Union. I t  exerts its influence through its riglrt to make 
its views known on any matter, and more important, call exert its 
veto power on any proposecl actioil that might impair the capital of 
the Union, a part of which was originally provided by E C S .  



It also has the right to block the distribution of capital (on liquida- 
tion) and redirect its use in European countries which BOA designates. 

XVII. Subject to congressional approval, FOA administers the 
unencumbered balances of the Irish Counterpart Fwnd8 for purposes 
of scholarship exchange between the United States and Ireland, agri- 
cultural and industrial production programs, etc. 



Suggested Distribution of Present FOA 
Functions 

The Council on Foreign Economic Policy will no doubt want to 
determine how the present functions of the FOA should be disposed 
of. The task force, however, as the result of its studies, wishes to 
suggest generally that its functions should in certain cases be elimi- 
nated and in many instances greatly reduced. 

I .  Functions Suggested for Elimination 

(a) Productivity Prograncs in Europe 

United States subsidized programs to increase industrial produc- 
tivity in Europe have had full opportunity to  demonstrate their 
worth, and should be stopped. Insofar as they have been successful, 
we have primed the pump, and the time has come for those foreign 
governments and private interests which have found value in these 
demonstrations, to pick them up and carry them forward with their 
own resources. These are sufficient, so that it is no 1onger.necessary 
for the American taxpayer to foot the bill for a demonstration of 
American principles and techniques of productivity. Any further 
participation in the administration of activities resulting from the 
Benton-Moody Amendment should be eliminated. 

( b )  Ocean Freight 

Ocean freight payments for privats relief packages, however jus- 
tifiable in the immediate postwar period, may give too much Govern- 
ment support to what should essentially be private, voluntary activ- 
ity. A continued association of this nature vitiates the fundamental 
values of private charity, encourages too much dependence on the 
Government, and leads to a loss of vigor, initiative, and freedom of 
action by private groups. 

However, if payment of ocean freight charges is primarily relatelci 
to the disposal of surplus agricultural commodities, whether shipped 
under private or public auspices, this function should remain closely 
tied to the agricultural surplus disposal program, as long as that 
program continues. 



( c )  Eco7~omic Assistance 

All economic assistance to the countries of Europe, with the pos- 
sible exception of Spain, Greece, and Yugoslavia, should be eliminated 
forthwith. Their economies have been restored now to a point where 
they can all stand on their own feet. 

ZZ. Functions Suggested for Reduction 

(a)  Technical Assistance 

By whatever name known (technical aid, technical exchange, point 
4, etc,), technical assistance originally contemplated a fairly simple, 
restricted program of assisting underdeveloped countries by supplying 
technical skills, particularly in the fields of health and agriculture. 
Later the overall program has been expanded geographically to cover 
practically all cou~ltries of the free world, and substantively to in- 
clude almost every kind of industrial, agricultural, commercial, ad- 
ministrative, educational, general economic, a i d  humanitarian proj- 
ect. The program should be reduced to the substantive proportions 
originally conteillplated : the ex1)ol.t sbroad of American know-how 
which recipient countries desire, are able to absorb, and can profitably 
apply in the fields of health and agriculture. There is an additional 
questioil as to whether technical assistance shoulcl not be materially 
reduced geographically. We see no reason why our Government should 
offer technical assistance to highly developed areas. (See sec. I V  (a),  
p. 18.) 

ZZZ. Functions Suggested for Delegation 

While realizing the desirability of concentrating the administration 
of the foreign aid program in one place and not dividing it up among 
the various permaileilt departments, nevertheless, the task force be- 
lieves that the new operating clivisior~ of the State Department can 
delegate some of the present FOA activities to other departments, as 
suggested in the following paragraphs : 

(a)  Military Assistance 

Concentrate administration in the Department of Defense, subject 
to the interagency coordination of the Council on Foreign Economic 
Policy and the National Security Council, and set forth and maintain 
the policy that military assistance is for military purposes, and that 
i t  must not be used as a disguised form of economic aid. 



The military assistance function should include provision of mili- 
tary end-items procured in the United States or procured abroad 
under any type of offshore procureinent program; contributions to 
infrastructure or similar programs; so-called direct forces support 
(as defined later) and the development abroad of weapons of advanced 
design. Whereas the FOA formerly had important fiscal and admin- 
istrative responsibilities for these programs, these responsibilities are 
clearly vested in the President by title I of the RIutual Security Act 
of 1954. By Executive Order 10575, of November 6, 1954, the Presi- 
dent delegated responsibility for the discharge of these functions (ex- 
cept direct forces support) to the Department of Defense, subject 
to the following qualifications : 

The Secretary of Defense (1) shall exercise the responsibility and authority 
vested in hfm by the act and the responsibility and authority delegated to him 
by this order subject to coordination by the Director of Foreign Operations Ad- 
ministration, and (2)  shall keep the Director of the Foreign Operations Admin- 
istration fully and currently informed of all mutters, includhg prmpective 
action, relating to the utilization of funds under the act, the establishment of 
priorities under section 524 (b)  of the act, and the furnishing of military items 
under chapter I of title I of the act. [Emphasis supplied. Sec. 524 (b)  deals 
with priorities in procurement, delivery, and allocation of military equipment.] 

With due respect to the Presidential directive, i t  seems to the task 
force that this subordinated the Department of Defense to FOA un- 
necessarily. I f  the recommendations of this report are adopted, i t  
is probable that this difficulty will be eliminated. 

Later, on December 11, 1954, the President wrote a letter to Mr. 
Joseph RI. Dodge, authorizing hiin to establish and to serve as chair- 
man of a Council on Foreign Economic Policy. The President ex- 
pressed his concern that something should be done substantially to 
simplify the complex web of interdepartmental coordinating mecha- 
nisms and overseas departmental operations dealing with various 
aspects of our foreign ecoilomic policy. And he asked Mr. Dodge 
to assist and advise him- 

in accomplishing a n  orderly development of. foreign economic policies and pro- 
grams and to assure the effective coordination of foreign economic matters of 
concern to the several departments and agencies of the executive branch. 

The mission of the Foreign Economic Policy Council was somewhat 
delimited as the President asked Mr. Dodge- 
to provide for the anticipation of problems and issues, analyze information for 
the purpose of clarifying and defining issues, and determine the primary respon- 
sibilities of the executive agencies for the preparation of original documents and 
for any other steps necessary to produce a coordinated and agreed-upon govern- 
mental position. 

I t  is thus strongly suggested that the Dodge council will be active 
in the field of policy determination, and will work to achieve better 



coordination by means of better articulated policies arrived a t  by inter- 
action of the various interested agencies. 

At  the same time, the President's letter noted that the membership 
of the council partly overlapped, but did not duplicate that of the 
National Security Council and the National Advisory Council on 
International Monetary and Financial Problems. Mr. Dodge was 
directed to set up working liaison with both these bodies. As pre- 
viously stated, the task force suggests that the Defense Department 
might be included in the Council on Foreign Economic Policy so that 
the council can fully coordinate all phases of the foreign aid program. 

I n  this connection the task force desires to clarify its position on 
allocation of the functions of defense support and direct forces support. 
The task force believes that defense s u p p o r t i .  e., economic aid to a 
country given to enable i t  to maintain a higher level of military capa- 
bility than i t  could by its own resources, and sufficient to meet the levels 
agreed on by the United States or NATO-should be vested in the 
same agency as administers technical assistance and development 
assistance, namely, the new operating division of the State Depart- 
ment. Defense support should include provision of common-use items 
except those procured for direct delivery to troops. So-called direct 
forces s u p p o r t i .  e., the supplying of aid for the direct use of foreign 
military establishments, in the form of pay provisions, and equipment 
and other commodities furnished directly to troops, should be placed 
in the Defense Department and administered along with our regular 
programs for the support of our own forces by the Department of 
Defense. 

( b )  Administratio# of the Mutual Defense Assistance Co~t ro l  Act of 
1951 (The Battle Act) 

The administration of this function of FOA should be delegated by 
the operating division of the State Department to the Commerce 
Department. 

The Commerce Department is charged generally with administra- 
tion of export controls, and has facilities to do it. 

( c )  Small Busitress 

The functions of the Office of Small Business should be delegated 
by the operating division of the State Department to the Commerce 
Department because the Commerce Department already provides serv- 
ices to business with which these special services required by Small 
Business could be easily consolidated insofar as they are not already 
being discharged by Commerce. I n  the opinion of the task force, this 
particular function might well be eliminated or drastically reduced. 



( d )  Migrants and Refugees; Children's Welfare; Advisory Committee 
for Foreign Relief 

Major operational responsibility for these functions is already being 
shouldered by international, United Nations, or voluntary agencies. 
The present responsibility of FOA to review and supervise United 
States contributions to these organizations, and keep them in touch 
with governmental policies and procedures affecting their work 
should be exercised by the operating division of the State Department. 

( e )  Assisting Private Znvestmemt and Encouraging Free Emterprise 

These functions should be delegated by the operating division of the 
State Department to the Commerce Department and consolidated with 
the activities in those fields already undertaken by that department. 

( f )  Facilitation and Emcouragememt of Travel 

The task force notes with approval that responsibility for this 
function was placed by the President in the Commerce Department by 
section 104 ( b )  of Executive Order 10575 of November 6,1954. 

( g )  Exchamge of Persons 

A large portion if not the bulk of the funds allocated to technical 
assistance pays for sending American technicians and experts abroad 
and for bringing foreigners of various technical backgrounds 
to the United States for specialized training. I n  the opinion of the 
task force, this program has been unduly expanded and its continu- 
ance in its present proportions cannot be justified. The first objective 
should be a drastic reduction, and the second a reconciliation with 
previous programs carried out by other agencies. 

FOA carries out this point 4 exchange program by delegating the 
major portion of these recruiting and training responsibilities and 
transferring the necessary funds to other Government agencies 
through an extensive system of interagency contracts. It is recom- 
mended by the task force that the operating division of the State 
Department which will have the responsibility for administering the 
foreign aid program should continue and, to the maximum extent 
possible, expand this practice of delegating or farming out the opera- 
tional responsibilities incident to the exchange program for technical 
assistance. The task force earnestly suggests that every possible step 
be taken to decentralize the purely technical responsibilities of this 
and other phases of the foreign aid program to those specialized agen- 



cies wllicll llave professiolial coiiipeteriec i11 the several fields, rather 
than maintail1 large technical staiTs in the new operating division of 
the State Department. It is felt tliat this will not only minimize 
the danger of duplication and waste, but will also broaden the base of 
tlie technical assistance program by imparting to the other agencies 
a fuller sense of responsibility, so that the program will become a 
governmentwide effort, which is felt to be the greatest guarantee of 
maximum efficiency in its conduct. It is felt that the management 
function retained by the new operating division of the State Depart- 
ment should include such substantive details as establishing criteria 
for the selection of candidates, the allocation of funds by country and 
category, ancl supervising the operations which are delegated to the 
several agencies. 

It is to be noted that this point 4 exchange program is in obvious 
parallel to the exchange program conducted by the State Department 
under the Fulbright and Smith-Mundt Acts, which is mainly designed 
to improve tho climate of foreign opinion about the United States 
and to interchange certain knowledges and skills, predominately in 
the academic field. It is the view of the task force that the transfer 
of the entire technical assistance program to the State Department 
upon the termination of FOA could well provide a suitable oppor- 
tunity for consolidating those services which are presently handled 
separately and yet are susceptible of common administration. These 
"common services" include the functions involved in the reception and 
orientation of new arrivals, the establishment of a standardized system 
of stipends and per diems, and the maintenance of remote control over 
their activities ancl whereabouts while in this country. It seems pref- 
erable to the task force that all such functions should be handled for 
the Operating Division of the State Department by the International 
Education Exchange Service ( IES)  in the Office of Public Affairs in 
the State Department. The task force notes with approval that I E S  
presently delegates the responsibility for most of these activities to  
other agencies, both public and private, and suggests that this practice 
be continued for tlie collsolidated administration of such "common 
services." 

(h)  Labor Activities 

The operating division of the State Department should delegate 
to the Labor Department, to consolidate with similar activities 01 
that Department, any FOA labor activities which are not eliminated 
as labor productivity functions. 



( i )  Colztribzrtiolzs to NATO 

The taslr force notes with approval that the responsibility for cov- 
ering contributions to KAT(0 has been placed in the State Depart- 
ment by Executive Order 10575. 

( j )  OEEC and EPU 

I t  is recomme~lcled that all functions of FOA relating to OEEC 
nnd E P U  be placed in the operating division of the State Department 
to be clischnrgerl in coils~~ltntion with the Treasury. 

The FOLl  Director staffs ailcl supervises the Office of Economic 
Affairs in the TJnitecl States Regioilal Office. This staff, working 
under the genernl snl~ervision of the United States pernlanent repre- 
sentative to NATO, provides the econo~nic side of the USRO team. 
It provides United States representation to all OEEC bodies, includ- 
ing the council, the executive committee, the managing board of the 
EPU,  the steering board for tracle, the joint trade and paymeilts com- 
mittee, the economic con~~nittee, the European Productivity Agency 
(EPA)  , and various ad hoe working groups. FOA/Washington 
supports this work, initiating all comnlunications to the USRO eco- 
nomic office and developing coordinated United States positions on 
OEEC matters. Tliese functioils are performed under the general 
guidance of State, Treasnry, ancl other interested departments. 

United States operations wit11 respect to OEEC require close co- 
ordination of the interests ailci policies not only of the Departmerit of 
State ancl the Treasury, but also Defense, Commerce, Agriculture, 
Ihdget Bureau, Council of Econoinic Advisers, ODM, and the Fed- 
eral Reserve Board. 

It is the view of the task force that these coordination functions, 
insofar as they are required to produce a unified Government position 
for trailsmittal to the United States representatives in OEEC, should 
be placed in the operating divjsioil of the State Department, where 
they can appropriately be ineslled ~vith overall programing and 
operations. 

(k) Multilateral Technical Cooperation 

The task force notes with approval that United States functioils 
relating to multilnternl tecllnical cooperation have been placed in the 
State Departnleut by Esecntive Order 10575. 



( 1 )  Znvestmmt &@rantee Program 

The operating division of the State Department should delegate 
the investment guarantee program to the Commerce Department. 
The primary stimulus for American private investment abroad can 
only come through the creation and maintenance of a friendly cli- 
mate for investments in other countries. This will never come if we 
continue to create the impression that, whether friendly or not, we 
will force American dollars upon them. We cite India as an example 
in this connection. 

( m )  Loans 

Whenever loans are to be made to foreign countries as a part of the 
foreign aid program,.the operating division of the State Department 
should delegate the responsibility for such transactions to the Treas- 
ury Department for handling through the Export-Import Bank under 
Treasury Department supervision. 

(n)  Assistance to Korea or Other Post-Hostilities Area 

The policy of assistance to Korea should be determined by the State 
Department, and aid of all forms should be administered solely by 
the Defense Department. 

ZV, Functions Remaining for Direct Administration by the Op- 
erating Division of the State Department 

I n  the opinion of the task force, the following functions should be 
handled directly by the proposed operating division of the State 
Department : 

(a)  Technical Assistance 

Such technical assistance as may be continued (see sec. I1 (a) on 
p. 12) should be managed by the operating division of the State D e  
partment, and its execution delegated wherever possible to the reg- 
ular departments of Government, colleges and universities, or private 
firms. 

( b )  Developmmt Assistrmce 

Development assistance is economic assistance given primarily to 
promote economic development or otherwise to create or maintain 



economic or political stability. I t  is not directed toward primarily 
military goals. I t  goes beyond technical cooperation insofar as it 
provides capital assistance, supplies, or technical or engineering serv- 
ices beyond the level required for purposes of instruction or demon- 
stration. Aid of this nature should be strictly limited, and whatever 
is carried on should be administered by the operating division of the 
State Department. 

(c) Defense Support 

Defense support, as redefined above (sec. I11 (a) on p. 12) includ- 
ing related technical services, should be in the hands of the operating 
division of the State Department. 

id )  Agricultural Surplus Disposal 

Under current legislation (the Mutual Security Act of 1954 and the 
Agricultural Trade Development and Assistance Act of 1954), au- 
thority for the sale abroad of surplus agricultural commodities is 
divided. Prom both acts, however, there arises a dual responsibility 
which should be placed in the operating division of the State 
Department. 

A very difficult and complicated staff procedure is required to mesh 
the work of the interagency committee on surplus agricultural com- 
modity sales, with the programing and other work of the agency 
responsible for foreign aid operations. This staffwork is now being 
done effectively by the Food and Agriculture Division of the FOB, 
and can best be continued if it is placed with the operating division 
of the State Department. So long as the law on disposal of agricul- 
tural commodities remains as i t  is today, this function can best be 
handled in this way. 

(e)  Special Assistance in Joint Control Areas (Austria, Berlin) 

Responsibility for determining the necessity for and scope of these 
special programs should rest with the State Department. Admin- 
istratively, they can best be dealt with in the operating division of 
the State Department. 

(f) Other Functions 

Other miscsllaneous and minor functions now handled by FOA, 
such as the administration of unencumbered balances of Irish Counter- 
part Funds, should be placed in charge of the operating division of the 
State Department. 



The Importance of Centralized Control 
by the Operating Division of 
the State Department 

F o r  effectire acl~liinistr:xtio~~ of the \\.liole foreig~l  aitl l~rogrnm, i t  
is essential that  t1iel.e be celitr:~lizetl control of bltdgeting, prog-1-a~lliilg, 
ln-ocurement, financ*e, aiicliting. ailtl aclmii~istmtion a t  some central 
point. The operating tlivision of the S t :~ t e  1)epartrnellt shonld exer- 
cise this necessary fi~nction. 

It is the view of the-task force tliat nctnal (1a~-to-day operatioils 
slio111d be contractetl out insofar as lmssible to other agencies of the 
Goverilille~lt (as previonsly suggestecl), or to private institntions, t o  
take full  aclrantnge of the existing technical resources. TVe recognize 
tha t  the centralized maliageri:~l g ro i~ l )  in the State Departnient inay 
find i t  desirable to retain soille otller 0per:ltirig f~~ilct ioi ls  bec:~use they 
may be able to find no appropriate technical organization t o  carry tliem 
out, or  for other reasons. However, tile ni~nlber of 1,eol)le required t o  
carry 011 the reinaining fullctioils sliould be relatively limitetl, as the 
volume of operational resl~onsibilities will be shmnk. 
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Extent of Foreign Aid Given by the 
United States Since 1945 

The extent of the military and economic aid given by the United 
States to foreign coui~tries since the end of World War I1 through the 
fiscal year 1954 is stupendous. It totals $46,847 million, as shown in 
the following table : 

Foreign Grants and Credits of the United States Government l-Postwar 
Period-b y Years 

[Fiscal years ending June 30. Millions of dollars] 

Net credits 

Military grants: Net grants 

- 

Net grants .--_----_------------------- 5,021 4,138 3,121 '2,470 1,930 23,661 
Net credits ..-.....-..---------------- 1 718 / 141 1 156 / 335 / 106 11, / 11,005 

1 Actual net payments or deliveries. Appropriation figures would of course show a somewhat different 
pattern. 

1 July 1, 1945, to June 30, 1954. The slight differences in the totals are due to rounding off of individual 
figures. 

6ource.-U. S. Department of Commerce, Office of Business Economics, Feb. 14,1955. 
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Wisdom of Continuing Foreign Aid 
Everyone will agree that there is great danger in the general world 

situation today and that the United States must do everything i t  can, 
within reason, to contain and limit the spread of communism. The 
p o s t ~ ~ a r  days of charity, however, are over, mhen the United States 
spent large sums for rehabilitation. Future foreign aid can be justi- 
fied only if it is necessary for the defense of the free world; and we 
should certainly not plan our future course with the idea that is fre- 
quently advanced that foreign aid will have to be given permanently 
or for an indefinite period. 

7Ve have to face the indubitable fact, moreover, that human nature 
does not change, or, at ally rate, changes very s l o ~ ~ l y  in its fundamental 
cl~aracteristics. Giving away nlo~ley does not will permanent friends. 
I n  the long run, it is more likely to cause the loss of friends, because 
the receiver or the borrower never loves the giver or his creditor. The 
giving of aid, moreover, freq~zently ~ ~ e a k e n s  character and self- 
reliance. These are basic considerations which should always be kept 
in mind in deciding on the wisdom of any foreign econon~ic aid pro- 
gram, as distinguished from purely military aid designed to protect 
the United States. 

I t  is frequently assumed that pllgsical poverty is the primary cause 
of con~munism and that, therefore, communism can be cured by spend- 
ing in an endeavor to raise the general standard of living. There is 
no convincing proof that this is univel-sally true. Communism, for 
example, is strongest in the higher wage industrial centers of Italy. 
Most foreign econon~ic aid programs seem to be based on emotions and 
opinions-not on hard facts. I n  fact, in many underdeveloped 
countries, ccono~nic indicia from which to draw intelligent conclusions 
are totally lacking. ,4s has been previously indicated, so-called illus- 
trative programs are of little practical value as a basis for appropria- 
tions, since they are based merely on individual judgments as to what 
aid may be desirable. Actual expenditures may prove to be for quite 
different purposes. 

As previously recommended in this report, the giving of future 
economic aid in general only mhen requested by the recipient nation 
on a quid pro quo basis, with the recipient nation making a definite 
contribution of its own to the proposed program, would put all future 
economic aid on a much sounder basis, in the opinion of the task force. 

One fundamental error in our past thinking on this subject lies in 
the belief that the more money is spent, the more good there is done. 
This is an error which continually permeates the thinking on the 
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subject of ecoriomic aid, just as it does in respect to military strength. 
The question is not how much money is spent, but what results are 
obtained. What has really been accomplished in many of the areas 
into which our money has gone? Certainly it must be admitted that 
nothing was accomplished in combating communism by the billions 
we spent in China, or in Indochina. I n  any case, a truthful answer 
to this question mill make it appallingly clear that tlie mere spending 
of money in any amount is not the real answer to today's problem. 



The 1956 Program 
The BOA reports that it will have an unexpended balance of over 

$5.7 billion for military aid, and approximately $52.2 billion in un- 
expended funds for other foreign aid purposes on June 30, 1955. I n  
addition, there was available as of December 31, 1954, in foreign cur- 
rencies the equivalent of $973 million in counterpart funds. I n  view 
of the request for new appropriations totaling $3,530 million for the 
coming fiscal year, the task force suggests that the appropriate con- 
gressional committees ascertain how much of the unexpended funds 
are presently committed by definite contractual obligations, and the 
total amount FOA contemplates expending during fiscal 1956. 

One aspect of the foreign aid programs, as they have been carried on, 
which may justly be criticized, is the recurring request for funds a t  a 
time when billions of dollars already appropriated have not been 
spent. I n  our opinion, no consideration of the need to fight com- 
munism or of the necessity of completing programs on which we have 
now embarked should prevent a searching scrutiny of moneys which 
will continue to be spent from appropriations already made. We have 
been engaged now for almost 10 years in a vast program of foreign aid, 
starting with UNRRA. I t  would seem to be the part of wisdom to try 
to draw some lessons from this extended and costly experienc+par- 
titularly in connection with any proposals that may be offered for ex- 
tensive economic aid in the countries of southern Asia. 



Sunlmary and Recommendations 
The task force reconlmends: 
1. The State Department should be given a reasonable time within 

which to recruit the necessary personnel and otherwise prepare to take 
over the fuilctions apd activities of F O A  in accordance with the recom- 
mendations of this report. T o  facilitate this objective, the Foreign 
Operations Adininistratioil should be terminated as of June  30, 1955, 
except for the purposes of liquidating its present functions and com- 
pleting i ts  current activities until the State Department has indicated 
its readiness to take over such functions and activities in accordance 
with the recommendations contained in this report. The transfer 
to the State Department should be effected as rapidly as possible, a t  
the n-ill of the State Department, but in no case later than December 
1, 1955, and the Foreign Operations Administration should there- 
upon cease to exist. 

2. After the elimination of certain functions and the reduction of 
others, the remaining and reduced functioils and appropriated.funds 
therefor should be placed in a new operating division in the State' 
Department. 

3. The operating division of the State Department should have 
full responsibility for the adrninistratiol~ of the program as a whole, 
with the exception of military assistance, but many of the functions 
should be delegated by the State Department to the various regular 
departments of the Governmelit for execution. 

4. The State Department should have the widest discretion in setting 
up the operating division in accordailce with the recominendations 
of this report ancl in selecting the necessary personnel at  all levels. 
It is not beliered that the transfer of the Foreign Operations Ad- 
ministrntion as n unit to  the State Department would result in any 
substantial elimination and reduction in functions. 

5. A11 spending for  foreign aid should be reduced to a minimum 
necessary-in general, on a quid pro quo basis-to assist our allies 
with the will to fight to arm themselves adequately, nild the extension 
of any form of ecoilomic assistance should be scrutinized most care- 
fully and eliminated if not absolutely essential to  the security of the 
United States. 

An Alternative Proposal 

The following alternative recommendations might more expedi- 
tiously carry out the will of Congress .and meet the objectives of the 
task force's recommendations : 
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(a )  The Director, Foreign Operatioi~s lidministration, acting under 
an appropriate Executive order, should at  once turn over to the vari- 
ous departments the functions recommended for transfer by this 
t,ask force and terminate the functions herein specified for discon- 
tinuance. 

( 6 )  By June 30, 1955, the President should appoint an official 
acting under the Council on Fereign Economic Policy who would 
complete the liquidation of Foreign Operations Administration during 
the following 5 months. 

(c) The remaining functions shall be transferred to an administra- 
tive unit in the State Department not later than December 1, 1955. 

(d) The departments to which functions are assigned should have 
the right to clloose only such of the present Foreign Operations Ad- 
ministratioil staff as they may wish. 

(e)  The Council on Foreign Economic I'olicg shall have tlle re- 
sponsibility of coorclinating all continuing functions in the foreign 
aid program. 

( f )  The State Department shall determine the overall international 
policies involved. 



Special Staff Studies 

The following papers were prepared for the task force by its 
staff and do not form a part of the 

task force report. 



PREFACE 

The con~plexity and diversity of the overseas economic operations 
of tlle rnited States Go\-erlinieiit, \vliicli this task force \\-as directed 
to review, required it qualified researcl~ staff to  assist the task force 
in its WOI-k. 

The  paperstthat folloiv \\-ere prel~arecl by tliis stail' to  provide the 
task force alld tlie Conuiiission with the basic facts relating to our 
principal ecollolilic activitirls abroad. 

The very \vide scope of tlie sl~ecific st11dy assign~ne~its, coupled with 
linlitecl time a l i~ l  staff', lack of ol~portuiiity for o~~el.seas obser17' '1 t '  IOIIS, 

and certain diflic.i~lties in o b t t ~ i n i ~ i ~  tlesirecl iriformation, have pre- 
verited a 111o1.e conil)i~ehensive stud3 of tlie entil-e subject. IIomever, 
in the 111.eparation of these l)al)ei-s, tlic staff clrew freely from a wide 
variety of sources, both in itild out of the C~overnment. W e  are satis- 
fied that tlie papers 1)1.eseiit a fair aiicl objective descriptio~i of t l ~ e  
niatters disclisscd aritl t l ~ t  they f e e  of s~~bs tnnt ia l  error. 

I \\is11 to explaess lily deel) appreci:~tion for the loyalty and efficient 
work of tlle tit& Eoi,ce stafy, both professional :tnd clerical, and on 
belialf of myself ant1 tlie staB, our t l ~ a l ~ k s  to the inenlbers and staff 
of the Commission for their unfailing helpfulness. 

R4UMAS.L- 
BERNARD S. VAN RENSSEI~AER, 

Staff' Director. 
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LIST OF STAFF PAPERS 

INTRODUCTION AND DISCUSSION O r  SPECIAL PROGRAMS AND COUNTRY STUDIES (I)r. 
Fox) 

Summarizes the principal problems in the operation of foreign aid as illus- 
trated in the selected country programs. 

FOREIGN AID P s o a u ~ s  AND RELATED ACTIVITIES or  UNITED STATES GOVERNMENT 
AGENCIES (Mr. Kenney) 

Describes functions of governmental agencies concerned with overseas opera- 
tions and points up the problems of duplication and overlapping. 

COORDINATION o r  OVERSEAS PROGUMS (Dr. Thomson) 

Makes the point that any reorganization of the foreign aid program will be 
incomplete without recognition of the need and provision for improved top-level 
coordination of both policymaking and operations among all agencies active in 
this field. 

INTERNATIONAL OBGANIZATIONS (Mr. Robertson) 

Indicates some of the organizational, functional and administrative problems 
confronted by these agencies. The principal features are outlined in some 18  of 
the more than 70 international organizations in which the United States par- 
ticipates in the conduct multilaterally of foreign aid program activities and of 
related overseas economic operations. 

SOME FISCAL ASPECTS O F  THE FOBEIQN AID PROQRAM (Mr. Kenney) 
Discusses some of the fiscal problems encountered in the operation of the 

economic foreign aid programs and suggests certain areas in which improvements 
could be made. Also includes certain tables of obligations and expenditures. 

DIRECT FORCES AND DEFENSE SUPPORT (Messrs. Egan and Kenney) 

Discusses continuance of Marshall Plan type aid in the guise of military s u p  
port and military assistance even to the extent of using military terminology. 

UNITED STATES TECHNICAL ASSISTANCE (Dr. Thomson, Mr, Egan, and Dr. 
Olmstead) 

This study indicates inter alia (1) the growth and distortion of technical 
assistance since the inception of the point 4 program ; (2) the dangers of using 
technical assistance a s  an umbrella under which all forms of economic assistance 
can be gathered and intermingled ; (3) the desirability of making appropriations 
dependent upon approved projects, rather than developing projects in order to 
spend funds already appropriated; (4)  the wisdom of concentrating available 
funds and skilled manpower on a limited number of significant projects in each 
country instead of diffusing our resources in order to do something, no matter 
how small, in the greatest possible number of different fields; (5) the need for 
a new set of ground rules to govern the future programing and operation of 
technical assistance. 

INDUSTBUL PROJECTS AND ECONOMIC DEVELOPYENT UNDER UNITED STATES AID 
PROQRAMS (Mr. Nelson) 

Points out that (1)  our contribution to industrial projects in Europe is com- 
pleted ; (2) experience gained in Europe demonstrates the danger implicit in the 



kind of economic development programs that are presently being suggestea for 
the underdeveloped countries with the aid of United States public funds. 

SURPLUS AGRICULTURAL CO~IIIOI)ITIES (Mr. Herman and Dr. Thomson) 
Discusses (1) the complicated mechanisms for disposing of surplus com- 

modities; (2)  the implications of using surplus or distress commodities as a 
means of foreign a i d ;  (3)  the problems inherent in the disposition of local 
currency proceeds of surplus commodity sales a s  apparently contemplated by 
present programing. 

OFFSHORE PROCUBEIIENT (Mr. Neuland and Dr. F o r )  
Describes an unsuccessful atteinl~t to acl~iere  a multiplicity of politicnl, eco- 

nomic, and military objectires by menus of a single aid ~tiechanism. 

PUBLIC I;ENDING A R D  PRIVATE I N T E S ~ ~ J I ~ ~ ~ T  (Mr. P i t~nan  and Dr. Thomson) 
Considers the desirnl~ility of (1) subst i tut i~~g loan funds for grants where 

this is feasible n~id  the country l ~ a s  the c:lgacity to repay; (2 )  promoting and 
encouraging through establisl~ccl go~ern~uci i ta l  ngencirs private investment to 
the maxiilluln degree possible a s  n much preferred alternntire to United States 
grant a id;  and (3) malring a real effort to bring about improved iurestment 
cli~uates in those countries seelci~lg United States funds. 

INFRASTRUCTURE (Mr. Neuland) 
Considers dollar cont,ributions to NATO co~nrnon use military installations 

and the resultant benefit to the economies of the participating countries when 
dollar aid is made available for nondollar expenditures. 

OVERSEAS PERSONNEL ADMINISTRATION (Mr. Robertson) 
Represents a survey of n~easures designed to produce a concerted administra- 

t i re  effort on the part of the United States agencies participating in orerseas 
economic operations and to contribute toward enabling the United States to  
speak effectively wit11 one voice abroad-that of the Ambassador in  each country. 
These measures are  discussed in terms of a career service for the overseas 
economic specialists, rerised staffing and reporting procedures, the role of the 
Ambassador, and personnel needs of today and tomorrow. 

A. United Kingdom (Mr. Van Rensselaer, Dr. Fox, and Mr. Morgan) 
B. France (Mr. Morgan and Dr. Fox)  
C. I ran  
D. Philippines (Mr. Nelson) 
E. Formosa 1 
F. India (Mr. Egan) 
G.  Pakistan (Mr. Kenney) 
H. Israel (Mr. Herman) 

I' (Mr. Neuland) 
J. Korea} 

These studies indicate inter alia ( I )  the continuation of economic assistance to 
certain strategic countries in Europe, the Middle East, and the F a r  East in a 
substantial amount for an unpredictable period of time. These countries include 
Spain, Yugoslavia, Turkey, Greece, Indocliina, arid Jallan, in addition to Korea, 
Formosa, the Philippines, and Pakistan; (2)  the completion of the major 
European objectives and the uncertainty a s  to whether the Western European 
economies can stand alone in the face of any future economic pressures ; (3)  the 
need for review of involved programs in countries which may not actually require 
the aid or  which show a disinclination to cooperate in long-range United States 
security objectives. 
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INTRODUCTION 

The incredible figure of $141 billion is the cost to the American 
taxpayer of aid extended to foreign countries since the beginning of 
World War 11.' Since the end of World War 11, nearly $40 billion 
net in nonmilitary aid has been distributed abroad, with current ex- 
penditures at the rate of not far from $2 billion annually. (The post- 
war total cost is approximately $800 for every man, woman, and 
child in the United States, while the current annual cost is around 10 
percent of the total nonmilitary budget of the Federal Government.) 
Twenty-one Federal departments and agencies participate in these 
widespread economic activities, which require some 30,000 people over- 
seas (including about 10,000 Americans), plus an estimated 3,500 
additional employees a t  the domestic end. 

Foreign Aid Operations Most Extensive 

Foreign aid operations account for by far the greater part of our 
overseas economic activities in terms of cost, personnel employed, and 
overall scope. I n  addition to the Foreign Operations Administra- 
tion and its predecessors, other agencies participating in the areas 
related to foreign aid include the Department of State, with vital 
functions in the fields of treaty and trade agreement negotiation, com- 
mercial and economic reporting, the conduct of operations for other 
economic agencies, and numerous other economic areas. The Depart- 
ments of Commerce and Agriculture have key responsibilities in the 
marketing of American products abroad and in the promotion of in- 
ternational trade and investment in general. Other important agen- 
cies having related functions include the Departments of Labor, 
Health, Education, and Welfare, Treasury, and Interior. 

Problems Involved 

It is a t  once apparent that with operations of such wide scope, both 
geographically and functionally, and with so many agencies concerned 
many and complex problems will arise. This is, in fact, the case. 

Accordlng to Speaker Joseph W. Martln in the House of Representatives, June 29, 
1984--Congressional Record, p. 8 6 7 L 1 9 5 4 .  

Expendltnres after June 30, 1954, and all other econornlc expenditures estlrnated. 

43 
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r 7 lhese probleins oripin:lte in l):\l-t froill the almost inevitable over- 
lapping of general and spccific responsibilities. An  illustration is 
the situation resulting from tlie fact that the Department of State is 
responsible for the formulation, under the President, of overall for- 
eign policy, including economic foreign policy, while numerous other 
agencies hare foreign responsibilities in specific areas, e. g., 
the Department of Coinmerce in the fields of international trade and 
international air and water transport policy, the Treasury Depart- 
ment in interilatioilal financial policy, etc. 

Another area of overlapping is that of foreign trade promotion and 
the marketing of -1merican products abroad which is in part shared 
by the Depnrtments of Commel.ce and Agriculture. 

An important cause of clificulty is the establisllment of new agen- 
cies, such as the ECA-JISA-FOA series, whose responsibilities often 
overlap, primarily or secondarily, those of existing agencies. Diffi- 
culties also arise in part from lack of or inadequate delineation of 
responsibilities in Washington, and from absence of effective coordi- 
nation machinery. 

Another cause of duplication is the not infrequent tendency of 
orc.anizations to expand tlieir secondary or ancillary activities into 
mnjor operations, as illustrated by the considerably enlarged activity 
of the Department of Defense in the areas of economic and industrial 
investigation and economic reporting. 

An important basic factor is inadequate organization of overseas 
personnel as well as faulty coordiilation of function overseas. 

TVl~ile i t  would be well the terms of reference of the task 
force, and wholly desirable, to inquire into all these various problems, 
the scope of inquiry has been necessarily limited by time and available 
staff. Consequently, mail1 emphasis has been placed upon what 
seemed to be the major and more urgent problems, functional and 
organizational, arising from the operation of the foreign aid pro- 
grams, and their interrelatioiisllips with other agencies having over- 
seas economic responsibilities. Possible changes in overseas staffing, 
as a major instrument in the efficient execution of foreign aid pro- 
grams, have been considered. 

Studies of the major problem areas were assigned to various mem- 
bers of the staff, all of whom have had experience in one or more 
sectors of foreign operations, and most of whom have had extended 
overseas experience. I n  making these studies, and in evaluating the 
facts and situations disclosed by them, the task force and staff have 
made the fullest possible use of the various studies already made in 
this field by committees of both Houses of Congress; by committees 
or commissions appointed by the Presidelit or by department 
heads, and by nongovernniental agencies, iacluding the Brookings 
Institution, 



Summary Background of Foreign Aid 
Apart  from its generosity, United States foreign aid, since the 

beginning of World War  11, has been featured by its diversity and 
by its changing, almost kaleidoscopic, character and purposes. 

The first phase, beginning with the outbreak of World W:tr I1 in 
September, 1939, was almost wholly military, and during the period of 
United States neutrality as well as during the period of United States 
participation, found expression in the lend-lease program ("the arsenal 
of democracy"-'lgive us the tools and we will finish the job"). 

During the later stages of the war and immediately afterward, the 
emphasis shifted to personal relief and rehabilitation-food, clothing, 
medicine, emergency housing, care and resettlement of refugees. This 
type of aid was administered initially by the military authorities, as 
areas were taken over from the eneiny ancl occupied, under the "pre- 
vention of disease and unrest" program. After the end of hostilities, 
the personal relief and rehabilitation program was expanded widely 
in Europe and certain countries in the Near and F a r  East  by UNRRA 
(United Nations Relief and Rehabilitation Administration), to which 
the United States contributed heavily. 

A third major phase was rcconstructioil of the economies of the war- 
damaged countries, primarily in Europe. This was carried out under 
the "Marshall Plan" and coilsisted essentially of helping to re-estab- 
lish the physical means of production, industrial and agricultural. 
Concurrently, aid mas given with a view to reestablishing normal 
trade channels, reconstituting the meails of international payments, 
and otherwise as seemed necessary to put the econonlies of the recip- 
ient countries back to a normal self-sustaining basis. These measures 
were accompanied by large-scale interim supply of industrial and agri- 
cultural raw materials, supplies and equipment, as well as essential 
consumer goods, mainly as outright grant aid. 

The fourth phase, which in point of time ran to n considerable extent 
concurrently with European reconstruction, was the development of, 
and gradual shift of emphasis to, so-called technical assistance. The 
next phase was a sharp shift back to military assistance with the out- 
break of the Korean W a r  and the development of the North Atlantic 
Treaty Organization, (NATO).  A little later, the pendulum swung 
some way back toward a renewed en~phasis on econolnic aid in its own 
right as  well as a necessary support to military programs. And 
finally, concurrently with a continuation of military assistance and 
technical assistance, has come increased attention to longer range pro- 



grams not as yet wholly formulated or understood, but with consider- 
able emphasis on foreign aid as an instrument of national policy in 
the developing world struggle for the minds of men, commonly called 
the cold war. 



Basis for Current Programs 
The current foreign aid program had their immediate origins in 

four events or developments : 
(1) The proposal by Secretary of State Marshall in a speech a t  

Harvard in June  1947, that  a program of economic aid to Europe 
should be undertaken. 

(2) The so-called point 4 of President Truman's inaugural message 
of January 20,1949. 

( 3 )  The outbreak of the Korean war in June, 1950. 
(4) The development of the present "cold war" which cannot be 

attributed to any specific date, but ~ h i c h  for the purposes of this dis- 
cussion may be consiclered to comprise the period following the end 
of the Korean hostilities. 

1 .  Marshall Plan 

The Rlarshall Plan resulted in~inediately from Secretary Mar- 
shall's Hxrrard  speech referred to above and consisted essentially of 
large scale grant aid intended for the general economic reconstruction 
of Western Europe. It was carried out by the E C A  (Economic Co- 
operation Administration) which began operations in April 1948, 
and ~ h i c h  lasted for approximately 4 years as f a r  a s  its major opera- 
tions were concerned. I t  is generally considered that this program 
was successful in facilitating postwar readjustments and to a large 
degree reestablishing the econoinies of Western Europe, restoring 
industrial and agricnltural production and in general constituting an  
important factor in saving at  least some of the recipient countries from 
communism. While there is still some relatively small residue of 
activity under this program, i t  is for the most part  completed, and is 
so officially considered, although aid missions are still maintained in 
most European countries. From the standpoint of the techniques of 
foreign aid, this program represented primarily economic grant  aid 
on a very large scale. 

2. Technical Assistance 

President Truman, in his inaugural address of January 20, 1949, 
had expressed the view that the United States should undertake a 
"bold new program" of technical assistai~ce to underdeveloped coun- 
tries. This set in motion a movement which has spread to practically 



every country of the free world, and which includes a wide variety of 
projects in the fields of industry, agriculture, health, education, and 
most other areas of human endeavor. While the major emphasis in 
these programs is naturally, in accordance with President Truman's 
announcement, in underdeveloped countries, being countries having 
a level of standard of living, education, social developmei~t, and indus- 
trial development well below that of the United States and other 
industrial countries, there has been a tendency to extend the technical 
assistance programs to even the more highly developed industrial 
countries of Europe, partly, at  least, for the purpose of filling in any 
gaps in their reconstruction which may have been left unfilled by the 
Rlarshall Plan. 

3. Korean War Period 

The outbreak of the Korean War in June 1950, swung the pendulum 
sharply back to a World-War-11-style elnphasis on military assist- 
ance. The formation of NATO (North Atlantic Treaty Organiza- 
tion) for common Europeail defense purposes, tended to accentuate 
the emphasis on military assistance. Wowever, a t  the same time, it 
began to be recognized that the economies of a number of countries 
co~lcerned both with the development of NATO and with military 
events in the Far  East, TTere unable to undertake from their own 
resources, much less support for an indefinite period, the level of de- 
fense forces and equipment necessary for the joint defense. Ac- 
cordingly, economic aid in varying amolults and for varying specific 
purposes, might have to be continued to some extent in all of the free 
countries concerned in these matters. 

4 .  Other Programs 

While the above indicates the major foreign aid programs, there 
were also a number of individual programs which were authorized 
by Congress including Yugoslav aid, aid to China, the Philippines, 
Korea, and some other countries ns well as programs originating in 
the availability of surplus commodities of various kinds, etc. These 
various operations have gradually been consolidated under the actual 
direction or immediate coordinating authority, of the ECA and its 
successor agencies, RlSL4 (RIutual Security Administration, 1952-53), 
and the F O B  (Foreign Operations Administration, 1954 and 1955). 



Postwar Aid Mainly in Form of Grants 
Net post~var aicl, military ancl other, extended by the United States 

totaled nearly $47 billion up to the end of June 1954. Of this total, 
grant aicl constituted more than three-fourths, :~ltllougll grants repre- 
sentecl a so1ne11,llat sinaller propo~tion of nonniilitary :kid, and the 
current trend is in the cllrectioll of a larger 1)roportiou of credits. 
The f o l l o ~ ~ i n g  table summarizes total grants nucl creelits, by illnjor 
program. 

St~mmary of Foreign Grants and Credits by Program 
lMillions of cloll:?rs] 

PostnTnr Period, .July 1, 1045-June 30, 19-54 

Blilitarg aid : 
AIilitnry suyplies and services ............................... 10, GO6 
lunltilnteral-construction progrnlll contributions --------------- 202 

Otl~c~r :lit1 (eco~ioruic nnd technical nssist;u~ce) ----------------. ._- 15,192 
-- 

Civili:l~i supplies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5,802 
UKrLILA, post-UNRRA, and interim nid .......................... 3,443 

Military aid (China) ---------------_-_-------------------------- 679 
I'ost~vi~r pipelines - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  1,227 

Greek-Turkish 659 

B l i l i t n r y - - - - - - - - - - - - - - - - - - - - - - -  537 
122 

Philippine rehabilitation . . . . . . . . . . . . . . . . . . . . . . . . . .  634 
('liinese otat)ilizntion . . . . . . . . . . . . . . . . . . . . . . . . . .  120 
Chinese n~ilitary aid ............................................ 122 
Military equiplnent loans------------------------------------ 187 
O t h e r - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  GG.5 

Less : Prior grants converted into credits ------------------------------ 2,25(J 
Less: Reverse grants and returns-------------------------------- 1,442 

Sc,~r. crcdi fs  ...................................................... 11,67,> 
-- 

Esport-Imlmrt Bank (for own account) .......................... 4,2002 

Source : "Foreign Grants and Cre(l1t.s by the United States Government," 1)epartment 
of Commerce, Office of Business Economics (June 1954 quarter, Suroev of Current 
Business). 



Summary of F0reig.n Grants and Credits by  Program-Continued 
[Nillions of dollars] 

New grants-Continued 
New credits-Continued 

Direct loans-------------------------------------------------- 
Loans through agent banks-------------------------_----------- 

British loan---------------------------------------------------- 
Mutual swurity------------------------------------------------ 
Surplus property (including merchant ships) ..................... 
Lend-lease (excluding settlement ~ ~ e d i t s )  ........................ 
Other---------------------------------------------------------- 

Plus: Prior grants converted into credits ............................ 
Less : Principal collections .......................................... 

Net c r e d i t s - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  11,005 

Source : "Foreign Grants and Credits by the United States Governm,ent," Department 
of Commerce, Otace of Business Economics (June 1954 quarter, Sltrve?J of Current 
Businese ). 



Postwar Trends in Military and Other Aid 
1949 and 1953 were the peak years in postwar aid and reflect pri- 

marily tlie "Marshall" type aid to Europe in 1949 and the Korean and 
N,ATO military programs in 1953. Economic aid has tended down- 
ward since 1949 and has been diversified both geographically and 
substantively. Tlie following table shows annual trends in military 
and nonmilitary aid. 

Foreign Grants and Credits of the United States Government Postwar 
Period-by Years 

FISCAL YEARS ENDING JUNE 30 

[Mflllons of dollars] 

Military grants: Net grants .......... 679 ....-. 145 196 1 132 1 805 4 329 3 543 12,181 
Other wants and credits ............. 14.060 15.850 14968 I5.g; 14.278 I 3 : n ~  12:805 12:036 11: 65(1 1 34.666 - - - - - - - - - 

Net grants ---........-..--...-... 1,810 2,105 2, ,535 5,021 4,138 3,121 1,470 1,830 
Nei  credits.._ ................. ...(1.1 /* 744 12. 435 / ' 718 / ' 141 / . 156 1 .335 1 ' 106 11; % 1 i Z!J 

Net grants and credits, total ..---.-.. 

Net grants ..-..-..--...--.--..--- 
Nct crcdits .................. . .. 

I I I I I I I I I ~ I  

1 Actual net payments or deliveries. Approprlation flgures would of course show a somewhat different 

1947 

5,850 

2,105 
3,744 

1946 

4,739 

2,489 
2,251 

pattern. 
J July 1, 1945, to June 30,1954. The slight differences in the totals are due to roundlng oft of individual 

figures. 
Source: U. S. Department of Commerce, O5ce of Btlslness Emnomics, February 14, 1955. 

~ o l u n t a r ~  Foreign Aid Substantial 

Concurrently with the various Government aid programs referred 
to above, there has been carried on an active contiriuous program of 
relief and reliabilitation by the American Red Cross and by a large 
number of voluntary war relief organizations, some of which were 
originally extensions of religious, fraternal, civic, ethnic, or other 
permanent agencies, and some were newly established ad hoc societies. 
These organizations, many of which are still functioning, have raised 
substantial funds by public and private subscription which have been 
used largely for the provision of food, clothing, and medicine for 
personal relief and rehabilitation, and for assistance in the care and 
resettlement of refugees. Later, some of these voluntary agencies 
have tended also to direct some of their efforts increasingly into the 
fields of technical assistance and long-range social and economic de- 
velopment. 

1948 

5,115 

1950 

--------- 
4,475 

1949 

6,080 

1951 

4,410 

2,681 
2,435 

5,372 4,334 
718 I 141 

4,253 4,275 
I56 1 335 

4,073 
1,110 

6,259 
106 

1952 

4,610 

35,841 
11,035 

1954 

5,193 ---- 

1953 

6,365 

Total 
post- 
war' - 
46,847 



Their operations, while ~ilaiilly sel~aratc :~nd  distinct from govern- 
mental aid operations, ]lave been to some extent related, partly by 
l'rogram coordination ; partly by governmental registratioil and super- 
vision, and partly by soilien7hat lirnitecl joint activities. For  example, 
the Goveri1111ent, tllrougll FO-1 and its preclecessor agencies, lias 
finailced ocean freight for  certain private relief shipments, while the 
voluntary agencies have provided distribution facilities for some 
Goverl~inei~t supplies. 

The fmlction of the voluntary agencies, in relation to governmental 
activities, \\-as well clescribecl in a stnter~~eilt by Secretary of State 
,101111 Foster Dulles, quoted in The  Drpul>ttnel~t  of ~S'tute Bu71ctin1 as 
fol1on.s : 

I t  is gratifying thnt our church and lay agencies hare effrctirely ad~ninistered 
the free-will offerings of the Anlericnr~ people for overseas relief. These private 
gifts of funcis and gnocls ~ i n c e  the inrnsion of Poland in 1939 h n ~ - e  amounted in 
valrre to more than $1,500,000,000. The intelligent giving and the planned dis- 
tribution of these resources is ail example of constructive philanthropy of con- 
tinuing ~ a l n e .  

I n  the above connection, cooperation with Governnient lias been useful. Yet 
the essential 1-olnntary and personal aspect, "prople-to-peolble," has been main- 
tained. This rrlationship, while no substitute for goverilmental g!':~nts, has an 
indisl~ensable quality that no governlnent-to-gorer~liilent nit1 call duplicate. I t  
has created syml~:~ t l~y  aud good mill between our citizens a ~ ~ d  their fellowmen 
in allied and former ciienly countries, and has fostered :in underst:lnding of 
comulon problenis. This l~unlanitarianisn~ is a force of eutluring strength thnt 
can hind together the l~eoples of the world. 

I n  commenting on the work of tlle voluntary societies, in The De- 
parhne~zt of Stnte BuZ7eti1~,2 Mr. Arthur C. Riilglnnd makes the fol- 
lo\ving observations, with special reference to relatioi~sl~ips with other 
organizations : 

Short of another worlcl war, with its attendant eniotioual influences, i t  cannot 
he expected that the Xrncrican people will contri1)ute funds and goods as  freely 
a s  they have in the past. Kevrrtheless there is still a jot) to 11e done by the 
voluntary age~~cies  on a selec.ti\,e rather than a general 11asis. Collectively they 
a re  representative of the interests of the pul~lic and, through registt'ation, they 
h:~ve estal~lished their rc~sl)onsil~ility through Fears of collahoration with the 
Government. 1 patter11 of organization has I~een developed adequate for partici- 
pation in services of relief, rcl~abilitation, technical assistance, and self-help. 
To this end cooperation has been established by the agencies, shared by their 
constituencies, our Government, and the governments of the participating coun- 
tries and their local social services. Such integration of operations assures the 
productive use abroad of the contributions of the public a t  home. The task of 
the Advisory Committee on Voluntary Foreign Aid, of the American Council of 
Voluntary Agencies for Foreign Service, and of the registered agencies, has been 
to assure this integration. 

'"The Organization of Voluntary Forelgn Ald:  1939-53," by Arthur C. Rlngland, 
The Department o j  s ta te  Bulletin, vol. XXX, No. 768, Mar. 15, 1954, p. 383. 

rhld, p. 392. 



The following summary tabulation from the same source indicates 
' the relative scope of the voluntary aid operations: 

United States Voluntary Foreign Aid 

Summary of Contributions, Expenditures and Distribution 1939-53 ' 
IMilllons of dollars] 

Source of contributions 1 Funds ~toods  Total Percent 

Voluntary ..-----.--------------------------------------------- 
Unlted States Government .~-.~...---------~-~-----~-~-~.~.~.~. 
Unlted Natlons-International alalalalalalalalalalalalalalalalalalalalalalalalalalalalal.-.- 2.6 

I---- 

Total receipts ---.------.-----------------------.-....-.-. 1,045.0 573.6 1,618.6 100 ---- ---- 
Distribution as ald .-..-----------.---...----.---.-.-.---.-.-.-. 6 0 9 . 1  J m . 3  l,:E; "7 Administrative services. ..---.--.-.-.-.-.-------------------- 184 2 ..---.---- 11.3 ---- 

Total disbursements ...------------------.--.---.-------- I Ei3.3 I 7 3  3 I 1 6 8 .  I 100 

1 To June 30 1953. 
a Including ioods purchased from cash contrlbutlons, to the value 01 $161.7 million. 

Source: Ibld. p. 392. 

American National Red Cross Operations 

The American National Red Cross, \~hich has its own charter from 
Congress, conducts an active and continuing overseas aid program. 
The total of overseas civilian relief operations during the war and 
postwar periods amounted to $214 million and included inter alia, 
food, clothing, medical and sanitary supplies, prisoner of war pack- 
ages, milk for children, and ambulance and automotive equipment. 
The Red Cross also provided distribution facilities for substantial 
quantities of Government purchased supplies. Elnergency relief was 
given in 60 countries. The table on page 54 sllows the principal areas 
of overseas civilian aid by the Red Cross. (Noi.~.-The Red Cross 
operates independently of the group of voluntary aid societies referred 
to in the preceding section.) 



The Americalz National Red Cross 
Red Cross Activities--Selected Data, 1 9 3 9 4 0  Through 1953-54 
- 

1 The World War I1 period during which Red Cross conducted its overseas civilian war relief activities 
includes 194647 because of the extensire rel~abilitation services which continued a t  n high level for 1 year 
after the cessation of fiahtina. 

Relief to overseas civilians 

1. Value of oversea clvilian relief by and through:tbe Amerl- 
can Red Cross ............................................ 

2. Countries in which overseas emergency relief was given ...... 
3. Value (included in item 1) of major items distributed-be- 

tween July 1,1939 and June 30,1947 consisted of: t 
Clothing ............................................................ 
Medical and sanitary supplies ....................................... 
Food.. ............................................................. 
Blankets and bedding ............................................... 
Ambulances and automotive equipment ............................. 

4.  Persons wsisted through American Red Cross relief actlv- 
............................ ities to clviliatu overseas.._-_. 

Included were: 
Men ................................................................ 
Women ............................................................. 
e n  ............................................................ 
Unclassified. ........................................................ 

5. Channels through which relief supplies and services aere 
made avaflahle included: 

Red Cros  societies and other principal indlgenous 
distributing agencies .............................................. 

.................................................... Refugee centers. 
Hospitals and dispensaries. - . - -. --. .- - - - - -. -. -. -. -. -. - 
Other institutions ................................................... 

6. Red Cross expenditures for overseas disaster ald (included 
in Item 1 above). ......................................... 

7. Number of Junior Red Cross gift boxes shlpped to children 
.................. overseas (value included in item 1 above) 

8. Number of Junior Red Cross medical, educatlonal, and 
health chests containing supplies for several children 
(value Included in item 1 above) .......................... 

1 Includes expenditure of-$67,572,913 for aovernment-purchased supplies distributed through Red Cross. 
3 Data for items 2,3,4, and 5, not available for this period. 

NOTE.-Also distrlbuted to displaced persons were: 9,150,000 surplus prisoner-of-war packages nnd 12,500,- 
000 quarts of milk given to 700,000 children. 

Source: Special compilation by Amer im National Red Cross, Jan. 27, 1955. 

Orand total 

$213,921,300 
60 

75,413,320 

- - - - -  - - - - - - - - - 

$6,230,000 

5,407,240 

38,600 
- 

Other United States Sources of Foreign Aid 

Other substantial contributions to the sum total of United States 
foreign aid include grants and services by foundations, educational 
institutions, individual private charities, and industrial firms and 
corporations. While iiot of the nlagnitudes of the Government aid 
programs, these private contributions are in the aggregate consider- 
able, and for  the most part, extremely effective. The technical assist- 
ance extended by United States industrial organizations has long been 
an  important factor in overseas industrial development, while con- 
tributions from private donors and fouildations have been and con- 
tinue to be particularly significant in  the fields of health and 
education. 

All these nongovernmental programs have, of course, beneficial 
effects in the economies of the recipient countries con~parable, on a 
proportionate scale, to those of the govern~lleiltal programs, and form 
an  integral part of United States oveiseas aid. 

193'340 
through 
194647 1 

~$180,611,400 
60 

$86,000,000 
$24,000,000 
$12,000,000 
$4,000,000 
$2,000,000 

75,413,320 

24,840,260 
22,335,915 
27,145,400 

991,745 

124 
17,100 
28, 3M 
11,400 

$4,192,000 

1,505,020 

37,000 

1947-48 
through 
1953-54 

$33,309,900 
(9 

............ 

............ 

............ 

............ 

............ 

............ 

............ 

............ 

............ 

............ 

. -. . - - - - - --- 

............ 

............ 

............ 

$2,038,000 

3,902,220 

1,m 



Foreign Aid Functions and Related Activities 
of United States Government Agencies 

By Jeremiah J. Kenney 



INTRODUCTION 

The foreign aid programs are so comprehensive in substance and so 
widespread geographically that they involve the activities of some 20 
Government departments and agencies with overseas economic 
responsibilities. 

Necessarily, duplication and overlapping result, althougll it should 
be noted that some apparent duplicatioil is nominal only, as when two 
or more agencies have functions in the same general field but different 
specific responsibilities. The following summary description of over- 
Feas economic functions of the interested agencies indicates some of 
these areas and suggests where possible corrections might be made for 
improved organization and increased effectiveness in operation, by 
transfer or elimination of functions, or otherwise. 

While these departinents and agencies have direct statutory respon- 
sibilities for foreign aid or overseas economic activities, the Depart- 
ments of State and Defense and the Foreign Operations Administra- 
tion having the widest scope of duties, a considerable proportion of 
them also perform certain functions in connection with foreign aid 
progranls as a result of a policy determination by the President that 
"the Director of the Foreign Operations Administration should take 
full advantage of the advice and assistance available in other agencies," 
and "should coordinate his operations with related operations in other 
agencies." ( lktter  of President, dated July 1, 1953, to heads of Fed- 
eral agencies relative to Reorganization Plan No. 7.) 

Set forth below are the principal responsibilities carried by the 
various departments and agencies of the United States Government 
with respect to our overseas economic operations. 

PREVIOUS PAGE BLANK 
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I. Foreign Operations Administration 
The Forei,g Operations Administration is an operating agency 

with responsibility for programs which are wholly economic and 
almost wholly overseas. I t s  Director is responsible for supervision, 
general direction, and coordination of all foreign assistance opera- 
tions, including military and economic aid, under policy guidance 
from the Secretaries of State, Defense, and Treasury. The agency 
operates and conducts almost all of the foreign assistance programs (as 
authorized by the Mutual Security Act of 1954,68 Stat. 832). 

These programs fall into seven major descriptive categ0ries.l 
(1) 2llutual defense assistance.-Covers programs of military equip- 

ment and training administered primarily by the Department of De- 
fense and coordinated with other aid activities by the Director of the 
Foreign Operations Administration. 

(2) Direct forces support.-Encompasses programs designed to 
make possible the creation or maintenance of a certain level of military 
forces by providing or paying for goods or services that physically 
reach or benefit the forces concerned. These programs are now admin- 
istered by FOA. 

(3) Defense support.--Includes programs administered by FOA 
designed to sustain and increase military effort by helping to create 
economic strength and stability in the recipient country. The term is 
synonymous with "development assistance'' in countries not having a 
military program. 

(4) Technical assistance.-A prime responsibility of FOA, involves 
sharing of American knowledge, experience, techniques, and skills with 
the people of the less developed areas of the world in order to help 
them to further their economic development and raise their standards 
of living. Technical assistance (also includes technical cooperation, 
point 4, etc.) consists largely of teaching, training, exchange of infor- 
mation, and technical guidance on specific programs. According to 
FOA definition, few supplies or equipment are needed in this program 
other than those required for effective teaching and demonstration 
purposes. 

(5) Development assistance.-Includes programs and projects de- 
signed to assist and promote economic development or to create and 
maintain economic and political stability. These activities often sup- 
plement technical assistance programs by providing supplies, com- 
modities, or funds for accelerated economic development. 

8"" Unlted States Government Organlaation Manual. 1954-55. 
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(6) Relief, rehabilitation, and other multilateral programs.-POA 
administers such programs as relief and rehabilitation in Korea and 
payment of ocean freight subsidies. It coordinates operating aspects 
of international programs dealing with refugees and migration, in- 
cluding the United Nations Children's Welfare Funds and others. 
It assists NATO activities, gives support to the Organization for 
European Economic Cooperation, participates in the European Pay- 
ments Union, and in joint control arrangements like Austria and 
Berlin, and administers Irish counterpart funds, as well as adminis- 
tering provisions of the Mutual Defense Assistance Control (Battle) 
Act (65 Stat. 644; 22U. S. C. 1611-1613~). 

(7) Emergency programs.-POA has also undertaken fiscal and 
other responsibilities for certain emergency programs as directed by 
the President. These have included wheat to Pakistan, emergency 
aid to Bolivia, food parcels to residents of East Germany, evacuation 
of North Vietnam and the Tachen Islands, etc. 

BOA administers certain other programs, sometimes involving sev- 
eral of the above categories, in connection with its principal activities. 
These programs include: Assistance to small business, encouragement 
of free enterprise and private investment, investment guaranties, pro- 
grams to strengthen free labor unions overseas, export and sale of 
surplus agricultural commodities, and plans for use of counterpart 
funds generated by any phase of the aid program. 

Organization at Home 

To administer these diversified programs, the agency is organized 
on a regional basis with supporting technical and management staffs, 
closely paralleling the organization of the Department of State. The 
specialist knowledge in fields such as commodities, trade and invest- 
ment, transportation, industrial resources, public services, etc., is pro- 
vided within POA by various offices under the Deputy Director of 
Technical Services. Officers on the country desks and in the regional 
offices provide the specialized knowledge of the individual countries 
and areas. 

The POA uses a number of techniques, both in Washington and 
overseas, for advancing its programs, particularly in respect to techni- 
cal assistance and economic development. Chief of these is the con- 
tract between POA and private firms, Government agencies, Ameri- 
can universities, or other groups. These contracts are intended to 
simplify administration, ease recruiting problems, extend the person 
to person relationship underlying technical assistance, and encourage 
the eventual continuation of the programs on a nongovernmental 
basis. 



Through the use of contracts (or interagency agreements in the case 
of other Government agencies) FOA advances both its domestic and its 
overseas activities. I ts  domestic contracts involve technical "back- 
stopping" of its overseas activities and also the training of foreign 
nationals in this country. Overseas, contract personnel carry out 
many of the foreign aid projects and often extend a kind of on-the-job 
training for foreign nationals in connection with the projects. 

Organization Abroad 

Overseas, the Foreign Operations Administration maintains in 
about 50 countries its own personel system which parallels that of the 
Department of State, although its dllties may be described as pri- 
marily operational rather than policymaking or diplomatic in nature. 

I n  only a very few scattered cases is the FOA mission staff fully 
integrated with the economic staff of the embassy, although the work 
of the two groups is coordinated, to a greater or lesser degree, in many 
countries. The relations between the FOA mission and the embassy 
vary greatly from country to country depending more on the person- 
ality of the chiefs of each group than on the organization. I n  many 
cases, FOA's overseas arrangements include separate provisions for 
administrative support, such as communications, personnel, pay, etc., 
which duplicate similar functions performed by the overseas missions 
of the Department of State. 

Multiplication and duplication of overseas staffing and administra- 
tive arrangements has been brought to the attention of the task force 
and its staff on many occasions and in connection with many countries. 

The functions of the Foreign Operations Administration cut across 
the domestic functions of many other agencies. To prevent duplica- 
tions in these areas, the President has directed BOA to utilize advice, 
assistance, and support from the qualified agencies of the Government 
on a reimbursable basis. I n  following this directive, FOA has entered 
into agreements with Departments like Agriculture, Interior, Labor, 
and Health, Education, and Welfare, for the provision of technical 
personnel and assistance. However, BOA has also sought to expand 
its own staffs in many of these fields and has often insisted that per- 
sonnel sent overseas be placed on FOA personnel rolls rather than 
left on a department's roster. 

FOA programs in connection with small business and trade and 
investment involve direct dealing with' American firms and individuals 
on a domestic basis, which duplicates domestic functions which are 



the statutory responsibility of other agencies, such as Commerce or 
the Small Business Administration. 

I n  the case of direct forces support, F O B  is operating programs 
which hare direct military objectives and are closely allied with the 
military programs administered by the Department of Defense, 
though direct forces support may include many economic facets. 
Since this type of program has clear military objectives, its adminis- 
tration and operation could more effectively be handled by the De- 
partment of Defense in coilnection with its responsibilities for mili- 
tary assistance, except where it involves common-use items which have 
more econoinic than military impact. 

The regional staffs of F O B  in Washington have functions which 
are closely parallel to those of the regional bureaus of the Department 
of State. Likewise, the FOA Office of the Deputy Director for 
Technical Services has functions which in many respects are the same 
as those of the Bureau of Economic Affairs of the State Department. 

F O B  administers a broad technical exchange program, as an adjunct 
of its aid programs, which closely parallels the international educa- 
tion activities of tlie Department of State. Unified operation of the 
administrative phases of these programs would result in increased 
effectiveness and economy. 

Overseas, more economical and effective operations would result 
from an integration of the staffs of FOA, the Department of State, 
and other agencies in each country, permitting the elimination of 
duplicate administrative services. Such an integration mould 
strengthen the relations of the United States in each country by 
eliminating multiple voices. Provisions for a strengthened foreign 
officers' corps would also improve the overseas organization and ef- 
fectiveness of the foreign aid program. 

Improvements in these areas would be facilitated by a transfer of 
the major fuilctions of FOA to tlle Department of State. 

Certain progranls of F O B  appear to liave advanced to tlie stage 
where the recipient countries can continue them without United States 
aid and other programs have achieved their objectives to the extent 
that seems feasible. These include the productivity and economic aid 
programs in almost all of Europe which can be completely terminated 
without iinpairing the strength of our European allies, and should 
be. Prograins for payment of ocean freight on the shipments of vol- 
untary relief agencies, while effectively administered, may encourage 
too much Government dependence on the part of private groups and 
extend beyond the usual scope of Government activity. They too 
should be eliminated. 



II. Department of State 
The Department of State has primary responsibility, under the 

President, for the formulation, execution, and continual review of 
IJnited States foreign policy, and for guiding and coordinating its 
execution by other agencies. I t s  responsibilities are almost wholly 
overseas in nature, but only partly economic. I n  carrying out these 
responsibilities, the department represents the United States in inter- 
national organizations, conducts negotiations with other governments, 
and collects, analyzes, and disseminates data used in developing for- 
eign policies and programs. 

The broad responsibilities of the State Department noted above 
include many specific functions bearing on foreign aid programs. 
Some of these include : 

1. Dewelopment, guidance, coordimtion, and executim of aid pol- 
icy.-The Department of State looks over the shoulder of POA at  
each stage of development and operation, having, in effect, a veto 
over program operations when they impair policy objectives. Gen- 
eral guidelines for development of the POA program for each country 
are worked out by both agencies. State also joins POA in a two- 
platoon presentation of the program before the Bureau of the Budget 
and the Congress. The department is also represented on the board 
of directors of the Institute of Inter-American Affairs, POA agency 
for Latin America. 

State's policymaking duties extend to lending activities of the Ex- 
port-Import Bank, release of counterpart funds generated by foreign 
aid grants, foreign exchange rates or restrictions which may affect 
the amount of counterpart, and use of foreign currencies acquired by 
the United States Government. The programs for disposal of surplus 
:~gricultural commodities abroad are subject to policy guidance and 
coordination from State, as are programs for disposal of other surplus 
property abroad, or for the purchase of raw materials or commodities 
for stockpiling. 

2. Negotiations with other governments.-These policy decisions, 
as well as all foreign aid programs, are put into effect by means of 
various international agreements, all of which are negotiated by the 
Department of State. Treaties and agreements on reciprocal trade; 
double taxation; friendship, commerce, and navigation, also nego- 
tiated by State, are important in overseas economic operations. 

3. Representation in international organizations and i n  foreign 
countries.-State Department responsibilities in connection with 
United States membership in international organizations also involve 



a number of foreign aid and economic programs, such as  the review 
of applications of foreign governments for loans from the World 
Bank; the actions of the International Monetary Fund ; the economic 
agencies of the U. N.; other international agencies in fields of trans- 
portation, communication, trade (including GATT) ; and the activi- 
ties of NATO in commodity and economic fields. 

Our representation in foreign countries involves dealing with for- 
eign governments on all phases of foreign aid and economic operations 
including Government programs, problems created by overseas opera- 
tions of American companies, international aspects of patents, trade- 
marks, copyrights, and restrictive business practices, and travel and 
custom regulations. 

4. Collection of data.-The collection, analysis, and dissemination 
of economic and political information is, of course, essential in the 
development and execution of policy in overseas operations and is an 
important activity of the Department of State. I n  addition to its 
importance to the overall foreign aid program, this function has 
specific meaning in connection with the administration of the Mutual 
Defense Assistance Control (Battle) Act, and for the encouragement 
and protection of American private investment abroad. 

I11 addition to its economic responsibilities in connection with for- 
eign activities, the Department of State administers certain other 
programs not of a direct economic nature which, however, are closely 
related to some aspects of foreign aid. Chief of these is the admin- 
istration of the principal features of the United States Information 
and Educational Exchange Act of 1948 (the Smith-Mundt Act, 62 
Stat. 6, 22 U. S. C., 1431) and related legislation. It develops and 
conducts, either directly or by agreement with public or private 
agencies, programs for bringing key persons from other countries to 
the United States for study, teaching, research, or specialized practi- 
cal training, and for sending Americans abroad for similar purposes. 
This function is discharged by the International Educational Ex- 
change Service of the department under the supervision of the As- 
sistant Secretary for Public Affairs. 

Organization at Home 

I n  carrying out all these responsibilities in economic fields, the 
Department of State employs approximately 220 full-time economic 
specialists at an annual cost of more than $2 million plus an additional 
192 officers on a part-time basis. Some of these positions are paid for 
out of funds appropriated by the Mutual Security Act, including 
$417,800 for 51 positions devoting full time to work on the Battle Act. 

These economic specialists are found in many units of the Depart- 
ment. Most of the country desks, regional offices, or bureaus in- 



clude economic speciaiists who spend at least part of their time on 
the foreign aid or mutual security programs. These activities are 
coordinated in the Department by a special assistant for Mutual Se- 
curity Affairs and a small staff. 

The general, overall economic activities of the Department are con- 
centrated in the Bureau of Economic Affairs, consisting of 128 offi- 
cers, headed by an Assistant Secretary. Most of these officers are 
specialists, or have close contact with specialists, in some economic or 
technical field, such as commodities, trade and investment, finance, 
transportation, treaties, etc. They provide, or secure from the ap- 
propriate agency, the specialist knowledge as to the subject while the 
economic officers attached to the regional offices and bureaus contribute 
specialized economic knowledge of individual countries or areas. 

Organization Abroad 

The Department of State maintains diplomatic missions in 77 coun- 
tries overseas, headed in most cases by an ambassador or a minister. 
The foreign aid mission in the foreign country has duplicated some 
of the functions of the embassy and may have infringed on the au- 
thority of the ambassador as the chief representatitive of the United 
States in the country. Consolidation of these overseas units has 
already been discussed. 

The Department of State is responsible for providing policy guid- 
ance to all overseas operations of the Government, including the for- 
eign aid program. At the point this responsibility stops and the 
Director of Foreign Operations Administration's function of coordi- 
nating foreign aid program starts, there is an area where delicate 
adjustment is needed if a wasteful overlapping or a yawning gap is 
to be avoided. This problem mill be largely eliminated by the recom- 
mended transfer of remaining FOA functions to the Department of 
State. 

The economic activities of the Department of State overseas, par- 
ticularly as they relate to the collection of data, involve the func- 
tions, responsibilities, and requirements of other Government agen- 
cies, which may be opposing or conflicting. These requirements may 
best be resolved, and organizational duplications overseas eliminated, 
through the development of a broadened foreign service staff geared 
to meet the total needs of the Government and to mesh the separate 
needs of different agencies with harmony. 



Both State and POA have conflicting responsibilities with respect 
to certain international organizations, State having overall respon- 
sibility but FOA exercising some authority with respect to OEEC, 
certain U. N. groups, and others. These duplications would be elim- 
inated by placing all responsibility in the Department of State, 
which now discharges tlie bulk of these duties, and has the general 
responsibility for dealing with international groups. 

I t  is probable that the many day-to-day duties of the Department 
of State in providing policy guidance to the foreign aid program 
generally would be sinlplified a i d  more effectively discharged if the 
administration and operation of the foreign aid program were a re- 
sponsibility of the Department of State. This would also permit 
economical consolidation of the technical econonlic staffs of both 
organizations into a single unit which would reduce costs without 
impairing effectiveness. 



111. Department of Defense 
The Department of Defense, together with the Department of 

State and FOA, make up a triumvirate responsible for guiding and 
executing the bulk of the foreign aid and other overseas economic 
programs of the Nation. 

The Department of Defense administers the mutual defense assist- 
ance portion of the foreign aid program, subject to the coordination 
powers exercised by the Director of FOA (Executive Order 10575, 
November 6,1954). This includes the provision of military end-items 
to foreign countries from existing United States stocks, domestic 
production, or offshore procurement; training foreign personnel in 
the use and maintenance of military equipment; United States con- 
tributions to the NATO military public works program (infra- 
structure) and development abroad of special weapons and additional 
military production facilities. 

Military guidance and advise is supplied by the Department of 
Defense in connection with FOA administered programs involving 
defense support and direct forces support including grants of com- 
mon-use items such as fuel, clothing, food, and medical supplies to 
the military forces of friendly countries. 

Many of the national defense activities of the Department of De- 
fense also consist of overseas economic activities, with an impact 
on the foreign aid program. These include: Procurement abroad 
for United States troops, payment of salaries for troop overseas, con- 
struction of overseas bases, and general military activities overseas 
in areas such as Korea and Germany, and certain occupied areas. 

I n  ITashington, the foreign aid functions of the Department of 
Defense are directed by an Assistant Secretary of Defense for In-  
ternational Security Affairs, who coordinates the various responsibili- 
ties of the military services. In  general, however, the operating re- 
spoiisibilities are integrated wit11 the other activities of the far-flung 
military services. 

Overseas, the responsibilities of the Department of Defense are met 
by military assistance advisory groups (MAAG's) in the countries 
receiving military assistance, by special military missions, and by 
military attach& in countries throughout the world. 

Discussion 

Direct military programs involved in our foreign aid activities, 
such as portions of direct forces support, have not in the past been 



administered by the Department of Defense despite their military 
nature. Responsibility for administering these programs should be 
transferred to the Department of Defense so they can be directly 
related to the military assistance programs. 

The Department of Defense should administer all the military 
aspects of our foreign aid programs, and provide the military or 
defense rationale for the defense support programs, which are 
designed to provide the economic base for military strength. 

The administration of major segments of the foreign aid program 
by the Department of Defense has raised a number of problems in- 
volving the coordination of the defense aspects of the program with 
the technical and economic operations under F014. Under the terms 
of the Mutual Security ,4ct of 1954 and the Presidential order (Execu- 
tive Order 10575, and letter both dated November 6,1954)) the Director 
of F014 "is responsible for coordinating all operations of the foreign 
assistance programs." Whether one of the advocates can adequately 
coordinate the often diverse and even conflicting activities is open to 
question. 

Many of the offshore procurement contracts provide case studies of 
these difficulties, where the conflicting military, economic, and political 
objectives were resolved and coordinated only after long delays. The 
fiscal aspects of this coordination have proved difficult in the past, 
for example, as to determination of obligations and pricing policies. 
Resolution of these differences in viewpoint has not proved easy in 
the past. 

*4 shift of the responsibility for the economic and technical aspects 
of the program to the Department of State would not worsen the 
coordination, and, by the elimination of one additional viewpoint, 
may improve it. The development of an independent organization 
for coordination is discussed in a separate paper. 



IV. Department of the Treasury 
The foreign aid and economic functions of the Department of the 

Treasury stem from its general financial and monetary responsibili- 
ties. All its functions are economic both at home and abroad, where 
the Treasury is responsible for development of financial aspects of 
foreign programs. I t  collects, analyzes, and disseminates world 
financial data; provides financial advice to foreign operating agencies 
of the Government; and administers controls over foreign financial 
transactions. foreign assets, and imports under the Trading With the 
Enemy Act. 

The foreign and international responsibilities of the department 
are handled in Washington by the Office of International Finance 
within the Office of the Secretary. There is separate statutory 
authority of a system of Treasury attaches overseas. (Gold Reserve 
Act of 1934.) 

Discassion 

The Department of the Treasury provides policy guidance to the 
Foreign Operations Administration, the Department of State, and 
other agencies with respect to fiscal and monetary considerations. 
This does not involve any duplication or overlapping. I t s  functions 
in this report would not be greatly affected by any organizational 
changes involving the foreign aid program. 

Some duplication or overlapping may exist overseas as a result of 
the Treasury attachds, although i t  is of a small importance. 



V. Department of Commerce 
The Department of Commerce is concerned exclusively with eco- 

nomic matters, but its overseas functions represent a small segment 
of its total responsibilities. I t s  major overseas functioils are those 
arising from its statutory duty to foster, promote, and develop the 
foreign commerce of the United States including overseas invest- 
ments. Other overseas responsibilities include: a dominant role 
within the Government in formulating international transport a t '  ion 
policy ; administration of export licensing controls ; collection, analy- 
sis, and disseminatioil of world commercial data; and guidance for 
Government-industry participation in international trade fairs. The 
program for the promotion of travel, authorized in the Mutual 
Security Act of 1954, has been assigned to the Department by the 
President. (Executive Order 10575, November 6,1954.) 

Organization at Home 

The international trade and conlmerce functions of the department 
are largely discharged through the Bureau of Foreign Commerce, 
under an Assistant Secretary for Iilternational Affairs. The bureau 
includes the following organizational units : Foreign Services Opera- 
tions Staff; Foreign Economic Development Staff; Office of Economic 
Affairs (which is divided into geographical divisions roughly paral- 
lel to those in the State Department), International Resourt:es Staff, 
and Office of Intelligence and Services. Through its Office of Export 
Supply, the bureau contributed to the administration of the Battle Act. 
Other agencies of the Department of Commerce, including the Civil 
Aeronautics Administration, Maritime Administration, and the Coast 
and Geodetic Survey, also have relatively minor overseas functions. 

Organization Overseas 

From 1914 to 1939, the Department of Commerce maintained its ow11 
overseas staff of commercial attacllhs and trade commissioners. I n  
1939, this staff, together with the agricultural attach&, was merged 
with the foreign service of the Department of State. I n  December 
1954, new arrangements were worked out giving the Department of 
Commerce increased administrative control over trade commissioners 
overseas. However, the department still relies on the foreign service 
personnel of the Department of State to perform its overseas func- 
tions. 
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Assistaltce to FOA 

I n  addition to carrying out its own foreign responsibilities, the De- 
partment of Commerce provides, on a reimbursable basis advice, 
assistance and technical support in large measure to FOA in connection 
with the foreign aid program. I n  the 1955 fiscal year, it is expected 
that these reimbursements will cover some 300 positions and exceed 
$2,900,000. The services provided the foreign aid programs by Com- 
merce include the assignment overseas of experts and support for FOA 
Washington, from the Bureau of Public Roads, the Bureau of Foreign 
Commerce, and the Civil Aeronautics Administration. The Bureau 
of Census furnishes international trade statistics to FOA; the Business 
and Defense Services Administration  assist,^ in providing technical 
counsel, publications, and engineering services. 

Discussiolt 

The activities and functions of FOA in the promotion of trade, 
travel, and investment, investment guarantees, administration of the 
Battle Act, and services to American small business clearly overlap 
with or duplicate functions of the Department of Conlmerce in these 
fields, both with respect to organizations in Washington and abroad. 

More effective and economical operation would undoubtedly result 
from the elimination of these duplications by lodging full responsi- 
bility in the Department of Commerce which has the primary respon- 
sibility. 

Moreover, the responsibilities of the Department of Commerce over- 
seas may lead to conflict or duplication with the duties of other depart- 
ments, such as Agriculture in connection with the foreign trade in 
processed agricultural commodities. Since reliance by Commerce on 
the overseas personnel of the Department of State has not given satis- 
factory results, Commerce has, at times, found itself unable to secure 
the special purpose information it requires. A strengthened and 
broadened foreign service officer group, responsive to all the overseas 
needs of United States agencies, would go a long way toward elimi- 
nating these conflicts and providing more effective service. 



VI. Department of Agriculture 
The Department of Agriculture is engaged in economic programs 

almost entirely, but only a minor portion of its functions involve 
overseas activities. 

Its foreign responsibilities include marketing and bartering surplus 
agricultural products, developing foreign markets for United States 
agricultural products, administering United States operations under 
the iilternational wheat and sugar agreements, administering the 
agricultural attach6 system, collecting world agricultural data, and 
enforcing quarantines and requirements on imports and exports. 

Organization for Foreign Operations 

I n  Washington these responsibilities of the Department are carried 
out and directed by the Foreign Agricultural Service, under an Assist- 
ant Secretary for Marketing and Foreign Agriculture, and by the 
Commodity Stabilization Service, which is responsible for procure- 
ment of agricultural commodities for FOA, for purchase abroad of 
commodities needed for domestic and foreign requirements, and for 
administration of the international commodity agreements. 

From 1930 until 1939, the Department had a separately adrnin- 
istered foreign service, but in 1939 i t  was integrated, along with the 
Commerce attachhs, into the foreign service of the Department of 
State. The Agricultural Act of 1954 returned the agricultural attach6 
service to the Department of Agriculture. A total of 137 Americans 
and local employees currently staff the permanent overseas missions 
of the Department. 

Assistance to POA 

The Foreign Operations Administration calls on the Department 
for technical assistance and support in connection with a wide range 
of agricultural programs, and for certain procurement activities as 
lloted above. For the fiscal year 1955, FOA reimbursements to the 
Department are estimated to cover 170 positions a t  a cost of $1,108,000, 
involving virtually all of the various bureaus and services of the 
Department. 



Discussion 

When i t  comes to providing tecl~nical assistance, the United States 
Department of Apiculture has had much esperience since most of the 
agricultural extension programs involve the provisions of technical 
assistance to farmers. F O B  makes use of this experience by calling 
on the Department of Agriculture in many ways. This does not 
involve a duplication since the F O A  programs are overseas and the 
programs of Agriculture are domestic, except that BOA may recruit 
for overseas under its own personnel system rather than secure per- 
sonilel on a reimbursable basis. 

The agricultural attach6 service mas resorted to the Department of 
L4griculture because of dissatisfaction with the results achieved 
through the foreign service of the State Department. Whether inde- 
pendence of the agricultural attach8 from State mill bring better 
results cannot be deternliiled after so short a period of operation. I n  
any event, the Departineilt of Agriculture will continue to require 
services from State Department personnel in areas of the world where 
there are no agricultural attach&. 

Responsibility for operations under the Agricultural Trade De- 
velopment and Assistance Act of 1954 (68 Stat. 454) is now exercised 
by both Agriculture and BOA, with policy guidance from State. 
Placing BOA responsibilities in State mill simply and improve the 
admittedly conlplex administration of this act. 



VII. Department of Labor 
While the Department of Labor is responsible for a number of econ- 

omic programs, they are of relatively small magnitude overseas. I t s  
overseas functions do include, according to the department, advice 
on the implications of international labor developments ; analysis of 
the impact of domestic policy on labor aspects of foreign affairs; oper- 
ation of programs affecting labor which are designed to implement 
established foreign policy ; development and analysis of information 
on labor developments in foreign countries. 

Organization 

The functions of the Department of Labor in Washington are car- 
ried out by the Office of International Labor Affairs, under the super- 
vision of the Assistant Secretary of Labor for International Affairs, 
and by the Division of Foreign Labor Conditions of the Bureaus of 
Labor Statistics. 

Overseas, the labor attach4 and Foreign Service labor reporting 
programs are carried on by the Foreign Service Corps and are inte- 
grated with the other aspects of the foreign service. 

Assistance to POA 

The Department of Labor also provides advice, assistance, and tech- 
nical support to the Foreign Operations Administration on a reim- 
bursable basis for a number of overseas programs in the general field 
of labor. 

These programs have included : labor-management relations, trade- 
union organization and operations, labor statistics, productivity, in- 
dustrial and apprenticeship training, and Government labor admin- 
istration. 

For the current fiscal year, these assistance and support activities 
involved 87 domestic employees, 23 serving overseas, and programs for 
training foreign nationals in the United States, a t  a total cost of 
$1,036,000. 

Discussion 

The programs of FOA in the labor field overlap with those of the 
Department of Labor to a considerable degree. Duplicate functions 



and responsibilities result from a determination by the Congress that 
i t  shall be the United States policy to strengthen free labor unions 
abroad. Both agencies are engaged in operations to carry out and 
further this policy which overlap or duplicate the other. Both Labor 
and FOA have labor advisory committees with largely similar mem- 
bership. The duplications can be eliminated, without impairing the 
effectiveness of the program, by concentration of labor activities within 
the Department of Labor. 



VIII. Department of the Interior 
The Department of the Interior is not involved in foreign aid 

except incidentally, but i t  has overseas responsibilities in connection 
with the economic development of the Territories and island posses- 
sions of the United States, and the Trust Territory of the Pacific. 
Aside from these areas, which are not generally considered in con- 
nection with foreign aid programs, the Department conducts studies 
and collects information on the production, distribution, and con- 
sumption of foreign mineral commodities. 

Within the Department of the Interior, the Office of Territories 
exercises the United States responsibilities for the Territories, and 
the Bureau of Mines is concerned with information on foreign mineral 
commodities. The Office of Territories maintains its own staffs in 
the Territories involved. The other overseas responsibilities are dis- 
charged through the economic reporting function of the Department 
of State. 

The Department does provide advice, assistance, and technical sup- 
port, on a reimbursable basis, to FOA in connection with foreign aid 
projects within the Department's area of competency. I n  the current 
fiscal year, this involves service overseas of 159 persons in the follow- 
ing fields : Reclamation, 80; geological survey, 49 ; mines, 15 ; land 
management, 9; and fish and wildlife, 7. The annual cost of these 
services is $3,500,000, including salaries, expenses, administrative 
costs, and training of foreign nationals in the United States. 

Discussion 

There is no duplication between the overseas economic functions 
of the Department of the Interior and those of any other agency, 
although FOA has placed on its personnel rolls, technical experts 
from Interior who might more effectively be secured on a loan basis. 



IX. Department of Health, Education, 
and Welfare 

Primarily responsible for Federal programs in the fields of health, 
education, and welfare, the Department, through the Public Health 
Service, does have a few limited overseas functions, principally re- 
lating to international health activities, medical examinations of 
prospective immigrants to this country, and medical advice to other 
Federal agencies. 

While these overseas economic activities are extremely limited, the 
Department does provides advice, assistance, and technical support to 
F O B  on a considerable scale, in connection with a number of programs 
in the fields of public health, education, and social services. The 
costs of such advice and assistance is borne by FOA and is estimated 
to amount to $7,730,000 in the current fiscal year. The Department 
receives $2,845,000 for salaries and expenses of 243 medical and sani- 
tation experts of the ~ u b l f c  Health Service who are overseas in con- 
nection with FOA programs, $891,000 for 138 positions providing 
technical support in Washington for foreign aid programs in the 
fields of health and education, and $156,000 for 23 positions in the 
Social Security Administration covering assistance in maternal and 
child welfare programs. I n  addition, the Department adnlinisters 
programs for F014 and other agencies involving the training in these 
fields of foreign nationals in the United States, at an estimated cost 
of $4 million in the current year. These activities are coordinated 
within the Department by a Coordinating Officer for International 
Relations. 

There is no evidence that the overseas functions of H E W  dupli- 
cate those of any other agency, although programs of both FOA and 
State in the field of education must be carefully administered to avoid 
duplication with the activities of the United States Office of Education. 
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X. United States Information Agency 
The United States Information Agency does engage almost entirely 

in  overseas operations through a vast network of field offices. The 
basic function of the agency is to submit evidence to the people of 
other nations that the objectives and policies of the United States are 
in harmony with and advance their legitimate aspirations for freedom, 
progress, and peace. The  Agency does this by utilizing a wide variety 
of media to explain the policies and report the actions of the United 
States and relate them to the local problems and hopes throughout 
the world. 

I n  Washington, the U S I A  is organized on a country and regional 
basis, with supporting technical and administrative services, which 
parallel the organizations of the Department of State and FOA. 

Overseas, the USTA maintains field offices in 79 countries which are 
attached to the embassies and consulates of the United States. 

Discussion 

The responsibilities of this agency do not duplicate those of other 
agencies in TVasllington or overseas. I t s  activities are carried out 
in consultation with appropriate officials of State, FOA, and other 
agencies. The agency llns a separate overseas staff whose activities 
nre coordinated by the United States ambassador or minister in each 
country. 
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XI. Export-Import Bank 
An independent agency of the United States, the Export-Import 

Hank is an overseas econonlic agency of the Government. I t  makes 
foreign loans for commodity exports and economic development; acts 
as loan agent for F014 with respect to economic development loans, 
and the Office of Defense BIobilization with respect to materials de- 
velopment loans. I t  insures exports against the risks of confiscation, 
expropriation, etc. 

The bank also serves as the contracting agent for the investment 
guaranty program of FOA. 

Discussion 

I n  general, the bank acts as agent for FOA in respect to foreign 
loans and this arrangement would not be affected by the recommenda- 
tions of the task force with respect to FOA. 

Botli FOA and the Export-Import Bank have overlapping respon- 
sibilities in connection with loans overseas. All responsibility for for- 
eign loan administration should be concentrated in the bank with 
is specifically set up for this purpose. 
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XIL Ofice of Defense Mobilization 
The Office of Defense Mobilization has economic functions which 

have an overseas impact. It directs and controls the mobilization 
activities of the executive branch of the Government, including the 
acquisition and maintenance of adequate reserves of strategic and crit- 
ical materials and i t  directs the General Services Administration with 
respect to the purchase, storage, refinement, rotation and disposal of 
tlie stockpile. Since well over half of the stockpile, involving hun- 
dreds of millions of dollars, has been, and is being, procured overseas, 
this is a program involving foreign economic activities of sizeable 
proportions, the actual dimensions of which, however, are classified 
information. 

I t s  overseas economic functions are not duplicated by other agen- 
cies of the Government. 
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XIII. General Services Administration 
TT'hile not eognging directly in  ally foreign nicl program, the Gen- 

t.i~al Services Aidn~inistr:~tioli, throng11 its Knle~*gency Procurement 
Service, does serve us n procnren~ent agent both for  FOA and for 
On31 in connection with foreign aicl and ecoi~omic activities. I11 

tlie 1954 fiscal year, tlie Emergei~cy l 'roc~~reaient Service received 
$763,400 in reiinbursemei~t from F O - i  for tlie adiiiiilistrntive costs of 
its ptlrcliasing operations, covering 158 positions, i~iclrldiiig two in 
I a ~ i d o n ,  aiicl 29 ill Tokyo. Tlie rciinbnrwnieiit is calculntecl oil the 
l~asis  of 1y2 1)ercent service charge agninst :ill FOA rccluisitioiis to 
1)11rchase. 

I t s  overseas ecolloil~ic functions are not clul)licated i11 any other 
;lgeiicy. 
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XIV. Limited Overseas Activities 
Many other agencies of the Government are engaged in programs 

which iilvolve overseas economic operations of a less general nature. 
A few of the most important are listed below : 

Atomic Energy Commission 

The Atomic Energy Commission, as a result of its purchases of ores 
:ind colrlmodities overseas, engages in economic operations abroad, 
and inaintains some personnel in key locations overseas. T l ~ e  de- 
tails of its overseas economic operations are classified information. 

The Central Intelligence Agemy 

JVhile engaged in securing, correlatiilg and disseininating national 
security intelligence and performing certain common intelligence 
services, the CIA does engage in operations abroad which undoubt- 
edly involve economic considerations. These activities are classified 
information. 

X'be American Battle Monuments Commission 

This group erects and maintains national cemeteries and merllorials 
in Enrope aiid elsewhere outside the United States. It has been en- 
gaged in an overseas coilstruction program of some magnitude. 

The Veterans Administration 

Tlle Veterans Administration fulfills its obligations to United States 
ex-servicemen when they are overseas, as it does to those in the coun- 
try. I n  the Philippines, for instance, it is an activity of some size. 

Department oof Justice 

While not generally involved in either economic or overseas mat- 
ters, the Department of Justice does have some specific responsibilities 
overseas which are of an economic nature. These chiefly involve the 
Office of Alien Property which exercises the functions of the Attorney 
General in vesting or controlling foreign-owned property, the func- 
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tions formerly exercised by Treasury relating to World War  I1 For- 
eign Funds Co~ltrol, and certain funds relating to the settlement of 
iiitercustodial disputes concerning vested enemy property. 

These fuilctions do not overlap or dul~licnte ally performed by other 
agencies of the Government. 

Post Ofice Department 

The Post Office Departrnei~t has certain respoi~sibilities i11 co~iliectioll 
nit11 the oI7erseas tra~lsportatioil of mail, membership in the interna- 
tion:il 11ost;ll union, and negotiation of post:ll treaties wit11 foreign 
governments. 

Xone of tl~ese :ictiritirs, llon-ever, are of major econornic consequence, 
and, nl-e not duplicated ill otller agencies of the Gover~iiuent. 



xv. Miscellaneous Independent Agencies 
IIThile not clirectly engaging in overseas ecolloiilic operations, n 

~iumber of other iiidepenclent agelicies of the Goverriilient provide 
assistance. advice, and teclliiical suppol*t, on a reimbur-sable basis, to 
FO-1 in conilection with the Foreign ,lit1 progib;tin. These include: 

The Federal Conzml~tiicutions Co~~~/~~i~.sio~~.-Reirnburseci  $39,000 
for i positioiis in coiiiiectioii wit11 tlie t,.aining of foreign nationals. 

The  Vo7rsing a/?d Hottle Fincr7lc.e i1gct~cy.-Reinllwsed $66,900 for 
b positions for training services, technical consultatioii and support in 
l ~ r o v i d i n ~  training for foreign ilationals in appropriate fields. 



XVI. General Functions 
A great nlaily of the agencies of the United States Ciovernment 

also have responsibilities in connection with interagency or interde- 
partmental boards, commissions or organizations which have an effect 
on foreign aid or other overseas econonlic operations such as the Trade 
Agreement Committee, the National Advisory Council on Interna- 
tional JIoiletary and Financial Problems. I n  addition, there are 72 
l~iultilateral international organizations, such as U N  and OAS, in 
which the United States participates with varying responsibilities 
exercised by many United States agencies. 

Participation in these groups is an important activity of the various 
United States Governnlent agencies and while they are vit,sl in the 
development of Government-wide policy, or international objectives, 
their participation does not generally involve administration or opera- 
tion of foreign aid programs and thus these groups are not detailed 
here. 
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XVII. Summary Conclusions 
Intragorernmental relationslli~s are so broad, comprehensive, and 

com1)les that soine oversimplificatioi1 is necessary to isolate aiid define 
tlie areas in ~vliicli clarification of function and improvement in organ- 
ization can nlost usefully be attemptecl. The following observations 
are subject to this qualification. 

Foreign Aid Overlapping Wi th  Other Government Functions 

The foreign aid programs in their totality have gone tlirough so 
many clianges in G years of operation that their relationships with 
fuilctions ancl operations of existing Government agencies are es- 
pecially co~uples. Following are sonle of the functional areas in which 
soine improvement appears possible. 

1. Origin07 functions largely f~cZ$filled.-In the initial stages our 
foreign aid programs, wllile large, hati fairly sinlple and wcll defined 
objectives-namely, emergency personal relief and rehabilitation, and 
physical reconstruction of war damaged or destroyed production fa- 
cilities. I n  addition, tlie programs involved the purchase and ship- 
ment, as an interini measure, of large quantities of raw nlaterials and 
foodstuffs. The operations were principally in Europe. These oper- 
:itions have been completed and i t  ~ ~ o u l d  appear appropriate and 
timely to consider wliether the organization overseas and a t  home 
ii-hich had been charged with them should not only be disbanded (al- 
ready proricled for by Congress) but not replaced. 

2. Original functiot~s e d a ~ g e d  and extended.-Although the orig- 
inal program involved little or no inaterial duplication with existing 
Government agencies, the program actually carried out involved a 
wide measure of cluplication. Some examples are : ( a )  trade promo- 
tion, duplicating the operations of the Departments of State and Com- 
merce; ( b )  economic reporting, also a function of the Departments of 
State and Commerce ; (c) liberalization of international trade-a con- 
cern of several agencies, particularly the Department of State; ( d )  
promotion of private investment orerseas-a duplication of the re- 
sponsibilities of the Departments of Commerce and Treasury; (e) 
various incursions in tlle areas of military assistance, obviously the 
r s~ons ib i l i t y  of the Department of Defense; ( f )  administration 
of export controls, a primary responsibility of the Department of 
Commerce; (g)  various services on behalf of small business, already 
the concern of the Small Business Administration and the Depart- 
ment of Commerce; (h) numerous activities in the field of labor 
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relationships, obviously the responsibility of the Department of Labor ; 
( i )  various technical services impinging on tlie established functions 
of the Departments of the Interior, Agriculture, Commerce and others ; 
and doubtless a good many more. 

3. PWRC~~MZS effectively discharged by international or other agen- 
~ies.-Still retained a t  least nominally and organizationally among 
FOA functions are a number which are effectively the responsibilities 
of other agencies. Examples include contributions to the United 
Xations for assistance to refugees and migrants, children's welfare, 
etc. There ~vould appear to be room for considerable improvement 
in this area. 

4. Technical assistame.-This program function is being discussed 
:n detail in a separate study. I t  is sufficient here merely to note that 
very substailtial overlapping and confusion exists in numerous func- 
tions included in the program-for exarnple with the Department of 
State in connection with the exchange of persons. For  technical 
services, F O h  has carried out Presidential instructions to utilize the 
facilities available froin other government agencies so far  as practic- 
able. A t  the same time, i t  has set up its own technical staffs in some 
Fields m~liich would appear to constitute a measure of duplication. 

5 .  Xhift of emphasis front econontic to political objectives.-At the 
outset, the foreign aid objectives were primarily, if not wholly, eco- 
!iomic. Reconstruction of the physical, commercial, agricultural, and 
financial damage and dislocation resulting from the war was the over- 
all purpose. Polit,ical objectives were distinctly subordinate-indeed 
:Tere on occasion vigorously and indignantly denied. Subsequently, 
'lowever, more and more emphasis was placed on political aspects, and 
[he aid program as a whole has now developed into an acknowledged 
instrument of political as well as economic foreign policy. This 
nutomatically brings the program more and more closely within the 
purview of the Department of State. 

6. Shif t  of em.phasis to defense objectives.-The objectives of the 
foreign aid program, in large measure, have also shifted from primar- 
ily economic goals to the present point where military or  defense 
objectives play a major role. I n  general, this shift in objective has 
resulted in a major shift of responsibility to tlie Department of De- 
fense for  operation of the military programs, with certain exceptions 
.IS had been noted in  the case of programs for Direct Forces Support. 

Basic Foreign A 2  Functions 

I f  the foreign aid programs are considered in their simplest forms, 
shorn of the divergent functions which have arisen in the last 6 years, 
the basic responsibility appears to be that of management and coordi- 
nation of foreign aid activities both in Washington and in the field, 



plus such operations of a technical nature which cannot be appropri- 
ately performed by other agencies of the government under the super- 
vision of the foreign aid management. 

Duplication and Overlapping in Other Overseas Economic 
Operations 

Apart  from the foreign aid program, certain duplications occur in 
other aspects of the overseas economic activities of the government. 
This may best be illustrated by the responsibilities of Commerce for  
promotion of foreign commerce and Agriculture for  promotion of 
agricultural trade overseas, and in both cases overlapping with the 
Department of State. Economic and politico-economic reporting is 
an example of considerable confusion among the Departments of State, 
Commerce, Agriculture, Labor, Defense, and possibly others. 

Organizatiolzal Questions 

Certain other organization questions, while not directly relevant to 
the subject of this paper, do arise immediately from the major func- 
iional shifts which have taken place during the life of the E C A  and 
its successor agencies. One point of great importance is that as objec- 
tives have changed so too have personnel requirements, but without a 
corresponding change in the actual staff or type of personnel to the 
same degree. To tl1.e extent that personnel to meet new requirements 
have been taken on, they have tended to be in addition to rather than 
In replacement of existing staff. Thus a top heavy and somewhat 
distorted staff has developed in spite of shortages of trained technical 
personnel in some sections (e. g., controllers staff, engineers, bankers, 
export specialists, etc.). 

A major area of organizational duplication also arises because of 
the closely parallel but generally separate organizations maintained 
Loth by the Department of State and the FOA in some 50 countries 
throughout the world. TVllile coordination between these separate 
overseas groups does generally exist, there is very little integration, 
which if achieved would result in economies and increased effective- 
ness. 



Coordination of Overseas Programs 

By Charles A. H. Thonason 
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Coordination of Overseas Programs 
The problem of coordination of United States Government policius 

and operations in the field of overseas ecollomic activities transcends 
the particular concerns of internal coordinatioll of the programs of 
foreign assistance, or the coordination of foreign assistance with mili- 
tary assistance. Policies and operations of an economic nature also 
involve the relations of trade policy, tariff policy, control and stock- 
piling of strategic materials, and a host of related consider a t' lons. 

Over the past 10 years, a variety of agencies and offices hare  grown 
up around the Presidency to deal with these matters, supplemei~ting 
the traditional instrument of the Cabinet and the later-established 
organization of the Executive Office of the President. As at  present 
organized, these offices and agencies deal with various aspects of the 
total problem of economic policy and operations, but there is no single 
place short of the Presideilcy itself where they are brought together. 
A review of these offices and their responsibilities will set the stage for 
analysis of the problem in its present form. 

The organization of the TVhite House office itself reflects this distri- 
bution of functions and the difficulty of distinguishing them clearly. 
Some lack of clarity seems unavoidable, since tlie functions themselves 
overlap. White House officials conceriled in the foreign economics 
operations include the special assistant for National Security Affairs 
(Mr. Anderson) ; the Administrative Assistant to the President chiefly 
concerned with economic matters (Mr. Hauge) ; the special assistant 
concerned with informational matters (Mr. Nelson Rockefeller) ; and 
the recently appointed chairman of the Council on Foreign Economic 
Policy (Mr. Dodge). Each of these officers deals with several aspects 
of our foreign economic policy, but no one officer is concerned with all 
of them. 

Aside from these regular officials on the President's own staff, two 
special appointees deal with areas which involve certain phases of 
foreign assistance. These are Mr. Clarence Randall, who is responsi- 
ble for leadership, on behalf of the President, for executive branch 
trade policy development (looking in the main to legislation), and 
Mr. Clarence Francis, Chairman of the Interagency Committee on 
.Igricultural Surplus Disposal. Mr. Randall is assisted by a special 
interagency committee. Mr. Francis and his committee assist agen- 
cies concerned to bring into harmonious action the various agricultural 
surplus disposal activities vested in them, or assigned to them pursuant 
to the Agricultural Trade Development and Assistance Act of 1954. 
The Chairman refers issues to other interagency forums or advises 
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the President regarding policy issues which arise when agencies wish 
to appeal the Chairman's decision. 

Other established parts of the Executive Office of tlie President play 
1.01es of varying importance in the coordiilation of foreign economic 
operations. Probably the most  eight^- and iinportant of these is the 
Bureau of the Budget. The Bureau, as the fiscal staff arm of the 
President, coordi~lates agency fu~ictioils and responsibilities as they 
are reflected in the size and rate of expenditures. The  Bureau makes 
sure that any expeatliture proposals and authorizations are within the 
policy of tlie President. I11 case of doubt, agencies proposing activi- 
ties must show that their proposals are not oilly authorized by law, 
but further the President's program, ancl come within approved fiscal 
ceilings. Interagency disagreenlents \\-liich have a, fiscal element can 
often be resolved by resolving the fiscal questions, but the Bureau tries 
to make sure that substantive policy questio~ls are clearly stated and 
decided on their merits. 

The National Security Council advises the President with respect 
to the integration of domestic, foreign, and military policies relating 
to the national sec~uity. Tlie bulk of tlle Council's interest is in 
politico-military matters. The Council is assisted by a planning 
board consisting of sl)ecialists detailed from the participating Gov- 
ernment agencies; this board reflects tlie predominantly politico- 
military interests of the Coulicil. But i t  is clear that the Council has 
a large interest ill the field of illilitary assistance, \vhich has inescap- 
able economic ramiiications. Ecoiloinic operations are represented in 
the Council's membership by tlie presence of the Director of F O A  and 
tlle Director of ODIC But Cabinet officials respoilsible for economic 
policy are not so representecl as a regular matter, although they may 
be appointecl or invited on occnsioli to meet with tlie Council to con- 
sider specific matters. Tlie National Security Council apprpves for 
each fiscal year the inutual security programs. 

The Council of Economic Advisers is not ordinarily considered to 
bear a close relation to ovel.sens eco~io~iiic operations. But  the Coun- 
cil is responsible for stnclying the nation:ll ecoiloniy and its various 
segments-inclnding that of foreigu trade ancl the impact of foreign 
assistance. Such programs affect other areas of the Council's inter- 
est, such as its appraisal of the ecoilonlic progranls and policies of 
the Governinent, and its recoinmenclations to the President of policies 
for economic growth and stability. The Council helps the President 
to prepare his :~aiiunl Econol~iic Report to the Congress; in connection 
therewith the Council iunst coiisicler the impact of our foreign eco- 
nomic policies and operations on tlie national economy. I n  the 
Presiclent's last Report (January 1955), there were recommendations 
for strengthening ecoi~o~i~ic  ties ~vitll  other countries, for improving 
the climate of interilational iilvestnlent, ru~d for tlie establishment of 



an international tjnance corporation. Provisioil lias been made for 
liaisoil bet~reen tlie Coulicil of Ecoiioiilic Advisers aiicl the new Coun- 
cil for Foreign Economic Policy. 

The Office of Defense Mobilization advises tlle President on policies 
for establishing adequate reserves of strategic and critical materials, 
:1nd cleteril~iiles which nlaterials are strategic and critical aiid the 
quality and quantities of tlie materials to be stockpiled. The points 
of coordination ~ r i t h  foreig~i assist:~nce are obvious for stockpiling; 
and foreign eco~loillic ol~eratioiis related to tlie control of East-West 
tracle are also affected. Botli Directors of FOA and of OD11 sit on 
i L  number of interagency groups at wliicll sucli coorclination can be 
attempted. 

The Operatioils Coordinating Board is an interagency group that 
~ ro rks  tomarcl the integrated in~pleinentation of national security 
policies by the several agencies. hienlbers of the Board take each 
National Security Couiicil paper and deterillii~e what specific actioila 
eacli Gover~i~lieilt agency will talce, within the limits of its existing 
poTvers, resources, ;lnd capabilities, to put tlle decisioil into effect. The 
I3o:lrd has no overseas stair; its IVasl~ingtoii staff is small and devoted 
in tlie nlaiii to servicing tlle interdepartme1it:d  orkin king parties which 
d r n ~  111) tlie specific plans ailcl recon~ri~endations arising out of KSC 
decisions. Tlius the Board is in no position to clieclc on tlle execution 
of agreed plans and progralns in any 111ailner trai~sceildi~ig thcl recep- 
tion ancl a~ialysis of periodic reports from its n ~ e ~ n b e r  ageiicies- 
reports ~~-1iich cleal in tlle main wit11 tlie agency's own operations. 
Thus there is no eleiueilt of outside clleck or audit in such a process, 
except as :~gei~cies i11 the fielcl are in n position to report on the correl- 
ative actions of other. agenc.ies. This position is difficult inasrnucll as 
field reporting is supposed to come through the Ambassador. 

There are a considerable imlnber of interagency plnni~ing coordinat- 
ing arr:utgrments below the level of t l ~ e  Executive Office, of wllich the 
Director of Foregin Operations is a mr~ilber. These include, as well 
as the Ol~eratioiis Coordiiiating Board just inentionecl, tlie hrational 
Advisory Council on International hfonetary and Financial Problems. 
This Council advises the President on foreign financial matters, co- 
ordinating tlie policies and operations of tlie United States on the 
l~~terilatioilal hfonetary Fuilcl and t l ~ e  Interi1ation;ll Rank, and of all 
ageilcies of the Gorerililleiit whicli may engage in iu:ll<ing foreigli loaiis 
or wliich engnge in foreign financial, exchange, or monetary trans- 
actions. As part of this latter responsibility, tlie Couilcil approves 
broad policies for tlie use of counterpart funds arising out of our 
foreign assistailce programs. 

The Trade L4greenlents Coilii~iittee plitns tariff negotiations and 
U ~ ~ i t e d  States relatio~lsl~ips to t l ~ e  General Agreement on Tariffs and 
l h d e  (GATT).  



T h e  Interdepartmental Advisory Committee on Exp& Policy as- 
sists the Secretary of Commerce in determining the nature and scope of 
export control and licensing and related policies. I t  is chaired by 
Commerce, and includes membership from State, Defense, Agricul- 
ture, Treasury, FOA, and CIA. 

The Economic Defense Advisory Committee has two functions. 
Under F O A  chairmanship, i t  advises the Director of F O A  on major 
policy aspects of the control of East-West trade. Under State chair- 
manship i t  assists the Secretary of State in coordinating all economic 
defense programs of the Government. Membership also includes 
Defense, Treasury, Agriculture, Commerce, Interior, ODM, CIA, the 
Atomic Energy Commission, and the Export-Import Bank. 

I n  addition to the foregoing, the Bureau of the Budget notes the 
existence of a number of specialized Cabinet committees in the fields 
of transportation, minerals, telecommunications, and so forth. There 
are also several dozen interagency committees which backstop United 
States participation in international bodies. They are chaired by 
State, and are of major significance as meails of coordinating tlle 
United States Government position on many subjects which are the 
topics of international agreement or negotiation.' The  F O A  is a 
member of many of these. 

On December 11, 1954, the President authorized Mr. Joseph M. 
Dodge to establish, and serve as Chairman of a Council on Foreign 
Economic Policy. According to the President's letter to Mr. Dodge 
of that date tlle purposes of the new Council were to help bring about, 
as rapidly as possible, improved organization of the executive branch 
lor the development and coordination of foreign economic policy, 
including its relation to domestic economic policy. 

The President designated Mr. Dodge his Special Assistant to assist 
him in the orderly development of foreign economic policies and 
programs and to assure the effective coordination of foreign economic 
matters of concern to the several departments and ageilcies of the 
executive branch. The President noted the existence of numerous 
standing and ad hoc interdepartmental coordinating mechanisms, as 
well as a complex of overseas departmental operations, each dealing 
with a limited aspect of our foreign economic policy. H e  hoped that 
Mr. Dodge's Council, together with certain correlative studies, would 
lead to a substantial simplification of the present structure. 

The initially proposed structure of this Council reveals, however, 
that its area of conceril is not equivalent to that of the foreign assist- 
ance program. Most notably, there is no provision for representation 
of the Department of Defense, and hence the Council is no adequate 
forum for the coordination of military assistance with other forms 

1 Enclosure to letter from Budget Director Hughes to Henning Prentis, Jr., dated 
December 2, 1954. 

9 New Pork Times, December 12, 1954. 



of economic assistance into an integrated aid program. The correla- 
tion between ecoiionlic policy and national security policy is :~chieved 
in part by regular membership on the Council of tliree regular NSC 
members, and ex officio membership of the President's Special Assist- 
ant for National Security Affairs. There is also the usual provision 
for invitatioil of other agency heads when matters affecting their 
~~esponsibilities are under consideration. And the President directed 
Mr. Dodge to establish appropriate working relations with the NSC 
and the National Advisory Council on I~lternational Monetary and 
Financial Problems, because the formulation of foreign economic 
policy in many instances is an integral part of the formulation of 
national security policy or of international financial policy. 

As suggested at  the outset of this discussion, there are two types of 
coorclination at  issue: Tlle first dealing with the integration of eco- 
nomic policy with all other aspects of high policy, including non- 
econonlic elements of the foreign assistance program; the second 
rlealing with the coordination of execution. I t  is clear that  there are a 
llost of agencies dealing with the former; that the inadequacies of 
top-level organization to deal with policy integration arise froin an 
excess of agencies and too much interlapping of their interests and 
work, rather than from a failure to recognize all important aspects 
of economic policy and to give them an organizational embodiment. 

Given an agreed policy, if not a wholly coordinated one, tlie problem 
of coordinatioil of execution arises. The  main manifestation of this 
lias been the effort to bring execution by Defense under the coordinat- 
ing authority of the Foreign Operations L4dnlinistration. The pur- 
poses or the justification of such coordinatioil have rarely been spelled 
out; they have been taken for granted, since coordination is always 
and obviously ,z good thing. 

I n  effect, coordiilation by one operating agency of the work of an- 
other operating agency is difficult a t  best. The lines of authority are 
blurred, and responsibility is dissipated. Unless the purposes and 
iii.gency of coordination are powerfully self-evident, there is certain to 
be noncompliance or trouble. When, as in the present case, military 
urgencies are put over against economic urgencies by lower-level offi- 
cials, impasses are the sure result ; neither operating agency can be said 
to have the better prima facie case. *4nd the situation is further 
conlplicated when the head of one operating agency takes his military 
policy from the head of the other one. 

The question arises whether such a duplication of coordinatiilg 
functions is necessary or wise. Would it not be better to leave the 
operating heads of the military and the economic operations agencies 
a clear field to carry out their individual mandates, which themselves 
have been coordinated by integrated policy formulation? 



The Dodge Council mould appear at  first blush to be an appropriate 
agency to carry out this coordination of execution. TKO aspects of the 
Dodge situation seem to c o r k  against this: First, tlie fact that the 
Dodge Council is reserved for the consideration, arbitration and settle- 
ment of policy disputes as they come up-a function which might be 
blurred and con~plicated if the Colulcil got into problems of day-to- 
day coordination of execution; and second, the fact that the Dodge 
Council coilcerns itself chiefly with problems which have a domestic 
as vell as an overseas aspect. The coordinntion of execution that 
needs to be achievecl lies mainly, if not wholly, in the overseas field. 

The solution might be to put the problem in the hands of a Presi- 
dential assistant, 1~110 is closely in touch ~vi th ,  but not li~llited to the 
spheres of interest of Dodge, Hnuge, and Anderson, and who above 
all is not responsible for executing a portion of the operations which 
he is coordi~lating-in o t l l e~  I\-ords, is not responsible for coordinating 
himself. 

Sucll an official should be at  the Wllite I-rouse level to assure the 
nppropriate degree of authority to coordiilate operations at  depart- 
mental levels; he should have a sillall staff, and their procedure should 
deal ~vit11 the essentials of timing and emphasis, and not be so cumber- 
some itself as to be u cause for serious clelay. 



International Organizations Related to 
U. S. Government Mutual Security 

Operations 

By David A. Robertson 



INTRODUCTION 

Mutual security operations of United States Governmeilt agencies 
have developed and operate in a field shared by some 18 international 
organizations in which the United States participates. Thus there 
arises a constant problem of adjusting bilateral to multilateral opera- 
tions, and balancing the total United States effort between the two 
forms. 

The purpose of this paper is to set forth in brief form the general 
background, the organization and purposes of each of these agencies, 
and to examine the questions arising from United States participatioil 
in them insofar as they impinge on mutual security operations. These 
agencies fall into the following groups : 

The United Nations and its related specialized agencies 
The Organization of American States 
The North Atlantic Treaty Organization 
The Southeast Asia Treaty Organization 
The Intergovernmental Committee for European Migration 
The Office of European Economic Cooperation 
The European Productivity Agency 
The European Payments Union 
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International Organizations 
and Mutual Security 

1 .  The United Nations and Its Specialized Agencies 

The history of economic aid functions of the United Nations and the 
various specialized agencies now connected with it goes well back into 
tlie period of World War  II. Planning for international economic 
cooperation was commenced under the terms of article V I I  of the 
wartime mutual aid agreements. I n  1943, the United States proposed 
tlie Hot Springs Conference on Food and Agriculture, which led to the 
current Food and Agriculture Organization. Similarly the United 
States, at  Bretton Woods, pushed for the creation of the International 
Bank and the International Monetary Fund. At  the time, proponents 
of these institutions thought they would play a large part in restoring 
economic health in Europe and in attaining United States economic 
objectives. A t  Bretton Woods the participants took steps to liberalize 
trade policies, morlr for the orderly marketing of international staples, 
and harmonize national policies looking to full employment. During 
1,hese years the problems of adjusting regional organizations to the 
United Nations were also aired, and much work was done to bring 
such agencies as the Organization of American States into the general 
framework. 

Once the U. N. and its related specialized organizations began to 
. function, many in the United States Government thought that emer- 

gency assistance would be replaced by a more enduring form of cooper- 
ation or mutual assistance. There were several lapses from this 
pattern-notably that which led to the creation of an Emergency 
Rconon~ic Commission for Europe, and thus to tlie ECE, as means of 
handling the special problems of the occupied and liberated areas on 
that continent. U. N.'s Economic and Social Council (ECOSOC) 
set up a temporary subcommission on economic reconstruction of dev- 
astated areas in June 1946. Meanwhile the U. N. Relief and Rehabili- 
tation Administration (UNRRA) had been functioning. 

The Economic and Social Council also set up a new specialized 
agency, the International Refugee Organization ( IRO),  in December 
1946, to take over the longer run refugee problems from UNRRA and 
from the joint United States-U. K. Intergovernmental Committee on 
Refugees. ECOSOC also set up the International Children's Emer- 
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gency Fund (UKICEF) .  The United States contiilued support of 
both agencies until I R O  \ras terminated on January 31, 1952,' and i t  
continues support of the Cliilclren's Fuilcl to date. 

Out of the settlement of mutual aitl agreements underlying lend- 
lease, came also the negotiation of the General Agreement on Tariffs 
and Tracle (GATT) in November 1947 and later of the Havana 
charter for an internatioilal trade organization. These two moves 
were an attempt to lay down certain universal principles of commer- 
cial policy which soon ran afoul of ecoilorllic regionalisin and national 
interests. 

UNRRA, wliicll was terminated late in 1047, and the I R O  ran in 
parallel with our bilateral civilian supply program, Government ancl 
Relief in Occupiecl Areas (GARIOAi). The cluplication was elimi- 
natecl nritll the demise of the two international agencies. United 
States policies leacling to tlie end of UKRR-1 were based on the expec- 
tation that in 1047 only a few countries ~ o u l d  neecl Iielp; United 
States policy embodied four points: (1) encli country should state 
what ~t could contribute for relief, and use the U. N. secretariat a s  a 
clearinghonse to coorclinatc country plans; ( 9 )  recipient nations must 
first prove their need aild distribute aid on the basis of need; (3) 
there mas no justification for making grants of money without effec- 
tive control by the grantors; and (4) nations diverting manpower to 
armies instead of proclucing necessities of life would not be entitled to 
e i e .  B:ised on this policy, our Government tried to phase out aid 
by a small post-TJKRR:\ relief progr:tm. But the store of large-scale 
rZmerican assistance \\-as just beginning, as tlie l fa rs l~al l  Plan was 
annouliced the follo\ving summer. 

Tlle National Advisory Council on Iilternational Monetary and 
Financial Problems, which we had created for  ourselves a t  Bretton 
7JToods, announced a longer term reconstruction policy in February 
1946. Our objective was an international economic environment free 
from ~ ~ a r r i n g  blocs and barriers obstructing the flow of trade and 
capital. And the Iiiternational Bank was to be the principal agency 
to make foreign loans for reconstri~ction and development which 
private capital cannot furnish on reasonable terms.3 Our policy was 
to limit Export-Import Bank loans to tlle most urgent needs, until the 
Interilational Bank could get underway. Basic to recovery was a free 
and full flow of private international loans, which could be easily 
serviced within the economic enrirolirnent which the operations of the 
Bank ancl Monetary Fund wonld create and sustain. Another under- 
lying assumption was that the United States would encourage imports. 

I t  soon became clcar that these assumptions were false, and the poli- 
cies untenable in the short run. The  IT0 never came into existence; 
- 

1 See Brown and Ople, Amerlca?t Foreign Aaaistance (1953). pp. 89-95. 
* See Brown and Ople, Amedcan Foreign Aaatstance (1953), p. 111. 
8 H. Doc. 497, 79th Cong., 2d sess., p. 17. Quoted in Brown and Opie, p. 113 



the Monetary Fund played a minor role, and the International Bank 
mas able to supply oilly a fraction of the transitional assistance called 
for. F a r  froin being able to reduce military expenditures, borrowing 
couiltl-ies were sooil uiicler pressure from us to increase them. And the 
United States die1 little to remove trade barriers. 

Most of the interriatioilal agencies created to serve these ends have 
reinailled in existence, an11 have pli~yecl s part in tlle conduct of eco- 
nomic aicl as it llas derelopecl throngh the periods of economic aid, 
colcl Xvai., ailel post-Iiorean reconstruction. American policy and 
;~clministration lias t:llcen theill illto account in varying degrees. Their 
cui.rent statua and org:~nization is set forth below. 

b. Current U. N .  Organizations 

( 1 )  Food and Agriculture 0 rganizatiolz of the United Nations.- 
The Food a ~ l d  Agriculture Orgailizatioil came into being on October 
16, 1945, with the signing of its coilstitutioil by the delegates of 34 
meinber i1:1tions. 13y the spring of 1954 its membeiship had increased 
to $1. I t s  purposes are raising of levels of nutrition and standards of 
living of the l~coples uilcler tlleir respective jurisdictions, securing im- 
provements in tile efficiency of the procluction and distribution of all 
food and :lgricultural products, bettering the conditions of rural popu- 
lntions, aiid thus coutributi~ig t o ~ ~ a r c l  an espanding world economy. 

-1s the central agency through which member countries exchange 
information, F A 0  proinotes and recoininencls national and interna- 
tiollal action, furnishes such technical assistance as governments may 
request, including the orgniliziilg of such special missions as may be 
needed, and furthers the rapid exchange of information. 

(%) Internatiowzl Labor 0rgm~i~ation.-International Labor Or- 
gailizatiorl is a specialized agency of the U. N., financed by the govern- 
ments of its 66 member nations. It was originally created in 1919 as 
an autonomous part of the League of Nations. The United States 
became a member in 1934. The purpose of I L O  is to improve labor 
conditions, raise living standards, and promote economic and social 
stability. 

I L O  sets international labor standards by working out conventions 
and recommendations for adoption by its members. These standards 
forin an  international labor code that covers enlployment, freedom of 
association, hours of work, inigration for employment, the protection 
of women and young workers, prevention of industrial accidents, work- 
men's compensation, colonial labor problems, conditions of seamen, 
and social security. 

( 3 )  International Bank for Reconstruction and Deae1opmnt.-The 
articles of agreement of the International Bank for Reconstruction 
and Development were formulated a t  Bretton Woods by 44 nations in 
July 1944. I B R D  began operations in June 1946 with 56 governments 



as members. I ts  capital stock, subscribed in the currencies of its mem- 
bers, is the equivalent of about $9 billion. I ts  purposes are (1) to 
assist in the reconstruction and development of its member countries 
by facilitating the investment of capital for productive purposes, and 
thereby promote the long-range growth of international trade and the 
improvement of standards of living ; (2) to make loans for productive 
purposes out of its own funds when private capital is not available 
on reasonable terms; and (3) to pronlote private foreign investment 
by guarantees of and participatioils in loans and investments made by 
private investors. 

The Bank may lend to member governments and-with the guaran- 
tees of member governments-to their agencies and to private enter- 
prises in the member countries. As of May 1, 1954, the Bank had 
made a total of 102 loans amount,ing to the equivalent of $1,892,948,464 
jn 30 member countries and 3 overseas territories of member countries. 
I n  addition to technical aid given to its members in the normal course 
of business, the Bank makes available various kinds of technical as- 
sistance unrelated to specific loans. For instance, general survey 
missions to aid in appraising the resources of the countries and 
development recommendations have been provided. 

(4 )  ZMF.-The articles of agreement on the International Mone- 
tary Fund (IMF) were formulated at ~ r e t t o n  Woods in July 1944. 
They were approved by the United States and came into effect on 
December 27, 1945, having been accepted by nations representing 80 
percent of the quotas. 

The purposes of IMF, as stated in the articles, are : 

(a) To promote international monetary cooperation through a 
permanent institution which provides the machinery for consulta- 
tion and collaboration on international monetary problems. 

( 6 )  To facilitate the expansion and balanced growth of inter- 
national trade, and to contribute thereby to the promotion and 
maintenance of high levels of employment and real income and 
to the development of the productive resources of all members as 
primary objectives of economic policy. 

( c )  To promote exchange stability, to maintain orderly ex- 
change arrangements among members, and to avoid competitive 
exchange depreciation. 

(d) To assist in the establishment of payments in respect of 
current transactions between members and in the elimination of 
foreign exchange restrictions which hamper the growth of world 
trade. 

(e)  To give confidence to members by making the Fund's re- 
sources available to them under adequate safeguards, thus pro- 
viding them with opportunity to correct maladjustments in their 
balance of payments without resorting to measures destructive of 
national or international prosperity. 
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( f )  I11 iic.cor~cl:~ilce Toit11 tllr :~bovc, to slrorten tlle ciurntioll R I I C ~  

lessell the tlcgi.ee of t l i~r~c~irilib~~inin in the i~~ter~l i r t ionul  b:rlnnces of 
1':1~1nellts U P  illelnbei-s. 

JIember countries ill 1312' ~i~rmberecl 56 ill .\l)ril 1954 aiid tlleii. 
cornbilled rjrlotas :rggregated nl,l)roxinlntely the ecluivalei~t of $8.9 
billioll. Tlie Fluid beg:rn exch:li~ge traiir:~c.tioi~s on J I a r c l ~  1, 1947. 
,It t l ~ e  eiicl of April 1954, 24 ~neii~bel-s 11n\,e p1rrc11:tsc.d the eqlii\-n- 
Ic111t of $1,119 uiillion fro111 tllr Prllltl's forrig11 escl~allge rrxsources, 
payiilg co~.respoiicli~~g a~nol~i l t s  of tlirir o\vn crlrrencies. 

(5) ~7L\'RE'F.-Sectioii 405 jc) of tllr J I I ~ ~ I . I L L ~  d r c ~ u i t y  Act of 1954 
:l~ltlioi.ixcs coritribrltio~~ to ITnitecl Sations llef~rgee Emergrncy Fund  
(USREF) of not to escseed $500,0(!0 drlring fiscal year 19;)5. This 
ngeiic,y is responsible for t l ~ e  care nncl inn i i i t~ i la~~ce  of sonle 2 millioir 
refugees tlii~oughout t l ~ e  ~vorltl, nild arc 1101, :~lld 1 1 : ~ ~  no prospect of, 
receiving ac1equ:rtr earc fro111 their 11ost govrrilmcnt or from other 
som.c.es. ('ontril)utions to I 'SlZl+;F' :)re 111:rt1c by 1 C, g o ~ ~ c ~ , n n ~ e l l t s  ancl 
: I I : ~ I I ~  ii~clivi(Il~:~ls. 

(6') 7 ~ S E S ~ ( . ' O .  -T-11itrc1 S:rt ioils Et l~lc~:r t io~~:~l?  Sciei~t if c, and Cul- 
r i~i.:ll O~~g:rl~iz:rt iou (1'SI<8('0) is a sl)ec.ialixecl :rgcucy of tlie Irni ted 
Sntions. I t ?  constitutior~ \\-;I:: atloptctl on So\~cnlbri. 4, 1046. ,Is of 
.T:rnrlnry 1, 1934, t1lel.e \\-ere 69 lileillbt,r natiolls. 

T l ~ e  p11r~ose of T-TNESCO is to contriblrte to pence aucl secluity by 
promotiag collaho~.:ltio~i :linoug the nations thl.ough ecluc*:~tion, sciencc, 
:~llcl crrlti~re, ill older t o  fnrtlrn. rmi\'e~.sal respect. for justice,, fo r  tlle 
rule of law aucl for tlle 1llrln:ln 16igllts :~nt l  fu~i t la l i~e~itnl  fi-eedoms nrhicli 
nre afirnied for t l ~ e  peo1)lvs of the \vorl(l by the, Cl~nr te r  of t l ~ e  Unit.ed 
Nations. 

( 7 )  TlrIZO.-.1 c o i ~ s t i t ~ ~ t i o ~ l  1~21s s i g ~ ~ ~ e l  or, .J~,ly 22, ]!)A(;, 63 .goy- 
o l~~l r r l~ i~ t i :  \~liii*li le(1 to llle oficial ~ s t : ~ b l i s l ~ ~ r i ( ~ ~ r t  of the TYol.ltl 1Ir:rltli 
O~.g:niiz:ltio~l (n7llO) in A\pril  1948. 17'1 I 0  li:~s 81 sove~-ei,gi~ ~ ~ i l t i o ~ l s  
11s iue~nbers nucl 2 :rssoc!i:ltccl 111~1nLei~s. 

Tho 1)uq)ow of 77'110, :IS clefiilrcl in its coustitrltiolr, is to  ianise the 
l111ysic3:ll and nie~rtnl herrlllr 1t.rel of :11I peoples, going far  beyond tlie 
older coucrl,t of llenltl~ :IS ;I nlrl.e nt)seuc.e of illilrss. It rec~oguizes 
that :~tt:~c~liing disease :it its solrl.ces is a bcttcv, tl(>fc~lse tliill~ s c t t i ~ ~ g  111) 

:~i.titici:tl l):u~i~ie~.s :ig:rillst, cl)itlc~nic sl)~,c:rcI. Tt :rin~s fol. c*on t l~ l  ;111d 
rvent'u;rl ci~i~tlicntioii of cor~rm~rnici~l)lc clise:rsc, n11t1 i t  iqecognizes tha t  
the 11enlt11 of all l)eol)lt>s is fn1lc1:rmrnt:rl to  tlie attaininelit of l)r:lcae 
ant1 secllrity :~ncl is dt>l)r~~tlrll t  rlpon tile f~rllest cool)erntion of incli- 
\.icluals :rntl Ht:ltrs. 

Tlie ni:rjor ulidertalrings of 17'310 il-~cal~~tlr progr:lins on 111alari:l! 
tube~.c~nlosis, velle~aal tlise:~ses, I I I : ~ ~ ~ I . I I ~ I ~  :111i1 cl~i ld lle:llt,ll, 1lutl.iti011, 
r n~ - i ro~ l~n twt :~ l  snllitiltinn, virus and paraxitic clise:~ses, 11lent:rl healtll, 
I t i i i  of i 1 1 : l t l  ~ r r o 1 1 1 1 .  IVIIO is c,ontiuning 1v01.k 
on biolc)gic~nl stir ~ ~ d i ~ ~ . t l i z : l t i o ~ ~ ,  tlrc nrii ti(*:ltion of l~ l~m. i~ r :~c .o l~o~ i :~s ,  tile 



establishment of a uniform system of health statistics, the adoption 
and administration of international quarantine regulations, and the 
collection and dissemination of epidemiological information. 

(8) UNICEF.-Section 406 of the Mutual Security Act of 1954 
authorizes an appropriation not to exceed $13.5 million during the 
fiscal year 1955 to the United Nations Children's Fund (UNICEF).  
UNICEF is a focal point for help to children by various agencies 
within the United Nations system, and through this agency all coun- 
tries have an opportunity to cooperate with others in providing etl'ec- 
tive assistance to the needy mothers and children of the world. The 
United States has been the mainstay of the Children's Fund since its 
inception. I n  1953 a total of 53 nations plcclged or contributed funds 
to this agency. UNICEF aids governmellts of the underdeveloped 
countries to enable them to build into their own activities programs 
of maternal and child health assistance which would not be possible 
in the absence of external help. 

(9) UNKRA.-Section 132 of the Mutual Security Act of 1954 
authorizes $205 inillion during fiscal year 1955 for defense support, 
relief, and rehabilitation, and other necessary assistance in tliose parts 
of Korea which the President shall have determined to be not under 
Communist control, as well as the continued availability of unex- 
peilded funds previously authorized. I n  addition, a contribution to 
the United Nations Horean Reconstruction Agcllcy (UNICRA) not 
to exceed $3,452,615 is also authorized. United States contributions 
to UNKRA are estimated at $2.2 million. 

(10) UNRWA.-Section 407 of the Mutual Security Act of 1954 
authorizes a contribution not to exceed $30 million to the United Na- 
tions Relief and Works Agency for Palestine Refugees in the Near 
East (UNRIVA) during fiscal year 1055, as well as the continued 
availability of funds previously appropriated. United States con- 
tributions to UNRWA have been estimated at $23 million for the 
relief, rehabilitation, and resettlement of more than 800,000 Arab 
refugees from their former homes in Israel. 

2.  Organization of American States 

Tlle International Union of American Ke1)ublics was establislled 
on April 14, 1890, later to become the l'i111 American Union. The 
charter of organization was sigiled April 30, 1928, at Bogota. 

The Organization of American States (OAS), rnade up of 21 re- 
publics of the Western Hemisphere, is now formally a regional agency 
within the United Nations. I t  mas established to achieve an order of 
peace and justice, to promote the solidarity of the American States; 
to strengthen their collaboration; and to defend their sovereignty, 
their territorial integrity, and their independence. OAS is a pro- 



visional organ of consultation for tlle purposes of the Treaty of 
Reciprocal Assistame. I t s  council takes action to further coopera- 
tion in the economic and other fields or through its technical economic 
organ, the Inter-American Economic and Social Council. 

As the central organ of OAS, the Pan American Union acts as 
advisor to its council and organs in the preparation of programs. I t  
offers technical assistance and necessary personnel to the governments 
of member countries. 

3.  Zntergovernmental Committee for European Migration 

Section 405 (a) of the Mutual Security Act of 1954 authorizes 
the appropriation of $11,189,190 to be contributed to the Intergovern- 
mental Committee for European Rligration ( ICEM) for  the pur- 
pose of assisting in the movement of migrants, as  well as a 
continuation of other uneupended funds previously made available. 
ICEM was established in 1951, with 24 member nations, to facilitate 
and increase the movemeilt of migrants and refugees out of the over- 
populated countries of Europe-Austria, Germany, Italy, the Nether- 
lands, and Greece-to overseas countries in a position to receive im- 
migrants-Anstralia, Canada, the United States, Venezuela, Chile, 
Brazil, and Argentina. Approximately 250,000 emigrants leave 
Europe annually on their own resoul-ces or assisted by their 
governments. 

4 .  North Atlantic Treaty Organization 
Section 415 of the Mutual Security Act of 1954 authorizes the 

President to use funds available under sections 131 (Defense Support) 
and 403 (Special dssistance in Joint Control Areas) in order to fur- 
nish assistance, by transfer of funds and by other means, directly to 
the North Atlantic Treaty Organization (NATO) for  a strategic 
stock pile of foodstuffs and other supplies, or  for other purposes. 
While NATO is now considered primarily as an organization for the 
defense of the member nations, the North Atlantic Treaty embodies 
political and economic clauses, and the defense functions themselves 
call for economic measures. 

NATO reviews annually the economic potential of the member 
states to ascertain the capabilities of these countries to support force 
goals, defense production, and other security commitments. 

5.  Southeast Asia Treaty Organization 

Tlle agreement establishing the Soutl~wast Asia Treaty Organiza- 
tion (SEATO) was signed at  Manila oil September 8, 1954. The 



tre:tty, ~ \h ic l l  cilille illto effect on k'ebrw~ry 19, 1935, is designed to 
pronlote sec111.itg :tnd peace in southeast Asia and tlle south\\-ester11 
I'nciIic. I t  c:tll, for  econonlic cooperation to enable the free coan- 
tries of tllnt area to gain strength and vigor, not only nlilit:~rily, but 
also soci:~lly and economically. 

,irtcle 111 of the treaty recognizes tlle inl11ol.t:ulce of free institu- 
tions ancl solu~cl ecouoniies in acl~ie\-ing the objectives of peace and 
secui-itg. I t  is based on the assertion that the opl>oi.tm~ities of conl- 
muni>nl will diininisl~ if the free ilatioils itre able to cle\-elop their 
j i ~ t e ~ i x ~ l  stability througll ecoilonlic cooperation. The ineil~ber na- 
tions agree to cooperate in l~roiuoting ecollon~ic Ixxogress aitd social 
n-ell-being. 

Jlrmber 11:1tioiis incluclr ,iustralia, France. S e n  Zealalicl, Pakistan, 
Pl i i l i l~l~i l~es,  Tliailand, TTnitetl I\'ingtlon~, and the TTnitrd Stntes. 

6. OEEC and EPA 

The Orpailizntio~i for  Europeal~ Kcoiionlic C o o l ~ r ~ a  t ioil (OI'IEC ) 
niicl i ts subsidiary agency, the Etuopenn Productivity Llgency 
(EPA). are ill :I svltse tlie offspring of our ~nutunl  aid program. The 
Econonlic Cool~rration *\ct of 1948 iil:~clr :~ssi+t:tnce contiilgeilt upon 
continuous effort of tlle ~art icipat i l ig  comit~.ies to  nccon~l~lisli a joint 
ibecovery 111.ogri111i tli~.ot~gll multi1:ttrrnl ~ulde~.tnkinps :uld the est:tb- 
lisllinent of a col~t  intliug or~:~iiization for tliis 1)rvlIose. ITorlc ill tlie 
Connilittee of En~.ol)r ; l~i  I<c.onolnic C"ool)ert~tion led to a coilrel~tio~l in 
-\pril of 1948, est:tbli\hi~lg the 0rg:tnization for Europe:~n Econoinic 
Coop~i-ation. Oli;I<C's ilnniecliatr t:~sl< was to tlrav- "11 :11it1 carry out 
a joint recovery program to end ns soon ns  poqqible the clcpenclence 
of inemher counti.ies on extraorclinai~y ol~tside llelp. Tlle l ~ a r t i c i ~ ~ a n t s  
 greed to use self-lie111 a i d  inntual assistance to tlir ~nnxilnmn; they 
pleclgecl tllelnselves to del-clop lwod~~ction,  to  ~iloderilizr their iudus- 
trial equipnlent, and to clel-elop the innsi11lu11l p o ~ ~ i b l e  interchange 
of goocls ancl services. They acreed to take a number of steps to~~n1.d  
free trade and tlie free movellleiit of people. TTliile regional in 
membershil~, tlie OEEC recognized the need to halailce trade not ollly 
among the ~l ie~l lhr~.s l~ip.  bnt on a 77orlcl~\-ide basis as ~~e11 .  O E E C  
machinery a t  tlie outset consisted of :I council, an executive conunittee, 
ancl : ~ n  international secretari:it \\it11 a secl.et:~rv geut51.nl. necisioils 
were to be unaniinon~. Thus OEEC IT:(? liiilitecl to action inrolring 
no sacrifice of sovereignty, n-hich conld be carried out by mutual 
coolwration. A t  best, i t  could be said that  O E E C  llas strengthened 
the habits of mutual consultation in  Europe on economic problems. 

The European Prodl~ctivity Agency ( E P A )  wils set up in 1053 as 
a unit of the OEEC,  to put into effect on a self-help basis the programs 
fostered by the Uenton and hloody :~rnrndments loolcing ton-ard an 



Illcrease ill producti\-itp in Em.ol)e:~n inrlustry nntl ~ I ~ I . I C L I ~ ~ U ~ ~ .  EPAi 
\\-;IS fillallced by ro~tll terp:~i. t  contributecl by tlle l ) :~r t ic i l~at lng co~lntr ies  
(11 signed J loodg ng l*eemr~~ts )  ant1 by :I direct c o n t l i b u t ~ o ~ l  of $2.3 
11iillio11 t o  tbc  OEEC fl.ol~l tlir U111ted States to 3upl)ort Kl',1. 

,iltlloug11 the Gllitetl S t : l t c ~  i:, not :L 111rlllber of the 01d;ld:C', l~ecauso 
of its 1egioll:ll 11:1ture, it ~) :~r l ic i l ) i l t rs  in tlle \\ ark of tile org:l~liz;ltio~t, 
I of 1 I i s  1 T1115 \vorlc liar been s u p p o l t c ~ l  by the ller- 
sollllel of tllr ITllitctL St;ltes Itepiollnl ORicc ( r S I 1 0 )  ill I',rl~.ol~e, :uld 
th is  i11 t u r n  Ii ;~s beell s~~ppor tec l  hy the  Foreigli Ol)cr :~t io~rs  -\cltl~il~is- 
11,:1tio11 ill l Y : ~ s l ~ i ~ ~ g t o n .  

Uotll OIZ1':(' i ~ i i t l  I.:1',1 \ \ere crratrt l  t o  take  over :111tl c :~ r ry  for\v:~r(l 
oil a regioilal 1);1si\, sucll ' le~lle~its of n 1)rogr:1111 of repio~lnl ~i lu tunl  
:~s.iist:~llce il11(1 self-11elp :ls \\-ere \ :rl~i;lhle ;t11(1 approl)l.i:~tc, :111tl ~ v l l i c l ~  
\vo~ilcl l"r111it tlle T-11itcJ Sta te \  to \vitlldr:l\\- f r o l l ~  tllis fieltl r s c e l ~ t  
l o r  eatl.tlorclilrary nle,lsurc-. 

7 .  EPU 

T h e  E11rol)e:111 1'>1~11~ei1t,s L7i~ioli (K1't7), like OICEC? jv:ls set 1111 :it 
tlle i~is ta~lc*e of tllc K('-i. TI!l!rol)ri~ll efforts to  1-el:lr tl.:~cle l):rl.~.iers aiicl 
otllrrwise t.o move in tlirc>c*tion:, tlt.sil.etl b~7 I -~l i te t l  St :~tes  po1ic.y 11ad 
lctl to  .sel*io~~s tliflic*~~lties ill r l e n r i ~ ~ p  Ii : l~l~)l~e:nl  h:ll:llwes of pap~lz~ l l t s ,  
\vhicll had not been sol\-e(l by (lie t\\-o payll~cllts : ~ g ~ . t ~ e ~ l l e ~ l t h  111;1(1e ill 
194s nncl 1!)10. ,It tlle end of 1!)1!). EC'-1 snblnittctl :I 1)lan f o r  :I  IS- 
111r11ts ullioll t o  tile 01;1';(', \vhicl~ \\.:IS atlol)te(l ill Se1)teml)er l!)T,O. 
Tliis pl:111 elllbodiecl :i f~uit lame~lt: t l  co~~tl~;ttlic.tioll ill objectives- 
sl~oultl  El'[' he tie\-rlol)rd ns ;I l ,wni:i~le~lt  instl,nlllr.~~t. fo r  tllr i11trgl.a- 
1 ioll o f  T.:urope. 01. sllo~rltl it be si11ll)ly :L t ru~ l s i t io~~: t l  atel) to\v:~rcl full  
\vol*l(l-\vitle convertibilit!! 1-;l'1Fqs 1n:li11 ol,jectivt~ \\-:IS to  11~11)  i l l  t r ; 1 ~ 1 ~  
!ibel.:~lix:~tioi~. b ~ l t  Ino\.t1s ill tlris { l i r e c t i o ~ ~  ltbtl t o  f ~ w t l r e ~ .  tliliicllltirs. 
1Ie1lil)er 11:ltiolt.i: \rrrc> 11nder 1)1*rssilrr t o  "co1.1.t~~'t" t l~ci i -  illterl1:11 eco- 
~io~i l i t .  p ) s i t i o ~ l  if t l i t l ~  \\-?IT r c c l u ~ r e ~ ~ t l y  tlel)tor,q or  c~~~ctli tot-s i l l  t l ~ e  
~ ~ i ~ y i ~ l e l ~ t s  lu~ioll. -\11(1 tile E(7-1 50011 follild itself ill ~ I I P  1~ositioll of 
i~rtri .vening in the ecol io l~~ic  :iiP;~i~,s of OEEC'. 111 tllr c:li.c of nelgiunl,  
that  co~u i t ry ,  11:i~i11g : I I ~  o\.er:lll dollitr deficit 11i1t :III intrn-E11ropem1 
tlollill. su r ld l~s ,  1v:ls :lslretl t o  solve tbe l)l.ol)lrlil of i t s  overall deficit by 
rnising (liscl-imi~r:~tory bt1rrie1.s ;~g ; t i i~s t  L i ~ ~ ~ e r i c a i ~  tl.atle ;tl~cl i~lcl~easetl 
govel.lill~e~lt i n t e l ~ v t ~ ~ l t i o ~ l  i l l  tile ISelgiulll ec~o~lo~lly--actioil 11nl.tlly 
coll~lmtiblt~ wit11 tile objrct i\-t.s of -\11ierici~il e ro~ lo l l~ ic  p o l i ~ y . ~  

I.:l'IT llectlrcl nloney to  o1)rratr. T h e  1-i)itrd St:~tek 111:1clt1 ; ~ v ; ~ i l t ~ l ~ l ( ~  
i~l i t ia l ly  :L c;tl)ital Eu~ltl of h:i.iO nlillion ant1 :III " ; ~ t l ~ ~ ~ i ~ l i s t r a t i v e ' ?  flurtl 
of $1;10 l~lillioll to  tiike c;ll.c of the  l)ositiol~ of "struct .~l~.:~l  tlrbtors" 
(Stntes \vliicli \vel-e in coiltiiuiilig ( t l if ic~~lties ilt settlirlg tlleir El"C; 
:~cc~o~ul t s ) .  ,is contr i l~utor  of tllese c:ipititl f ~ l n d s ,  ille I l ~ l i t e d  Stnt,es 

i l i ~ . o ~ v ~ ~  a n d  Ol'it?, ]I. 210. 



retains a continuing voice in E P U  deliberations, and has a say in the 
ultimate distribution of the capital funds, if E P U  is disbanded. 
These rights and responsibilities have required continuing United 
States representation, which has come to date from USRO. 

8. Discussion 

The existence of these various international agencies with functions 
in the fields of economic assistance, and the participation of the United 
States in them, raise a host of questions. Many of these points have 
been raised and examined in tlie special papers dealing with technical 
assistance and the disposition of FOA functions. 

The general question of whether the United States should alter the 
balance between its bilateral and its multilateral efforts cannot be given 
rt general answer. The requirements of our policy, and the oppor- 
tunities and weaknesses of each program must be taken into account. 
One broad observation is of general application, however ; wherever 
it  appears that the United States can meet its policy objectives by 
supporting the work of an existing agency rather than organizing or 
operating its own agency, i t  should do so. It is probably cheaper in 
the long mn, and technical functions will be discharged by better 
qualified people if the United States takes full advantage of the spe- 
cialized technical skills already assembled by going international 
organizations. 

Most international organizations depend on unanimity, since the 
participating governments are sovereign States. Hence their pro- 
grams are restricted to a common denominator on which all parties 
agree; many of them deal only with the gathering and exchange of 
technical information and personnel, and the furnishing of forums 
for conference and discussion. As such, their programs are not sus- 
ceptible of great expansion, or of bending to tlie exclusive interest of 
any one sovereign power. Into this class fall such organizations as 
FAO, ILO, WHO, and UNESCO. 

The action agencies, which depend on the voluntary contributions 
of the participating states, are more flexible, and their programs are 
sized more according to the operating needs and the forthcoming 
funds. These include UNICEF, UXRRMTA, UNRWA, ICEM, and 
UNREF. They are often set up for limited time periods, and tend 
to disappear with the emergencies which have called them into being. 

The Bretton TVoods agencies-IBRD and the International Mone- 
tary Fund-have fallen far short of the hopes which their sponsors 
held for them a t  birth. We are in process of expanding the role 
of the bank by the addition of an International Finance Corporation 
which will add certain functions and funds to the total available 
from international sources for economic development purposes. 



Congress has the word on this at  the moment, so far  as the United 
States is concerned. But there appears to be no movement or  desire 
to expand the powers and functions of the Monetary Fund. The 
bailk's role and its relations to our Export-Import Rank are discussed 
further in the paper on public lertding agelicies. 

The work of the Organization of i\merican States niight be ex- 
panded, but there seems to be little pressure or need for it. Tho 
United States already carries 60 ])el-cent of the budget of thac organl- 
zation, and for that very reason should not press for an expanded 
program unless the other American States are milling to increase 
their contributioris more than proportionately. 

The problems posed by the civilian functions of NATO anti the as 
yet nnexplored econon~ic role of SEATO are manifold, but they do not 
extend to the simple one of more of NATO/SEATO and less of 
FOA. On the contrary, the more active are these regional politico- 
military-economic organizations, the greater is the requirement for 
 roper United States Government participation; they will pose con- 
tinuing problems of organization, staffing, and procedure both in 
Washington and in the field. The meshing of economic with 
politico-military aspects creates problems at the level of the National 
Security Council, where it does not now appear that we are fully 
equipped to deal with all three elements of national security matters. 
Our joint military planning requires economic estimates of the 
capacities of participating countries, to determine what they call 
contribute and what we must contribute, to achieve determined force 
goals and other defense reqnirements. 

The problems posed by OEEC, EPA,  and EPU are more important 
for policy t h a n  f o r  administrat ion.  These agencies mere launched 
in an effort to shift the burden of economig reconstruction and future 
progress to other shoulders. TTTe have commenced to shift that 
burden; if we continue to do so we can look forward to a lessening 
of the administrative requirement for supporting these organizations, 
clown to the point where a small amount of diplomatic contact and 
organizational liaison will be enough to keep our hand in and make 
a proper degree of inflnence felt, without risking the resentments 
which are bound to arise from daily intervention. 
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Some Fiscal Aspects of the 
Foreign Aid Program 

Sillce the  llard-enlxetl tlnllnrs of the  ,111lerican t2trl):tger i i~ake the 
foreign a id  pi.ogram 1)ossi ble in the  first place, it seeins desirable to 
revie\\. sollie of i ts  fiscal aspects, p a r t i c u l a ~ ~ l y  those \\-hich are a P;lctol. 
in  detenniniilg the l ~ a t u r e  of the p r o g r a u ~ .  

Fnnds  for foreign aid are approprintecl by Congress on the  basis of 
the orerall  policy of the 7711ited States and  gearetl t o  a n  L ' i l l ~ l ~ t ~ - a t i ~ ~ "  
foreign a id  1)rog1.a111 wbl i~i t te t l  by the Foreign Operat iol~s  ,2th1linis- 
ti,ntioll a n d  the I )~l?nr t inent  of St:~te.  

T l ~ e  use of an "ill~lslrnti\-e'? progr:1111 to  presrut the  \rays in n- l~ich 
our  f o r e i g ~ ~  aitl is to be e s t e ~ ~ d e d  llns come in f o r  consitlerable c1,iticisrn. 
~nllcll of ~vllich appe:l1.s jl~st.ified. I3ecanse t l ~ e  prese1it:ltioll i~ illus- 
trat,ire, rntltrr t l~:tn tlefiliitire, the p r o g r : ~ ~ n  in i ts  fin:tl form Iiriiy heal. 
little .~*esen~blaiice t o  the  i l l l~stration. Th i s  can lea(1 to  n fet.ling that 
tile i ~ ~ t e n t .  of Congress, :IS expressed in approval of IIII i l l l~strntive 
~)rograin ,  lrns been tlisi~eq:u.tlcd. li'nrt.l~ermore, consiilel.ablc time may 
elal'w lwfore the  i l lnstrntirr  lwogr:un, as  apl,ro~-ecl o r  ~llotlifictl by 
Congress, is Ilammr.red into final, \vorki~tg shape. af ter  n l ~ i c l ~  the 
l ~ i l : ~ t r r : ~ l  ngrccnkmts still lnllst, br negnti:~ted and signed wit11 tlie 
i.ecipient comlt~,y.  I n  sonle r:lses, this \\,Ilole process 11as takcll I I I O I I ~ ~ I H ,  
\\-it11 the res~llt  t1i:lt tllr col~i i t ry  progrnnl fol- a pi re^^ fisc:ll year niny 
not he uc.tually l x ~ t  i l l  nlotion l l~l t i l  a major t ~ a ~ t  of the  ycLar 11aij elal'sed. 

Any effort- to c.:trry o u t  a full ycnr program in  I1:llf t1i:lt tiille gi\-ei. 
rise to the  tentlrncy to  rusll illto 11:1st,ily coilsiclercd c o ~ n m i t m e ~ ~ t s  i n  
order to oblig:~te fnncls before the end of the  fisc:ll year. (70r~g~.e3s 11:)s 
attrmpted tcrproride safegl~i~l.(ls :tgainst s11c1l a possibility L.? cilrrping 
over the  mioblipatetl l):~l;~nces ear11 fist,al y ra r  and by limiting t h e  
amount of funds  tliiit call bc obligated ill the last 2 months of tile f i~cn l  
year. FTo\\-erel-, this does not seem t o  11:trc elltirely prerei~tctl  11:tr;ty 
a~lcl improvidel~t pl.ogr:~lniiig at  the  end of each fiscal year. 

It seellls evider~t, 1iowe\~er, that  a IIIOI-e efirient program \vonlil re- 
sult if the  nl)l?~.opi,intioi~ request t o  Congress lverc b:~setl OII  :I tleliilitire, 
well-planned l)rogl~aln ~ v l ~ i c h  could be set in rrlotio~i upon the  en:lct- 
~ n e i ~ t  of the  legislr~tiol~.  I n  the absence of such a contlit,ion t l ~ r  qnes- 
tion al\\-:~\-s rclil:lil~s : are  app.ropriations the result of well-t1ionght.- 
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out program and project requests or are programs and obligations 
generated by a conlpelling desire to use already appropriated funds? 

Flexibility 

The question of fiscal and program flexibility is a major considera- 
tion in the whole aid program. FOA states that conditions change so 
rapidly that detailed programs cannot be worked out in advance, and 
that foreign aid programs must be chameleonlike, completely able to 
meet wllolly liew and emergency needs. This is the principal justifi- 
cation, not only for the "illustrative" programing, but also for the 
wide authority to transfer funds from one appropriation provision 
to another (e. g., from military aid funds to economic aid) and for 
requesting large "contingent" or lump-sum authority. 

There can be no doubt that emergency programs do arise. The 
recent FOA-financed evacuatioils of both North Vietnam and the 
Tachen Islands are examples. There is some doubt, however, that 
real emergencies or crises occur fl-equently ellough or a1.e of sufficient 
size or duration to justify the magnitude of the sur~is now available for 
expenditure through transfers and other administrative action. 
Emergency operations comprise only a relatively small proportion of 
the $4 billion annual foreign aid program. 

Recause all the funds appropriated for foreign aid now can be dr:iwn 
upon for emergency situations, and because emergencies affecting the 
national security can conceivably arise at any time, even in the closing 
weeks of the fiscal year, the administrators of the aid program are 
under pressure to keep sizable sums uncommitted and available to 
meet these needs. This has a tendency to produce large unobligated 
balances at the end of the fiscal year, has the effect of delaying the 
actual programing and obligation of the funds, and undoubtedly 
reduces the effectiveiless of the program as a whole. 

At the present time, the cost of flexibility is instability, bordering 
on chaos, everyw11er.e in the program. The chart on page 139 illus- 
trates the nature of this flexibility. 

I n  addition to these difficulties, there is some evidence that the flexi- 
bility provisioi~s themselves may be so narrowly circumscribed as to 
defeat their own purpose. The limitations imposed on transfers (sec. 
501) and on the use of special funds (sec. 401) in those sections con- 
siderably restrict the desired flexibility, at least to the extent that con- 
siderable juggling and manipulation ]nay be required to achieve an 
emergency objective. (The development of the emergency $105 mil- 
lion aid program for Pakistan may be cited as an example.) 



Emergency Fund and Staff 

For these reasons i t  seems clearly desirable to review carefully the 
provisions which are designed to put flexibility into the program. I t  
seems likely that a considerable improvenlent in efficiency and economy 
could be achieved by establishing ,z separate emergency or contingency 
fund in substitution for the existing provisioils for flexibility. Such 
a fund would be separately appropriated clirectlg to the President and 
\vould be separate and distinct from the other foreign aid appropria- 
tions. I t  ~vould be available to meet those emergency situations which 
the President and the National Security Council adjudged to affect our 
national security consistent with the mutual security legislation. I t  
should be sufficiently large to insure protection of the security of the 
Nation but its use should be carefully limited to genuine emergencies. 
I t  could be provided with such other safeguarcls as seem desirable 
without impairing its essential flexibility and mobility. A somewhat 
limited precedent for this type of fund mas set in the Afutnnl Security 
Act of 1954 with its provision for $700 million for southeast Asia and 
the western Pacific, which pave the President extremely limited 
:~athority. 

I11 keeping with the nature of this suggested fund, it might also seem 
advisable to organize a small emergency or disaster staff to assist in 
administering the emergency funds and programing operations under 
it. Such a staff would also be available to plan and administer the 
use of the provisions of title 11 of the Agricultural Trade Development 
and Assistance Act of 1954, which provides for gifts of s~irplus United 
States agricultural commodities to friendly people in meeting famine 
or other urgent relief requirements. Obviously the qusllifications and 
experience of staff suitable to meet and deal with emergency or disas- 
ter situations are quite different from those necessary for other types 
of operation. Likewise, the whole technique of handling such situa- 
tions is a specialized one and should be kept distinct. 

Dollar Objectives 

An additional fiscal coilcept which apparently guides the foreign aid 
administrators is the opinion that the aid budgets are expressed in dol- 
lars and not in things. This produces a program geared to spend given 
quantities of money, rather than a program designed to educate so 
many trainees, set up a given number of training projects, or dig so 
many wells. It also produces singular results. One illustration may 
be found in the case of tl request received from the mission in Iran for 
procurement of 100 handplows at a total cost of $2,585. Similar plows 
\rere available on GSA lists of excess Federal property, and with 
approval of the missions these surplus plows were substituted for the 



ones originally slwciiied. Eight hundrecl of tlle surplus p1onrs were 
furnished to the nlissioil a t  the cost of tlle origi11:ll 100. One may 
fairly questioll why 1111 extra 700 plo\vs sho111cl be furnished ~lllder the 
aid lwogranl in I ran  in preference to reducing the amonnt of the es- 
penditure by 87 percent. 

The policy of FOA in this resl'ect is not consistei~t. T l ~ e  tnslc force 
on Ilse :lucl clisposnl of Federal surplus pl~ol)erty, for instnllve, found 
cases ~11e1.c the :~momlt of aid was rrducetl by t l ~ e  sa\.il~gs 1v1ric.l~ re- 
snlted fro111 lower ~ ~ i ' o c ~ i r e ~ ~ ~ c l l t  c.osts :~lrd o t l~er  C:ISCS w1lrl.e t l ~ e  dollar 
figure rem:~ilred t l ~ e  srnllt? and larger : I I I ~ O I I I I ~ S  of eqoipmelit \verc 
furnished. 

111 most cases it  seems fundameutnl that  a illore effective and eco- 
nomical aid progrnri.1 can be acllieved when its objective is clearly de- 
fined nnd esprrssed i n  te1.m~ of :~cco~~iy)liul~nlerits. rather thi111 in ter.ms 
of dollars spent.. 

Obligations, Expenditures, and Balances 

,I brief description of tlle nietllocls and teclmiques n-hich FO-\ uses 
to ol~lignte and spend its appropriations nlay be helpftil in reviewing 
its fiscal status. 

Initially. the f u ~ l d s  for foreign aid are appropriatetl by Congress 
:lnd allocated to FO-\ 01- appropri:~te agency by the I3~~renn  of the 
Bndget, acting for the President. Tllc f~lncls are tllell available for 
obligation al~cl for ultimate exl~enditnre. 

FO,l  obligates funds in several ways depending on the type of aid 
I'rogrnm irlvolved. 111ternatio1l:1l agree~~lents  bet~veen t l ~ e  TTnited 
States ant1 the rccil)it.nt nation, calling for specific untlertnkings on the 
part of each, co~rstitnte nn oh1ig:ltion of TTnitetl States funds. Obli- 
gations also take ],lace wit11 the issuance of 1,rocurement authoriza- 
tioils by F O A l  fo12 the purcllase of ~nncllii~ery. eqiiil)inrnt, or bulk 
commodities, such :IS fertilizer or  cotton. to meet the import needs 
of n foreign government. 

P r o c ~ u . c ~ ~ ~ e ~ l t  i.: lln~~clled ill two general n-ays ill tlw foreign aicl pro- 
grain. One metllod is by direct procui~erile~it. \\-liere E'O*l, or some 
other Cro~-ernme~~t agency nrting for  FOX, procl~i.es under United 
States Govermne~~t  procetl~~res for the foreign aid operation. The 
other, and prol~ably more important. nlethotl of p r o c ~ ~ ~ e n l e l ~ t  arise? 
out of the injuction in the legislation reqniring ure of private cllannels. 
I n  tliese case5, FO-~-fill:~l~cecl l ) i .oc~i ren~e~~t  orcler~ are me laced by recipi- 
ent c n ~ ~ ~ i t r i e s  wit11 local imlmrtc-1-s o r  T'ilited St :~tes  exporters who 
actually clo the l)ni-chasinp tlrrougli their ow11 clliuiliels and resources. 
FOh engages rsbentinlly in a banlcing operation to fi~innce these p w -  
c.llases since it  iqsues "lettel-s of credit" to  the ba~tks designatetl. 



These ob1ig:lLions lead to  inbobligations \\-11eii specific co~ltracts for 
tlie ~ X W C ~ I ~ I S ~  01. shipment of equipment, gootls, or commodities :\re 
co111l)letecl betwreli the appropri:~te Go\-el-lnnent ngellcy ancl a supplier 
o r  mercllant. Expentlitlure!, res111t \\-hen the bills arising from t,liese 
col~tracts are actually paicl. 

3Iany of the tr:nnhactioas by I4.OAi wllicl~ ol~l ig~rte  f~i i ids  cotlsist of 
hilate1.n 1 (ei t l ~ e r  ~)i~ogi.;~ln 01. l)~.oject) :lgrecll~c>~rt\ ~vitli foreign govern- 
~ n e ~ i t s .  21s 11:rh bee11 ~lotetl. 1Svitlellct: i~~clicirtes :I I I I I I I ILCI* of thr ie  ohll- 
gtttioi~z ;Ire vil-t~~:rlly doi.~ll:tilt for III:III> 111011tlis l)(~t*:i~lse 110 fr~ltllei' 
steps a1.e t i ~ l c ~ i ~  to : I ~ \ - ; L I ~ c ' ~  tlle l)~.oj(>ct, or t o  sl~bol)ligate the ftr~itli. 
Tliis situntioll 1ri:ty arise fol. :I ~ a r i e t y  of re:Isons, sorne of ~vliicli :Ire 
\\-holly outside T'llited States control. l'his t ~ p e  of sih~iltioli ~ l lay  be 
illustrated hy the 1)rojec.t in Palcistan for improl-ement of the Karachi 
5\11 11:li.bor. -2 bilnter:ll 1)roject agreemei~t for  this i~tidert:rlcilng- 
signed April 1,1953-oblig:rtcrl$7.50,i)00 :rs the TJnited Stateq co~ltribu- 
tion to tlic first yenr's cost. Over :I year later, -1pril 29, 19.5 C, :I ~1111'- 
p1elueiitiii.g ag reeme~~ t  notetl that "tile contribution of the Uilited 
States Go\-ernnielit to  this project can no loinger be spe11t on the ~ I W -  

pose for  n-l~icli it \\-a? ~ n a d e  nl-nilnhle," deobligatrd $61~~.000 and illade 
that sum nl-ailnble for  other 1)rojerts. Tlie tlelay in this case was the 
result of n fa i lwe of ~ : ~ r i o ~ i s  agencies \vitliin the Pakist:~n Govern- 
l i i e ~ ~ t  Lo rcncll ;rgreennciit on the pi-ojel't, hilt for tile course of that year 
t l ~ e  ITllitecl St :~te\  ohligntioli for this ~ ~ r o j c c t  really lincl no ~ n e : ~ n i n g  in 
terms of n proglaalrl to strengtlleli P a k i ~ t a n .  

TT'hile tliis is but n s i l i ~ l e  esalnple, coligressio~inl colil~~littees :lull 
other groups have on occa4on expressed the l-ie~r that  the total of tlie 
ontst:lnding obligatio~ls of  tlie mut~ia l  s tw~r i t y  I)rog1*am, as spre:itl 
tllro11gl:hont the b r ~ a i l t l ~  of tllc entire 50 country progr:Lms, are 
bbn-ntcl.~d" or ~unrrnlistic to  a certain extent. TT'lirtlier sitn:~tions COIII- 
1):tr:lble to thi* rsist oil :I wide ??ale coultl only be tlete~,~liilletl i~ccru.:ttely 
and co~npletelq- by a complete reviem i l l  each country in ~ ~ h i c h  the 
lwogram operates. 

I T o ~ r e ~ ~ e r .  l)rolnl)t, effective :~tlinniilistrative steps can be initiated to  
tleobligntr fnnds on progrw~i~s TI hicli have bog~e t l  (low11 or s t :~g~~i i t r t l .  
Otller~\i<e tllr ntlluinistrators of the 1)r.ograi-n in TT'n4ningto11 ant1 tllr 
coligressio~l:tl co~r~i l~ i t te rs  ~.evien-ing it will 11al-e 110 accurate nw:lsltl.e 
of 1)roy'ess. 

I11 most coulitries ~ r h e r r  iiomni1itn1-y assistance js pro\-itled on :I 

grant basis by the Foreign Ol)e ra t io~~s  ,Idininistrntion, :t sl~rcial  local 
curl.ency account ns11:llly is created illto n l~ ic l l  tlle rec.il)ieilt c o ~ ~ ~ t t ~ . ? ,  
deposits a n i o ~ ~ n t s  in its ciureiicj eqr~iv:~le~l t  to the  v a l u ~  of the United 
States aid. Thcsc clel)osits. called coi1ntei.l)al.t f~u lds ,  are used in gell- 



era1 by the depositing country to carry out mutual security objectives 
agreed to jointly with the United States. 

Requirements for the deposit of counterpart funds by recipient coun- 
tries have varied widely, depending on their financial condition, the 
legislation under which the program was conducted, and the nature of 
the aid program. Usually the amouilt of the counterpart deposits is 
equivalent to the value of the United States grant :lid extended, sub- 
ject to many exceptions or variations. I n  each country a portion of 
these funds, usually not more t2-~nn 10 percent, is set asicle for United 
States use in defraying its local currency expenses in the country. 
The 90 percent or more remaining is used within the country for 
projects agreed to by the country and the United States. The general 
policies which govern release of counterpart funds from the United 
States standpoii~t are laid down by the National Advisory Council on 
International Monetary and Financial Problems, of which the Secre- 
tary of the Treasury is chairman. Other members are the Secretaries 
of State and Commerce, the Director of FOA, and the Chairman of 
the Federal Reserve Board. Often the general use, but not the 
specific projects, to which counterpart may be put is specified in the 
various bilateral agreements. Counterpart deposits exist in 27 coun- 
tries, mostly in Europe and the Far  East. The aid program in Latin 
America has never been on a basis which generates counterpart funds. 

U p  to December 31, 1954, the United States had speilt a total of 
$14,348,647,121 in forms which generated counterpart funds. Most of 
the total amount of counterpart thus created has already been spent, 
but as  of December 31, 1954, the worldwide balance in counterpart 
funds was equivalent to more than $978 million and an additional 
amount equivdent to more than $380 million was still to be deposited 
by the foreign countries. 

Counterpart funds are not fiscal assets of the United States, al- 
though the United States retains a voice in their use. The Uiiited 
Skates portion of the counterpart funds, however, are the property 
of the Federal Government and are deposited in United States 
Treasury accounts overseas. Government agencies, including FOA, 
needing foreign currencies must purchase them from the United 
States Treasury with appropriated dollars. 

Another type of foreign currency deposits are created by the 
programs for disposal of surplus agricultural commodities abroad 
under section 550 of the Mutual Security Act of 1953, section 402 of 
the 1954 act, and provisions of the Agricultural Trade Development 
and Assistance Act (Public Law 480) of 1954. These funds are 
United States assets and are available to POA without payment in 
dollars to the Treasury. 

The funds arising from the Mutual Security Acts may be used for 
a variety of purposes consistent with the legislation, such as offshore 



procurement or economic assistance. As of December 31,1954, expen- 
ditures for these surplus commodity programs have totaled more than 
$232,700,000. Local currency receipts hare lagged behind United 
States spending and as of December 31, 1954, totaled $180 million. 

Receipts in foreign currencies from sales under the Agricultural 
Trade Developnlent and Assistance Act also are available for the 
several purposes set forth in that act. These receipts are United States 
Government assets but the specific purposes for which they will be 
used are generally negotiated wit11 the purchasing country at the time 
of the sale. This progall1 is presented in greater detail in a separate 
paper. 

Since counterpart deposits are not usually made for direct military 
assistance, it appears that additional deposits will drop rapidly in 
those countries, chiefly in Europe, where the econon~ic phases of the 
foreign aid program have ended or are winding up. 

I n  these countries where the various aspects of the economic aid 
program are being terminated, i t  seems appropriate also for the 
United States to take such steps as nmight be feasible to facilitate the 
disposal of the remaining counterpart deposits. This would permit 
termination of all the aspects of the econolnic aid program without 
undue delay. 

Exchange Rates 

Counterpart fnnds of all types? of course, are deposited in local cur- 
rencies and the :linount of counterlmrt due from each recipient country 
is determined by convertilig the value of United States aid into local 
currency equivnleilts on the basis of exchange rates which nre negoti- 
ated between the two countries. 

I n  general, the deposits are computed a t  the agreed exchange rate 
in effect a t  the time FOA disburses the dollar aid funds. The dollar 
equivalent of withdra~rals is genel.ally calculated nt the rate in effect 
at the time of withdrawal, and tlie balance remaining is calculated at 
the current rate. I n  some countries current exchange rates have 
varied widely both between coinmoclities and between time periods. In  
these cases an average rate is sometimes used in order to reflect a more 
consistent picture. 

Since the exchange rates can affect assets of the United States Gov- 
ernment in the local currency accounts in the United States Treasury, 
as well LS the financial situation in the recipient country, their negotia- 
tion is a complex and even delicate business. It does not appear sound 



to expect tlle Uilitecl States Government to cleal i11 foreign currency 
tl.ansactions ~vllicli, ill fact, \voulcl not be legal i11 tlie country con- 
cerned, but many variations are foulid in legal r:ltes \\-hich call ef-fect 
I-ilited States transactions. fIo\vever, United States oflicials should 
tilake erery ef-fort ~oilsisteilt wit11 goo(1 foi.eig,rn relatiolis to secure the 
ruost f:trorableexchauge r:~tes 1,oisil)le \vitl~ e:~cll country. 

Summary Comments 

The fiscal aspects of the foreign aid 1)rogram of couise are largely 
cleterii~iiied by the bro:rrlel. ail)ects of policy 1~11ich govern the scope 
and riature of tlie prograiil itself. Coasiderable progress ha.; heeri 
niadc ill ~re ld ing  ail efl'ectil-r aucl u1lifoi.m sjstriii of ncco~uits :tiid 
fiscal controls out of tlie clirei.sity ~ ~ l ~ i c l l  grew up 11-hen the aid pro- 
grams were sepi~rately adnrinistel.ed 11~7 EC-\, TC-\. II-I,l, etc. 

The  foreign :rid l>rogrnm has inany aspects of :I I:ri.gc*-scale fiunncial 
nncl b;riiking operatio~i, especinllj i l l  coilllectioil \\.it11 proctu.ement 
t11rolig11 p r i ~ . : l t ~  cli:lii~icls. -il l  the a\-nilable e\,itle~ice indicates that  
those i.esponsible for tlle cle~elopme~it i ~ n d  ad~niliist~~atioii  of budget- 
ing, auditing, fiscal, :uld acco~~iitia:: l)rocetl~u*es of FOA 11:lve cloiie :ui 
excelleilt jol), despite tlle iilagrtitude aiicl colll1)lexity of tlie task. 

Tlie ge11er:il area of flexibility allpears to 1131-e a high potential for 
i~lipro~eiileiits nliicl1 could lent1 to increa5ecl ecoiloriiy and effective- 
ness. Est:tblisllliielit of a ne\T einergencj or coiitingeut fund, in sub- 
~t i t l l t ion for tlie exihting cluillbersoiiie tl-ansfer and special fluild pro- 
risions, n ould 1)rovide increahecl flexibility ill the progranl and at  the 
same time l)ror~t le  ;t nteaii.: of l~ l t t i i i g  the bulk of tlie foreign aid pro- 
gr:nn 011 a firm, so1unt1l-j 1)l:ulued base. I t  probnl)ly \\lo~~lcl perinit 
t-luiiiiiatioi~ of tlie ll>e of a11 illustratire progranl, insure better Con- 
gressional contiol, fr\~-ei ~-eprogra~ii~ilingg operatioi~s after Coiigress 
has acted, niitl s~vif ter  tril~l~liltioll of tlle ln-ogr:Iii1 into effective deeds. 

Cre:rtio~t of s11c11 n fi~ilcl ~vollld :11so lend the \\-ax to establisl~merlt 
of progr:tin gozrls l)ased on real itcliie\-eilirilts ratlier t l la~i  illerely on 
the clesirz~bllity of q)ellcling llloliey at \\-liirl\\-ind pace. Establishn~eat 
of :tn enie12genc! or  dis:~ster staft' as suggested woulcl aicl effective op- 
er.ntioiis and 11elp to i1ls1u.e iiiaximiml rec;l~lti fi.om United States 
efKorts orerse:ts. 

Because tlie foreign rticl progr:un by its kery liature i l l~olves tlie 
operations and activities of otlier sorereigil n:~tioiis, its fiscnl 11rol~- 
]ems :Ire tliffel.eiit illid to  soine extent illore coil~plex tltaii those of tlle 
genei.>tl agei~cies of tlle C~overnii~e~it.  F u ~ ~ t l s  \\-liic.ll i1re obllpated 1,) 
nieans of nil  iiiterliationnl agreelnent bet\\-eel1 tlie United States and 
a foreign country 111i~y not irl\\ays be deobligatecl \\ itlloilt colicurrence 
of tlie foreign governmelit. Certain fiscal :~spects of tlie program 
ilivolve excliniige rates between cnrrencies, a nlatter of cleep and oftell 
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Foreign Aid Procurement 
Funding 

After appropriation by the Congress of funds for other than mili- 
tary purposes and after analysis of each country's request for such 
aid, an allocation of these funds is made by F O A  for each country 
participating in such assistance. A broad general agreement is 
reached with the country wit11 respect to its allotment and the funds 
become an account on nrhich the country, with FOA a p p r m ~ d ,  may 
draw. Study in the United States and overseas of the details of the 
proposed program continues concurrently with the procurement proc- 
ess after the allotment of funds. Such detailed study includes how 
and where procurement is to take place, the grades and specifications 
of the material and equipment to be purchased, and the character of 
the services to be performed. 

Project and Nonproject Aid 

The aid with respect to F O B  prog;llaming and procurement is of 
two broad types: (a )  project assistance, (b) nonproject (commodity 
assistance) ; and funds are allotted on that basis. Project type as- 
sistance conlprises all activities of FOA which are primarily designed 
to assist cooperatiilg countries directly in the developn~ent or accom- 
plishnleilt of specific undertakings or enterprises. Nonproject type 
assistance is primarily designed to acconlplish the transfer of resources 
from the United States to a foreign country to meet broad economic 
or defense support needs. 

A project is defined by F O A  as any activity or closely interrelated 
group of activities (a)  which is designed to accomplish a specific 
limited and defined objective; (b) which has been or  will be nlutually 
cleveloped and agreed upon by FOA and the cooperating country; 
( c )  which requires FOA financing of goods and/or services specifi- 
cally needed for its: accomplish~nent ; (d) the sequence of actions and 
requireme11t.s of which can be projected in reasonable detail at  one 
time; and ( e )  implenlentation of which can be wholly or in large part 
initiated within 6 months of the time an agreement between FOA and 
the cooperating country is executed. Projects may range all the way 
from sending one technician abroad to perform a specific service to 
the building of a large hydroelectric plant. 

PREVIOUS PAGE BLANK 



A11 example of nonpl.oject assist:lnce ~vould be shipment of cotton, 
other agricultural colnnloclities, or  r:~\v materials to  meet tlle norinal 
import needs of a foreign government. 

I n  dollar amounts, lloilproject type assistance is substantially 
greater a t  the present time than project type aicl. Ordinarily non- 
project aid is comprisecl of coliillloclities purchased in qllaiitity. Pro- 
vurement aiid the financing of such procurelnent is fairly simple. On 
the other 11and, with respect to  ii~ullbers of requests, project type 
assistance exceecls t l ~ t  of tlle 1lo11l)roject type and is Illore difficult to  
!iandle and requires consiclei~ably more attelitioli. 

Project and Nonpro ject Approzlal and lnzplementation Docu- 
ments 

F O h  has recognized this aiid the arriouilt of detailed inforn~ation 
required for the approval of the more important projects is extensive. 
There lnust be w~bmitted in conilection \vith every project a standard 
'-Project Prol>osal and Ap1wo~a1" docunleiit (PI'A) signeel by the 
iilission chief and the country gorern~nent  (or  a. supporting document 
piglied by the coui1tl.y in lieu thereof). This  cloc~un~ent iilclucles a 
statement iildicatiiig tlie significance of the project t o  the total comltry 
de\-elopment progibain, a. detailed description, its objectil-es, ailcl the 
reasons for  U~~ i t ec l  States fillancia1 support. The  docmuent also sets 
forth t l ~ e  project's relationsllil) to other activities of FOll ancl other 
agencies, botli United States and international: a work plan for  tlie 
project ; tlie fil~ancial plan ; ailel ailalysis of sources ancl availability of 
iilcligenous raw lnaterials, labor, fuel, po\ver, tr:insport, housing. work- 
ing capital, etc., ileedecl to con~plete tlie project ; econon~ic and techni- 
cal aiialysis :1nd supporting basic studies; and :I 1)rogmm for  the 
phasing out of tlie project upon tlie tel.n~ination of United States 
liiialicial support. Tliere is also included a. statement of FOAIqs  ancl 
the cooperating country's financi:~l coiitl-ibution in prior fiscal years; 
sii~lilar data for  the c1wreiit fiscal year and for  f l ~ t l u e  fiscal years; so 
that  F O h  llas all the inform:~tion i l l  one package ~ ~ h i c l i  is ~~eeclecl to  
~nalre a decisiou ;IS to ~vl iet l~er  or not i t  ~vislies t o  finailce the project 
~)roposed. Only :I sni;~ll par t  of this infornlation is required, of 
course, for a simple project sucll as the recruitn~eiit of a tecl~nician to  
(lo a specific job. 

IThe11 this clocun~eiit llns beell ai~alyzed and if i t  receives FOll/IV 
a~11rov;11, it becoillei an  nppro~et l  1>i-oject. -4 project agreement is 
tlien negotiated by tlie Cnitud R t a t f s  Opcl~atio7~a Missio?~ ( U X O M )  
 broad c o ~ e r i n g  tlie ohligatio~ls of both t l ~ e  foreign government and 
the T'nited States 11nder tlie pi.ojcct. T l ~ i s  rsec~ited apeelnent  obli- 
gates Ullitcd St:~tes funds. 



The comltry gorernnlent and the United States Operations i\Iissioli 
overseas the11 pl*ep:lre project implemei~tation orders (PIO's)  indi- 
cating tlie exact a~llomlt of goods and services to be financed, ho\v they 
will be l~rocured, by \vhom, froin what sources, :11lc1 the ~)eriocls during 
~vhicll t-ontl*:~cts :111tl deliveries itre to be 111:1tle. In  :uly I :~rge prc~ject 
tllese cloct1111e11ts I I I I I S ~  l~ st r~tlie(l : L I I ~  : r p p ~ ~ , v ( ~ l  l)y 14'0-1 llr:l\1iii1gtoi~ 
1)efore n c t i o ~ ~  call be t;tke11 u~lless t l ~ i i  ~ * e ( j ~ i i r r ~ i ~ e ~ ~ t  i, sl~ecificnlly 
v i e 1  111 i i ~ ~ n l l e ~ .  u~~cle~at:tki~lgs F0.1 /IT' r i l l  ob :~ l ) l~  11:lve \I :lived 
this l * e q ~ ~ i ~ v ~ ~ i e ~ ~ t  : ~ t  t11tl ti111e t11cl 1)laoject V:IS :tplr~~)vetl, hltt i l l  :rng case 
copies of the iis~retl t l oc l~~~ le i~ t s  :Ire foi*m:trclt~l to nT:ril~i~lgton for  use 
in its col~t i l l r t in~ review crf the cotultry 1)1.ofi1'~11 as :I ~r l lolr .  Each 
project iinpleme~lti~tion order is assigried a seri:ll number, and this 
ntlmbcl- js :rtt:~clied to  all do t~ r~~nen t s  used in tlic 1jrocureme1lt process 
fo r  tlte project. 

I11 the case of 1lon1,roject type (coi~lmorlity) assisti~~lce, the systenl 
is si1nl,le1. hut :r~~:rlogol~k. FO- \ /n '  alIpro\7es (or  disapproves) the 
collntry reql~est for the purcl-lase of colnrnodities (and related services) 
j11 a specific amo~mt,  and i~ldicates the areits in the \vorld \\-liere tlie 
commoclitie~ 1n:lg I)e lrurcl~:~ied. I t  has lweviousl-~ reviewed when 
setting I I ~  the co1mt1.y l ) rog1-~11 \wlretllrr or not the inlport:ttion of 
such comnloilities c;rrries out the purlmses of the 3ft1ttlal Sec~u-ity , k t  
of 1054, :111d is de9irable fi-olll both the foreign governnieiit and the 
IT~1ited St:ttes poillt of view. 

Tlie clescript~oil of the co~~lnlodity, the sor~rc-es from wllicli the com- 
nlodity m:lg be pu~.ch:iierl aiid b~ \vllom, :1nt1 : ~ n g  other linlitation5 
resl'ecti~~g 1~1~1li1i .e  are coiltained in n fol-ma1 docul~lrnt cnllrtl n "Pro 
cu~~en~e l l t  -111tllorizatiol1'' (I>-\). wlric.11 is i-<urd by FOAL ,?IT and 
cou~~t t~ i . s ip l rd  b~ tllc coopcri~tillg c.o~iilt~.\-. Tllr i.eqnt.st f o ~ .  f i ~ l a n c i n ~  
h:rs ~ ) ~ . c v i o ~ ~ s l y  bee11 ap1)rovrrl by T'SOJ4. This  tloculucnt ol) l iptes  
IT1litrtl States Goven~nlent funds. It is assigned n seri:ll nun~ber  and 
this 1111mber is a t t i l~hed to all documents used in tlle l)roclurr~ncnt 
process. 

Iv i th  respect to both P1.ocurc1uent A~~ t l~o r i zn t i ons  (PA's) and Proj- 
ect Tll~plementation 01.clel.s (PIO's)  , FOII/TT 111ust cletern~ine whetller 
~ x . o c u r e n ~ t ~ ~ ~ t  i, to  tillic 1)1:1cc i i r  t l ~ c  T-l~itr(l States or off\horr. TT'hrn 
it is decitlccl to l)r~l-chase offsl~ore becallse of the lower cost, :t detcr- 
lllillation I I I I I \ ~  he made \\-it11 respect to  11-hetlier or not the ~~rovis ionr  
of Section 10; of the JTutual Security Act have been met. This  sec- 
tion 1xoviclcs t h ~ t  \\-hen procurer11ent is attthorized outside the United 
States it will not result in any of the f o l l o ~ i n g  : 

(1) Advrrsc effects upon the economy of the TTnited States, with 
sljecinl l~eference to  any areas of 1:tbor surplus ; 

( 2 )  Tl1:ldeq11:lte s a f t y ~ ~ a l d s  ngni~lst sabotirgc :1nd the re1e:ise of 
i n fo rm:~ t~o l~  tlt>trime~ltnl to the srcurity of the ITnited 
States; 



(3) Unjustifiable cost ; 
(4) Delays in deliveries. 

An example of the difficulty of the decisions that must be made with 
respect to the source of procurement was the F O A  determination to 
iinance the purchase of several millions of dollars of railroad equip- 
ment for India only if at  least half of i t  was purchased in the United 
States. The Indian government objected strenuously t o  this proviso 
because German and British equipment could have been purchased a t  
about half the United States cost. 

The qaality of equipment to be purchased is anotller problem that 
often arises and is a source of irritation. Tlle cooperating govern- 
ments usut~lly want material of the latest and most expensive design 
when something less elaborate would do an adequate job. Similarly, 
attempts to supply rebuilt equipment instead of new invariably meet 
with resistance. 

Purchasing 

After project implementation orders or procurement authorizations 
are issued, procurement is ready to take place. I t  has been the policy 
of F O A  and its predecessors since their inception, that procurement, 
so far  as practicable, sliould be through ordinary commercial 
channels. The preferred method is for the foreign government to 
suballocate funds to an importer, assign him the appropriate F014 
procurement authority serial number, and the importer purchases 
commercixlly in accordance with the terms of the authorization ana 
FOA regalatiom. In  certain instances the foreign government pur- 
chases for its own account through a purchasing mission in the same 
manner. In  all cases commodities and equipment purchased with 
F O A  funds are identified by having an appropriate United States 
Aid erribleni stamped on the shipping container. The regulations 
applicable to FOA procureme~lt and fillancillg are contained in an 
official document ("Regulation One") prepared by the Foreign Op- 
erations Administration and printed in the Federal Register. It 
is widely distributed to United States banks, exporters, and to the 
diplomatic missions of the governments of countries participating in 
the aid program. It has recently been revised to cover operations 
of the old Tecl~nical Cooperation Administration conntries of the 
Near East, Africa, and Latin America, and to include the amplified 
project procedure. A t  the present time F O A  financing all over the 
world is carried on under one set of regulations. 

While i t  has been the policy of F O A  to stay out of procurement 
as f a r  as possible, i t  has been recognized that  in underdeveloped 
countries procurement could not be handled in the same way as i l l  

Europe. For example, when aid mas 01-iginally initiated in For- 



mosa i t  was found that  there was no organized importing community 
there which knew how to procure. I n  addition there was the ques- 
tion of the LLoriental squeeze." It was therefore decided that  until 
Nationalist China was in a position to  do its own procuring F O A  
would temporarily assist i t  in every way possible. I n  the meanwhile, 
FO,4 financed a contract with a United States eligineerin~ cornpan? 

b. 
to aclrise tlle Chinese on p1.ocnrenieilt 2nd other engineering prob- 
lems. Most of the actual procurenlent of i~ldustrial materials and 
equipment was done under tlie sn1)ervision of that  firm but under 
tlie direction of FOA t l ~ r o n g l ~  tllr C;elier:\l Services Administration. 
As  the Chinese have den1onstr:lted their ability to procnre for tl~enl- 
selves, and their sincerity in ~nakillg c e r t a i ~ ~  tliat FOA regulations 
were honored, inore and more of tlie procmen~ent has been turned 
over to  them directly. 

The  same general approach of assisting i11 procurement through 
tlic use of Unitecl States Governnient procuring agencies is being 
followed in  othel. ~~iiclercleveloped countries until the coluitries can 
l~andle  it then~selres. F0,i .s dealings are wit11 tlie governments con- 
cerned, and it 110lds tliem responsible, not the im1)orter. FO- i  is not 
set up  as a direct p r o c n ~ r 7 n ~ t ~ t  agency, bu t  a financing itlstitution, 
ancl i ts aim is to act only in tlie latter capacity. (Tlie only escep- 
tioii to this is t l ~ t  i t  does ~legotiatc enginee~-ing :uid service contracts 
for itself and assists the foreign governments in such negotiations 
when requested to  do so.) The  reawl1 for this is t l ~ a t  no contrs~ct 
for services in excess of $25,000 is fiiiallced by FOLZ until i t  11:~s been 
ieviewed and approved b~ it. (All l  sucll contr:icts have to be re- 
~o r t ec l  to  the Congress.) 

TVhen FOA assists tlie country ill its colrilllodlty procurement it is 
cxpectecl that  specificatioils will collie in from t l ~ e  field in sufficieutly 
precise terms to make it  possible to act on the iirm reqllest to  pur- 
chase. However, this is often not tlle case, :ulcl F O A  technicians must 
by various available means, including co~nmn~~ica t ion  with the fielcl, 
amplify ancl pinpoint the specificntioiis. 111 every such case, how- 
ever, tlie pnrcliasing country is required to approve the specifications 
in their final form to assure tll:~t   lo thing is purchased wliicli \%-as 
ilot requested. I n  some cases w1ie11 sl)ecificatioils as recei~ecl from 
tlle field call for equipment of liigller quality tliali needed to l)erforni 
tlle services required of i t  the specifications are downgraded with 
tlie approv:tl of the country. 

Purchase of equipnlent and industrial colllmodities that have to  be 
made with F O A  assistance are orclillarily llandled tlirough the GSA 
which charges 1% percent for  its services; or  occnsionally through 
the Department of Defense. Fo r  agricultural commodities the De- 
partment of Agriculture is used. These agencies purchase in the 
areas specified by BOA and under any restrictions ~vliich iriight be 



imposed by FOA,  but under the general rules and regulations govern- 
ing  the procuren~eilt of tlie ageilcy concerneci. Tlle lnaterial and 
equipnleilt inrolvecl are shil~pecl direct to  tlle consignee abroad in 
accordance with FOIZ instructions. 

Fo r  project type assistance i.equiremeilts (but not for   ionp project 
:~ssistmlce) tlle US031  itself nlay place orders wit11 the GSL1 for $3,- 
u00 or  less for ally one l)urcllase, other than for ag r i cn l t~~ra l  conl- 
modities. 3Vl1en agl.icultui.al coiillnoditie.; are pllrcllased the lilissioll 
1s limitetl to :in aggregate of $300 for :1113. 1 year to take care of emer- 
gency requirenienth for se:?tls 01. otlier sucll s~il:tll items. This autlior- 
ity given the U S 0 3 1  to purcliase is n llolclorer froln TCA procedures 
nilcl is coiisiclered by FOA to be the 1e:tst desirable illetllocl of pro- 
curenient. I11 any event tlle saille re3trictions :ire iml~osecl mitll re- 
~ p e c t  to safegu:rrcling funds and pricing as in the case of other inethocls 
of purchasing. 

A \ruri:~tion of USOhl p~*ocnrelnent and tlie gei~esis of the old TC-1 
])rocedl~re i-, '-joint fund" 1)rocui~eineilt, i. e., joint n~~thorizatioii  of 
11rocur~ileiit by tlle foi.eigi1 gore1 ilillellt :111d tlle l;SO,\1. TC.1 proj- 
ect agreements ortlin:~rily called for t11c t1el)osit of funds of a sl>eciliecl 
ainount by the coopel.ati11g c o ~ u ~ t r y  in n joint account. ITilited States 
funds TI-ere i~or ina l ly~~i t l i l~e ld  fi.om tlepo-it. 1n1t were obligated by the 
agreeinent. joil~tly esecuteci by both governments. These f~int ls  could 
only be expentlet1 a5 :il)~)l.oved by the joint aclministr~~tors of the proj- 
ect-a UdOJ1 and foreign goveri~inent oflicial. I n  uaclerde~elopetl 
countries the gorernlne~lt depei~decl on tlle USO31; so tlle inissioll 
chief of necessity was in the i~iiddle of the l)rocureinel~t pictnre. IJn- 
clrr  wes sent 3'0.1 procedal.es joint administration of project$ ~vi l l  coil- 
tinue, but it is exl)ected that dilaect l~rocureiileut by the USOM will 
be mi~limized. a i ~ d  the ~)roc.urenie~lt blli tlen assunled by tlie country. 

,4 further ral-iation is procurement tllrougll a serricio (coopera- 
l i re  service). Tlie major tlifierence b e t ~ ~ e e n  a servicio account ailel 
j0111t fund is tli:lt tllr l'ilitetl State5 and foreign gorel.nlnent fuilds are 
not only coinnlitte(1 but are pliysically turned over to the servicio 
l o r  nlanagement. Tliis is the nwa1 ilrr:ulgenie~it ill Lntilr ,\nlericn 
but has been rarely usetl elsenl~ere. l'lie ;~l-rallgel~ieat is feasible in 
Latin ,Imerica \\-liere tlie foreign gal-erilment contribution orcliilarilv 
fa r  exceetls that of tlie 1-ilitecl States. I*:veii so FOI\ retaing the right 
to audit tlie accounts of all se r~ ic ios  and the TTS0;51 codirector has tlir 
i lglit of reto over es1)nltli twr5  fl.oili tlle joint f nncl. 

I n  all cases of procuren~ent not handled tllrougli Iloited States Gov- 
ernnlent procuri~ig :~gencies the ilnporter lnust provide FO_$/\\T 
with cert:lin iiiforillatioil 30 clays prior to 111acing ally order i11 es- 
cess of $3,000 in order to comply ~v i th  section 504 of the I\futual Secu- 
rity -1ct. The Ixwl)o\e of the provision is to allo~v T'nited States 
b~~silieas to participate to tlie fullest ~ s t e n t  po3sible in procrlrenleut 



l i ~ ~ n ~ i c e d  by FOll. The ilifor~ilation required wlrich is widely d ~ s -  
~eniinntetl to bl~siness firnls tllroughout thc United States is as follom,.; : 

( 0 )  "A brief general desci.il)tion and the qn:lntity of conimodi- 
ties or services, wit11 specifications \witten in English and i n  such 
a \r:ry as to ellable United States suppliers to ~llalce oflers; 

( 6 )  "Bid closing date and al)l,licable illritation iillmt)er; :ind 
(0 ",lddress wllere invitations or  spccific:itions m:ty be ob- 

tained." 

Financing 

Tlle p'itte1.n of fillni~cillg l)rc,c'iu.en~e~lt in Europe is benlg used in tlie 
lest of tlie \\oi.ltl as i t  becollies feasible, :is described i11 the 1)receding 
sect1011 under ~)roctu.elnel~t. Tllc foreign go\7e1~1ialent issues :tn iaiport 
licenbe to :ti1 ;rpl)roved i11il)orter o r  p~ircli:lsing ntis~ion co\.erilrg coni- 
niodities or serrices :IS specified in project i~i~l>le~~ientatiol~tatio ol-tle~.s. or 
lwocurement :~utliorizations. I n  accorclance \\-it11 FOA price regrtla- 
tions (to be disc~~ssecl later) the foreign in~porter  is expected to  buy 
a t  tlle lotrest c~ont~etitive market price. The  inil~ortnig gorer~inlcnt 
r l~ro~igl l  its centl.al b:~iili request.; tlte FOA to  issue a letter of conlmit- 
111~itt to n r i i i t ed  States h>riik to fiilance tlie import. So letters of 
conuilituleut are issued by FO-1 to  ~lon-rJnitec1 States hanks. The 
1- i~ i t rd  Stittes bank the11 issties a letter of r~aedit to tlre United S t : ~ t e ~  
01. f o r c ~ g i ~  exl)ol.ter. T11ct letter of ereclit follo~v.; tlie terms itiicl con- 
(litions of the KO-1 letter of col~unitn~ent,  and the exporter either i l l  

tlic I - ~ ~ i t e d  States or  broad is then in a position to ship, lino\ving tli:lt 
lip A\ ill receive payiilellt under the ternls of t l ~ t  doctill~ent. 

T11el.e n1.e o t l~e r  rnrintions of FOA iinaiicing. If tlie foreign gor-  
c~i~llitlent has its o\vn free dollars wit11 nliicli to fin:tnce t l ~ e  l)urch:~\c, 

may do 60 and later come illto FO-1 for  ~*eiinbursenleiit, if the 
+l)ecific lrocurcment was approved by FOA prior to the execution of 
n cont~ac t  for \ ~ l ~ i c h  rcii~lbursement is requestecl. 9 third methocl 
is that,  if retluestecl to clo so by the foreign government, FO,\ iliny 
;saur a letter of comn~itn~ent  direct to the silpplier (United States 
0111~7) of tlie commoditjes 01. services to be exporteel from the  Unitecl 
Statei. -\ final ~netlrod is that mlie~l a determination has been u~:tde 
tltnt an nnthorizetl pl~rc.li:~se of n commodity or serrice is to he procnred 
1 1 ~  n Vniteil State. Govcl-n~nent agency, FOAL reinlbttrse~ tlle V11itec1 
States Governlneiit agency directly. 

I n  rncli of these cases no 11;ij lilent ih 11~acle withoiit coliil>lete docu- 
inentation. -4long \vitl~ usual commercial docmnentntion si~cli as ocean 
Billc of lading, etc., the foreign government n l i~s l  certify t l ~ n t  in the 



case of services these have been delivered as specified, that the services 
have been performed satisfactorily, and in accordance with the sup- 
plier's contract. The wpplier himel'f mmt in  every case certify 
(suppliers certificate) that he ccckno~uZedges that the sum indicated 
on the invoice, as claimed to be due and owing under the terms of the 
underlying contract, is to be paid out of the funds made available by 
the United States under the Mutual Security Act and is subject to 
FOA regulations'. He certifies among other things that:  

( a )  He will promptly make refund to FOA in the event of his 
nonperformance in whole or in part under the contract, or for any 
breach by him of the terms of the certificate; 

( 6 )  He has not received or given, and will not give or receive, 
ally side payments or kickbacks in connection with the contract, 
or commissions except to the extent fnlly disclosed ; 

( c )  The contract is not a cost plus a percentage of cost contract ; 
(d) The purchase price is no higher than the market price 

prevailing in the United States for export; 
( e )  He has complied with all the price provisions of the FOA 

regulations ; 
( f )  He has alloved all discounts customarily allowed his other 

customers similarly situated. 

He must also certify that tlli? irlformation shown on his certificate is 
correct and that he will furnish pron~ptly such additional information 
as may be requested by FOB. 

The furnishing of a false certificate is punishable under the laws 
of the United States. The regulations with respect to the documenta- 
tion to be required before payment is made, mere drawn up with the 
assistance of a group of representatives of TJnited States banks who 
were called to Washington for that purpose in 1948 and again this year 
ro revise the regulations. The regulations are satisfactory to the 
hanks. The general method of financing was also fully discussed with 
representatives of the participating countries and United States 
exporters and is unclerstood by them. 

Price Provisions 
The price provisions of the F O B  regulations are designed to carry 

out congressional instructions and intent with respect to FOA pricing 
policies. The basis for the regulation is section 510 of the Mutual 
Security Act of 1954. (Similar provisions have been included in all 
foreign aid legislation since 1948.) Section 510 provides, among other 
things, that no funds made available under the Act for Development 
Assistance or Defense Support may be used "for the purchase in 
bulk of any commodities a t  prices higher than the market price pre- 
vailing in the United States a t  the time of the purchase, adjusted for 



differences in the cost of transportation to destination, quality and 
terms of payment." 

Kulinps of the Comptroller General and FOA both interpret con- 
gressional intent to be that a bulk com~nodity means any comrnoclitg 
representing a sizable expenditure. Therefore, all commodities must 
be purchased competitively. I n  the case of custom built equipment or 
prolxietary pharmaceuticals where the coinpetitive market price can- 
not be readily deterrrlirled the regulations proride that the net price 
shall "in no case exceed ally price charged by the supplier at the time 
of purchase in a con~parable export sale of the same or similar com- 
modity. Nor shall it exceed the sun1 of * * * the price charged by the 
supplier in con~pal.able do~nestic sales of the same or similar corn- 
~nodity made during the period in which the supplier's clomestic prices 
have been in effect * * * plus an export differential, if any, custom- 
arily used by tlie supplier in comparable sales * * * or currently 
being used by the supplier in comparable non-FOA sales of the same 
or a similar commodity * * *." 

With respect to offshore procurement the price cannot exceed the 
United States price or the export price prevailing in the country 
where purchase is made, or in the case of unlisted commodities the 
price cannot exceed the suppliel.'~ best export price for a similar 
commodity, or that of the priilcipal exporters of the country for a like 
or similar commodity. 

There are also provisions covering sales by other than nlanufac- 
turers, producers or processors, i. e. : export merchai~ts, brokers, etc. 

There are special rules for certain commodities-for example, 
petroleum, because of tlie complexity of the pricing system of that 
industry. 

The FOA docurllent conttxining the price regulations dated October 
1954 is unclassified. 

I n  order to police the price provisions of the regulations a branch 
of the Controller's Office in POA spends all of its time making certain 
that prices paid nre no Ilipher than :tllowed nnder those provjsions. 
As n result of the \\-o1.k of this group millions of dollars 1 1 i 1 ~ ~  actually 
been recovowcl for tlw TTnited States. These refunds are considered 
;I reduction in price and are available to FOA for reprogmming. 

In  addition to this branch, the Controller's Office also has repre- 
sentatives overseas in each country to make certain that when the 
equipment and services are delivered overseas they are used for the 
purpose for which they were requested, and that no diversion has 
taken place. The countries upon request of FOA must refund to 
FOA (not to the Treasury) any funds used for equipment or services 



\\liich have been di\-el.tcd: "or when the Director. (of F O A )  deter- 
~ i~ i l i e s  tliat reinihui.senlent \\-as iii11)roprr :IS I~eiug in vio1:~tion of ally 
of tlie provisions of tlie act * * or any 1.ules. regulations, or  pro- 
cedures of F0A promulgated under * * * said act." Millions of 
dollars have also been refundetl under this regulation and repro- 
g a m e d  for  otlier purposes. 

F O A  also has an In~restig,ztiolis Division in its Security Office n-hich 
concerns itself with ru~iiiing d o ~ ~ n  :i ny i nfor~llnt i on or reports on 
possible violation of tlle regnl n t 1011s. ' 

While there niay be lili~lor ~nriat ioi is  nit11 respect to the procure- 
ment ancl finaiiciiig l)rocedl~res previously described there are no 
exceptions made wit11 respect to tlie f o l l o ~ ~ u p  with respect t o  the 
s:~feguarcls set forth 111 tlie regulations on the paying out of dollars. 

I n  s,unmary, i t  ~ ~ o u l c l  seein to 1)e alqxtrellt tliat tlie procnre~neiit of 
the conlmodities aiitl services ~ ~ l i i c l i  coti~l~rise tlie foreigi  ecoliomic 
aicl progranl is n con~ples ~na t t r r ,  and olie tliat is integrated fro111 tlie 
beginning-vlien the foreign go\ ernniel~th 111:tke known tlieir require- 
inents and fniicls :11*e nllottecl-to the end, \\-hen FOA follo\vs up  to  
see that the fiinds Iin\-r been 11set1 for the purposes for  n-llicll tlley \\-ere 
authorized. The iiitennediate procedures for n p p r o ~ i n g  the intli- 
viclu:~l requests for aicl, procui,iug it. fi~lailci~ig it, and for regulating 
the p:tyiiig out of tlie clollars for  i t  are inter~voven. 

Tlie procedures for  carr j ing out tliese functio~is iiiay vaiy ill cliffer- 
iiig degrees, but they :t11 11al-e one important tiling in co111111011. They 
are carried out all over the world, h i t  their coiitrol is in one central 
ljlacc in \Tasl~ington. I n  I jell of the intcrrel;itio~idiips and tllc vast 
snms ili~olvetl, it is dificlilt to  see ho~v  re\poilsibility for  perfurni:uice 
could be set \ v i t l ~ o ~ ~ t  control plncecl in one central tlel)ai.t~nent or 
ngency in IIT:tshington. 

T l ~ e  procetlnres ~ ~ i t l i  respect to all phases of procilrement tlirough- 
out tlie \~oi.lcl are spelled olit in ;I series of operational orders includetl 
in a 3[annal of 0l)erations. T11e procedures a1.e i l l  use ant1 are under- 
stood by tlie ill(-nll~bent opel.:iti~ip l~el.sonnel in f i : i  ioi.eign countries 
:~nd  in the TTiiited St:ltes. J l o i . ~  in11101.tant. b;illlih. exl)ol.ters. foreign 
importers, a11t1 tlieir govel.nniei~ts understancl tlle systeni. 

T l ~ e  lworess as worl\ed nut was a yeitr i l l  pi'el)aratioi~ :1nc1 represents 
an attempt to arri1.e at  procedul.es tliat coinbine tlle best featllrrs of 
the o r i g ~ ~ l a l  EVA\ ant1 TCA operatiolir ancl elinli~iate those tlint have 
1wovecl to be cnuibersome ant1 1111~vorkable. That part of tlie systeill 
:!ffectiiig T'nitecl States hank3 and exporters :11i(1 fo~~eigl i  i l ~ l ~ ) o ~ ~ t e r ~  is 
unchanged. 



I f  the procurement function were divided ninong several clifferent 
United States Government departille~~ts wit11 long estnblislled and 
different operational rules of their on7n, i t  is difficult to believe that 
they could be made to accept one unified system, and to funnel all 
controls respecting their funds through anotller department of the 
Government. Unless there is one control system with unified pro- 
cedures, and one thoroughly understood by the business and banking 
community here and abroad (as well as by Vnited States operating 
people ovei-seas) there will be confusioll for a long time to come. 



APPENDIX 

Fiscal 1955 FOA Appropriation 

[By category, new money, carryover] 
-- 

I I I 

Category I New money 

I 

Subtotal .......................................... 2,748,999,816 
Plus administrative funds: 

....... Titles 11,111, IV and title T, chapters 2 and 3 32,500,000 

Title I ................................................. 
Title I1 ................................................. 
Title 111 ................................................ 
Title I ................................................ 

82,418,788,195 
I%, 500,000 
116,457,621 
29,244,000 

Total appropriation ............................. ..I 2,781,499,816 
Less purchase surplus: Agricultural commodities (sec. 

402) aid to Spuln .................................................... 

1954 funds 
unobligated 

and re- 
appropriated 

. . . . . . . . . . . . . .  
............ Net ............. 1. ...................................... 1 2,781,499, 816 jz11pm~jzl.-.. 

Add back agricultural commodities purchases ........................... 55,000,000 55,000,000 

Total 

Total appropriation ............................... 1 2,781,469,819 ( 2,674,075,729 ( 5, 455,575,545 

~ 

Chapter 1: 
Direct aid (sec. 103) ................................. 1 1,092,700,000 
Infrastructure (sec. 104) ............................. I 100.000.000 

Subtotal .......................................... 1,192,700,000 2,422,512,729 I;, 615: 212: 729 
Add supplies: 

Prev~ouslv delivered returned to TTnited States cus- 1 
-I-- 

tody ... : ......................................... - 1  ................ 200,000,000 200,000,000 

Gross appropriation.. .................................. 1 192 700 000 2,622,512,729 ( 3,815 212 728 
Less admlnlstrative fuuds (title I). .-..--........... 1 ' (23: 250:000) I.... ........ (23: 250: 000) 

..................................... Net program funds 1 1,169,450,000 1 2,622,512,729 1 "7% 96$ 
Add back administrative funds ..................... 23,250,004 ............... 

-- 
Appropriation, ch. 1. ................................... 1,192,700,000 2,622,512,729 I 3,816,212,729- 

........................................ Total, ch. 2 1 795,000, 000 ................ ) 795,004,MXI --- ,PA 

Chapter 2' 
southkast Asb, west Paciac and direct forces sup- 1 I 

port (121) ......................................... 700,000,000 ................. 
British aircraft production: Local currency kom 

surplus agricultural commodities (122). ........... 35.000, 000 .............. 
Common-use items ................................. ............. 

Chapter 3: 
Defense support: 

Europe, sec. 131 (b) (1) joint control areas ...... 
Eumpe €ec 403 ................................. 
Near ~ k t ,  'Africa, South Asia, set. 131 (b) (2).- 

............ Far East and Pacific, sec. 131 (h) (3) 
............... Korean program, scc. 132 (a, b, d) 

UNRRA. sec. 132 (c) ............................... 1 

700,000,000 

35.000,(KW1 
60,000,001) 

. . , . , ~~. 
Total. ih. 3. ..............-....................... 1 431 098 195 1 28. ~ , O O O  664,098,000 

1 - 2 ,  
...................................... Total, title I 

Footnotes at end of table. 
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Fiscal 1955 FOA Appropriation-Continued 

1954 funds un- 
New money obligated and Total 

reappropriated 1 I 
TITLE 11 I 

Total, title I1 ..................................... 

TITLE 111 

Technical cooperation (Europe excluded) sec. 304 ....... 
United Nations technical assistance prog;ams... ....... - 1  
Organization of American States programs, sec. 306 (b)..l 

Development assistance: 
Near East and Africa. sec. 201 (a) ( I )  ........... $115, OW, 000 
South Asia, see. 201 (n) (2) ..........................I , 0 0 0  
American Republics, sec. 201 (a) (3) ................. 1 9,000,000 

.................................... Total, title I11 

TITLE 1V 
Other programs: 

I~ltergovernmental Committee Ior European Mi- 
gration, sec. 405 (a) ............................... ; 

Uuited KatLons Chi!dren's Fund, sec. 406 ........... ) 
United Natlons Rehef and Works Agency, sec. 407.. 
North Atlantic Treaty Organizntion, see. 408 ........ 1 
Ocean freight for voluntary agencies, sec. 409 ........ 
Mutual Defense Assistance Control Act, sec. 410 .... 

............... $115,000. 000 

................ t x , ~ , 0 0 0  

................ 1 9,000,000 

Total, title IV.. ..................................' 

I Includes $23,250,000 for adrninistratiou 01 title I ,  chap. 1. 
?Includes $200 lnilljon of previously delivered property to United States custody. 
JIncludes $12 million for UNNRA under title I. chan. 3. 
#Appropriated for UNNRA under title 1, ch. 3.' 

KOTE.-The net  a id  program requires t h a t  $350 u~i l l ion  be used fo r  the  purchase  of agrl-  
cul tura l  commodities. The  ac t  also specifically prorides t h a t  f o r  the  purchase  of British 
lliilitarv a i r c r a f t  t he  $35 lllillion authorized shnll  he i n  t h e  form of locnl currency received 
for suc'h surpluses and t h a t  $55 million authorized fo r  aid t o  Spain mus t  come from t h e  
same source. There  i s  a fu r the r  l imitation i n  t h e  case of Spain t h a t  t h e  funds  to  p n r c h a s ~  
t h e  surnluses be f rom "the ~inobl iea ted  ljalances continued arailnble under t h i s  a c t  * *.' 
There  i's no limitation on  t h e  so i r ce  of the  remailling $260 million. With  respect t o  eu- 
~ e o d i t u r e  t h e  onlv limltatiou is  t h a t  f unds  be used for pelleral purposes of Puhlic L a n  

&ti6 and  ;ith par t icular  emphasis on the  purposes of those p r o ~ i s i o n s  of section 104, Publ ic  
Lnw 480. which a r e  in harmony wi th  Public Law 670. 

Flesihili tv i n  t he  annronriation is  orovided bv section 501. which s t a t e s  t h n t  10 nercent 
of t h e  funcis nlade a i . i i ~ d ~ e  illlder i n v  nrovision of t he  a r t  m a r  be t ransferred  to. a n d  
ron io f i za t ed  w i u l ,  f un i s -p fo \ ?ded  u~ ld"e r - ah~  o t h e r  sec t ion f o r  purposes fo r  whlch 'such 
funds  mag  be uaed. There  is t h e  l i~n i t a t i on ,  however, t h a t  t he  increase cannot  amolint t o  
Inore t h a n  20  percent. Under th is  provision, defense suppor t  might  he increased by a 
Iuaximum of %8ti million : development assistance by $37 million (50  percent of which 
would have to  be in  tlle forln of loans)  ; and  technical cooperation by $23 million. 



Funds Available for Operation Mutual Security Program, Fiscal Year 1955 
[In thousands of dollars] 

I I 
TITLE I 

I 

Mutual defense: 
Ch. 1 ............................. $1, 9 700 $2,622,500 $3,815, 200 
Ch.2  ............. .............. 7 9 5 ,  ............ 795,000 
Ch. 3 ................................ 431,100 i 28,000 459,100 

1954 funds 
unobli- 

gated and 
reappro- 
priated 

TITLE 11 

Development assistance. .............. .... 184,500 

TITLE 111 I 
Technical cooperation. .................... 1 116,400 

TITLE I V  

Other programs ....................... 
Administrative rxpense .................... 3 % 

,-- 
Total ................... .............I 2,781,4(K) 

Obligated 
but un- 

spent June 
30, 1954 

Subtotal 

Mutal Security Program-Obligations and Expenditures 
[In thousands of dollars] 

--p--p.-pp-.p . ---. - -- . 

/ hlllitary assistance Other assistance 1 Total assistance 

Total funds 
available 

lorexpend- 
IIUWS. fiscal 

year 1955 

I 
1 obligation./ EzE:$ 1 oligationa) 1 Ex"nd- itures Obligations EGE",$' 

I 
Fiecal year lS54 I 

I I 
I 

1953 1 

July through S e p t e m b r ~ . ~ ~ .  - - '$97,412.9 @89,948.9 $30,708.5 $254,976.2 
October .................... 120 304.6 i 219 627.8 72,957.4 : 125,545.7 
November~ .............. 12ti: 710. G 1 276: 439.9 . 21,304.6 1 84,921.7 
December- ................ , 55,353.9 ti04,%7.7 i :9,285.7 10X,833.7 

1954 
. ..................... 

February. ................ 

.................... 

Total fiscal year 1954 2,591,904 8 3,627.122 7 1,681,521 2 1, 245,168 5 4,273.426 0 4 872,89 2 
-- - - - - -- 12-= 

Obligations 1 (Perrent) j 
Last 5 months ................ 80 
Last quarter.. ................ 1 61 
Last month .................. ! 25.4 1 
-- .- .-......-. ....... ! 

Source: Cotitroller Foreign Operations Administration, Oct. 11, 1951. 



Direct Forces and Defense Support 
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INTRODUCTION 

Two major categories of nonmilitary foreign aid programs are en- 
titled 'Ldefense support" and "direct forces support." Together, they 
received new appropriations in excess of $1.2 billion for fiscal year 
1955, 78 percent of the nonmilitary funds provided for foreign aid - 

in the year. 
Because of their size and importance, and because the terms "direct 

forces support" and "defense support" are widely used, it may be 
useful to-review their real meaning and to determine the kind of - 

programs they stand for. 
The appropriate extent of these two types of foreign aid :~nd the 

distribution of fiscal year 1955 appropriations by geographical area 
is shown below : 

( M l l l b m  01 dollara) 
Dlreot Forces b'upport 

Delenae Eupport 

E u r o p e - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  $55.0 $70.0 
Sear East, Africa and South Asia ........................ 20.0 73.0 
Far East and Pacific . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  720.0 285.1 
Latin A m e r i c a - - - ~ - - - - - - - - - - - - - - - - - - - - - - - ~ - - - - -  --_-_ ----- 
Nonregional . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ----- ----- 

- 

Total ........................................ 795.0 428.1 
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I. Defense Support 
General Description 

Defense support is a general program of ecollomic assistance de- 
signed to support the military efforts of countries which are receiving 
n~ilitary assistance. I t s  character and nature are inclistinguishable 
from ecoilomic or developmeilt assistance, and the terminology varies 
between couiltries ollly because of the presence of a military assistance 
program. For example, Pakistan received defense support because 
it also receives military aid, and India receives development assistance 
because there is no military assistance program there. As a matter 
of fact, P:ikistan receiveel development assistance until the day the 
mutual clefense agreement was signed, and the unchanged program 
thereafter was called clefense support. 

Genesis 

Defense support appears to have been a contribution of Mr. Averell 
Harrinlnn to our foreign aid programs. The  Mutual Security ,4ct 
appropriations for fiscal year 1'352 provided sliglltly less than $2 billion 
for econorilic aid. I t  n-as economic aid keyecl to the cleferise needs, 
accorcling to the witnesses rvho pi~sentecl the program, but i t  was 
simply called econon~ic aid. Defense support first appeared in Mr. 
Harrimnn's presentation of the mutual security program for  fiscal 
year 1953, and economic aid virtually vanished. 

Tlle defense-support presentation was based on the decisio~ls reached 
by the North Atlantic Council at its meeting in Lisbol~, in February 
1952. The appropriations requested for clefense support in fiscal year 
1953 were roughly equal to the requests for ecoilomic aid for fiscal 
year 1952. 

General Operation and Administration 

Defense support programs are adnlinistered by the Foreign Opera- 
tions Administration anci presently constitute one of the major phases 
of its activity. The actual program in each country is developed in 
cooperation rVith the agencies of the Department of Defense in order 
to reflect the defense needs of the coui~try and to insure that it makes 
the maximuin contribution to the defense effort of the country. 
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From all outward appearance, the defense-support program, except 
for its stated objectives, is hardly different from the economic aid 
which has been extended to European nations since April 3, 1948. 
The same commodities are shipped, the same kind of counterput gen- 
erated, the same kind of operation involved. I t  does appear, however, 
that shipments of tobacco to Europe have diminished considerably 
since the name of the program was changed. 

Included in the general program of defense support is the special 
$200 million program for "defense support, relief, and rehabilitation" 
in South Korea, plus appropriations for the United St5tes contribution 
to the United Nations Korean Reconstruction Agency amounting to 
slightly more than $3 million. Appropriations for special assistance 
to joint control areas (Berlin and Austria) are also provided under 
the defense-support heading. 

New appropriations for defense-support programs for fiscal year 
1955 totaled over $400 million. 



11. Direct Forces Support 
General Description 

Proganls  for direct forces support are designed to give the military 
establisllments of certain countries direct support which is adtiitionit1 
to the military assistance which these countries are also receiving. 
Each direct-forces support program is extended to a country which, 
despite the military equipment and training which it  is receiving as 
nlilitary assistance, is unable to develop and maintain the size and 
kind of forces which are important from a standpoint of the United 
States security without further help. This means that in certain 
limited types of cases, these funds will be used for the purchase of 
so-called common-use items. For  example, one of the countries re- 
ceiving military assistance might not be able to purchase clothing 
or gasoline or oil in sufficient amounts to take care of its domestic 
civilian needs and a t  the same time the needs of its armed forces. 
I n  addition, funds requested for direct forces support would be used 
for the purchase, in a country receiving military assistance, of military 
equipment to be given directly to the armed forces of the country 
c0ncerned.l 

Direct forces support, casting aside the fancy language, can best 
be explained by describing the three types of programs lumped to- 
gether under that general term. The major component of direct forces 
support has been the United States effort to build sufficient military 
strength in southeast Asia and the western Pacific to stop the Com- 
munist advance. Initially, in fiscal year 1954, this involved paying 
65 percent of the cost of the war in Indochina. Currently, i t  covers 
our continued efforts to strengthen the free-world defenses in that 
critical area. A total of $1.4 billion has been made available for 
this purpose in the last 2 fiscal years. 

A second category of aid which now falls under direct forces support 
is also called production for forces support. This involves payment 
for manufacture in France of artillery, ammunition, and semiauto- 
matic weapons for French forces, and payment for manufacture in 
the United Kingdom of military aircraft for the RAP. These opera- 
tions have involved a total of $205 million in the last 2 years. I11 

fiscal year 1955 this program (which involves only the U. K. aircraft 
purchases) is financed by the sale of surplus agricultural commodities. 
The details of this agricultural surplus sale are complex and outside 
the competency of the Department of Defense. 

IS. Rep. 1799, 83d Cong., 28 sew, report on the Mutual Security Act of 1954, p. 28. 
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The third general type of aid 11-hich is now called direct forces 
support calls for the provision of common-use items to the military 
forces of certain countries to assist them in carrying heavy burdens 
in financing armed forces. Despite their military destination, these 
items are of the same general type as are used by civilians, and include 
such things as tires, gasoline, paint, cement, etc. This category has 
i ~ l v o l ~ ~ e d  $124 nlillion in tlle last 2 years. 

Genesis 

The term "direct fol-ces support" first made its appearance as a 
means of describing part of the foreign aid program in the presenta- 
tion of the mutual security program for fiscal year 1955, and was 
a result of efforts in tlle foreign aid agency to develop nomenclature 
which more adequately described progranks ~vhich mere economic in 
nature and military in objective. 

I n  fiscal year 1954, the programs now described as production for 
forces support were called special mutual defense financing. 

General Operation and Administration 

Programs for direct forces support have been administered by the 
Foreign Operations Administration, rather than by the Department 
of Defense. I n  general, they have constituted budgetary support, on 
a rather illassive scale, to the French, and to a lesser degree to the 
British and other countries. 

The direct forces support program for southeast Asia and the 
western Pacific mas originally a budgetary support operation in rh ich 
the United States simply reimbursed the French for 65 percent of 
their total expenditures for the war in Indochina. 

The production for forces support phase of the program is also a 
direct budgetary support proposition, involving direct payment to the 
3ritish and the French for certain military expenditures 
and financing of certain procurements. 

Common-use items, as currently used in the legislation, are estended 
to only a few countries. For fiscal year 1955, the original program 
request was for $70 million, as follows: Europe, $20 million; Turlrey, 
$25 million; and Formosa, $25 million. The actual authorization and 
appropriation was reduced to a total of $GO million. Common-use 
items have, in the past, been provided to recipient countries under 
both the defense support program and the military assistance program, 
and not until fiscal year 1955 have been then indicated as a separate 
phase, under the general term of direct forces support. Tlle program 
for providing common-use items has also varied with comltries. For 



instance, i t  was administered by the Department of Defense for Indo- 
china because i t  was so closely related to the military operations. I n  
all other cases, however, the F O A  had responsibility for this activity. 

These programs are developed in close cooperation with the ]_)ellart- 
rnent of Defense which administers the military assistance program 
to insure that it is coordinated with the military progr:trn and con- 
tributes directly to the defense buildup of the recipient country. 

Kew a~propr ia t ions  for the direct forces support programs for fiscal 
xear 1955 totaled $795 million. 

Similarities and Differences 

The existence of defense support and direct forces support :IS sepa- 
rate aid programs, and separate appropriations requests, implies that 
the programs are each separate and distinct from the other aspects of 
the foreign aicl program. 

Such distiilctions are expressed by FOA, but a closer examin a t '  ion 
often reveals i t  to be a distinction without a difference. 

Direct forces support and defense support differ from military 
assistance, in that  they provide different things (e. g., all types of 
industrial equipment, materials, and consumer goods, versus military 
hardware), all having the same overall objective-increased defense 
strength. 

.LTlle distinction between clefeilse support and direct forces support 
programs for Europe (and presumably elsewhere) is that  the former 
has for its purpose the achievement of military objectives through 
the extension of limited types of economic assistance. Direct forces 
support, however, consists of programs which fin:lnce or provide 
specific supplies, equipment, or services that go directly into the hands 
of the military or are of immediate benefit to such forces." (S. Rep. 
1799, 83d Cong., 2cl sess., report of the Foreign Relations Committee 
on the Mutual Security Act of 1954.) 

Both forms of assistance are designed to make possible the creation 
or maintenance of a certain level of military forces. Direct forces 
support does so by providing, or paying for, goocls or services that 
physically (although sonletinles in different form) reach or benefit 
the forces involved, lvhereas mutual clefense support contributes to 
this objective more indirectly through providing resources which 
either ( a )  enable the recipient country to maintain a level of defense 
expenditures or undertake defense activities that moulcl otller~vise not 
be possible, or ( 6 )  increase the recipient's capacity to do so in the 
future. The one form of assistance can be traced directly to R soldier 
who actually uses i t  or is served by i t ;  the other form llas its specific 
military impact as a country's economy is rendered capable of sus- 
taining the desired enlargement of its defense*burden. 



Defense support, programs for common-use items under direct 
forces support, and economic aid, or development assistance, differ 
only in terms of objectives. The same commodities and the same kind 
of operations are involved in each. 

(a) They are all administered by FOA, i. e., planned, pro- 
gramed, purchaseci, field distribution and utilization supervised, 
counterpart accounted for and disbursed, etc. 

(6 )  They are coilstituted by ordinary commodities, materials, 
equipment, and services common to everyday commercial trans- 
actions, both in domestic and international trade; 

(c) These commodities, materials, and services are purchased 
against commercial specifications (with few minor exceptions, 
such as jet fuels, tires, and batteries for military vehicles, etc.) 
through conventional procurement practices either by recipient 
country or by FOA;  

(d) They are inextricably commingled in the various country 
programs losing their identity in the total country programs ex- 
cept as the costs of the same item or service may be funded from 
a different authorization source for different recipient countries 
by FOA. 

The other activities included under direct forces support, funds 
for southeast Asia and western Pacific and production for forces 
support are different in that they, to date, involve payment of bills 
incurred by France and the United Kingdom and very little else. 

Both defense support, and to a lesser degree, direct forces support, 
include the provision of technical guidance and assistance in recipi- 
ent countries, although such assistance is generally coordinated with 
direct title I11 programs of technical cooperation in each country. 



Country Operations 
Operations of direct forces and defense support types of aid were 

reviewed in several countries. During these reviews, i t  was noted 
that after the introduction of the specific terms, direct forces and de- 
fense support, the FOA "rewrote" its history designating certain 
parts of its previous economic programs under the new appellations. 

Formosa 

I n  Formosa, since local productioil of goods and services is nearly 
sufficient for civilian requirements, the basic application of economic 
aid (exclusive of military hardware) takes the form of both direct 
forces and defense support. 

There is a great homogeneity of composition in the types of aid, 
defense support, direct forces support, and technical cooperation, in 
that they consist primarily of commodities, equipment, and services. 
These all blend into the objective of military support which is basic 
in the Formosa situation. 

The peculiar situation in Formosa results in integration of all aid 
components, to the point of losing individual identity, in a single unit 
desgned to support the military economy of Formosa. Of approxi- 
mately $2.5 billion of aid given China from V-J day to March 1949, 
some $2 billion was grant aid. While no figures could be obtained, 
individuals contacted indicated that a major share could be described 
as defense support. There was in addition approximately $1 billion 
of military equipment and supplies which has been characterized as 
both direct forces support and defense support. 

Def ertse Support 

Of a total expenditure of $396.7 million, during fiscal year 1951-54, 
$128.4 million was spent in economic aid, much of which might be 
termed "defense support." 

Funds available for aid to Formosa for fiscal year 1955 totaled $90 
million, of which $62.6 million mas designed for defense support. I n  
using these funds to assure the adequacy of consumer goods, industrial 
raw materials, capital goods and services, the following allocations 
have been made : 



Industrial raw materials ----- ----------------- - - - - - - - -  $38.2 
Improved transportation facilities ............................. . 5  
Irrigation and fishing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . 3  
Power nnd shipbuilding . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4.0  
Engineering services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .7 
Rehabilitation and replacement equipment ..................... 3 . 4  
Expansion of established industry . .- -- --_------------- 15.5 

In addition to the above-rne~itio~ied fiscal year 1955 funds, counter- 
part funds totaliilg $93.7 millioil will be spent. Of this amount, $29.7 
million is for defense support, making a total program for this type of 
aid for fiscal year 1955 in the amount of $92.3 million. 

Direct Forces Support 

During the period fiscal year 1951-54, a total of $84.8 million was 
expended for direct forces support, and of $90 nlillioil available for 
fiscal year 1955, approximately $20 million was for this purpose. 

The fiscal year 1955 funds are being used for the construction of 
warehouses, barracks, training centers, transportation facilities, and 
airfields. Certain ram materials will be imported for use in local 
ordnance manufacture and also petroleum products for military use. 

Added to the fiscal year 1955 funds, in the aillouilt of $20 million, is 
:tn amount of $56 million of connterpart funds, nlakiilg a total of $76 
million for direct forces support for fiscal year 1955. 

France 

Aid extended to France has included practically all kinds of mili- 
tary and economic assistance. During the period April 3, 1948, to 
June 30,1994, the cuinulative dollar total of United States nonmilitary 
aid authorizations amounted to $3,198.3 million. Of this sum, only 
$85 million is direct forces support and the balailce of approximately 
$3,100 million might be termed "defense support" under current deli- 
nition. I n  addition, for fiscal year 1954 there was appropriated and 
obligated $745 million for direct forces support in Indochina to pay 
65 percent of Freilch costs of that mar. I11 addition, fiscal year 1955 
appropriations included $700 million for the same area. 

Cognizance should be taken of the counterpart situation in France. 
This local currency is generated by original aid and for the purpose of 
coiltinuance of basic programs. 111 France, counterpart funds have 
gone into the national budget :ind been used for various goveramental 
expenditures. Where such funds have been generated by either direct 
forces support or defense support aid, there arises an implication of 



French budget support under the guise of these two types of aid. 
The budgetary support is open and direct in the case of funds for the 
Indochina war. 

Pakistan 

Total United States aid to Pakistan, for technical assistance and spe- 
cial economic assistance during the period fiscal year 1951-55, 
amounted to $150.08 million. These had the nature of defense sup- 
port, although the aid was not so identified until Pakistan became 
eligible for military aid. Once the program was identified as defense 
support, all balances remaining from the previous development as- 
sistance (or special economic assistance) programs were also identified 
as defense support. 

Since the military and defense efforts of Pakistan are an inlportant 
factor in the defense of the free world, i t  necessarily follows that they 
are of basic importance in the total United States aid program to 
Pakistan. 

Increased military and defense requirements of Pakistan cannot be 
obtained without a disastrous drain on the country's economy unless 
bolstered by outside assistance. This means that the United States 
nl~lst support these additional costs which we are doing under the guise 
of "defense support," which embraces almost anything in the form of 
economic aid which directly or indirectly contributes to the strength 
of Pakistan. 

This points up the difficulty of distinguishing between the various 
aid categories; i. e., technical cooperation, economic, development, and 
defense support. 

The benefits to be derived from this conglomwate of aid a r t  ' ~n ' con- 
sonance with the quality of the planning and programing. To date 
there has been a lack of such adequate planning and programing, with 
a consequent inadequacy in results. 

Uilless careful restraint and perceptive j~tdgment is exercised, our 
objectives of increasing the military and defense capabilities of Paki- 
stan will not be obtained and our defense support aid will be wasted. 

Philippines 

U p  to and including fiscal year 1955 there has been no aid by the 
United States in the direct-forces-support category. 

The interrelationship and heterogeneity of the technical coo1)eration 
and defense support aid is evident in the Philippines as i t  is elsewhere. 
This is illustrated by the avoiding of the commodity limitations in- 
herent in the technical cooperation title by supplying the commodi- 



ties for a number of agriculture and natural resources Technical 
Cooperation projects from the defense-support component. Again we 
must draw the conclusion that  both are part and parcel of economic 
aid despite the individual titles which separate them only for the pur- 
pose of funding. I n  addition, technical services for evaluation, plan- 
ning, and design of many defense-support projects will be funded 
under technical cooperation. 

Defense Support 

Prior  to fiscal year 1955, the Philippine program was developed and 
presented on an integrated basis, which combined defense support, 
economic assistance, and technical assistance. I n  accordance with the 
requirements of the Rfntual Security Act of 1954, the proposed pro- 
gram was broken down into two components-technical cooperation 
and defense support-all grants. 

I t  should be noted that the funds made available to the Philippines 
have been utilized largely for projects designed to increase investment 
in productive public projects and to improve or  expand public serv- 
ice. Their value as defense support is debatable. 

The fiscal year 1955 program, all grant, shows a total of $22.8 million, 
of which all but $7.3 million is for defense support ($15.5 million). 

A review of the fiscal year 1955 program indicates that while there 
is no doubt i t  is economic aid, there is some doubt concerning the classi- 
fication of defense support applied to better than two-thirds of these 
programs. 

The following table (fiscal year 1955) is illustrative of this as well 
as being indicative of unsettled thinking (comparison of illustrative 
and operational programs) : 

Zllustratiue and Operational Programs, Fiscal Year 1955 

I -, I Defense support 

Total .-.... .. ............................................ 1 7,830 7,600 12,3701 12,400 

In the illustrative program neither technical support nor regional and interregional costs were shown 
separate from the categories. 

.............................. Agriculture and natural resources 
........................................... Industry and mining 

Transportation ............................................... 
Labor .......................................................... 
Health and sanitation .......................................... 

..................................................... Education 
.......................................... Publlc administration 

Community development social welfare and housing 
General and miscellaneous ......................................................... 
Technical su g port .............................................. 
Regional an interregional account ............................. 

1,965 
860 
425 
135 

2,115 
880 

1,050 
............................... 

(1) 
(1) 

1,455 
520 
I10 
160 

1,805 
1,560 
1.615 

2,456 
7,615 
2,297 

2,840 
7,425 
2,135 

.................... .................... 

.................... 

.................... 
1:::::::::: 

75 1 .................... 
300 , 

::::I::::: 
.................... 



United Kingdom 

The cumulative aid program to the United Kingdom, from April 3, 
1948, to June 30, 1954, shows $85 million allocated for direct forces 
support. A n  item for  industrial coinillodities in the amount of ap- 
proximately $1,968 million undoubtedly contained elements which 
could properly be classified as defense support. One of these, in 1951, 
mas for $112 million in machine tools for the manufacture of aircraft, 
tanks, guns, and naval vessels. 

The fiscal year 1954 military program of $316.3 million contained 
$206.3 million which might be characterized as defense support. 

,4gain this factor shows when counterpart expenditures after the 
Korean outbreak were devoted in great part to military uses. Mili- 
tary production ($611.8 million) and promotion of production for 
military use ($18.3 million) appear to fall in a defense-support 
category. 

I n  addition to the above, $84 million in counterpart funds were 
spent for  defense budget support during fiscal year 1953 and fiscal year 
1954. 

I t  would appear that, while econonlic benefits to the United King- 
dom from defense aid and special programs are substantial, the re- 
rerse also appears to be true as in the following cases : 

(a) Steel Cmn.pany of Wales, Ltd.-The United States coiltributed 
$2.7 million for construction ancl espal~sioli of sheet and plate capacity, 
with resulting economic and defense support benefits. 

( 6 )  National Oil Refineries, Ltd.-A contribution of $2.9 millioil 
for expansion. 

(c) Sheel Haven Refineries.-A contribution of $2.6 million for 
expansion. 

Both ( 6 )  and (c) above, while basically economic aid, were aimed 
a t  increased production for defense use, i. e., Defense Support. 



IV. Summary and Conclusions 
Generally speaking, both direct forces support and defense support 

aid have coiistituted budget support in varying degree fro111 country 
to country, tlnd have iilrolred activities, in most respects, ww~l~ich :IW 

i~ldistiilguishable from economic aid or  technical assistance. 
The term "defense support," it seems obvious, was originally intro- 

duced as part of an effort to win continued public and congressiollal 
support for  an economic aid program in Europe a t  a time when there 
was considerable opposition to additional economic aid grants. This, 
however, is not a commentary on the i~nportance or  necessity for  such 
aid in developing the defensive strength of the free world. 

The introduction of new terms to describe phases of the foreign aid 
program has not resulted in greater public understanding of the pro- 
gram, especially when some of the terms used convey no real  under- 
standing of the programs they encompass and no real meaning in 
themselves. 

Public understanding of the aid program, and undoubtedly its ad- 
ministration, would be siinplified if the various terms were redefined 
and the program realigned, to bring identical or similar activities 
under the same heading and to abolish the distinctions without differ- 
ences which now exist. This can, and should, be done without intro- 
ducing new terms which add to the confusion, or changing the terms 
again in another yenr. 
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I. Introduction-the Background 
The United States has been in the technical assistance business, as 

receiver or supplier, for as long as the Republic has lived. Immigrants 
to our shores brought technical knowledge with them, and drew a 
continuing flow of it from the more advanced countries from which 
they came. Colonial scientific progress and development, exemplified 
by Benjamin Franklin, started a reverse flow a t  an early date. Dur- 
ing the 19th century, our missionaries and traders increased our tech- 
nical assistance to others, building scllools and hospitals in under- 
developed countries all through the world. I n  the next century our 
great private philanthropic foundations, the Rockefeller Founclation, 
the Carnegie Corporation, and most latterly the Ford Foundation, 
have worked and are working to spread enlightenment, technique, 
and progressive practices abroad. American business has carried 
technical assistance with it, training thousands of foreign workers as 
i t  built plants and extended commerce. I n  these more recent years, 
American farm and labor organizations have also extended their con- 
tacts and offered their assistance to their co~ulterparts abroad. 

There are no available measures of the full extent of this private or 
llongovernmental technical help. Much of i t  is indirect and inci- 
dental to normal conduct of business of all these enterprises-re- 
ligious, scholarly, philanthropic, and commercial. But it  is, in all 
probability, far  greater than even the total of $500 millions of tech- 
nical assistance appropriated since 1950 by our Governmer~t. And 
all of these private organizatioils have played a large part in carrying 
out our Government's technical assistance. 

I f  we take the long look, i t  is immediately clear that our Govern- 
ment programs came relatively late, and remained relatively small 
until 1950. The modest governmental roots of the present program 
go back to limited help to the Pan-American Sanitary Bureau and 
our development program in the Philippines, dating from 1902. Gov- 
ernment tecl~nical assistance contiriued on this very modest level until 
World War 11. Then its \vorB in Latin America took a great stride 
forward with the work of the Cloordinator of Inter-American Affairs, 
and a certain amount of technical assistance was offered in connection 
with lend-lease and economic warfare. Our concern was political, 
military, and economic. We wanted firm allies; safe bases; and new 
and richer sources of strategic supplies. 

After the mar, the program was reduced sharply overall, although 
new programs were added. The Philippine program was revived. 
The United States Information and Educational Exchange Act of 
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1948 provided for continuing exchange of technical specialists, com- 
munity leaders, and others, started by an interdepal-tmental com- 
mittee (SCC) before the war, and continueci through i t  largely by 
war agencies. The International Aviation Facilities Act of 1948 au- 
thorized technical assistance in meteorology and civil aviation. A 
sizeable component of technical aid was included within the broader 
functions based on the Economic Cooperation Act of 1948, and the 
China Aid Act. 

Goverilment participation in technical assistance took an immense 
step forward-at least in the public's mind-with President Truman's 
point 4. 

I n  January 1949, Truman said : 

We must embark on a bold new program for making the benefits of our scien- 
tific advances and industrial progress arailnble for the improvement and growth 
of underdeveloped areas * * 

The United States is pre-eminent among nations in the development of indus- 
trial and scientific techniques. The material resources which we can afford to 
use for the assistance of other peoples are  limited. But our imponderable 
resources in technical knowledge are  constantly growing and are inexhaustible.' 

Point 4 was no mere humanitarian gesture; it was an act of high 
policy and a move in our foreign relations-it tried to balance peace- 
ful help and economic aid off against rearmament and respond to the 
demands of underdeveloped countries throughout the world, for help. 
By putting new stress on the export of the relatively cheap and alleg- 
edly inexhaustible resources of science, skill, and technique, the Presi- 
dent hoped to mollify those groups at  home who were calling for an 
end to elaborate and expensive governmental foreign assistance. 

While point 4 is commonly thought of as a limited program of 
technical cooperation-the export of American knowledge, techniques, 
and skills-it is worth noting that President Trnman xveiit well beyond 
this. H e  called for measures to increase the f l o ~ i ~  of capital, both 
private and governmental, as the only way that economic progress 
could be swiftly achieved. Technical assistance should help provide 
the "social capital"-roads, harbors, power plants, and the like-which 
would make a country attractive to foreign investment. Such assist- 
ance, to be effective, must be planned. The President asserted that 
help to other countries in planning for their economic future and 
surveying their economic resources was as important as any other 
part of the aid program. 

Other Government officials took a more cautious view. Secretary 
of State Acheson said that technical assistance 

* * is not and never mill be a big-money enterprise. I t  is cooperative, 
which means that a considerable part of the expense should be borne by the 
countries in which me work. I t  involves salaries and expenses of people--not 

1 Quoted I11 Brown a n d  Ollie, American Foreign Assistance (l935), p. 389. 



vast purchaaeu of machinery and raw materials. I t s  objwtive is to show other 
people how to meet their own needs, not to attempt to meet those needs ourselves. 
For this reason, the cost of technical cooperation will always be modest, com- 
pared with the cost of other types of foreign-aid programs.' 

Dr. Henry G. Bennett, first Director of Technical Cooperation, 
planned 

* * a simple, down-to-earth self-help program deaigned primarily to assist 
other peoples in increasing their food production, bettering their health con- 
ditlons, and improving their educational systems.' 

The Act for International Development, passed in 1950, stated that 
i t  was the policy of the United States 

* * to aid the eEorts of the peoples of economically underdeveloped areas 
to develop their resources and improve their working and living conditions by 
encouraging the exello~lge of technical knowledge and skills and the flow of 
investment capital to countries which provide conditions under which such tech- 
nical assistance and clrpital can effectively and constructively contribute to 
raising standards of living, creating new sources of wealth, increasing pro- 
ductivity, and expauding purchaing power? 

The act also linlited programs to those which would contribute 
to the balanced and integrated development of the economic resources 
and productive capacities of economically underdeveloped areas. I t  
ruthorized the Administration to participate in multilateral techni- 
cal assistance throng11 the TTnited Nations and the Organization of 
American States. 

Technical cooperation, closely defined by the act, was limited in 
two mays: first, to the interchange of technical knowledge and skills; 
and second, to surveys, demonstration, training, and similar projects 
in the fields of economics, engineering, medicine, education, agricul- 
ture, fisheries, minerals, and fiscal matters. 

The Mutual Security Act of 1954 expanded somewhat the concept 
of technical cooperation, extending the list of pe~missible ~Livit ies ,  
but limiting such activities strictly to the enumerated list. Under 

a this law, technical cooperation iiicludes demonstration, training, and 
similar projects in the fields of labor and forestry, and training in 
public ad~llinistration as well as the fields enumerated in 1950. And 
the 1954 Act authorizes promotion of the trade of economically under- 
developed areas. Projects under the Act must be designed primarily 
(no longer exclusively) to contribute to the balanced and integrated 
development of the economic resources and productive capacities of 
ur~derdeveloped areas. 

Scope of the field of technical assistance is, a t  first blush, limited 
to underdeveloped areas. But this term is nowhere defined in the 

r Hearlnge before the Senate Commlttee on Borelgn Relations, Slat Congress, 2d Serelon 
(March and Aprll, 1Q50) ,  pp. 12-13. 

8 Quoted In Brown and Ople at p. 597. 
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law. According to an authoritative private specialist, an underde- 
veloped area is 

A country characterized (1) by mass poverty which is  chronic, and not the 
result of some temporary misfortune, and ( 2 )  by obsolete methods of produc- 
tion and social organization, which means the porerty is  not entirely due to 
poor natural resources and hence could presumably be lessened by methods 
already proved in other countries: 

And the Senate Foreign Relations Committee said in its report on 
the Act for International Developmeilt that "underdeveloped areas" 
meant those areas of the American Republics, the Far  East, the Near 
East, and Africa, where low standards of living generally prevail. 
Under this standard, almost every country in the world outside Eu- 
rope or the Soviet area is eligible for, and has received some tech- 
nical cooperation. 

As noted above, there is little if any difference in the actual op- 
eration of technical assistance or of technical cooperation. Technical 
assistance is usually used to refer to such operations involving the 
more advanced countries, or military matters. So conceived techni- 
cal assistance, especially in fields of productivity, has been a feature 
of our aid to Europe from early ECA days. 

Terminology describing the various forms of technical assistance 
is varied and confusing, changing with the opinions and political ob- 
jectives of the Administration, and with its estimate of the temper 
of Congress and of the American people. As late as 1950, Congress 
declared that economic objectives took priority over military objec- 
tives, despite the obvious urgency of building defense against Com- 
munist aggression. With the Korea outbreak this priority was 
reversed; and, as the Marshall plan moved toward completion, mili- 
tary matters took first place. From that time to this, massive eco- 
tlomic aid has been related primarily to defense. 

Current mutual aid falls into two grand divisions: Military as- 
sistance and economic assistance. Military assistance, strictly speak- 
ing, is the provision of military supplies and direct training to the 
armed forces of our allies. It also includes contributions of money 
for "infrastructure" within NATO. Economic assistance is every- 
thing else. Even this simple division is not clear, since two sorts of 
economic aid-direct forces support and defense support-are related 
by law and budgetary practice to military affairs. 

Direct forces support is the provision of money and common-use 
items to military forces of nations receiving military assistance. The 
money is chiefly for troop pay. "Conlmon-use" items are equipment, 
materials, commodities, or services furnished directly to military 
forces, which could also be used by civilians, such as food, fuel, or 

6 Staley, E o g e n e T h e  Future 01 Underdeveloped Uountrles (1954), p. 13. 



vehicles. Thus direct forces support is clearly a form of economic: 
aid. 

Defense support means economic assistance given to countries which 
are maintaining or working toward force goals prescribed by our 
Joint Chiefs of Staff beyond those which these countries could sustain 
without our aid. Defense support consists of commodities, services, 
financial and other assista~lce which is not furnished directly to mili- 
tary forces. 

Development assistance is economic assistance given in countries 
for which the Joint Chiefs of Staff have not prescribed force goals. 
I t  is economic aid in the form of capital or equipment made available 
to a country to carry forv-ard some project or program which has been 
or may be associated with a technical cooperation demonstration. 

Cominodity assistance. given directly, can be a part of defense 
support, direct forces support, or  famine and emergency relief. In-  
directly, as a source of local currencies from sales abroad, i t  can be 
used for any of these purposes, and for development assistance as well. 

The justification of developn~ei~t assistance is almost invariably 
that the United States cannot wait; the need for the additional as- 
sistance is so great, and the lack of alternative resources to provide 
i t  is so obvious, that comnlodities, supplies, engineering, and appli- 
cations beyond the requirements of instruction must be furnished 
forthwith. The hungry and threatening Communist wolf is rarely 
absent from these justifications. 

Congress has so f a r  failed to draw a clear line between technical 
cooperation and development assistance, either in authorization or  in 
appropriation acts, although the functions appear in separate titles 
or sections of the law. 

But Congress, as early as 1952, both in committee reports and in 
debate, has shown its concern over increasing emphasis on economic 
or development assistance, going beyond legitimate attention to tech- 
nical cooperation. I n  its report on the mutual security autholization 
bill for fiscal year 105S, the Senate Foreign Relations Committee 
noted the Administration's plans to spend four times as much for  
supplies and equipment as for technicians, and warned that i t  would 
be unwise to emphasize commodity and end-item assistance, rather 
than technical assistance. I11 the same year, the House Foreign 
Affairs Commitee told those administering TCA programs to reduce 
the ratio of supplies and equipment to services and training, even 
though used to support technical assistance programs. President 
Eisenhower, in his message to Congress on the Mutual Security Act 
for  1954, asserted again that technical cooperation programs should 
provide experts and knox-how rather than large amounts of funds 
or  goods. 



Title I1 of the Mutual Security Act of 1954 gives no continuing au- 
thorization to its subjectdevelopinent assistance. But  Title 111, 
dealing with technical cooperation, does give a general authorization. 
And other forms of technical assistance relating to military operation 
are given coiltinuing authorization by Sectioils 101 and 132 of the 
act. The requirement of a clear legal definition cannot be postponed 
beyond June  30, 1955, when the authorization for development 
assistance appropriations expires. 



11. Recent Organizational Developments 
After passage of the Act for International Development in 1950, 

a Technical Cooperatioil Administration (TCA) myas set up  in the 
Department of State. TCA absorbeci the existing technical "cooper- 
ation" agencim-the Interdepartmental Committee on Scientific and 
Cultural Cooperation (SCC) and the Institute of Inter-American 
dffairs ( I IAA) .  TCA was a planning, programing, and supervis- 
ing agency in the main. It tried to get field work done by contracting 
with other Government departments which had, or had access to, the 
technical resources needed. 

I n  1951, with the creation of the Mutual Security Administration, 
the TCA mas brought within the coordinating authority of the Di- 
rector of Mutual Security, although i t  remained administratively in 
the Department of State until June  1953.l Under Executive Order 
10458 of June 1, 1053, the Technical Cooperation Administration 
itself was transferred from the State Department to the Director 
for  Rfutual Security. 

Reorganization Plan No. 7 of 1953, which became effective August 1, 
1953, established the Foreign Operations Administration and trans- 
ferred to i t  all of the functions of the Office of the Director of Mutaal 
Security mllich included the technical cooperation programs earlier 
transferred to the director. The stated purposes underlying these 
transfers were to relieve the Secretary of State of operational re- 
sponsibility, to provide an integrated direction of technical assistance 
along with other foreign assistance activities, and to leave the Secre- 
tary of State free to formulate foreign policy and to render guidance 
to operating agencies. 

While the House Committee on Government Operations recom- 
mended favorable action on Reorganization Plan No. 7, i t  nevertheless 
leveled heavy criticism a t  the organization of FOA. Principal criti- 
cism was directed toward the distribution of policy among four regular 
agencies of the Government, State, Defense, Treasury, and POA, and 
the division of program responsibility which mas placed i n  F O A  
and policy responsibility which was centered in State. The Com- 
mittee felt the division of policy and operations was unrealistic and 
unworkable. Its report stated t h a t ,  
if the operational direction of these new tools of foreign policy is placed in 
independent agencies, it is unrealistic to presume that the Department of State 
miU be in a position to develop and coordinate United States foreign policy. 

1 See the rtatement of Btanley Andrewa, TCA Adminiatrator, in the hearlugs of the 
Government Operations anbcommlttee, June-July 1865, 83d Cong., 2d seas., pp. 6-6, for a 
convenient mumnary of the legal authorlw for eaoh of these moves. 
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The placement of TCA within the Foreign Operations Adminis- 
tration by Reorganization Plan No. 7 was bitterly fought by many 
representatives of voluntary and religious agencies and institutions, 
on the ground that to mix up technical cooperation n-it11 economic 
and military aid would raise all sorts of difficulties and resistance 
to the effective performalice of TCS7s  peaceful, long-term mission. 
Sucll difficulties included the fear that technical cooperation was 
only a guise for econonlic or military imperialism, which mould in- 
duce resistance aillong the collaborating groups in both host and 
recipient countries. 

The bulk of technical cooperation work is now done in the Office 
of the Deputy Director for Technical Services of the Foreign Oper- 
ations Administration. This division also includes specialized serv- 
ices and programs which do not relate directly to technical coopera- 
Ilon. As heritor of the Biutual Security Agency, Technical Services 
took over various otlier technical assistance activities. As currently 
organized, the Office is a service agency for the FOA's operating 
division, which bears chief responsibility for putting a coordinated 
program into effect in each country in mhich the United States has a 
foreign assistance program. 

Amalgamation of the TCA programs with technical assistance pro- 
grams of RISA resulted in a hodgepodge of conflicting concepts, pro- 
cedures, and personnel. FOA reorganized the regional divisions into 
lour, to parallel the geographic divisions in the Department of State : 
Europe; Latin America; Near East, Africa, and South Asia; and Far 
East. With the exception of Latin America, there was some merger 
of responsibility for countries formerly separated under h fS9  or TCA 
jurisdiction. Operation of the Latin American program has coiltinued 
almost identically in its earlier servicio pattern. Methods of conduct- 
ing the European operations were not materially affected by the reor- 
ganization. I n  areas outside Latin America or Europe, some coun- 
try programs were carried out under the ECA-MSA procedure of 
procurement authorizations and technical assistance a~~thorizntions 
whereas other country programs in the same area were conclucted by 
TCA procedures requiring the negotiation of program and project 
agreements with the participating co~uitries. 



Multilateral Programs 
Developments in United States bilateral technical assistance were 

paralleled, though not matched in cost, by multilateral programs car- 
ried on by the United Nations and the Organization of American 
States. The United States participates as member in both of these, 
and is a member of the Colombo plan as ~vell. 

I11 the United Nations, the Expanded Technical Assistailce Progmin 
(UNTA) was launched in 1949 with the United States as a prime 
participant and major financial contributor. The U. N. program con- 
templated (1) orgaiiization of international teams of experts to advise 
governments of underdeveloped countries in connection with their 
economic development programs; (2) training of experts from the 
recipient country in countries or institutions abroad which had reached 
an advanced level of achievement; (3)  sending training teams to 
llnderdeveloped countries to train new experts locally; and (4) help 
to governments in obtaining technical personnel, equipment, supplies, 
and other services appropriate to the promotion of economic develop- 
ment and exchanging information about it? On August 15,1949, the 
Economic and Social Council (ECOSOC) adopted a resolution in- 
cluding a recommendation to the General Assembly for the establish- 
ment of a Technical Assistance Board, a formula for the distribution 
of funds contributed to UNTA, and a statement of guiding principles 
for the expanded program. ECOSOC called for the highest standards 
of work and personnel and stated conditions for the effective participa- 
tion of requesting governments. UNTA was to help underdeveloped 
countries strengthen their national economies by improving their 
industry and agriculture. Projects were to aid at  increased produc- 
tivity of material and human resources and wide and equitable dis- 
tribution of the benefits of such increased productivity. They should 
also include steps to mitigate the social consequences of economic 
change. Requesting governments were expected to help underwrite 
:~dministrative and other costs, and to facilitate the execution of 
projects in other ways. They were also admonished to look to the 
continuing costs and capital requirements which might emerge from 
successful projects. Requests for supplies and equipment were to be 
considered only insofar as they formed an integral part of technical 
assistance  project^.^ 

1 Resolution of the General Assembly, Dec. 4, 1948, par. 3. 
'U. N. Document E 1553, pp. 4-18. (Quoted In Development of Technical Assistance 

Programs, p. 83 R.) 



The other major component of multilateral technical assistance is 
found in the Organization of American States. On April 10, 1950, 
such a program \ras established by resolution of the Inter-American 
Economic and Social Council of the OAS. Like the United Nations 
programs, the OAS program emphasized the importance of projects 
designed to improve the standard of living, especially in respect of 
nutrition, and those which would improre the health, housing, educa- 
tion, and social conditions of the populations of member states. The 
OAS also counselled anticipation of the social effects of such projects, 
and the planning of mays and means to meet such problems. The OAS 
program advised speedy action by members to develop national pro- 
grams to spur their economic de~elopment .~  Understandably enough, 
the OAS program mas much smaller than the U N  program, which in 
turn was much smaller than the initially planned United States 
technical cooperation program. 

The United States also participates in the Colombo Plan for Coop- 
erntive Economic Development in Soutll and Southeast Asia. The 
Plun consists in the main of a Consultative Committee-a nebulous 
organization which meets once a year, considers the problems of eco- 
nomic development in the area in question, and issues a report con- 
sisting of country chapters reporting the sense of the Committee's 
deliberations. These reports are in no sense binding, nor do they 
constitute a regional plan for development. They bring together for  
discussion the various efforts a t  tecllnical and economic assistance 
which are being carried on in the area. Colombo plan operations 
consist of the sum of activities being carried on by the various partici- 
pants on a bilateral basis; there are no Colombo plan programs as 
such to which members contribute. There is also a Council for  
Technical Cooperntion, of mhich the United States is not a member. 
The net of the relationship is that the plan is a sounding board to focus 
world attention on the developmeilt problems of the area and a frame- 
work within which international cooperati~e assistance can be 
promoted. 

The  United States has been a member of the consultative committee 
since February 1951. Most of the other members, functioning as 
participants or  observers, are from the British Commonwealth; the 
rest are Thailand, Cambodia, Laos, Vietnam, Nepal, the Philippines, 
and Burma. 

The chief value of United States participation lies in our ability 
to use the plan as a forum to dramatize our efforts at technical as- 
sistance and to advance our views concerning the various issues of 

*Development of Technical Assistance programs, pp. 16-17. The total OAS programs 
have approximated $5 mlllion in the past 4 years, wlth United States contributions of $3.5 
mlllion. The programs have been limlted to regional training centers for agricultural 
extension, hoof-and-mouth disease control, home economics, housing, economic and financial 
statistics, evaloation of natural resources, and rural education. 



concept and execution involved. This role mas most notable a t  the 
last consultative meeting in  Ottawa in the summer of 1954. 

Our participation in the plan has called for no dollar outlays sepa- 
rate from those involved in our bilateral technical assistance to coun- 
tries of the area. Colombo plan spending is arrived a t  by double 
counting; all Colon~bo plan outlays are a t  the same time bilateral out- 
lays made by participating countries. 

I t  is noteworthy that several of these countries which are recipients 
of aid from us-India and Pakistan included-are sources of technical 
assistance to other Asian countries. 

The main effort so far  has been in the direction of technical train- 
ing. The plan's second annual report states that  "the faster the 
underdeveloped countries approach self-sufficiency in skilled man- 
power, the better will technical assistance have done its job. The de- 
velopment of the necessary training institutions within the area is 
something to which a11 the technical assistance organizations can make 
a contribution * * *" 

We have furnished an  observer for meetings a t  the plan's home 
base in Ceylon. 

I f  the presently planned Asian development fund is established, the 
United States may wish to strengthen the structure of the plan. So 
far, the consultative committee has not even had a permanent secre- 
tariat, and the United States has opposed establishing one. This po- 
sition may be changed. 

' T h e  Colombo plan, "The Second Annual  Report of the Consnltatlve Committee on 
Economic I)e\.elnpn~t-nt In South and Southenst Asia," New Delhl, October 1953, London, 
p. 101. Quoted in OCB study at p. 198. 



IV. Costs 
Technical assistance has not been cheap. Since the Act for Inter- 

national Developinent was passed in 1950, the Coilgress has author- 
ized over $600 million, and just under $500 million have been appro- 
priated for technical assistance. Appropriations started with a rela- 
tively modest $31.9 million for $ scal year 1951, rose rapidly to $148 
million for fiscal year 1953 (against an authorization of $205.2 mil- 
lion), and hare now leveled off a t  about $116-117 million in the last 
2 fiscal y e a r s g  These figures include United States contributions to 
multilateral programs. Bilateral TA appropriations for 1955 ap- 
proximated $105 million. 

These figures for the last 2 fiscal years do not include the amounts 
for technical assistance or exchange offered in connection with pro- 
grams outside so-called technical cooperation. Technical assistance 
l-arely stands alone. 

It is difficult, if not impossible, to segregate technical assistance 
from economic assistance. 

I n  fiscal year 1953, the authorization and appropriation for both 
technical and economic aid were given in a single lump sum. It is 
estimated that  the technical assistance cornpoilent approximated $75 
million. 

Individual work and project applications call not only for technical 
assistance, but also for construction, machinery, equipment, and super- 
 isi ion. These various elements do not always appear all a t  once; 
understandably enough, an engineering survey, given as a form of 
technical assistance may lead in turn to proposals for construction into 
which training is integrated. 

The contract between FOA and the Ralph M. Parsons Co. for work 
in Pakistan will illustrate. Under the initial contract, the Parsons 
Co. was to supply engineering services of a professional, advisory and 
ronsulting nature, to review preproject engineering as to feasibility, 
costs, and time schedules, and to carry out specific engineering serv- 
ices. The contractor mas to provide the serviccs of 7 persons in Pakis- 
tnn for 2 years, 6 of them to be senior engineers or other technicians. 
The Parsons Co. iilitially was directed to review and make recommen- 
dations relative to the preproject engineering on 5 projects covered by 
bilateral project agreements; i t  was, in general, to provide technical 
services t n  the United States Operations Mission in Pakistan. A later 
amendment to the contract called for the company to provide the 
~ervices of a senior engineer, a construction superintendent and a tun- 

1 Development od Technical Assistance Program, D. 8. 
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nel foreman in connection with the Icarachi Water Supply Project. 
I n  this case, the contractor's people mere to assist directly in the design 
and supervision of the construction of the project. And the project 
agreement contains specific provisions for tlie training of Pakistani 
personnel in the techniques and practices encompassed by the project. 
Tlie Parsons contract and amendment also requires the Parsons CO. 
"to coordinate activities with agencies of the Government of Pakistan 
designated by USOM, with a view to maximizing the training and 
assistance benefits of this coiltract to Pakistan." 

I n  addition to the $105 million appropriated for technical assistance 
for fiscal year 1955, $184.5 millions were appropriated for development 
assistance--$I15 million for the Near East and Africa, $60.5 million 
for South Asia, and $9 million for Latin America and dependent over- 
seas territories. I t  is impossible to say how much of tllese develop- 
ment assistance funds could be fairly i~llvcated to technical assistance; 
the line between the two is admittedly vague. 

The law requires the President to determine that each nation re- 
ceiving bilateral technical assistance pays a fair share of the cost of 
the program. Determination of a "fair share" apparently has not 
been made on a consistent basis. And there is no evidence that ade- 
quate criteria have been formulated or are being applied for measur- 
ing the fairness of the contribution of the various nations being 
assisted. 

No satisfactory figures are available to indicate the proportion in 
which the United States and all recipient countries have shared the 
burden of technical assistance costs. Those which are at hand indicate 
that in fiscal year 1954, United States obligations totaled some $137.8 
million against a total of host country contributions of $314.5 million. 
In fiscal year 1055, the relative shares appear to be $105.0 million for 
the United States and $369.6 million for the host countries. These 
figures are not complete, and those for 1955 are estimates based on 
material presented to Congress by the administration in June 1954.2 
They do indicate a wide variation in tlie relative burdens carried by 
the host countries, and seem to indicate that the absolute as well as 
the relative United States contributions are going down. 

I n  an attempt to verify these indications of tendency, a review was 
made of a random sample of college and university contracts, and of 
the India country programs. This review showed that the United 
States generally bears a greater portion of the money costs of these 
programs than do the host countries, even considering the cost of goods 
and services furnished by them. The relative contributions of these 
countries vary greatly from project to project, and from country to 
country. 

1 Development of Teehnlcal Assistance Programs, pp. 10-11. 



V. Personnel 
There is no accepted formula for determining the man-years of 

time devoted to technical assistance by FOA/Washington personnel 
of all grades; the proportion is obviously considerable. But i t  is 
possible to indicate, for the last 3 fiscal years, how many personnel 
have been involved in F O A  technical exchange activities, how many 
F O B  personilel overseas are involved in supporting these activities, 
and llow many people in FOAflVashington are paid from technical 
assistance program funds. 

Table 1 below shows the numbers of participants and technicians 
involved in FOA-financed exchanges for the last 3 fiscal years. F O A  
personnel going to other countries are called technicians; foreign per- 
sonnel coming to the United States are called participants. 

Table 1.-Persons Iltuolued k FOA Technical Exchange Programs 

Area 

) Fiscal year 1953 1 Fiscal year 1954 1 Fiscal year 1955 

1 pp"it$ 1 Technicnl 1 1 Technical P:zil- 1 Technical 

Far East ...................... 659 44 1 995 653 1,123 887 
Europ8 .................... .-. 2,7W I72 2,000 220 1.750 166 
Near EMt/.4frica ............-. 782 
Latin America .............. 741 622 

Totals ................... 1 4,972 1 2,058 ( 4,909 1 2,674 ( 4,664 1 3,431 
- ---- - 

1 This summary exludes support personnel (FOA Mission and Washington personnel). 

SOURCE: FOd summary description statement, October 1954. 

The above figures show a downward trend in numbers of partici- 
pants and an upward trend in numbers of technicians. However, 
discussions with FOA personnel indicate that this picture will not 
hold true, because increased aid programs planned for the Near East, 
the Fa r  East, and Latin America mill cause a sharp upward trend in 
both participants and technicians. 

Table 2 shows support personnel overseas. Support personnel iu- 
clude regular F O A  employees, employees of other Federal agencies, 
consultants and foreign nationals paid from F O A  funds. The first 
three categories are normally classified as program personnel, the lat- 
ter is not. A recap for fiscal years 1053 and 1954, by geographical 
areas, follows : 



Table 2.-Support Personnel Ocerseas Paid From United States Funds 

U. S. Kationals 
Forelgn 

natlonals 

ngerlcies 

EUROPE 
Fiscal yenr 1953 ............................... 
Fiscal year 1954..~ ............................ 

FAR E.\ST 
Fiscal yenr 1953 ................................ 
Fiscal year 1954 ................................ 

NEAR E4ST 
Fiscal year 19.53. .............................. 
Fisenl year 1954 ................................ 

Fiscal year 1953 ................................ 
Fiscal yoar 19.54 ............................... I 

ALL A R E A S  
Fiscal year 1 9 % ~  ............................ 
Fiscal year 1954 ................................ 

The above tabulation indicates a definite do\\-nward trend in 
Europe, an increase in both the Near East and Latin America and not 
much change in the F a r  East. It should be notecl, however, that t11ei.e 
are major illcreases in regular F O A  personnel in the P a r  East, Near 
East, and Latin America, i. e., ap l~r~s imate ly  20 percent in the P a r  
East, 115 percent in the Kear East, and 29 percent in Latin America. 
There is a consiste~~t decrease in the use of personnel of other Federal 
agencies and, except for Latin America, 3 reduction in the numbers 
of foreign ilationais paid from POL$ funds. 

As of the end of fiscal year 1954, there were, in addition to admin- 
istrative personnel, 219 POA/T\Tashington program employees, an 
increase of 39 over the previous fiscal year, it-orking on Technical Co- 
operation and Technical Exchange Funds. 

I ( a )  Europe:  Austria,  Belgium, Denmark, France, Germany, Iceland, Ireland, Italy, 
Netherlands, Norway, Spain, Portugal,  United Kingdom, Tugoslaria, Sweden, Switzerland : 
( b )  F a r  E a s t :  Burma*, China, Cambodia, Laos, Vietnam, Indonesia, Korea, Philippines, 
Thai land;  ( c )  Latin America: Bolivia, Brazll, Chile, Colombia, Costa Rica, Cuba, Domini- 
can Republic, Ecuador, E l  Salrador, Guatemala, Haiti ,  Honduras, llexico, Nicaragua, 
Panama,  Parnguay. Peru,  Uruguay, Venezuela, Surinam ; ( d )  Near Eas t  : South Asia and 
Africa: Afghanistan, Egypt, Ethlopia, Greece, India, I ran,  Iraq, Israel, Jordan,  Lebanon, 
Liberia, Libya, Nepal, Pakistan, Saudi  Arabia*, Syria, Turkey, Southern Rhodesla ( 0 )  

Dependent Overseas Territories of European Area countries. 
*The program In Burma has  been liquidated, and  t h a t  i n  Saudi Arabia 1s being 

llquldated at the  request of these governments. 



VI. Nature of Current Technical Assistance 
Technical assistance has grown like Topsy. 
From a limited, simple, down-to-earth prograin offering skills and 

knowledge in the fielcls of agriculture, education, and health to the 
underdeveloped countries of the world, technical assistance is now 
being given, or has been given by our Government in a wide variety 
of fields, encompassing a bewildering array of projects, to 63 countries 
ancl dependent overseas territ0ries.l 

Technical assistance is actually curried out by means of specific 
projects based on agreements between the United States and the 
foreign participating governments. Projects may involve either the 
interchange of personnel or furnishing of supplies and equipment, or 
both. 

Projects different as the objectives of our programs ancl agree- 
ments differ in regions and countries. There follows a brief general 
Eurvey and comparison of the nature of the programs for Europe, 
for  the F a r  East, for the Near East, Africa, and South Asia, and for 
Latin America. Then comes a more specific review of projects now 
found in each of these areas. 

A. General 

Technical assistance in Europe differs from technical assistance in 
other areas. The goal of technical assistance in  Europe, by and large, 
has been to help raise first the production, and then the productivity 
of a developed industrial and- agricultural economy. The goal of 
technical assistance elsewhere has been to improve health, agriculture, 
education, and secondarily industry, commerce, and fiilance in 
relatively underelopecl economies. 

I n  reGewing the status of technical assistance projects information 
was gained from the Quarterly Project Status Report of the Indus- 
tial Technical Assistance Division, now Office of Industrial Resources. 

I ( a )  Europe: Austria, Belgium, Denmark, France, Germany. Iceland, Ireland, Italy, 
Netherlands, Norway, Spain, Portugal, United Klngdom, Tugoslavla, Sweden, Switzerland ; 
( b )  Far  E a s t :  Burma*, China, Cambodla, Laos, Vietnam, Indonesia, Korea, Philippines, 
Thailand ; (c )  Latin America : Bolivia. Brazil, Chile, Colombla, Costa Rica, Cuba, Domini- 
can Republic, Ecuador, El  Sslrador. Guatemala, Haiti, Honduras, Mexico, Nicaragua, 
Panama, Paraguay, Peru, Uruguay, Venezuela, Surinam ; ( d )  Near East  ; South Asia and 
Africa : Afghanistan, Egypt, Ethlopia, Greece. India, Iran, Iraq, Israel, Jordan, Lebanon, 
Liberia, Libya, Nepal, Pakistan, Saudi Arabia*, Syria, Turkey, Southern Rhodesia; (e) 
Dependent Overseas Territories of European Area countries. 

*The program in Burma has been liquidated, and tha t  in Saudi Arabia is being 
liquidated a t  the request of these governments. 



h of September 30, 1954, the report shows 850 active projects, in- 
volving participants (type I) ; 220 involving technicians (type 11) ; 
and 64 projects involving the supply of demonstration equipment and 
matwials. This made a total of 1,134 active projects being adinin- 
istered by this one division. Most of the projects were 100 percent 
technical assistance and the balance had a vital element of technical 
assistance embodied in them. 

A n  attempt mas made to obtain similar data for technical assistance 
in the areas of Labor, Public Health, Food and Agriculture, Public 
Administration, Education and Transportation, but q)erntion reports 
and statistical data were not available. 

1. Europe 

In  Europe, the program initially emphasized the increase in pro- 
duction of existing industrial facilities. Secondary emphasis was 
laid on agricultural production. Increased production was sought 
by sending experts, working alone or  in groups, into industrial facili- 
ties to develop and demonstrate methods for the improvement and 
increase of production. Individnals and groups of foreign nationals 
were brought to the United States to learn our production techniques 
for later application in their own countries. 

As physical production increased, emphasis shifted to produc- 
tivity--especially after the outbreak of the Korean war. Projects 
were planned not only to help increase production, but to raise man- 
hour output by improved management and labor relations, more 
effective and rational marketing and distribution, more intensive 
I-esenrch and development, better worliing conditions, and manage- 
ment training. I t  was believed that such projects could produce gains 
only if they were accepted abroad, both by management and by 
workers. Hence, efforts were made to see that benefits would be 
equitably distributed between management and labor. 

Efforts to raise productivity resulted in the "team approach" to 
the preponderance of projects. Groups from industry or commerce 
were made up of representatives of business firms, including both 
management and workers, and from organized labor. Such teams 
from abroad were trained here, and United States teams of experts 
offered training and consulhnt services overseas. 

I n  the past there have been indications of certain faults in the 
administration and operntion of the aid programs in Europe including 
the technical assistance phases.= 

1 Forelm ald program in Europe-July 1063, Senate Approprlatlona Committee, Inmt i -  
p t l o n s  Divlslon Report. 
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These include lack of control over counterpart funds, failure of 
AlSA personnel to properly discharge their obligations, and excessive 
staffing in regional and country missions. 

The Europenn inclustl.ia1 projects which contained vital TA ele- 
ments, notably the training pliases, were poorly programed and con- 
trolled with resulting delay of accomplishment and perhaps failure 
to meet goals. Some of tlle results have been providing an excess of 
steel capacity and the uneconoinic location of plants. 

Again the productivity and technical assistance program offered 
no real basis for belief that their objectives could be attained within 
tlle predictable future. They required clianging the fundamental 
thinking and habits of nations both socially and industrially. The 
so-called productivity, or Benton-Moody approach, called not only 
for increased technical efficiency but equitable sharing-out of the re- 
sulting benefits. Botli the results and any formula for such a sharing- 
out would be extremely difficult if not impossible of ascertainment. 

Tllese points should be borne in mind consta~ltly and checked upoil 
n-ith regularity by competent personnel in connection with technical 
assistance programs which are or may be carried out in other 
geogl-aphicnl areas. 

Tecllnical assistance for countries outside of Europe has not empha- 
sized inclustrinl aid, but few exceptions. While industrial aid 
in Europe was for rehabilitation and improvement, in other areas 
i t  was for new construction of plants and installation of new 
equipment. 

2. Far East 

I n  tlle F a r  East, tlie technical assistance program originated with 
and for tlle most part coiltinues on agricultural and public health 
projects designed to increase agricultural production, demonstrate 
and teach modern agricultural metl~ods, reduce human disease, pro- 
vide preventive medicine instruction, and to introduce lnoderu medical 
practices. Currently, tlle bulk of technical assistance in Korea and 
the Philippines consists of services rendered as phases of largp indus- 
trial and public works projezts involving the use of private firms. 

3. Near Eat ,  South Ask ,  and Africa 

I n  the Near East, South Asia, and Africa the emphasis is still 
primarily on agricultural and public health, but moving slowly toward 
industrial and co~llmercial asljects. India is an exception in this area 
and t l ~ e  emphasis here is on 1 'A  as an adjunct to large industrial and 
public works projects. 



4 .  Latin Amm'ca 

The Latin American programs were primarily of an agricultural 
and public health nature, but did involve a large measure of construc- 
tion and equipment. 

The productivity approach is currently being planned for the geo- 
graphical areas other than Europe with an increasing of emphasis 
on inclustry. The initial move in this clirectioil is the stepping up 
of labor participation to be followed by management and industrial 
surveys and assistance ancl the productivity team approach with the 
objective of increased benefits for all groups. 

There appears to be no present indication that a plan similar to 
the Benton-Bloocly arneildments will be proposed for the uncler- 
developed countries of Latin America, Africa, Near East, Asia, and 
the Far East. 

B. Current Projects 

To help make the foregoing discussion more concrete, there is given 
below a breakdown by number of projects, type and costs, the current 
technical assistance program in the fields of industry, labor, food, 
and agriculture, ancl public administration. 

I .  Current Idustrial Program 

(a) Europe.-For the first quarter of fiscal year 1955, there were 
processed some 199 projects involving technical assistance and, in 
many instances, demonstration equipment and capital investment, 
which involved bringing participants from European countries to 
the Unitecl States. As of September 30, 1954 there were 130 projects 
for which firm requests had been received and arrangements were in 
process; 39 projects for which the participants were in this country 
and 30 projects ternlinatecl for various reasons. The 199 projects 
involved 1994 participants in the follolving fields : 

(1) Development and management studies 
(2) Professional engineering and scientific studies 
(3) Processes and techniques stuclies 
(4) Work-study training program 
(5) Other 

During this same period there were 69 projects which involved 
sending personnel to European countries? As of September 30,1954, 
there were 42 projects for which firm requests had been received and 

a FOA Quarterly Project Status Report, September 30, 1954. 
' FOA Particfpants Report (13-4). 
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for which arrangenieiits were in process, 16 which were active in 
Europe and 11 projects which had been terminatecl for various reasons. 
The 69 projects involved 212 participants in the f o l l o ~ ~ i n g  fields : 

(1)  Professional, engineering, :111d scieiltiiic 
(2)  Processes and techniques 
(3 )  Developinent and inanageinent 

I n  addition there were 22 active projects for furnishiilg tecllnical aid 
in the form of publications, visual aids, filins, and scientific and re- 
search equipment. 

The projects cited in the above three categories varied in du~.:ttion 
from 6 weeks to 2 years and in dollar cost from $620 to $1,650,000. 

( b )  F a r  East.-For the first quarter of fiscal year 1055 there were 
some 171 projects 11-hich involved bringing participants from the F a r  
East countries to the United States. As  of Septeillber 30, 1054, there 
n-ere 70 projects for firm requests had been received and ~vhicll 
were being processed, 68 projects in the field and 24 which llacl been 
terminated for various reasons. 

These 171 projects involved 324 participants in tlle same fields as tlle 
European projects. 

During the same period there were 30 projects which involved send- 
ing technicia~ls to the F a r  East  countries. Of these 18 were firm project 
requests which were being processetl, 0 were in tlle field and 3 had been 
tenninxted. There was a total of 421 technicians on these projects. 

I11 the category of technical aids there were five projects being im- 
plemented or in the field. 

The ~ r o j e c t s  in the F a r  East area varied in duration from 6 ~ ~ e e l c s  to 
3% years and in dollar cost from $2,000 to n sizable elenlent of one 
project totaling $30 million. It is difficult to  determine the exact 
amount of T A  in such a project because it appears a t  different periods 
dui-ing the project life, and is closely i n t e r ~ ~ o v e n  \;-it11 dere lop~i~ei~t  
assistance. A fair estimate ~rould  be about $2.5 million. 

(c) Near East, South Asia, and Africa.-For the first quarter of 
fiscal year 1055 there were some 302 projects i~lvolving participants 
comiilg to the United States. Of these 120 were firm requests being 
processed, 104 were in the field and 78 had been terminated for various 
reasons. Four hundred and twenty-six participants mere covered by 
these projects. 

There were 84 projects which involved seildiilg technicians to the 
countries of this area. Of these 58 were firm requests being processed, 
22 were in the field, and 4 had been terminated. Four hundred and 
five technicians were engaged on these projects. 

Technical aid projects totaled 26, of 24 were in the field, and 
2 were terminated. 

The projects for  the countries in this area varied in duration from 
2 weeks to 4 years, and in dollar cost from $6.89 to $800,000. 



( d )  Lat in  Atneric,a.--For tlie tirst quarter of fiscal year 1955 there 
were soiiie lS5 projects \\-liicll iilvolved participants comiiig to  the 
United States. Of these 58 were iirrn requests being processed, 73 
were in the field ancl 44 were terminated. The  projects covered 186 
participants. 

During the same period there were 17 projects for  seilcliilg tech- 
nicians to the Latin American countries. Of these, 3 were iirm re- 
quests being processerl, 7 were in the field, nncl 1 was terminatecl. 
Tliese projects covered 38 teclinicians. 

I n  the tecliilical aids field tllert> TI-a:: only oilo project wliicll had 
been withdrawn. 

The  projects for the Latill Anlericnil couritries varied in duration 
from 5 ~ e e k s  to  3 years ancl in  dollar cost from $1,500 to $15,000. 

I n  addition to  the above, there are other aid prognnls  in  FOA, both 
project and nonprolect, which cover n wide range in the fields as 
noted above. 

( e )  Methods of Zmple.mentation.-FOA iillplclileilts industrial 
projects by placing individuals on the FOA payroll, by persollnel 
detailed from other Government agencies on a reimbursable basis, 
and by contracts with individuals, firms, schools, fo~mclations, otlier 
Government agencies, foreign governments, and betrrecn participants 
and foreign governments. 

Two hundred and eighty-seven projects selected a t  random, active 
during the  first quarter of fiscal year 1955, were implemented as  
follows : 

Table 3.-Projects by Nethod o f  Implementatiolz 
Contracts with Government Agencies ................................. 

Department of Commcrce ------------------ - - - - - - -  - 3 
Ohh------~----------------------------------- 3 
Department of Inter ior------__------------------------  20 
Department of Labor----------------------------------- 11 
F C C - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  3 
Coast Guard- - - - - - - - - - - - - - - - - -_ - - - - - - - - - - - - - - - - - - - - - -  1 
Department of Defense ......................... - - - - -  4 

Personnel aud reimbursible detail ................................... 
FOA FSS appointmcnts-------------_------------------------------- 
FOApXashington ~rsonnel----------------------------------------- 
FOA contracts with Arms, etc---_----------------------------------- 

F i r~ l l s - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  27 
I n d i r i d u a l s - - ~ - - - - - - - - - - - - - - - - - - - - - - - - - -  10 
Unlversi t ies------- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  21 
O E E C - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  6 

Contracts betveen OEEC and indirlduals ............................ 
Participating country contracts with i~ldividuals .................... 
Participating country contracts with firuls ........................... 
Implementation not yet decided .................................. 



2. Current Labor Program 

(a) Europe.-This program operates under the title of "labor tech- 
nical exchange program.?' A cost cornparison of the fiscal year 1954 
nnci fiscal year 1055 program in total follor~s : 

1 Dollar Total aost 
cost Ln dollars 

I t  shonld be noted that mith one less country being serviced and 
\\-it11 a reduction of total cost in fiscal year 1955 there is an increase of 
$72,000 over fiscal year 1951 in dollar cost. I n  addition, froin F O A  
program documents it ~ o u l d  appear that of the 1054 total cost $905,000 
v a s  for support type activity exclusive of administrative cost and of 
the 1055 total $362,000 mas for support type activity exclusive of 
administrative costs. A11 indication of the coverage of the program 
may be seen in the project titles: Labor Cooperatives, Union Educa- 
tional Work, Free Union Shoe Project, Trade Union Procedures, 
Trade Union Finances, Trade Union Journalists, Women Trade 
Unionists, Por t  and Other Vital Security Areas, Development of 
Trade Union Information, and Research Service, Collective Bargain- 
ing, Low Cost EIousing, Financial Secretaries, Union Engineering, 
Shop Stemards Courses, Trade Union Safety-Study Team. Also 
there are included projects for furnishing firms publications and other 
aids for  Trade Union Education. 

( b )  Far East.-As originally proposed, the fiscal year 1955 program 
in this area was to cost $390,000, but as revised by a proposal dated 
August 13, 1954, this an~ount was increased to $1,700,000 broken 
down as follows : 

United States Personnel (28)-------------------_------------------ $420,000 
Training : 

Trade unionism 140 ------------------------------------- 637,000 
Technical assistance in specialized fields 70 .................... 323.000 

Labor institutes - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  150,000 
niiscellnneous : 

Supplies, equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  50,000 
Exhibits, conferences - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  120,000 

IrOA Report on European Labor Program, May 1964. 
Summary descrlptlve statement F O A  Labor Operatlons. November 1964, 
FOA revised flscal year 1955 labor program for underdeveloped areas. 



The program is designed around projects in all phases of labor and 
social welfare including training of workers in industrial sliills, prep- 
aration of basic labor and social legislation, methods and techniques 
of effective law administration, proinotioil of safety and health, estab- 
lishment of effective manpower utilization policies, development of 
labor and manpower statistics and training of Government personnel. 
R further phase of the labor program envisages the establisl~ment of 

labor educational centers in the area countries. One such has already 
been set up under a contract between the University of Connecticut and 
the University of the Philipgines. 

(c) 'Tear East, South Asia, and Af~ica.-The program in this area 
has two major purposes : First, to strengthen existing and to form new 
free and democratic trade unions; second, to achieve rapid economic 
development through i m p r o ~ e d  labor productivity, workers' educa- 
tion, llygieile ancl safety projects, labor-nlanagement education, ancl 
programs in wage and hour administration, Gorernment contract 
problems, labor force measurement, and unemployment statistics. 

The 1955 fiscal year budget totals $1,811,500, broken down as 
follows : 

United States Personnel (41) ------------------ $640,000 
Training : 

Trade unionism (111)---------------------------------------- 384,000 
Technical assistance (89) ----------.------------------------- 377,500 

Labor institutes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  250,000 
Miscellaneous : 

Supplies, e q u i p m e n t - - - - - - ~ - - - - - - - - - - - - - - - - - - - - - -  40,000 
Exhibits, conferences---------------_------------------------ 120,000 

(d)  Latin America.-The program in this area is composed of four 
major parts: Use of labor advisers and economists, employment of 
United States technical personnel. training in United States of foreign 
nationals, labor scl~ools and miscellaneous items. 

The scope of these program parts encompasses industrial hygiene, 
safety, manpover policies, general labor legislation and administra- 
tion, formulation of a continuing labor program, labor statjstics, trade 
unionism, labor schools. 

F O A  plans to establish the first labor scllool perhaps in RIesico, and 
others as the program advances. 

The 1955 budget totals $1,620,500 broken down as follows: 



United States personnel (264/2)-- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  $395,500 
Training : 

Trade unionism (180) ....................................... 540,000 
Technical assistance (120) ................................... 435,000 

Labor i n s t i t u t e s - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  75,000 
IIiscellaneous : 

S u p p l i e s - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  76,000 
Exhibits, c o n f e r e n c e s - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  100,000 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,620,500 

The labor staff budget covers positions in the Office of Labor Affairs 
(FOA/Washington). They are she\\-n ;is follows : 

-- I Fiscal year 1054 I Fiscal year 1055 

I Positions Cost Positions Cost 

......................................... Administrative $107,230 $106, ffl0 
Program- .............................................. ---- 

Totals ............................................ I . 34 1 234,335 I 43 ( 337,485 

These figures show an increase of $103,000 or about 45 percent 
frorll 1954 to 1955. The costs show11 do  not include consultants, travel, 
or overtime. 

Overseas positions for professional labor staff are shown for fiscal 
year 1955 on an original and st revised basis: 

Original 1 Revised 
~--- 

Europe.. ........................................................................ 12 13 
Near East and Africa ............................................................ 20 24 
Far E s t  ........................................................................ 
L a t h  Amerlca~ .................................................................. 

Total ...................................................................... 

This is an overall increase of 50 percent during fiscal year 1955 
and shows increases in each of the four geographical areas. 

3. Current Food and Agricultural Program 

This program encompasses program and project analysis, technical 
assistance (training), technical information and services, procurement 
of seeds, fertilizer, etc., for experiinei~tal and pilot projects and review, 
development and procurement in connection with surplus agricultural 
commodities. 

Procurement of agricultural equipment, scientific and research 
equipment, engineering and construction in connection with food 
and agricultural programs is referred to other units of BOA or to 
other Government agencies. 



On January 1, 1955, there were 725 F & -4 personnel overseas, on 
the F O A  p a y r ~ l l . ~  There are 90 individuals working on the F & A 
prograin in Washington, 59 on F O h  payroll and 31 on the Department 
of Agriculture payroll. These latter are paid by FOA on a 
reimbursable basis. 

Much of the work of F & A is carlied on by the Department of 
Agriculture under a nie~llora~lclulli agr~enient  dated February 13, 
1954, and two appendices signed in April 195-1. Appendix I1 covers 
technical assjstance traillillg and nppenclix 111 covers technical 
ao~lsultatioii and support. 

JI7ork is carried out maiilly tllrougll two series of special project 
agreements of which there are approviiliately a dozen in existence. 
They bear such titles as Technical Services on Soil Fertility, Regional 
Insect Control, Plant  ancl Seed hiaterials, Publications, Exchange 
Center, Technical Services in United States Supplementing OEEC 
Technical Project 47-Africa, Consultntion and Support and Liquida- 
tion of the Agricultural Research Service MTestern I-Ienlispliere 
Rubber Program, nnd Technical Services on Salinity. 

4 .  Public Administratiolz 

As of October 30,1954, there were l~nblia adrninistratioii technicians 
serving in 35 countries. These totaled 138, of which 70 were noncon- 
tract and 68 contract personnel. Recruits for  68 additional posts were 
being sought: 41 iloilcontract and 27 contract personnel. I11 1951 
there were only 10 tecl~nicians in this fielcl. 

The following table sliows the trencl in Public ildn~inistration aid 
not including the field of statistics. This includes participants of 
the long-term type only (3  man-months or better). 

Fiscal yenr 

1952. 
I .......................................................... 100 1 460 4. 6 

1853 ........................................................... 780 4.6 
1854. .......................................................... 4.4 
1955 .............. .... ......................................... 1 1.750 4 . 4  
1956 ........................................................... 1 2,150 4.8 

1 Estimated. 

As of September 30,1354, there were 121 participants in the United 
States from 25 countries. The subjects covered Kere budgeting, 
fiscal administration, pel*sonnel and tax nclministration. 

Currently, there were 5 university contracts in operation, 5 in 
negotiation, and a possibility of others in Inclin, Uruguay, Paraguay, 
Chile, and Germany. 

Statement by B. D. Whlte, Jan. 28,1058. 
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There are in existence 11 contracts with m:lnagement fimms in the 
field of Public iidlninistr:ltioi~, 1 in Tiatin Anleric:~, 4 i11 the Near 
East, Africa area, 5 in the F a r  East area, and 1 on a worldwide basis. 

5. Observations 

The foregoing studies of projects and program agreements show 
that the specific projects cover a wide variety of fields of interest- 
productivity den~onstratiolls in the Belgian shoe industry, manage- 
ment services for Iran, investigations of water, power, conl, and other 
mineral resources, recommendations of econon~ically feasible mining 
projects, fisheries improvement, processing of dried fruits and nuts, 
building and staffing sugar refineries, railroad construction including 
tunnel driving, demonstration of design and cutting in shoe manu- 
facturing, production and quality of output of local foundries, land 
reclamation, insect control, and crop protection, and training in 
operation, servicing, and maintenance of agricultural equipment. 

Several of these ljrojects illustrate how initial concepts of dollar 
costs and time duration are misleading. One small phase of the Bel- 
gian shoe industry productivity project earlier mentioned was origi- 
nally estimated to cost $7,100; the current estimate is $30,000. (The 
total project might run to $200,000). A survey of Brazil's mineral re- 
sources, made pursuant to a 10-year agreement between Brazil and the 
United States, is being made according to the terms of an open-end 
impleinenting agreement. Outlays for this project during the past 
2 fiscal years are estimated at  $192,083. There is no ceiling on future 
implementation, although the implementing agreement can be canceled 
by either party on 60 days' notice. Further extensions are now being 
negotiated to a contract wit11 the Arinour Research Foundation to 
study the problenls of new small industries and indigenous foundries 
in India. The initial contract, to run 12 months, mas to start on 
October 15, 1953. It is still in effect. The initial contract figure 
mas $342,086; i t  has already been increased by $95,235, for a total of 
$437,321. 

Other projects are open-ended, as for example the Afghanistan 
project for village development in agriculture, health, and education. 
F09 furnishes technical advisers and such supplies and equipment as 
the mission director and the Afghanistan Minister agree to. There is 
no specification of the amount of the ultimate United States 
contribution. 

Some of these projects illustrate the varied and possibly unexpected 
ramifications of our productivity programs. Two projects in the 
Netherlands deal with industrinl and social psychology, and another 
corers "human relations practices." Similar projects are under way 
in France and India. We also have a project for training specialists 



in human relations in industry, being operated in conjunction with 
OEEC. Another O E E C  project [T,4 99-166 (OEEC)]  covers the 
services of 5 men to conduct conferences and demonstrations on 
retail store merchanclising in Belgium, France, Denmarlr, the United 
Kingdom, Italy, and the Netherlands. 

The foregoing review has dealt mainly with United States bilateral 
programs and projects. A t  the same time that  these projects have 
been planned and executed, the United States has participated in an 
extensive multilateral technical assistance program. The pertinent 
details, together with a brief discussio~l of some of the emerging prob- 
lems, are given below. 

C. Current Multilateral Technical Cooperation 

For  fiscal year 1955, United States contributions to international 
organizations total nearly $30 million. The contribution to the 
United Nations regular budget was approximately 25 percent of the 
$13.5 million, and approximately 25 percent of the $13.5 million will 
find its way into the U N  expanded Technical Assistance Pr0gram.O 

Fiscal year 1955 appropriations to UNTA ($0,957,621) and OASTA 
($1,500,000) total $11,457,621. This in addition to technical assist- 
ance from regular budget funcls makes a total of approximately $15 
million available through these ii~teri~ational agencies. 

During the calendar year 1953, the United States contributed $12.8 
million to the U N  Technical Assistance fund and $1 million to the 
Organization of American States Technical Cooperation program. 

The  U N  technical assistance progranls liad some difficulty in getting 
off the ground, and for  a year or two the going apparently was very 
difficult. Now, however, these difficulties have largely been over- 
come; the programs are operating in  practically all countries, (ap- 
proximately 100 countries), ancl have received general acceptance 
throughout the member countries. Requests from member countries 
are now in hand for several times the volume of operation which can 
be carried out under the resources presently available. Altogether, 
this work is in a very satisfactory state except from the standpoint 
of funds. Accordingly, the UN would welcome any reasonable in- 
crease in the funds available to it, and believes i t  could make good use 
of more money. 

The question thus arises whether the United States should con- 
tribute more to the United Natioils technical assistance program, and 
adjust the balance between bilateral and multilateral efforts. The 
range within which the United States is free to act is, however, some- 
what limited. The  United States is no17 financing approximately 60 

Wmdrlch Staff Paper, Sennte Approprlatlons Commlttee, 1954. 



percent of tlle UNTA project costa, and there has been criticisnl in 
Congress and else~rhere that the United States proportion of UR' 
expe~lses is altogether too large. This criticism is viewed with sym- 
pathy and understanding by UN officials. They feel that the United 
States should not be called on to contribute inore than half, and possibly 
less, of the UK costs. The program would be strengthened if a larger 
portion of the costs were contributed by other participants. And they 
have some confidence that if the United States were to increase its 
contribution, say to double the present level, a corresponding increase 
could be obtained froin other member nations. Other observers, how- 
ever, do not share this confidence; they are impressed with tlie diffi- 
culty which the UX has experienced to date in getting many partici- 
pating countries to make their contributions fully and promptly. 

This range of freedom to increase the United Nations sl1:tre of the 
technical assistance load is limited, at  least, in the short run by diffi- 
culties in quick expansion. The UN program is now running a t  a 
rate of some $20 million per year; the United States program is in 
excess of $131.6 million. The UN operates only on the basis of re- 
quests fro111 nle~nber countries, and it mould take time to redesign 
projects ~ O T V  under T T W ~  so they could be appropriately shifted to 
UN auspices. 

United Nations officials are willing and eager, however, to enlarge 
its technical assistance as additional resources are forthcoming. 

What are the advantages or disadvantages to the United States 
from increased emphasis on multilateral rather than bilateral ap- 
proaches? Among the advantages are the ability to set up technical 
assistance in fields and in countries where United States bilateral 
assistance is not welcomed or is not practical; the ability to recruit 
experts from more varied sources tllail are available to the United 
States alone; the possibility that programs will be more closely lim- 
ited to technical assistance, and there will be less demand from re- 
cipient countries for sizable portions of development assistance or 
other aid from the United States; and finally, improved morale and 
progressiveness in the free world. 

As an example of the first ad~rantage are programs in the field of 
public administration. There is considerable reluctance in many coun- 
tries to trust technical assistance in this field to another individual 
country, because of the threat or appearance of intervention by one 
government in the sovereign affairs of another. This reluctance is 
generally absent if the United Nations is the source of assistance. 

I n  recruiting experts, the UK program offers certain real advan- 
tages. While it might be granted that in certain fields, the United . 
States has the best experts, i t  does not always have enough of them 
who are available for T A  assignments. And there are other fields 
in which the best experts do not come from the United States a t  all- 



say, for  exainple. t~,ul)ical ~lircl~c~lle. ('l'his juclglllellt is qualified by 
tlie observation tll:~t the be s~  scir~itl>t 111;ty 11ot be the best lna11 to put 
knowledge to work, 01. to traiisiiiit it to others. United States special- 
ists, particularly from agricultural extension work, may have more 
skill than pure scientists in application of new knowledge). Some 
experts are willing to work for a UN, but for  a United States program. 

The U S  is thus in a position to pro\-idr the hest or the only available 
experts in so~nc  fields: in  otllei. fields i t  niny he able to rerruit better 
second-rank sp~cialists tll:1ij are nvaila1,le from the TJni ted States 
alone. 

The adrantage of a slow, solid progranl i-: particularly appealing 
where coiisidernble time is nerdecl for the re,cipient country to absorb 
and to profit by the assistance granted. I n  those cases wliere the 
technical assistance would be largely dissipated or lost if i t  mere not 
PI-omptly supplemented by add i t i o~~a l  assistance, the merits are not 
easy to assess. A waste of men and money is obviously undesirable. 
But  this does not mean that developmellt assistance must come imme- 
diately from the United States. I f  tlle tecli~iical assistance came 
under T N  auspices, the recipient country nliglit get the additional 
capital and other resources needed for development, from private 
sources, or froni the International Bank. I f  this mere done, however, 
Uilited States suppliers might be a t  a disadvantage in getting contracts 
n n d ~ r  tile resultiiig derelopinerit assistancr. 

Tlie nlultilatsral approach may offer a gmater increase in the salf- 
respect and sense of indepeuclence of recipient countries, who are in 
some degree contributors as well as recipients. As  active participants 
and sl~arel~olclers, tliey may be more eager to apply tlie lessons of 
technical assistance, anci to defend their gains against Coinmuilist 
aggression or infiltration. 

What  are the disadvantages froni increased emphasis on multilateral 
efforts? First, is the limitation on expansion of the E N  program for  
both technical and fiscal reasons. Illsofar as technical assistance is a 
weapon in the fight against coi~~munisru, this aspect may be serious. 
But  if the inteiltio~l is to hold domi1 tlie rate of espai~sion of technical 
assistance to what call be easily absorbed and put  to use by recipients, 
this characteristic inay not be a disaclvantage at  all. 

From the United States point of view, the following disaclrantages 
are serious: The United States would give up power to control the 
program. This might liinit the poFer of the United States to get the 
results i t  desires in an individual country. Moreover, technical 
assistance programs open the n-ay for the use of skills, techniques, and 
equipment, usually tied to the particular experieilce of the experts 
involved. United States assistance opens up  opportunities for United 
States firms abroad. To shift emphasis to the UN may reduce these 
opportunities. Finally, the United States miglit not receive appro- 



priate credit for its participation in UN technical assistance; such 
credit is required in the case of bilateral assistance, by our laws. 

TTqiatever may be the balance struck between these advantages or 
disadvantages, the restrictions on the possible expansion of the UN 
program in the immediate future rule out any possibility that the 
United States could decide to put all its technical assistance eggs into 
the UN basket. The UN program might well be expanded to the 
limit of short-run feasibility without calling for an increase of more 
than $10 million per annum contribution from the United States. 
General considerations of stability, good will, and support for :in inter- 
national instrumentality wllich is largely a creation of the United 
States, would rule out any sudden withdrawal of support for UKTA. 

Assistance to the Organization of European Economic Cooperation 
(OEEC) is a special case. O E E C  was established by international 
coilveiltion in 1948; its eighteen members are pledged to combine their 
economic strength, make the fullest collective use of their capacities 
and potentialities, increase their production, develop and modernize 
their industrial and agricultnml equipment, expand their commerce, 
reduce progressively the barriers to trade anlong themselves, promote 
full employment, and restore or maintain the stability of their econ- 
onlies and general confidence in their national currencies. Tn 1953, 
this organization set up the European Productivity Agency ( E P A )  
as a special branch, to stimulate productivity and raise European 
standards of living, by inflllencing not only governments but also 
industrial, agricultural and research organizations, private and collec- 
tive enterprises and public services. The United States and Canada, 
although not members, participate in the work of the Organization.lo 

Although the United States is malring no further direct fiscal contri- 
butions, the EPA still benefits from the use of $10 million made nvail- 
able under the Bloody Amendment. Specialists attached to the F O A  
Regional Office in Europe (USRO) work closely with the Organiza- 
tion. 

The Organization may well have contributed to the 27-percent rise 
in European agricultural production and the 47-percent rise in indus- 
trial production since 1048. The standard of living, at  90 in 1948 
(1948-loo), had advanced to 105 in  1953 and is still on the rise.1° 

W "OEEC nt Work," 1954, p. 22. European Productivity Agency, Second Programme of 
Action, 1954-55, p. 4. 



VII. Technical Assistance by Private 
United States Business 

For  inany years prior to World War  11, United States business 
firms have spread technical assistance to various countries throughout 
the world. This assistance has come as an inevitable accompaniment 
to the ventures in mining, engineering, manufacturing, shipping, and 
banking, and insurance activities-and in many other fields as well- 
which our firms hare  contluctecl abroad. Although these contribu- 
tions may be overshadorred toclay by the more vocal and more obvious 
programs of Government-sponsored technical assistance, they are im- 
portant and growing more so. No dollar figures are available to 
measure the extent of this assistance today, or in the past. But i t  is 
a fair inference that a substantial portion of our $10 billion of foreign 
investments in underdeveloped countries has contributed, directly and 
indirectly, to economic derelopment, technical advancement, and social 
progress.' 

Governor Stassen, anlong others, has recognized the superior value 
of private investment over other forms of econonlic aid by pointing out 
that $1 of private investment is equal to $3 in Government aid in total 
cfl'ect, simply because of the appurtenant technical services which 
private investment automatically brings in its train. 

Private investment abroad does more than to increase the capital 
resources of the recipient country. With that increase in capital 
come both training and opportunities for the people of the country. 
Operations of American-sponsored firms provide examples of im- 
proved management. Ancl the competition between them and local 
firms leads in many cases to healthy competition in the foreign 
economy. 

These and other advantages are now being illuminated in a series 
of studies conducted by the National Planning Association. Only 
three of these studies are as yet available: one covering operations of 
Sears, Roebuck in Mexico ; another covering Casa Grace in Peru ; and 
a third yet to be published, dealing with Philippine American Life 
Insurance Company in the Philippines. But  the assumptions arrivecl 
at  by the NPA's policy committee, underlying these studies, repre- 
sent the consensus of an informed group of American business men, 
representatives of labor and agriculture, and professors concerning 
lvays in which our business management has contributed to twlmical 
and economic development abroad. 

"Developmant of Technical bedstan& Pmgrams" Senate Committee on Roreign Rela- 
tiom, Nor. 22, 1064, p. 2. 
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'l'he group is conrrinced tllat well-ol)el.atetl ailcl profitable businesses 
abroad can establish patterns of bohavior that contribute materially 
to the welfare of the countries. inx-011-ed without uilduly disturbing 
native cultures, living patterns, and ideologies. Properly managed 
private enterprise abroad coilt,ributes an organizational pattern within 
rx-hich new enterprises are developed by people native to the host 
country. 

The toucllstone of success seems to be whether the capital that goes 
abroad is accompailied by good nlanageinent. I f  i t  is not, i t  is a poor 
risk. I f  i t  is, i t  s h o ~ s  better resnlts both in profits and in terms of 
econoinic and social contributioils to tlle host countiies. 

Good nlanageilleilt and tangible contributions to the host countries 
can do far  more than governmental guarantees in assuring that private 
United States capital abroad mill not be subject to abnormal risks. 

Finally, successful oyerations of our private enterprise call do much 
to strengthen private enterprise abroad, helping to assure us a stable 
source of raw materials, and llelpiiig to insulate the foreign econ- 
omies against conln~unisin and political ii~stability.~ 

The authors of the Sears study conclude as follows : 

Essentinlly, Senrs ns n merchant has played the same creative role in indus- 
trialization as  mas played n century and a half ago by the Boston merchants 
in establishing textile nud hardware industries in Sew England. But Sears 
came into the process relatively later aud has played its role faster and with 
a lighter hand-that is to sny without exercising direct control. The effect has 
been to build up wholly natire industries with standards of performance that 
mould have been achieved much more slowly by any other method than that of 
the well-placed order for goods to be delivered.' 

The Grace study is even more dramatic. Grace started with a part- 
nership in a modest ship-chandler's business over a hundrecl years 
ago; his company is a far-flung enterprise with gross fixed assets of 
$182 million, of which $44 million is in shipping, $78 million in United 
States cloinestic enterprise, and $60 million in Latin America. Of 
this last figure, more than half has been committed since 1945, and 
over half of this is invested in Peruvian industrial and agricultural 
operations. Grace operates in six other South American countries 
nl-ld in Central America, as well as Peru. I t s  Peruvian activities in- 
clude textiles ; sugar and rum ; paper, boxes and bags ; industrial chem- 
- 

1"United S ta t e s  Business Perforniance Abroad, t h e  Case Study of Sears, Roebuck de  
Nexico, 8. A," Natlonal Planning Association. 1953, pp. rli-st. 

a T h e  same, pp. 50. The antllors a r e  Richardson Wood and  Virginia Keyeer. The authors  
also praise Sears for contributing to t he  rapid establishment of o Jlcxican mitltlle class. 
Tbia i s  done not by "planning," but  "by giving a large proportion of t he  peol~le a mnch 
wider choice of goods than  they formcrly had. Sears has  done th is  in rllany w a r s :  * * 
by introducing new products, by lowering prices, by s n p ~ l y l ~ ~ g  more reliable products, by 
encouraging i n  custolners t he  process of deliberation and choice through advertising, quality 
labelling, counter display. and day-and-night window display. These prncticea h a r e  affected 
not  only the  Senrrr clientele, nlrendy the  largest re ta i l  clientele in Mexico, but  also a large 
p a r t  of t he  buying public through t h e  effect of i t s  example on other store8" (p. 50). 



icals ; paints ; foods ; ores and ore concentrates ; distribution ; and 
transportation. Grace's industrial and agricultural operations in 
Peru are conducted by Peruvian corporations without special wnces- 
sions or g-uarantses from the Peruvian Government. Grace reinvests 
profits in Peru, demonstrating long-term confidence in its future there. 
And the most striking lesson is its development of organization and 
of management. I n  tlie course of its hundred years of pioneering 
and innovation, Grace has given constant attention to the structure 
of the organization and to the development of indigenous managerial 
and worker resources. Basic to Gmce's achievement are the following : 

The emphasls on the integration of Peruvians into the management of the 
enterprise; the delibernte policy of seeking to associate in partnership with 
local capltal; the determinntion to stay out of internal politics, but to cooperate 
fally with governmental programs; the sympathy for local customs coupled with 
assistance Ln the soclal progress of employees; the ratlonal use of the proflt 
motive a8 the yardstick for action * ' 
And not least among Grace's achievements is its contribution to the 
favorable climate for foreign private investment which mark Peru's 
monetary and development policie~.~ 

Other case studies could lead to similar conclusions, and those cited 
above hardly scratch the surface of the contribution made by a large 
llurnber of American firms-such as Arabian American Oil Company, 
Shell Oil, Standard Oil, General Motors, Ford, Kennecott Copper, 
Firestone Tire & Rubber and our international airlines-in the course 
of managing and developing their enterprises abroad. Such techni- 
cal assistance is not for a year or so, improvised for impact and con- 
ducted on a crash basis. I t  is integrated into the long-term hopas of 
the American company for a continuing source of profit from its re- 
lations abroad. Much of i t  is directly related to the operations of 
constructing, equipping, and operating a wide variety of industrial 
plants and manufacturing processes. I n  the course of events, these 
companies train and employ a wide variety of workers, supervisors, 
managers, and technical and scientific personnel. They live with the 
laws and customs of the countries where they are found. Their pur- 
pose is understandable and clear: to make money. I n  so doing, they 
develop those economic resources and skills which relate to profitable 
and continuing enterprise. 

4 Eugene W. Burgess and Frederick H. Harblson : "Casa Grace in Peru," p. 91. 
B Same as above, p. 96. 



VIII. Special Problems 
Two special problem areas have emerged f r o ~ r ~  our review. One is 

the use of universities as contl-actors; the other is the application of 
the Benton ancl 9loody amenclnients. 

A. University Contracts 

The role of American colleges ancl universities in offering technical 
assistance to foreign couiltries is an olcl one. These institutions have 
contributed to the world community of scl~olarsl~ip ancl ~cience, in 
which both professors and students have moved from country to 
country and from university to university. The process has taken 
more specific forms, such as Tale in China-a. separate organization 
which grew up througll Yale YMCA auspices, which drew on its 
own sources of funds-contributions from fouilclations and other 
private parties-and made possible a vigorous applicatioil of Amer- 
ican technology to Chinese problems. The relationship of Cornell 
to Nanking University is another case in point. This relationship, 
confined to the fields of plant genetics and breeding, led to the train- 
ing of over 200 top plant breeders in China, n.110 did marvels for the 
productivity and quality of Chinese agriculture. 

Our exchange-of-persons programs during the thirties and forties 
did much to involve our universities in the exchange of knowledge 
and skills, both with Latin American countries and with countries 
elsewhere. 

ECA turned to universities as prime contractors, first in the case of 
technical assistance to South East Asian countries, in 1949. The serv- 
ices sought were particular in nature, and i t  was expected that many 
contracts would be usecl, each dealing with a special subject; one or 
Inore contracts might be let to one university, depending on its re- 
sources and its interest in the program. Some of these individual 
contracts were outstandingly successful; others produced mediocre 
results. The fault lay sometimes with the host country, sometimes 
with the participating university. Some of the later problems 
emerged at  this early date, but were submerged in the flood of reor- 
ganizations of the aid program. 

With the launching of TCA, the university contract device gained 
added impetus. The first one of any prominence was a contract with 
the University of Arkansas to survey possibilities of technical as- 
sistance to agriculture in the Republic of Panama. This was launched 
in May 1951. The second was a contract requested by Ethiopia in 
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1951 with Oklahoma B and M, launched in 1952, for assistance in the 
Gelds of agriculture and education. 

But with the creation of F O h ,  and the entry of Governor Stassen 
OII the scene, tlie program turned froin a person-to-person or field-to- 
field program into a university-to-university program. Governor 
Stassen, fresh from university administration, was particularly im- 
pressed with the potential contribution our land-grant colleges as insti- 
tutions encompassing a vide range of technical resources, could make 
to the export of technical assistance. In  general, he felt that if the 
right way could be found to bring to bear on the underdeveloped 
areas of the world tlie resources, intelligeilce, experience, ingenuity, 
executive sliill, and the research of the 1:uild-grant colleges, and to 
some extent of other educational iustitutions, "we will make withill 
the next decade or two decades a tremendous contributioil toward the 
fundnnientnls of the future peace and progress of the ~ o r l d . "  More 
specifically, he and otliers were impressed by the ability of these col- 
leges in uiliversity extensioil 1v0l.k : in other words, tlie translation of 
learning into action by people generally outside academic halls or 
laboratories. 

Goverilor Stassen's initiative coincided with a special condition 
in the affairs of many -2merican iilstitutions of higher learning. As 
a result of tlle G I  bill, illaily~ liad both s11-01len student bodies and en- 
larged teaching staffs: as this peak load declined, they faced an ab- 
nol-mally low load wit11 tlle "depression classes"-the relatively re- 
duced number of child1,en born in the depression years. Rut with the 
subsequent rise in tlie birtlirate, tlley also face within a few years' 
time, an unprecedelited load. So tlle opportunity to keep staffs intact, 
to put top teaching and rese:~rcll personnel at  the disposal of the Gov- 
ernment for the time being while the younger members of the faculty 
carried the relatively light teachiug load of the intervening years, 
and to perfol-~n public service in the bargain, offered n tempting op- 
portunity to university administrations. 

The net of the conjuncture of these two forces was a rapid growth 
in the number of universities brought into play. By November 1954, 
40 universities were then under contract ; and by hIarch 1955 the num- 
ber was well over 50. ,2lthough the general rationale of the program 
asserted that the main object xas  to draw widely on the resources of 
cooperating institutions to build up their opposite numbers abroad, 
this has not always taken place. Fields of work range from legal 
codification and aerial photointerpretation to broad work in medicine, 
agriculture, engineering, education, public health, public administra- 
tion, business administration, and home economics. Most of these 
wntracts mere drawn between an educational institution in the host 

=Quoted in "American Universities in Technical Cooperation," FOA M c e  of Public 
Reports, no date. 



country and the educational institutioil here. Twelve contracts were 
made between the United States educational institution and the host 
country governmant without involving an educational institution 
there. Three contracts were drawn between the United States educa- 
tional institution and the USOM in the host country, and two more 
jointly with the host government participating as well. Three were 
drawn between the United States educational institution and the host 
country government plus an educational institution there.2 

The initiative for requesting a university contract is supposed to 
come from the host government. Usually after conference with the 
host government, the local university, and the USOM in the country, 
the request is forwarded to Washington. The request may nominate 
a desired United Stabs  institution ; or the FOA may suggest a list of 
proposed institutions which have appropriate resources and are avail- 
able. Once the United States institution is selected, FOA sends repre- 
sentatives of it abroad to prepare a mutually agreeable work program 
in conjunction with the host government of school. This program is 
supposed to be developed as an integral part of the economic programs 
of the country and to fit into the technical coope~ation plan for the 
nation as a whole. 

Contracts call for the American university to maintain a faculty 
team in residence overseas, and to furnish specid consultants for short 
periods. These staff members are not to serve as teachers but as ad- 
visers, and to work with staff of the host institution on matters of 
organization, administration, ancl methods in teaching and research. 
They help in training local staff, developing extension programs, 
demonstration projects, and technical consulting services. They help 
plan and conduct special conferences in the major fields covered by the 
contract, in preparing and distributing educational materials and aids, 
and in developing professional associations and technical publications. 

Contracts may also provide for representatives of the local univer- 
sity-key faculty members or graduate students-to visit the American 
university to observe techniques. Plans call for pairing off two host 
university staff members with an American staff member; the f i s t  
works with his American opposite number in the host university 
while the second goes to the university in America. They exchange 
places the second year. 

Contracts usually call for the host country to  provide quarters and 
cost-of-living allowances as well as office space, supplies, equipment, 
communication services, and necessary transportation within the 
country. 

Summary etatemente, AOA-Flnanced University Contracts in Operatlon Abroad, as of 
November 16, 1954. FOA, November 16, 1964. No attempt ia made In the count above to 
determine whlch educational lnstltutlons abroad are government administered. If the 
contraet Lnvolved an educational institution here and oqe there, it was not counted as 
involving the hoat government. March 1966 eetimate verbally from BOA. 



Most contracts are now drawn for 3-year periods; thus they will 
outrun the life of the Governlneiit agency which helped negotiate 
and underwrite them. 

Growth of the contract device under the special pressure of the last 
2 years, and with special emphasis on the inclusion of land-grant 
colleges, raise a number of serious issues for the future of the aid pro- 
gram, the future of the universities, and for our foreign relations 
generally. These issues are both long term and short term in natu1.e. 
These issues are affected by the fact that  these contracts have been let 
with a miilimurn of long-term planning, to take care of immediate 
problems and imnlediate opportunities. Little if any thouglit has 
been given to date, either in the universities or in the FOA, to the 
long-term questions raised by the use of this device. Recently, how- 
ever, a joint group has been set up undel* a foundation grant to the 
American Council on Education, whicll is taking a broad look a t  these 
various problems and issues, both froin the standpoint of the interests 
of the academic corninunity and of the Government. Its work has 
not gone beyond preliminary stages a t  this date. 

Long-Term Issues 

The long-term issues and questions arising from the university- 
contract device can be looked a t  profitably from the standpoint of the 
universities, of the United States Government, and of the host gov- 
ernments. 

From the standpoint of the universities, the first question is the 
long-term toll which university contracts will place on their overall 
resources. While soine universities have been eager to fill a short- 
term lag in their loacl by undertakiilg foreign assistance contracting, 
they face a problem of unusual magnitude in the next few years, 
when the surge of students now going through the secondary schools 
come to the universities for further training. The universities, par- 
ticularly the lancl-grant institutions, are also facing new responsibili- 
ties in the very fields which qualify them for work in the foreign 
fields-aclult education and extensioil \\-ark. Rfeanwhile there is the 
continuing heavy clrain on uiliversity resources in research and devel- 
opment imposed by the Government's military demands, arising from 
continuing world tension. I t  seenls inevitable that the universities 
and the GOI-ernment ~vil l  face serious problems of the level a t  which 
they will be able to continue both their domestic work and maintain 
a sizable program of foreign assistance. Yet much in the current 
F O B  planning and programing of university-to-university con- 
tracts looks to a continuing long-term relationship, and our universi- 
ties are creating coininitments abro:ld by their present technical 
assistance. 



The haphazard growth and distribution of university contracting 
has not yet received the attention it deserves. There is question 
whether contracts have been equitably allocated anlong Ainerican 
universities; whether the inost competent resources in given fields 
have been tapped, or whether the converging factors of host country 
requests, Fob suggestions, the advice of outside agencies, ancl the 
availability and interest of United States universities has given an 
optimum solution. 

The pressure which F O B  has placed on universities to cooperate 
in the program, either to meet the requests of host governments, or 
to continue parts of the technical assistance program which are 
jeopardized by the imminent dissolution of F O h  itself, may have 
led to putting demands on universities which are not fully appropri- 
ate. TJniversities are specialists in three functioils : research, teaching, 
and extension work. Any pressure on their resources which calls for 
service falling outside these fields means asking universities to divert 
their resources for purposes for which they are not uniquely quali- 
fied, in all probability at  the long-term expense of their basic func- 
tions. Yet university administrations find i t  difficult to resist such 
pressures; demands made by the Federal Government in the name 
of advancing the foreign relations of the country cannot be lightly 
ignored. Hence university presidents and boards of trustees are 
probably more prone than they should be to accede to drafts on their 
resources which are not wholly pertinent to the mission of the 
univeisities. 

This latter factor-the question whether the foreign technical as- 
sistance function comes fully within the mission of the American 
university-is important in itself. Land-grant colleges are State 
institutions, responsible to the legislatures and the people of the 
State governments of which they are part. Their primaiy duties 
lie there. Granted that institutions of higher education, along with 
any other important source of skill and power in our national life, 
cannot ignore the realities of foreign relations, and must make an 
appropriate coiltribution to them; this does not mean that foreign 
demands always talre first call. Ancl if the uilirersity administratioil 
does not feel that its technical assistance work is of genuine impor- 
tance and in line with the basic ~nissioil of the institution, the danger 
arises that a pro forma acceptance of the respoilsibility will be given 
by university leaders, but actual n-ork will be aclnlinistered by juilior 
officials working with the mavericks and misfits and the weak sisters 
among the professionals and technicians. 

For  the third- and fourth-rank professionals to carry tlle univer- 
sity's load of technical assistance call have unfort~ulate results not 
only for the objectives of tecllnical assistance and the reput,ation of 
the university, but also for the repntation of ,~merican science ancl 



technology, and for  United States foreign relations generally. We 
must sencl sonie, a t  least, of our best. But  to send top specialists may 
not solve the problem either; our university representatives abroad 
should be tactful, openminded, receptive to new ideas, and able to 
deal with p e o ~ l e  of the country on a basis of dignity and mutual 
respect. 

Another aspect of the question raised above concerning the uni- 
versity's mission relates to the extent to which the F O A  has looked 
to university specialists to seek out technical assistance opportuni- 
ties and build such programs, which may well transcend the par- 
ticular resources of the university. Thus there is a phase-in and 
phase-out problem of continuing importance to the United States 
Government and people. I t  seems clear that universities have been 
brought into the contract relationships prior to the time that USOM 
or countx-y planning agencies have clearly foreseen the sort of work 
the university could profitably be doing. The way is open for the 
old familiar pattern of commencing ~ i t h  limited, short-term goals, 
and then, after work has commenced, opening up new perspectives 
and new opportunities, which are dramatized and built into the pro- 
grams of the future. I n  the case of most underdeveloped countries, 
the opportunities for  humanitarian service are limitless, and i t  is hard 
to design tight projects for  specified po:ils, for specified periods, and 
for specified costs, after ~ h i c l i  thehost  country will take over. The 
hope this can be done is little better founded in the case of university 
co11tr:lc.t~ thnn i t  is in other phases of our technical assistance. The 
same question of host-country resources appears-will they be ade- 
quate to continue proved-out operations after F O A  subsidies are 
scaled down and withdrawn? The only part of the university-con- 
tract device which offers n~uch hope of a graceful withdrawal of the 
United States from the aid relationship a t  an early date, is the some- 
what greater emphasis on training ancl the building up of indigenous 
institutions than is found in other TL1 projects. 

1l le  possibility of United States withdrawal has serious implica- 
tions for the United States university. So  long as the program is 
federally sponsored and subsiclized, both fiscal and political questions 
are eased for  the American university. The United States Govern- 
ment stands back of dollar costs, and the university does not risk failure 
of the host government to pay its dollar obligations. With the United 
States Government out of the fiscal picture, the university not only 
runs a greater risk of collecting dollar debts, but also far  greater con- 
trol of personnel and administration by the host country of those parts 
of the contract which i t  is paying for in dollars. The  relationship of 
a land-grant college to  its legislature is easier if its foreign technical 
assistmce activities are conducted with Federal sponsorship and pro- 
graming; if this is absent, the college is vulnerable to charges that i t  is 



using scarce resources for  projects and purposes outside its proper 
sphere of action. 

The extent of United States sponsorship today is raising problems 
for the future, because the extent of university technical nssistailce is 
undoubtedly f a r  greatar than i t  would be in the absence of Federal 
financing. When current contracts come to an end, the university must 
face the question of its continuing relationship; its extent and method 
of financing. Needs and opportunities will remain, since no university 
working on a broad basis can hope to con~plete the task of transmitting 
to the host university or country all relevant aspects of United States 
technical know-how in one or a number of such fields as agriculture, 
medicine, engineering, or administration. Any wholesale breaking 
off or diminution of such programs might have serious co~lsequences 
for our foreign relations. 
11 ally of the impacts of the program on host governments have been 

suggested above. Another aspect of the problem, due partly to the 
llaphaznrd, piecemeal growth of the program, is the possibility of fric- 
tion and jealously among host countries, and ill feeling toward the 
United States, arising from apparently inequitable allocation of uni- 
versity contracts. Pakistan has 4 contracts in 6 major fields; neigh- 
boring India has 3 contracts in 4 major fields. I ran  has 4 contracts 
to Iraq's 2. A continuing problem for  the supervisory agency, if one 
remains in this field, will be the fair and equitable distribution of 
university contracts among host countries. 

Sbort-Term Issues 

There are a number of short-term or more immediate issues which 
emerge from our analysis of the program to date. Chief among these 
are the terms of the contracts, the parties to the contracts, the question 
of power of subcontracting, the duration of the contracts, and the 
question of fair  shares. Each of these topics has various subissues. 

The contracts we have examined seem too general in their specifi- 
cation of purposes and objectives. This is partly due to the general 
failure of FOA to do a good job of specifying program objectives, 
goals, and phases in its planning as  a whole. Project planning and 
administration undoubtedljr requires a good deal of cutting and fitting 
on the job, and details cannot be foreseen in advance. There should 
be plenty of leeway in contracts to allow for this detailed adjustment. 
But  there is a question whether now, with several years' experience 
behind us, i t  is not possible and desirable to specify clearly the goals 
and timing of university contracts as a prudent means of control and 
the avoidence of misunderstanding. 

The topic of financial terms has given rise to a good deal of differ- 
ence of opinion, particularly with respect to such questions as the 



direct costs which a university could properly charge under a contract. 
There has been comparatively little experience on which contracting 
officers could come to an  agreement as to what constitute legitimate 
objects and rates of expenditure for overhead items which the univer- 
sity must pay in the host country. Contracts have sometimes been 
unduly delayed by failure to agree on what is in effect an accounting 
issue, and not one of principle. 

Tlle question of who should be parties to a university contract is 
complicated and gives rise to a number of administrative and operat- 
ing difficulties. Most coiltracts are drawn between a university or 
institute of a host governinent and the United States university, and 
the F O A  enters as the source of funds through its bilateral agreement 
for the 1\7hole aid program with the particular country. But  there 
are a number of cases in n-hich tlle coiltract does not involve a local 
institution, but is inade directly with a ministry or agency of the 
host government. There are other cases in which the contract is 
drawn with tlle USORI, and the host governineilt does not become a 
party. The  sorts of questions which arise have to do with the status 
and relationship of the university contract personnel in the country 
to the personnel of the USOM, or with the host government and its 
officials. I f  the contract is made directly with the host government 
or its university, there is no question of the relations of university 
personnel with respect to those institutions; their presence in the 
country, their inission and duties are regulated by the contract. But  
there is a question of their relation to the USOM. TVhere the contract 
is with the US011 and does not involve the host government, the 
reverse relation arises. 

Tlle issue of whether the universities should have power to sub- 
contract is sometimes raised, ancl the recommendation made that no 
such power be granted. The power is not, as a matter of fact, spelled 
out in most contracts. Yet there is serious question whether the 
university should not have this power. It would help to assure that 
the university sends the best available people, not being restricted 
to its own resources; and that  i t  call bring in extra help expeditiously 
when needed for the purposes of the contract, but not necessarily 
required by the university in its normal functions. The example of 
helicopter pilots for airmapping or survey is in point. 

The  issue of the duration of the contract raises both short- and 
long-term issues. Under current procedures, most contracts are let 
for 3 years. Some are as short as a year. The  variation is due in 
par t  to the nature of the services rendered. But  the longer term con- 
tracts give rise to a situation, mentioned above, that the life of the 
contract and its functions is longer than that  of the agency which 
lets the contracts, and would normally supervise them. There is thus 
danger of loss of continuity in supervision and servicing of tlle con- 



tracts. And there is the general question of the propriety of contracts 
of such length as to evade both the controls and responsibilities as 
well as the operating difficulties of annual appropriations and budget- 
ing. I t  is obvious that contracting of such length, while authorized 
by law, tends to perpetuate Government support for an activity which 
is, to say the least, questioned in some quarters. Finally, contracts 
for such duration allow the administrating agency to obligate a larger 
amount of money in any given fiscal year, so carryover is reduced 
and the agency can claim need for larger appropriations. 

The question of fair shares is also important for both short-run and 
long-run reasons. While the general requirement is imposed by law 
that countries shall bear a fair share of project costs, and shall make 
a maximum effort to absorb the benefits of projects and put them 
to good use, there is no specification of what fair shares shall mean in 
the case of university contracts or in the case of aid programs gen- 
erally. It may be impossible to set up criteria of general applicability 
which would not unduly interfere with our objectives in foreign policy, 
or our freedom of action. I t  appears to date, however, that applica- 
tion of the standard has been a matter of broad judgment, and that 
it varies with situations and countries. It is also clear that the rela- 
tive contributions vary froin country to country, and from project to 
project. 

I n  presentations to the task force, the POA has given the impres- 
sion that country contributions to such joint projects have been sub- 
stantial, often in ratios of from 4 to 1 to 10 to 1. A review of 52 
college contracts shows that the overall ratio of United States to 
foreign contributions is of the order of $33 million United States to 
$21 million by foreign countries. In only 13 cases were country con- 
tributions greater than United States contributions. The table which 
follows lists these comparative contributions. Those in which the 
country contribution is greater are shown in table 4 as reference 1. 



Table 4.-Umited States amd Foreign Coumtry Comtributions t o  
Umiversity Comtracts 

College and university contrzcts Estimated costs (dollar 
and dolinr equivalent) 

University I Country United 

... ~ 

Country 

Pllrdue .................................... Brazil ................. $lli.O00 
Michixan  state^ ............................... d o  .............. 313.916 
hlaryland .................................. British Guiana ....... 900.000 

............ Michinan State ............................. Cnlornhin 1,377, 813 
Armour Research .......................... 1Iesico ............... 105.000 
Michigan 1 ...................................... (lo ............... 446.800 
Pennsrlvania ................................... do ................. 18.000 .. ~ .. 

............... ~ ~ k a n s n s  ................................... Panama i 3, 183; 460 1,800.0fiO 
a r v  1 .................................. I !  .................. 43, 442 17, 000 

.................................. North Carolina (10 ................ 268, 814 184, 270 
North Carolina State I ...................... j ..... do ................ 2,026, 300 526, 300 
Oeo r~ r town~  ................................ , 1 l o s l : ~ i a  . . . .  lfii, ROO 106.000 

............. Anicrican Universitvof Drirnt .............. I Kear Enst 4.020.830 4.029.830 

............ .. . ...................... i s c o n s i  . .  ! t o  20.000 
Wgnrnin; .................................. Afghanistan ........... 283,000 
Columbia ................................. I .do . . .  .............. 310, On0 

1 . ,) . ............................--.. ......--------- Oklahoma I Etho, 13 6,300, 868 
Illinois ...................................... Inclla .................. 1 24.5.000 
i i r ~ o i  ..................................... 1 l o  ................. 1 494.000 
' isconsin ...................................... 1 ................. i 7%. (Ul0 
Utah Stntc ................................. I I r a n ~  ................... 1,800.000 
B r i ~ h a m  Yoong ........................... 1  do^ ................ ' 5fiP . 335 
Syncuse ........................................ do ................... 2'30, 000 
S o t h n  California ........................ d o  ................. i 10.OOO 
Bradley I ................................... Iraq ................... 1.085. 000 
Arizona I ........................................ do ................. 712.ROO 1 ~ ~ -~ 

New Tork University.. ... 1 ................ I Isr.lrl. ................ 1 2, 187. 700 
Montana ................................... / Jorilnn ................ i 135, 000 
Isaac Dcigado .............................. 1 L~lt~anon .............. - ~ , q >  540.000 u o  ................................... 
Orogon ..................................... ; Scrlnl ................. 320, 000 

.............. Washington State I ................... .....I Pakistan 3, 9S9, 000 
T e a  A & I ................................. do ................. 1 4,078, 750 
Colorado A and M ....................... ! . do . .  .......... 1.500.000 ......... 

P e n n s a n i  .................... . . .  1 . .  . . . .  054; 000 
O e o r t o n  1 ............................... T I  h e . . . .  ......... 138, 500 
Nebraska .................................. I ..... (lo ................ 29.500 
N e v  T o r  Un ive r s i t y  .................... d o  ................. 1,358. 107 

................ Cornell ..................................... Brlrma 135, 000 
Armour Research 1 ......................... do ................. 952, 725 
C a r i a  .................................. e s i a  . . . . . .  . 142, 000 

. . . .  
............................... i n s o t a  - 1  o r e  . .  2.796. 500 

Cornell ..................................... Phlllpplnes 850, 500 
................. Michigan 1  do 1,5U(i . 000 

........................................ ......-----.--.. Stanford do I 998, 000 
..................................... Connecticut do ................. 1 2i5, 000 

California .................................. Taiwan ............... I 685, 250 
..... Purdue .................................... 1 do ................. I 603, 000 

P e m  State 1 ............................... .'. .... (10 ................ - 1  247, 000 
Texas University 1 ......................... Thailand ............... 620, 000 
Oregon State 1 .................................... .................. 592.000 

1.800. 000 
850. 500 
440 . nnn 

1 Denotes contracts showing greater country contributions . Total relative contributions In these 13 
eases are: United States: $7.1 millions; forei ,~ country: $11.7 millions . Total costs of these contracts are 
$18.8 millions . 

1 Amendment . 
I Unknown . 
'None . 

B . Benton-Moody Amendments 

Two changes in our foreign assistance legislation-the so-called 
Benton and Moody amendments-were made to foster our programs 
to increase productivity. reduce monopolies and cartels. and otherwise 
to further free enterprise in Europe . The Benton amendment became 



section 516 of the Mutual Security Act of 1951, as amended. This 
section declared i t  to be the policy of the Congress that the mutual 
security program should be administered in such a way as to eliminate 
barriers to and provide incentives for steadily increasing participation 
of private enterprise in developing the resources of foreign couiltries ; 
to discourage cartel and illonopolistic practices and to ellcourage suit- 
able competition and productivity ; and to encourage the development 
and strengthening of free labor unions as collective-bargaining agents. 
The section enjoined the Mutual Security Agency to encourage greater 
participation by private capital in the investment guarantee program; 
the Department of Commerce to study impediments to private invest- 
ment abroad and means for their removal; the Department of State 
to accelerate the negotiation of treaties or other agreements to en- 
courage the flow of private capital; and the TCA to encourage and 
facilitate a greater participatioi~ by private industry in the coiltracts 
awarded by the Administration, and to find and draw the attention 
of private enterprise to opportunities for investment and development 
in underdeveloped areas. 

The Moody amendment (sec. 115 (k)  of the Econon~ic Cooperation 
Act of 1948, as amended) made in the course of enacting the RIutual 
Security Act of 1952, supplemented the Benton amendment by direct- 
ing that  the counterpart produced by spending $100 million of the 
funds appropriated pursuant to the Mutual Security Act of 1951 
would be used esclusively for revolving funds to make loans or other- 
wise to carry out the purposes of the Benton amendment. I n  the words 
of the statute, these loans were to stimulate "free enterprise and the 
errpansioil of the economies of those couiltries with equitable sharing 
of the benefits of increased production and p~oductivity between 
consumers, workers, and owners." This amendment also authorized 
the Director of Mutual Security to transfer not more than $2.5 million 
to the OEEC, for use on terms and conditions to be specified by the 
Ilirector in order to promote the objectives of the Benton amendment. 

During fiscal year 1953, the United States entered into bilateral 
agreements with 11 European countries for the utilization of counter- 
part  funds made available under the hloody amenclment. It con- 
currently entered into an agreement with the OEEC, under which the 
United States agreed to make a direct dollar coiltribution of $2.5 
million to the O E E C  to assist in the operation of the European Pro- 
ductivity Agency (EPA4).  This $2.5 million was only part of EPA's 
capital. The 11 participants agreed to make available a total of $7.5 
million in European currencies out of counterpart accruing to them 
under the bloody agreements. This $10 million constitutes the capital 
of EPA.  I n  addition, O E E C  helps E P A  to meet its administrative 
expenses. 



The EPA4's capital was budgeted over a. period of 5 years to meet the 
nondollar costs of multilateral productivity l~rojects. The United 
States contribution to E P A  capital is held by the United States 
Treasury in  a special account, and released in installments of $250,000 
upon certification of need by the agency. Two such iilstallments had 
been drawn by December 1054. Once drawn, these funds become part 
of tlle general operating budget of the E P A  and their use for  specific 
projects cannot be identified. 
National productivity centers were set up  in  each country which signed 
a hloody agreement. Counterpart funds, partly arising from the 
Moody agreement and partly from general counterpart, have been 
used to help these centers get their programs started. The normal 
pattern has been that after operations financed by initial counterpart 
allocations hare indicated the worth of the centers, contributions for 
further support are made from t l ~ e  regular budget of the host country. 
This pattern does not always hold. As of June  5 ,  1954, centers in 
Belgium and Italy were still fully supported by Moody counterpart. 
I n  other countries, such as Germany and the Netherlands, the centers 
are financed partly by couilterpart and partly by Government funds. 
I n  France, the center receives a large allocation from the French 
budget, as well as counterpart deposited against past technical assist- 
ance  dollar^.^ 

Table 5 below shows the planned sources and uses of funds under 
the special country agreements, as of June  1053.' 

Inspection of table 5 shows that  a total of over $113 million (in 
dollar equiralent) lias been made available for use under the Moody 
agreements. Of this, nearly $64 million is for  revolving loans, and 
the remainder for grants. The source of tlie fu~lcls is almost wholly 
counterpart, the bulk of i t  arising from the $100 million made avail- 
able by tlle Moody amendment. Significantly, Germany contributed 
over twice as much of non-hioody counterpart as arose from the 
Moody amendnient. Denmark, Greece, and Turkey contributed a 
substantial proportion from non-Moody fnncls. 

Table 6 shows, by country of origin, the source of planned E P A  
expenditures for the 3 years conliliencing in fiscal year 1954. It also 
shows the expected administrative support from OEEC for that  fiscal 
year.5 

3 The foregoing inforn~ation was furnished to the task force by letters from FOA dated 
December 10, 1951. and J a n u a r ~  5, 1955. 

4 Report of basic agreements. OSR in Europe. June 1953. 
8 The same. 



Table 5.-Source and Use of Funds Under the 115 (k) Country 
Agreements 

[Millions of dollars (equivalent)] 

Country 

1 1 Program funds provided Indicated use of funds 
Allou- 
tion of 
115 (k) 90 percent Grants 

aid 1 115 (k) 1 Other 1 1 Total 1 E P A  1 Loans 1 and 
dollars other 1 

I 

Austria.-. ..................... 1 
Belglum ....................... 
Denmark ....................... 
France-. ....................... 
Germanv ....................... 
Greece.. ....................... 1 - .  
Italy ........................... 
Netherlands .................... 
Norway.. ...................... , 
Turkey.. ...................... ' 

Unlted Kingdom .............. .' 

................... 
Undhtrlbuted .................. .......... -- 

Grand t oh l  ............ 

I Mostly from general 90-percent count.erpart resources. 
2 Estimate. 
3 Prelinlinary. 
4 An unspecified amount of "Grants and Other" may be programed for loans. 
8 Includes $625,000 for 115 (k) programs in Uganda and Tanganyika. 
Source: OSR Report of Basic Agreements, June 1953. 

Table 6.--Source of Funds for the Europealt Productivity Agency 

[Thousands of dollars (equivalent)] 

Freely con- Transfer- Non-brans- 1 vertible 1 able a ferable 3 1 

Grand total ...................................... 1 2,500 3,284 4,665 ( 10,449 

Austrla. ........................................................... 
Belgium-. ......................................................... 

........................................................ Denmark.. 
France ............................................................. 
Germany .......................................................... 
Greece. ............................................................ 
Italy. ......................................................... 

1 To finance the activities of the Agency over the 3-year perlod beginnlng fiscal year 1954. 
2 Within the European Payments Union. 
J Generally, for expenditure only In the donor country. 
4 To be made available from the OEEC's budget for support of the EPA's activities in fiscal year 1954 

The OEEC intends to make further contributions in succeeding years, but these sums have not been fixed- 

Source: OSR Report of Basic Agreements, June 1953. 

........................................................ 240 ............ 
Norway ............................................................ 107 213 
Turkcy. ........................................................... 53 
Unlted Kingdom ................................................... 480 

Total country contributions .................................. / 2,855 4,665 
OEEC. 4 ~ 9  ............ 
United States .......................................... 

-1 - 

26 7 
80 
80 

800 
400 
27 

587 

533 
............ 

160 
1, 600 

400 
53 

1,173 



Administration of these two amendments was di5cult and slow from 
the outset. The process of negotiating agreements was protracted, 
with a good deal of the trouble arising over the issue of sharing the 
benefits of the program ,mnong owners, workers, and consumers. Rep- 
resentatives of the European countries were reluctant to engage them- 
selves to share out indefinite or  unknovn proceeds in any definite m y .  
The deadline for signing agreements was Jnne 30, 1953; by that time 
11 countries had come into the arrangement. But even after signing, 
i t  took time to put the agreements into effect. The first project-for 
the rehabilitation and expansion of the Belgian shoe industry-was 
not launched until December 1953. 

Former Secretttiy of Commerce Charles Savxer, after returning 
from a tr ip to Europe in 1952, recommended the repeal of both amend- 
ments. The combined report of the evaluation teams sent to Europe 
by the RfSA in the spring of 1953 conclnded that the amendments en- 
couragecl unnecessary spending by ITnited Stxtes agencies, met with 
little understanding or  appreciation, c:tused resentment, and inter- 
fered ~ r i t h  long-established business p1.actices and custonls. The 
evaluation teams approved the aims of the amendments, but con- 
sidered them unrealistic and also recommencled their repeal. This 
concl~ision was concurred in by the Senate Committee on Foreign 
Relations in its report on the Mutual Security Act of 1953. (P .  63.) 
The Bfoody amendment disappeared from tlie lam; eleinoilts of the 
Benton amendment persist as the Thye amendment in section 413 of 
the Mutual Security Act of 1951. 

Rut disappearance of the Rfoody amendment, and rephrasing and 
cutting dovn of the Benton amendment, have not taken care of a 
continuing problem arising from them. As table 6 above shows, over 
$63 million worth of local currencies have been provided for revolving 
loans to be made by the national procluctivity centers of the 11 par- 
ticipating co~mtries. And E P r l  has a continuing capital of some $10 
million more. As source of the capital, tlie United States has a con- 
tinuing interest in its disposition. And the interest of the United 
States goes somewhat beyond this, insofar as our foreign policy calls 
for efforts to make our European partners into willing and economi- 
cally poxerful allies. But in pursuing this interest, even in the some- 
what restricted fashion of supervising the continuing administration 
of $73 million equivalent in local currencies for increasing the pro- 
ductivity of European countries, the United States faces serious prob- 
lems. Continued close supervision can only be accomplished a t  the 
risk of resentment over unwarranted interference in the political and 
economic decisions of sovereign states. And continued close super- 
-&ion makes a continuing demancl on our administrative resources, 
calling for United States personnel abroad, notwithstanding the end- 
ing of our programs of economic assistance. At least one chief of an 



operations mission in a European country has cited the productivity 
program as a reason for continuing his organization in some form. 
Moreover, one current task performed by USRO is participation in 
the actual programing of assistance. The European Regionctl Office 
of BOA stated on October 18, 1954, that other aspects of FOli's sup- 
port for OEEC were taken care of by a Literal handful of people in 
Washington, and a small representational staff in USRO. The im- 
plication is that the EPA programing responsibility calls for a sub- 
stantial number of people for an indefinite period. 



IX. Emerging Problems 
Teclmical assistance is supposed to solve problems-those of the 

underdeveloped areas, and those of our foreign policy. But  technical 
assistance itself has brought a host of problems in its wake, and poses 
fresh ones for future public policy and action. They stem from the 
rapid growth and the unexpected ramifications of technical assistance, 
leading to the questions : 

(1) TVhat should be the overall scope of Government sponsored 
and financed technical assistance for the future? 

(2) What are the problems of priorities and planning which 
we face? 

(3) Can we phase out the Goverimlent's technical assistance; 
if so, how? 

(4) What are the main problems of organization and admin- 
istration we face if we continue this function? 

(5) How can we evaluate the results of our work? 

A. Growth of the Program 

The most striking single aspect of our technical assistance program 
over the past 7 years has been its growth and ramification. Technical 
assistance or technical exchange started with ECA. It remained small 
there, so far  as money costs were concerned; E C P  was designed to 
rehabilitate and rebuild a highly developecl economic mechanism. 
Only in a few areas outside of Europe, were its technical assistance 
functions dominant. 'Butr after the passage of the Act for Interna- 
tional Development in 1950, technical assistailce took rapid strides 
forward. Its progress was made chiefly in the underdeveloped areas 
by forced marches, under the joint impetus of cold war and llumani- 
tarian impulse.': IVe have seen that technical assistance can be sepa- 
rated only with difficulty from other aspects of economic assistance. 
Even the use of separate organizational devices, such as TCA, did not 
keep technical assistance a t  the level of a know-how and show-how 
program. Demonstrations and surveys lead to demands for capital 
goods now. 

The time has now come to take an overall look a t  the program, to 
judge the propriety of its scope and ramifications, and to square i t  
with the future interests and needs of four foreign relations. 

PREVIOUS PAGE BLANK 



B. Overall Scope of Technical Assistance 

The questions arise ~ h e t h e r  technical assistance, as now conceived 
and authorized by lav ,  is not too broad; whether the authority in the 
lam is not an invitation to a program scattered too r idely for effective- 
ness in the field, and too costly in skillecl inen and scarce equipment. 
Although the larv inlposes limits on both tlie fields and the purposes of 
these activities, tliose limits are so broad that T r i  could corer nlnlost 
any current aspect of economic aid. 

T d  is potentially, if not now, an umbrella for the vliole foreign 
aid program. 

Yet i t  vould be clifficult to conclucle that  the specifications of the 
statute should be any less broad. -411 10 fields enumerated for demon- 
stratiolis, surveys, training, and simi1:lr projects clearly relate to the 
problem of improving the econolllic cl~velopilleilt and resources of the 
uiiclerdeveloped countries. And training in public administration 
is certainly relevant to the probleill of equipping host countries to 
take advantage of technical xssistnnce ancl to cariy forward its fruits 
by their ovn resources. 

The problem of keeping T14 within the bouncls of our country's 
interest and resources is one for Congress and the Administration. 
Control of appropriations is the illost pan-erful weapon. For  such 
control to be iiitelligeilt ancl effective, llorever, mid-range objectives 
and plinses of technical assistance should be clarified and a better 
system of priorities and planning set up. 

C .  Priorities and Planning 

1. Existing Criteria 

Planning and programing teclmical assistance are either too broad, 
are not fully applied, or are lacking. 

One obviolis criterion, apl~eariag in the Mutual Security Act as the 
requirement that participating countries shall contribute a fair share 
of the cost of each project, could be much more tightly appliecl. I f  n7e 
assume that we are carrying on technical assistance in at  least 50 
countries, arid our total annual appropriations are of the order of $150 
million, this means that an average of $3 inillion per country is callecl 
for. On the assunlption that a t  least one-half of this alnollnt will be 
spent in 5 countries (and India today is getting nlore than this alone), 
45 countries will call for $75 million, or an average of less than $1.7 
million per country. I t  is hard to believe that any sovereign state can- 
not spare such an~ounts for purposes in n~hicli i t  is genuinely interested. 

-4 recent field survey by the Bureau of the Budget lias shown that 
program planners in the field do not hare a clear idea of how specific 



projects are related to the long-range and the midrange objectives of 
technical assistance. Xhi le  each project promises technical gain and 
ran be related to our foreign policy on the ground that it  will con- 
tribute something to the economic productivity of the country in ques- 
tion, in too many cases i t  is not clearly related to a series of inter- 
mediate tasks and objectives which contribute the most in the shortest 
time to specific long-range objectives. I n  the absence of such criteria, 
it is impossible to judge which of a niunber of projects is the most 
argent. This is true whether planning is looked a t  from the stand- 
point of a field office or of Washington. 

Other  ell-placed observers have called attention to deficiencies in 
our planning and control of technical assistance programs. They call 
for serious reflection in the light of current efforts to expand technical 
assistance in  the Fa r  East and Latin America. 

Some of these items are found in the testimony of several witnesses 
before the subcommittee on the technical assistance program of the 
Senate Committee on Foreign Relations, Feb. 17,1955-Mar. 4,1955. 

Mr. George Allen, Assistant Secretary of State, in referring to the 
co~nmunity developn~ent program in India spoke of the Faradzbad 
project as not being self-supporting, probably not self-supporting in 
the future, and of the payments on loans for the project being in 
arrears. 

The Reverend Fred RIcGuire of the National Catholic Welfare 
Council said that in Bolivia the T A  technicians xere so bogged domn ' 

in administrative detail that they could not get into the field to work 
on projects. The program in Egypt bore the nickname "Chicken 
program" because the personnel were so busy scratching around in 
adrnillistrative details that they had not got domn to actual work. 

Mr. John C. Lynn, Legislative Director of the American Farm 
Bureau Federation, asserted that technical assistance appropriations 
were excessive and that the money liad been used in part as economic 
monetary aid. 

Marshall M. Smith, Acting Assistant Secretary of Commerce, said 
that in his experience, many technical assistance projects were hastily 
drawn without adequate consideration of United States objectives or 
evaluation of the ability of recipient countries to utilize the technical 
information. 

Current BOA planning procedures, involving both Washington and 
the field, are a compromise between use of dollars or of projects as 
governing criteria. An effort is made to visualize country possibilities 
and needs without reference to cost. I f  anything, the dollar costs are 
kept high to offset expected cost by the Bureau of the Budget and 
by Congress. These loose plans are then brought within dollars pos- 
sibilities as initially estimated by POA program operators, and as 
later firmed up by action of the Bureau of the Budget, the White 



House, and of the Congress. Tliere has been considerable tendency 
in the fielcl, ho~vel-er, to wait until a firin clollar figure is available and 
then to plan or improvise projects to spend that amount of money. 
The consequence is that money is not appropriated against firm 
project proposals. This procedure has been possible in a large way 
only becauee of a feeling that, under current international conditions, 
large quantities of money mnst be spent for foreign aid. Congress 
has not insisted on tight program statements and projects justifica- 
tions as a precondition to appropriating funds. This is less true of 
technical assistance than of other forms of foreign aid, but it has been 
all too true of TA up to this point. 

The alternative to projects tailored to available funds is to seek 
appropriations for selected and approved projects. In  this case, re- 
quests for appropriations are built on firm cleterminations of whnt 
is needed and can be effecti~ely spent in a country. Projects are 
pared down to available funds when Congress has acted. This type 
of process has its own difficulties. First among them is the difficulty 
of shaping up clear and definite projects vhen neither the officials 
of our foreign missions nor of the host country have a clear view of 
the economic requirements and potentials of the country itself. With- 
out definite country plans, our field personnel and planners of the 
host government in the past have agreed on loose programs, projecting 
possible expenditures according to several broad categories, such as 
l~ublic health, roads, communications, and the like. 

But assuming that planning procedures have developed to the 
point where projects are well thought out, integrated into the orclerly 
development and the realistic needs of the host co~ultry, and justified 
in terms of the United States interest, there is some danger that our 
Government may be convllitted to projects and espenditures in the host 
country which cannot be carried through vi th  available funds. 

Both alternatives for the regulation of planning involve the risk 
of nnwarranted expenditure of public funds. Under the first, the 
FOA official in the field is under temptation, if not pressure, to spend 
xhat  is appropriated, even if he cannot find fully sound projects. 
Under the second, Congress is under some additional pressure to ap- 
propriate what may have been informally committed, despite efforts 
by field planners to put projects on a contingent basis. "Illustrative 
programs," however difficult to avoid in the field of emergency aid. 
are thereby fostered in the long-term fields of technical assistance. 

The dangers of loose programing can be avoided if programs must 
meet a clear central standard. 



2. A Main Standard 

There is one and only one justification for foreign aid;  the eco- 
nomic and political security of the United States. This st,andard 
includes anything that is deemed by high policy to furtlier such 
security. But the overruling motive is United States security. I f  
this results in social and humanitarian benefits, R-e should be both 
satisfied and grateful. The important thing to remember is that 
foreign aid was never intended to be, and should never be, permitted 
to become an instrument for reforming the world and uplifting the 
living standards of more than 1 billion human beings. 

United States resources are limited. It is impossible for us, in 
the field of technical assistance, just as in the field of military opera- 
tions, to cover every base and be strong at  every point. Our resources 
of available skilled personnel are restricted, even if our financial re- 
sources seem easily equal to any prudent technical assistance demands 
on them. This brings us to a requirement for satisfactory midrange 
standards and criteria for planning. 

3. Mid-Range Standards 

I f  technical assistance is given, we should seek to improve the eco- 
nomic and political security of the United States by a concentrated, 
dramatic program, limited in tinie and cost, and looking to a phase- 
out of United States particip a t '  ion. 

( a )  A Concentrated Dramatic Program.-Despite the facts that we 
Lave spent close to a half billion dollars on tecllnical assistance, that 
we have operated in most countries of the world, and that we 
have sent large numbers of skilled and respected specialists abroad 
in its interest, there is nothing which has emerged froin our efforts 
which typifies and dramatizes the whole process. No single disease 
has been eliminated as typhoid or smallpox has been eliminated from 
the United States. No Jenner or Goethals stands as symbol for our 
work. It is difficult for anyone to point to a single tecllnical program 
which has had a profound and lasting effect of real significance upon 
the general population of the country. 

Perhaps, instead of nibbling at  a host of problen~s in the countries 
where me work, we should pick 1 or 2 of the n~ost  vital needs, the 
solution of which not only is in the interest both of the host country 
irnd of the United States, but mill also have a major impact upon the 
greatest number of people. I t  n~igll t  be well to concentrate our forces 
:lnd resources on this type of project. 

( b )  Limited in Time and Cost.-Our work in host countries should 
be within our means and theirs. TVe should have not only the money, 
but more important, the requisite number of technical specialists and 



tlle delnonstration equipment to carry projects through. The host 
country sllould contribute substantially to the project, not nlerely to 
colnply with our wish, but as an earnest of its interest and capacity 
to apply the fruits of the project after i t  is demonstrated. The re- 
quirement of personnel should be met too, although in the case of the 
host country, this may mean successful completion of the training 
phase of the project. 

( c )  Looking to  a United States Phaseoz~t.-A phaseout of United 
States participation in a ~vorldwide twhnical assistance program is 
no new idea. But first, two policy questions inust be decided. IS 
technical assistance to be regarded as a long-term enterprise, and 
should we be prepared to engage in i t  as a goverlmlent for an indefinite 
period ? The long-range approach has beer1 accepted by many politi- 
cal leaders and Members of the Congress represeilting both parties. 
The second question is where and wlleil do we stop ? The needs of an 
undeveloped country are varied and great. TThen one technical as- 
sistance program is completed another program opens up. There is 
always something new to do Jrhere the application of United States 
techniques promises large gains in the v i e ~ r  of the United States tech- 
nician. Hence new project proposals, often in new areas and activi- 
ties. These proposals should be judged by clear standards of United 
States interest, to keep our activities under control and ~ i t h i n  the 
bonds of commonsense and an ability to  perform. 

D. Tighter Programkg 

The standards stated above do not apply themselves automatically. 
They must be built into the programing of operatioils for each coun- 
try where we work. For  each such country there should be specified 
program objectives, each broken d o ~ n  illto definitely timed inter- 
mediate phases as guides to project plaillling and administration. 
Each individual project sllould be related to such a clear and specific 
plan, and each should niake a measurable contributioil to the objective. 

Administrative progress toward tighter programing does not neces- 
sarily flow fro111 experience. One of the oldest and most vigorous of 
our technical assistance programs has been that of the Institute of 
Inter-American Affairs. yet the General Accountiilg Office's audit 
of I I A A  operations for the fiscal year 1953 noted serious inadequacies 
in program planning; insufficient control from l\Tashington or by office 
heads in  the field; inadequate operational reporting, and a general 
failure to relate narrative plans to money projects. 

The situation is not adequately covered by the allegation that the 
United States is interested only in making an impact, or filling a gap. 
The time for so-called impact programs, designed to shorn the people 
of a country or the world that the United States is interested in them 
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and wants to help them irrespective of specific manner, has gone by. 
And so have the "gap" programs. However important these may 
have been to the fiscal planner chiefly interested in monetary move- 
ments as an indicator of economic health, they play no proper role 
in the design and execution of a program of technical assistance as 
such. There is time enough, and enough experience in dealing with 
such affairs, for the United States to go into them with an eye for 
details and for specific accomplishments. 

E. Phaseout 

Ultimately we look forward to a world situation in which there is 
no requirement for one government to spansor the large-scale export 
or technical knowledge and skill to others; where technical inter- 
change will be carried on mutually, equitably, and freely among the 
nations of the world. As an obvious step toward such a situation, we 
look forward to a termination, a t  some future date, of our current 
programs of technical assistance. 

I n  the meanwhile, so long as me feel that considerations of high 
polioy justify a continuation of governmental technical assistance, we 
need to consider the effects of that program on our foreign relations. 
We want to preserve stability in our relations with friendly powers. 
And as a means thereto, we need to pursue a prudent and stable course 
in our technical assistance policy. Experience in Latin America after 
both World Wars shows the unwisdom of rapidly phasing out the 
elaborate programs of cooperation and neighborliness which we 
pressed so long as the strategic resources and potentials of Latin Amer- 
ica were important to us in war. Any rapid increase in our current 

. scale of Government technical assistance contains the same danger, 
increasing the difficulty of reducing commitments to foreign countries. 
This suggests the value of a small but stable program, concentrated on 
the most important targets, and clearly limited in cost and time. I t  
also suggests the value of increased reliance on private technical assist- 
ance, which is in the mutual interest of the host country and of the 
private organization participating. 

Our foreign policy requires us to maintain some flexibility in the 
technical assistance field, as in others. 

We should be ready to help on some matters; our door should not 
be closed to calls for help on genuine problems from friends, neutrals, 
or even peoples associated with the enemy whose allegiance could be 
weakened thereby. But foreign peoples should realize that we are 
not prepared to help on everything everywhere. 

Our Government has a legitimate and continuing interest in main- 
taining a small but fairly stable level of technical assistance as a means 
of keeping in touch with developments abroad, and influencing them 



where legitimate in directions favorable to our economic, political, 
and militaiy interest. This factor is not controlling, but sliould not 
be forgotten i11 evaluating technical assistance as a whole. 

Despite these factors, ho\verer, there is much to be gained by a 
fairly early phaseout of United States Government-sponsored proj- 
ects. The positioil of superior, wllich is uncoilsciously and often 
necessarily assumed by the person going froin the tecllnically superior 
culture to the technicnlly inferior one, is bound Bo irritate the people 
of the host country if long continuecl. Their o r n  self-respect and 
progress depencls on their own cle~elopment of their indigenous cul- 
tures and technical progress. ,411~1 the expectation of never-ending 
United States aid is  no spm. to such de\~elopment. The target should 
be a situation wherein there is a genuine exchange between the coun- 
tries involved; vhere the United States stailds to gain, and lets the 
other country know it. Thero are illany fields in  ~ h i c h  this is already 
the case; culture and ar t  in South ilillericn is in many respects fa r  
rilore creative and variecl tllall onrs. A close approach to equality in 
technical innovatioil aiicl developmei~t \\-ill help too. 

F .  Organization and Administration 

Several continuing issues of organization and administration, which 
have been touched upon in our paper on fuilctioils and the disposition 
of a central nlanagement agency to deal with foreign aid functions, 
require some elaboration here. These include : 

(1) How shoulcl central prograilling and control be related to 
technical ser~ices  furnished by the perinanent agencies of Gov- 
ernment, or by outside agencies? 

(2) How should technical assistance be related to exchange of 
persons progrnnis carried out under authority of other lams, and 
for somewhat different purposes? 

(3)  How best can program control of technical assistance 
projects be combined with such coiltrol over other aid activities? 

(4) What  disposition shoulcl be nlade of the IIAIZ? 
( 5 )  How much emphasis should be laic1 upon the TT. N. as a 

means of carrying out technical assistance activities? 

1 .  Central Management and Technical Services 

The current organization of FOX, \~l i ich is  divided into an  opera- 
tions echelon and a technical services echelon, responds to a continuing 
problem of Government administration. I t  is further complicated by 
the administrative decision to get technical services insofar as pos- 
sible from permanent agencies of the Government. These issues 



emerge with special promineilce in the technical assistailce field, which 
offers the greatest possibility of using the technical resources of other 
Government agencies and requires a minimum central staff. 

Should not inore control over technical activities in the field be 
placed with the permanent agencies? They work normally in tech- 
nical fields and can thus provide both specialist personnel and coin- 
petent technical direction to subject matter specialists in  the field. 
They are, in general, milling to talie on more of this load and tend to 
resist the intrusion of administrative control from an outside agency 
over their technical leadership and direction. 

However, the more technical autonomy they enjoy, the more they 
complicate central programing, management, and administration- 
including the correlation of technical aid with other foreign opera- 
tions. This is of some importance in l\Tasl~ington, but can be par- 
ticularly cumbersome and embarrassing in the field. I f  the head of 
mission abroad has to deal with a variety of specialists, each under the 
technical direction of and in some degree responsible to a deprlrtn~eilt 
or agency of governmeilt in Washington, he will have a hard time 
keeping up with and nlaiiltaiiling control over the activities of all 
United States personnel working in his jurisdiction. 

2. Program Colttrol and Project Zlttermkgliltg 

These issues of central control in the field, where the authority of 
and control by the ambassador are a t  stalre, also appear in Washing- 
ton. There has been criticism in the past of the mingling of technical 
assistance with other forms of economic aid;  educators anti social 
workers in particular have resisted close association with economic 
and military assistance, predicting that their work would be made 
harder, and their position rendered suspect, if i t  were closely allied 
with diplolnacy or  military programs. Experience during the past 
2 years does not seem to have borne out this fear. Even if it had, a 
serious question would remain as to whether, a t  the level of progr:ml 
planning and project control, technical assistance should not be inte- 
grated with our total program of foreign operations in a country 
or region. 

From the standpoint of consistent policy and integrated operations, 
i t  is hard to avoid the coilclusion that technical assistance should be 
so integrated. Such integration, however, might unduly foster the 
tendency, too strong as i t  is, for technical assistance projects to lead 
into development assistance or other forms of massive economic aid. 
This will remain a coiltinuing problem for whatever agency is re- 
sponsible for central management of foreign aid;  for  the administra- 
tion and for  Congress. 



3 .  Exchange of Persons 

Under current laws and procedures, at least two major forms of ex- 
change of persons programs are now being carried on by our Govern- 
ment. A great deal of teclinical assistance is, in the last analysis, an 
exchange of persons program, one designed to export skills and tech- 
niques abroad by sending specialists, or bringing selected people from 
abroad to observe and practice them here. At  the same time, the 
Smith-Mundt and Fulbright programs were designed less for export- 
ing our technical skills abroad than as a may to affect favorably the 
climate of opinion abroad about tlie United States. Because the types 
of persons exchanged differ considerably, and the purposes of the 
programs are not identical, there is both explanation and justification 
for continuation of this apparent duplication. A continuing problem 
for future administration mill be the reductioi~ of nonessential ele- 
ments of it. 

4.  Disposition of ZZAA 

The Institute of Inter-American Affairs (IIAA) is organized a6 a 
Government corporation. Although i t  mas brought into TCA and 
transferred to FOA as an operating entity, i t  has never lost its formal 
status as a corporation, and enjoys a legal life until June 30, 1960 
(sec. 1011 (b), Mutual Security Act of 1954). Thus i t  is certain to 
outlive FOA, and it must be specially articulated into whatever agency 
succeeds FOB, or allowed to continue on its previous relatively in- 
dependent course. There seems to be no reason for continuing the 
corporation as such; the General Accounting Office has several times 
recommended that its status be changed to that of a normal Govern- 
ment agency. The special cliaracteristics of the corporate form which 
seemed to justify its status have not been especially important- 
longer life, longer budgets, and program cycles, and the like. I t s  
status as a corporation requires organizational form and procedures 
n-liich seem unjustified by its actual functions and accomplishments- 
the keeping of corporation minutes, the use of a board of directors, 
separate disbursing officers, and a separate fiscal system. This is es- 
pecially the case since tlie basic services so furnished can be given by 
the agency of Government bearing general responsibility for future 
foreign aid programs. 

5.  Empbaris on the U. N .  

The pros and cons of continued, increased, or decreased participa- 
tion by the Uilited States in tlie United Nations technical assistance 
activities have been discussed at  some length above. The question 



remains whether we should do more or less through the U. N. or 
through other multilateral programs. As we noted above, the U. h?. 
may face difficulty in expanding its programs, and the Unitecl States 
would not be able to clecide unilaterally an issue involving many other 
countries. I f  we were to try to expand our work here, we could do 
so only if other countries involved were willing to expend their 
contributions even more. The United States already contributes a 
disproportionate amount of the U. N. budget, both in general and 
in  the technical assistance fields. 

There is a further question whether United States suppo1.t of U. N. 
technical assistance should be made to the general program, or  directly 
to the agencies which administer it, such as Wol~ld Health Organiza- 
tion, International Civil ,Iviation Organization, etc. Our studies 
cast no light on this question, which is being esailiiiied by the Senate 
subcommittee on technical assistance programs. 

G, Evaluation of  Results 

Another aspect of the technical assistance program, almost as strik- 
ing as its growth and elaboration, is the absence of any over:lll and 
effective means of evaluating its results. This is partly because proj- 
ects are so varied a i d  so diffuse; many of them are so small, and they 
take place far  away from home. Many are highly technical in nature, 
and results are apparent chiefly to technicians. 

Such efforts a t  measurement to date have been made chiefly to get 
testimonials to support requests for funds. Such measurement is 
usually in the form of stories and anecdotes, is usually biased and 
~~nfavorable,  or  indeterminate results are played down. 

Weak and sketchy efforts at  evaluation are also n consequence of 
the lack of established criteria against which performance can be 
evaluated. Hence stronger programing, the establishment of more 
definite targets, and the relation of projects to them would help foster 
better evaluation, better aid, and create a situation in which evalua- 
tion could be more objective and effective. 



Concluding Comments 
T11el.e is a widespread impression that technical assista~lce, or teclilii- 

cal cooperation, or point 4, is a relatively limited and cheap program. 
I t  is supposed to consist of know-how and show-how, dealing in the 
interchange of knowledge and skills, helping tlie peoples of undel.cle- 
veloped couiltries to develop their resources in a balanced :11lcl irite- 
grated fashion. The early statements of Sec~etary Achesoil and Dr. 
Bennett gave wide currency to this view. But experience with the 
program to date shows how wide ranging a program was conceived 
and put into operation, and how powerful are the forces which turn 
simple and limited technical assistance into massive ecoilomic aid. 

We offer technical assistance not only to the underdeveloped coun- 
tries; technical assistance and technical exchange are carried on with 
some of the most developed countries in the world. Moreover, in the 
underdeveloped countries, technical assistance opens up new perspec- 
tives for economic development, and whets local appetites for the 
capital resources to bring them to reality. I11 fact, our law ancl policy 
require us to see that the results of technical assistance will be absorbed 
and put to work by the host country. 

Technical cooperation has g o w n  from year to year. No one knows 
the precise number of projects now being carried forward by our Gov- 
ernment in all fields; it numbers well in the hundreds. And no one 
has kept track since 1948 of all the projects which have been proposed, 
rejected, accepted, finishecl, dropped, or are still in operation. They 
number well in the thousands. While hope is often held forth that 
our Governmeilt will launch limited, long-term but ultimately self- 
liquidating programs, experience to date shows that these hopes are ill- 
founded. Specific projects may be liquidated or taken over by host 
countries, but programs of technical cooperation call for additional 
outlays by our Government, whether or not host country contributions 
are increased even more rapidly. 

Technical assistance to date has opened up an infinity of possible 
activities toward which we are pushed by all those who feel that our 
Government must act to alleviate suffering, to alter economic prac- 
tices, and to reorder the social hierarchies of underdeveloped countries 
throughout the world. Point 4 is a revolutionary undertaking, and is 
so recognized by most of its proponents and practitioners. And its 
very humanitarian quality, appealing as it does to the deepest emo- 
tions and sentiments of the American people, helps insulate it from 
reasonable criticism. Any suggestion that we are going too far, too 
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fast, with too little resources and too little effect is met with ernotioilal 
defensiveness. 

Certain limits have braked tbe program sornewhatcthe scarcity of 
available experts and administrators to plan and run the programs: 
liinits to United States and foreign funds; and the relatively slow- 
inoving and primitive administrative and political systems of many of 
the recipient countries. Yet Americans characteristically force the 
pace. Governor Stassen has recently announced that we have some 
1,750 technicians now in the field; the goal is 2,000 ! Are we dipping 
too deeply into our stock of persoiliiel? Are we urging foreign gov- 
ernments beyond their means and capacities 8 Are we creating wants 
which host governments will h d  i t  difficult to meet without grants 
from our Government ? 

The time has come for a full-scale review of the status and future 
of our technical assistance programs. This review should include a 
reappraisal of the criteria of policy and interest which now govern 
technical cooperation. One necessary change should be to write into 
the law setting forth the technical cooperation policy of the United 
States, the condition that i t  is the policy of the United States and the 
purpose of title I11 of our Mutual Security Law t o  further the  foreign 
policy and to  increa.re the  security of the  Uni ted States by aiding th(1 
efforts of the peoples of underdeveloped areas to develop their re- 
sources. This criterion sllould apply to  the wllole field of teclunical 
assistance, and not inerely to so-called technical cooperation. 

It is almost universally agreed that the number and variety of 
projects and activities undertaken as technical cooperation are f a r  too 
great. This is true of most country programs, as well as for technical 
cooperation as a whole. The  result has been diffusion of effort;  in- 
ability to recruit enough competent experts to man all projects; the 
raising of unwarranted expectations both at  home and in host coun- 
tries; and the spread of disappointment and frustration. New aiitl 
tighter criteria must be elaborated to establish goals limited to the 
most important and definite achieveiuents, and thus to set priorities for  
particul,zr projects. I11 any one country, me should concentrate on orie 
or  two vital and dramatic fields. Projects sliould be within our cap- 
ability to staff and support. They should be so des ignd that adminis- 
tration and financial support will be taken over by the host country, 
after the demonstration stage is well advanced. 

One element which should perhaps be more prominent in  the pro- 
gram of the future is that of humility. 7Ve need to guard against 
the ~mconscious arrogance that permits us to attack, as a dramatic 
project, the position of the "unemployed intellectual" in Asia. W e  
fail to  see that our intervention into such a question as this-involving 
the aspirations and dignity and self-respect of a large class of per- 
sons-may well produce the same results abroad as would happen 



here if a comnlission of South Asians were to come to our Souther11 
States to solve for us the problems of segregation. 

I n  our iinpatient exuberance, we strive mightily to change others as 
i.apidly as possible into our own image. With i~loiiey to spend :uicl a 
mission to perform, we are overeager to sell to tlie experts ancl politi- 
cians of host countries a variety of projects for ~vhich they niay not be 
ready or equally eager. We despise the ruling classes, and adore the 
struggling masses. W e  thus strive for revolution in tliose countries 
where we work, i11 the naine of frustrating the Coinn~ui~ist revolution. 
A reordering of our political staiiclarcls and objectives may therefore 
be appropriate. 

-111 tliese coiisicleratio~is co~~llsel caution. ,Is \ire have sren, tecli- 
ilical a~sistniice is as broad as tlie fields of technological developinent, 
and call enco1np:lss allnost anytliii~g ~~- i th i i l  our prograins of economic 
aid. Tllere are real possibilities of an alliaiice between pressure 
groul~siiiterested in the snpl)ort of clistressecl conimodities a t  home 
: ~ n d  tlie l>rol)oiients of tecllnical assistance. Tlie foriner :Ire illterestecl 
in sales of tlieir sl~ecial coillirioclity ; if tlie proceeds in foreign cunency 
can l ~ e  usecl for  technical assistance as well as for other governillei~tal 
obligations, so much tlie better. Tlie latter are almost singleiiiindeclly 
interested in tecll~iical assistance as such. Tlle coinbin:ltion is politi- 
cally powerful and lnake take us beyond tlie point of economic pru- 
dence or the harmonious concluct of our international relations. 

I t  is not suggesteel here that our Governnlent should drop all  its 1vork 
in tecliiiical assistance at  any time in tlie near future. Ouib political 
posture abroacl requires us to be reacly to give essential and desired 
hell] in i~ilportant areas, \\-ithi11 sensible limits. Our military sec~lritp 
as well tis our political and economic health and stability nl:Ly require 
coi~tinuing teclii~ical escliange and teclinical assistn~ice. 130th our 
intelligence requireiiients and our ecoi~omic interest couasel us to 
rnailitain a certain ininimum flow of teclinical experts aiid n niodest 
program abroad. 

The inail1 snbinission liere is that our projects should be liii~itecl 
to those \vliich we can man, can measure, ancl can manifestly relate 
to a definite criterion of i~atioiial interest, ancl t o  specified iniclterm 
goals. Deni:~~ids for econoinic assistance g r o ~ ~ i a g  out of these projects 
should be judged on their merits. 

We slioulcl contiilue ancl sharpen our eflorts to iinprove the cliiliate 
for the flow of private ii~vestlilent abi-oad. 

Private iiivestiilei~t nncl govel.nme~~t investinelit are not two parts 
of a single ~vhole. They cliBer in iiiaiiy i1n110rt:lnt ways, not 1e:lst of 
whicli is tlieir effect 011 the n-hole con~ples of private international 
trade ~i~liicli i t  is the purpose of our policy to foster. Private invest- 
ineilt brings with i t  niuch more in tlie way of autoiliatic teclinical 
assistance than gorerninent inr~estriient; i t  is lilrely to be inore ell- 



during, and since i t  is inotivi~ted by tlle continuing hope of gain, illore 
concentrated on those phases of assistance which are directly related 
to emnomic operations. Government funds, even if channeled to the 
nlaximum through private instrumentalities, never hare quite the same 
effect. By fostering government-to-gorernment econonlic relations, 
they tend to perpetuate and ramify the various iiltervelltioils of the 
state into the economic field, a t  home and abroad. Since they are 
made in response to political policy, they may \\-ell distort the develop- 
ment of economic resources and institutions. So long as we h:i~(' 
substantial private and Governnlent operations at)rond, Governmellt 
policy should foster and supplemeilt private efforts, and shoulcl be 
liarn~onious wit11 them. 

But we should not hope for too much, too soon. Nothing is so timid 
as $1 million-unless i t  is $10 million. Not only fol-eign country 
attitudes, but the attitudes and hopes of domestic investors are in- 
volved. As we build security in the n-orld, aud as the Communist 
menace is reduced, we can better expect capital to  flon- to countries 
now under the Comn~unist shado\r. But  only if i t  is 11-anted, ancl if 
there is better prospect of p i n  than is offered by clomestic outlets. 

\Ire need to reaffirm those policies and practices which look to a 
loosening of the bonds whereby the carriers of technical assistance- 
the technicians, teachers, and scholars-are kept from moving freely 
among the co~rntries of the free 11-orld. We  need to emphasize the 
urgency of cutting do~vn the role of government in this field, especially 
that of our o ~ m  Governnient. We need to foster full anci varied 
private interchange, ~ v i t h  Govel*ninent playing only a limited and 
facilitating role. Only thus can me look to an early withdrawal of 
Government from the technical assistance field, while n-e as a nation 
continue to contribute to the political stability, the technical develop- 
ment, and the economic progress of the free world. 



XI. Summary of Findings and Observations 
1. Technical assistance, originally conceived as a limited prograill 

for the export of American skills and techniques, has grown and rami- 
fied well beyond that restricted concept. I t  is now authorized to work 
in 11 fields outside of military assistance. I t s  projects for  demon- 
stration, training, surveys, and the like lead powerfully to demands for 
massive economic aid, both in money and commodities. The program 
has become diffuse; effort is scattered; projects and programs call for 
more experts than we call find to man them; the impact of our tech- 
nical assistance is difficult to measure objectively. The time has come 
for a fresh look at  the whole program. 

2. Existing criteria for planning and programing technical assist- 
:mce :Ire either too broad, or are not fully applied, or  are lacking. W e  
need to apply the standard of country coi~tributions inore rigorously. 
IVe need to create and apply midrange standards by which we can ap- 
praise specific projects, assign them priorities, and see that we get a 
full return for our investment. 

3. Congress should no longer be asked to appropriate money for 
technical assistance on the basis of il1ustrati1-e programs or impact 
programs. The acliililiistration should present specific projects which 
are integrated into the economic requirements of the host collntry and 
v-hich serre the interest of the United States. 

4. Projects shonld add up to a concentrated, dramatic program. 
Instead of trying to do a little of everything in each country, or pur- 
suing openings as I hey happen to arise, we should confine our efforts 
in any orie country to meetiilg 1 or 2 of the most vital needs in :t manner 
n-hich will help serve the maxinlunl nllmber of people and generate the 
peatest  degree of good will. 

5 .  Onr propranls should be limited in time and cost, and should work 
toward a phaseout of United States governmental technical assistance. 
Our 1)rograming slio~ild be tighter, n-ith more specific program objec- 
tires and more definite phase lines against which accomplisl~ment can 
be measured and indiridnal projects e~aluated.  Programs must be 
related to money, people, and projects. 

6. While we should strive to withdraw our Government from the 
technical assistance field as soon as possible, n7e need to consider the 
effect of any sudden withdrawal on our foreign relations. We  need to 
foster private technical assistance. lTTe may need to maintain a small 
minimum Goverlin~ent program in some countries, as a means of keep- 
ing in touch ~ i t h  developments abroad and influencing local situations 
in favorable directions. We  must stand ready to help in genuine 



en~ergencies, ~ r h i l e  reducing the impression that  we are prepared to  
lie1 p on ererything e~7ery~rhere. 

f- r .  The issue of relating centl.al 13rogr:lnling and contl-ol oyer tech- 
nical assista~lce to  technical services furnished I);v the various Govern- 
ment agencies or outside sources can never he fully solved. Y e  need 
to balance central control against technical direction, in  the interest of 
maxininn~ econonly and ~fficiency. I f  we favor a central organization 
n7e may lose the adralltage of existing Gorel.ninent resources. I f  we 
favor administratire antonomy for the varioi~s permanent agencies 
T T ~ O  send technicians abroacl, we ~venken centr:il programing and con- 
trol in TT'aqhington and by the a ~ n h a ~ s a d o r  in tlne field. 

8. I f  we relate technical assist;~nce closely t o  other forms of eco- 
nomic ancl military assi~tance, we may llamper the program in  the 
field, and we may open the (loor to  esl,ansion of tec1unic:ll aqsistnnce 
illto inore ~nassive ancl costly fornis of aid. I f  we clil-orce technical 
assistance from cent~bal control and policymalring, vie enconrage free- 
IT-lleeling. riel< emb:lr~~as~ments ,  aild l o ~ e  the full  impact of a totally 
integr:ltecl program of gorernment operations abroad. 

I). Exchange of Ixrsons pi-ograms under tlie Smith-Biuudt and 
Fulhrigllt 1,rograms overlap and dllplicate TTorli of technical assistance 
exchanges. Since the objectives of the two progranls differ, as do the 
peo~de  involved, tlne duplication can be explained and may be justi- 
fed.  By placing the central inaina,rrement of technical assistance in 
the same azency as that of the other exchange of pcrsons progr:tms, 
adnliiliqtrative d~~pl ica t ion  and n-orlciug at cross-purposes conlcl be 
cut to  a minimum. 

10. The Institute of Inter-ll~nrricail  Xflairs should he dirested of 
its coi.])orate status, and reestal~lislled as :I unit of whatever agency 
of government is given reslmnsibility for the continuing Gorer~lnlent 
t.cllnicnl assistance progran~.  

11. Coiltinued participation in Uiiitecl Nations programs of tech- 
nical assi5tnnce is a moot point. 

12. KT-aluatiou of results has been ~ ~ e a l i  and sketchy to date. V T e  
xred better mesanres of the eficiency and the effectire~less of our tech- 
~ i ica l  :~ssistance programs ancl projects. 

I?. TIIP Benton and Rioody amendments hare left ns with a clilem- 
ma. Soine $73 million of local currencies generated by United States 
~ p e i ~ d i n g  are now being I I P ~ ~ .  or  are arailnble for  revolving fmnds 
to support proclnctirity pl~ogrnms abroacl. The TTnitecl States has a 
proper interest in the di5position :111cl continnccl effective use of this 
money. Bnt  for  11s to  maintain nn active interest in  programing 
procll~ctirity operatious, thus getting illto such questions as sharing 
benefit bet~reen management, labor, and consumers, means serious 
interference in the economic life of sovereign states abroad. This 
can only lead to  1*esentmei1t. I s  i t  not better for  us to cease our inter- 



rention in these productirity centers slid to inaiiltain necessary con- 
tacts through our ciilbassies :rbroad. Thus x e  wonld permit activities 
11-hic1~ hare  proved their ~vo r th  to be c:u.riecl forward by tlle countries 
t llenlsel ves. 

14. Oul. increasing m e  of ~uliversity contracts offers sonle values 
and presents soine clangers. It is n step in the clirection of shifting 
tlie burden of continuing tecllilicnl ar;sistauce to  Aillerican institutions 
~vllicli are allnost unique aggregatio~is of tecllnical resources plus 
speci:tl experience in makiilg theill practically available to  large nunl- 
hers of people. But  will these coiltacts remain vigorous ouce Uilitecl 
States Gorernnlent:tl financial support is reduced or  w i t l ~ d v a ~ ~ ~ i l ?  Tlle 
unircrsities face incre:~siiig clonlestie clemands in the nest few years; 
Ilow will they be able to clivicle their scarce resource :tinong various 
clainiallts? Since land-grant colleges, the main participants, are  in- 
stitutioils of our State govenlments, domcstic demands ~vi l l  take pri- 
ority, and overseas conlnlitnlc~lts may sufl'er, to the cletrinlent of our 
foreign relations. 

The  university-contract device results in the obligations of funds 
1)qy011d tlle life of the Governnlent agency obligating tllenl ; there will 
L J ~  an  ~~nn\-oid::ble gap in  Goreriln~eilt supervision :tncl coiltrol of these 
conti.acts duriug reorganization of tlle Government's foreign aid oper- 
ations; :u1d tllc. tlevice tends to perpetuate Goveril~nent-spollsorecl 
technical assistance ailcl to support larger future approlwintioils. 

15. Our  best hope of continuing a rigorous program of tecllnical 
assistance, 1~11ile getting tlie Government out of the business, is to  
foster tlle tecl~nicnl assista~ice proffered by private agencies. The  role 
of d ~ n c r i c a n  busincss sl~ould be expanded. Well-operated and profit- 
able .Imerican firms abl*oatl can contribute to tlle welfare of tlie coun- 
tries invol\.ecl \I i t l~ont  unduly distul.bing their cultul-es, living pat- 
terns, antl ideologies. I'articulnrly if management goes wit11 our call- 
itnl investment, our  private enterprise abroad demonstrates :i 

patteibn for tlle people lintire to  a foreign country to develol). Tech- 
nical assistance so sent abroad is closely related to  profitable ecoiloiriic 
operations; i t  is thus self limiting. I lut  i t  call exercise powerful lev- 
erage on the ecl~~c:ltioil, the tecllnical development, and tlle ecoiioniic 
oppoi.t~u~lities within the host country. This forin of aid has been 
iinportailt for a century o r  inore; i t  llns proved its acco~llplisllment, 
: ~ n d  pro~nises even inore for  the future. 
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INTRODUCTION 
General 

The United States has expended over $600 million on 143 industrial 
projects in Europe during the period 1948-54. The total cost of the 
projects was $2.225 billion, the difference between the 2 amounts 
being furnished from country resources. The industrial project pro- 
gram in Europe with United States aid funds has been practically 
completed. The program in world areas other than Europe has been 
in progress since 1948, but has no terminal date or authoritative esti- 
mate of probable total cost. 

The purpose of this study is to present certain pertinent facts and 
observations on practices, policies, and philosophy relevant to in- 
ciustrial expansion under United States aid programs in such a man- 
ner as to suggest constructive criteria for current and future opera- 
tions in this important field of United States Government-financed 
foreign aid programs. I t  is restricted to the operations of the P O A  
and its predecessor organizations. It is not intended as a detailed 
comprehensive statistical analysis of the subject but rather as an 
attempt in abbreviated form to present only the more essential facts. 

I n  consideration of industrial expansion under United States aid 
programs there are certain observations to be noted that contribute 
to placing the subject in proper perspective. Generally speaking, 
all forms of economic aid contribute to a greater or lesser degree to 
industrial expansion. 

For  convenience, however, and to be more specific, industrial ex- 
pansion may be divided into two classifications : (1) "Industrial proj- 
ects" which lend themselves to individual or any selected group ex- 
amination, and (2) all other forms of what is known as industria,l 
development in the underdeveloped areas, more accurately described 
as "promotion of production" and which is all encompassing. Again, 
i t  is understood that industrial projects have been defined as inte- 
grated plans for major capital improvements requiring a t  least $1 
 nill lion of ECA-MSA-POA dollar financing to obtain modern and 
&cient installations within a reasonable time. This arbitrary limi- 
tation of $1 million is useful in consideration of the European proj- 
ects but, as mill be seen in subsequent sections of this study, i t  is not 
used as a criterion in identifying projects which are not strictly 
restricted by type to industrial projects as such in world areas other 
than Europe. 
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Ind~ i s t r i :~ l  expansion \\-ithill tlie l?urvie\r of tliis stutlj 1i:ld its begin- 
i ~ i n g  i11 tlie Greelr-Turkish Assistance Act of 1947, nliich l~roriclecl 
for fillancia1 nncl other assistance for  the maintenance oP tlie national 
Integrity mid t l ~ e  s u r r i ~ : ~ l  :IS free nations of Greece ancl Turliey. 
'l'liis n:ls follo~\-ecl by tlie Economic Cooperation Act of 1048 (Mar- 
sllall P lan) ,  its successive extensions, ancl later by tlie 3lutual he- 
cilrity *\ct of 1051 carried forn ard to  date on :ti1 aniina! bnsi? jn both 
of wliicll eniplinsis was 131:lcecl 11po11 the st~~engtheniiig of ecolioinies 
of tlie coaiitries aided, tllrougli the promotion of their industrial and 
agricnltiirnl l>rodaction, so as to  permit tllein to  becollie, as rapidly 
:IS l>owible, inclcpe~ideiit of extraordinary ontside ecolioiiiic assistance ; 
:lnd nlm1 tlie assnr:ince of tlie p1.oduction of adequate supplies of 
c-qsei~t i : ~ l  r :~\\ ,  ~iinterinls, and tlie transfer to the United States of strate- 
gic 111:1tcrinls reqnil-erl to sup131y deficiencies or  potclitial deficiencies 
in it5 o\\ 11 reqonrc.es. 

-\ t  tllc bcgi~iliing of tlie ?tI:~rsliall plan it  was recogliizecl tliat West- 
cbru E11rol)e's i i lo~t  nl-gent neetl IT-:I~ a large-sc:lle incrr :~ie  in l~rodnc-  
tioii. 'To acco~~i l> l i~ l i  tliis. ~ ~ t b s t a i ~ t i a l  capital in\-estnient TV:IS deemed 
necessary- 

( 1)  'To rebuild niu-ravaged 131:1iits, 
( 2 )  7'0 redress :rcclunulated arrears ill mni~iteii:lnce, replace- 

ment, a11d ~nodernization. 
( 3 )  T o  finalice new ventures in industry. 

A\ l~.oblcni recolic1 only to  t l ~ t  of i uc r ea s i~~g  tlie level of l>r.ocluc- 
lion \\-:ts tliat of iliciensing p r o d a c t i r i t ~  s ini~~ltaneo~lsly and tlius 
I o T T - ~ ~  ing costs ~o tliat Krlroljean 13roducts col~ltl he iii:~rlwtccl ahroad 
tol1il3ctiti1elg. Tllis it n-ns :~n t ic i l~ :~ ted  would protluce tlie foreign 
excl~ange required to  finance vital imports of materials and equipment. 

Objectives 

13y niitl-l9>0 tlie co~intries of TT'estern Europe liacl lniyely acliieved 
the l~rod~lc t ion  objectives origin:~llg set ~ m d e r  the AIai,sliall Plan. 
, tfter I<ol.ea, liowever, production goals were increased again to  al- 
lo\\- for  defciise objectives. Tlie 1:lrge-sc:~le ilidnst~.ial projects ail- 
tliorizcd uiider tlie RI:~rsllnll P lan  assuinecl greater iniportance than 
before :1nc1 became basic not only to tlie civilian ecoiromy hut also 
to  rcn~~nin~iient  ancl clefense. 

, i t  tliis point, and for future reference, this cEiaiige or transition 
in objectives in Europe should he noted; i. e., from ~.ehabilitation 
ant1 reconstr~lction to  restore norlnal p r o d ~ ~ c t i r e  facilities to  that  plus 
ilicrensed l)rocluction cap;acity for rearmament and (inutual) clefense. 



,ig:lin, in tlie Mutual Security Act of 1354, approved August 26, 
1054, lio~verer, the objectives in Title 11-Develol3ment A\ssisttliice, 
tinder n~liicll i t  is assunled that industrial projects of the type sinlilar 
i d  tllose referred to on succeecling pages will, ill general, be :~])l)rovecl, 
are stated for tlie Kear E:ist, Africa, and Soutli Asia, as "to promote 
the economic development" and "to help maintain economic and po- 
litical stability" in these areas; and ~vitll respect to tlie otlier ,imeri- 
can Itepublics and non-self-governin:: territories of tlie \Yestern 
IIenlis~)llere, "to promote econon~ic developnient." 

The broadening of the objectives, for ~vliich assistaiice inny be ex- 
tended to iilclustrial projects in the future. ~ ~ o u l c l  suggest that the re- 
quirements of the maintenance of political stability nlay, in some cases, 
justify the approval of individual inclustrinl projects ~vliicli niay not 
be, in and of tliemselves, conlpletely justified from tlic engineering ; ~ n d  
economic poilit of view. Since the European prosan1 for  industrial 
projects is practic:llly conil>leted with current :ind fut1u.e operntiolis 
occul-ring largely and to be anticipated in the Near East, Africa, South 
Asia, and the Western Pacific areas tliese broatleiied objectives :ire ill- 
creasingly important. They present certain obvious difficulties in the 
problem of apprais:~l or e r a l ~ ~ a t i o n  since tlie colltributio~~ to po1itic;ll 
stability o\?er and above coiisideratio~ls of engineering and econolnic 
points of view interjects tlie intangible elements or fnctors co l~ t r ib~~ t ing  
to or detracting from political stability. More discussion of this im- 
poi-tant subject will follo~v in the treatnrelit of those :weas. 

Organization 

First,  for conrenience, i t  is proposed to c.xn~ninc thc E ~ ~ r o p c a n  in- 
tlt~stri;il projects program for tlie periocl 1948 to 1954, inclusive, since- 

(a)  I t  is practically cornpletecl, 
( 6 )  I t  was inore or less liomoge~~eous in cliaracter, 
(c) I t  was developed in an area of relatively lligll establisliecl- 

industrial tlevelopment analogous to that of the United States, 
(d) I t  was confined to a compact geograpliicxl :irea of relatively 

high living standards, 
(e)  I t s  indi~ridunl projects were of relatively large miit, cost, 
( f )  Competent independent engineeri~ig ol)inions of avcolii- 

plislinient are arail:tble, also nlucll data fro111 otller sources, 
( g )  I t  nlay :LIYOI.CI a basis of ex1)erience fro111 ~\llic.li to 1ne:Lsure 

the progress ant1 colidnct of sinlilar operations c.urrc:nt : L I I ~  f uturc 
ill other areas. 

Second, it is proposecl to examine the incll~strial devclo~~~ilent  pro- 
grim1 for the F t ~ r  East, Kear East, Sol~tll  Ssia ,  and Afric;t :IS distill- 
guislicd fr-o~n t l ~ e  industrial l)~*ojects progralil in Europe since-- 



(a) I t  is in its initial or earlier stages of development, 
( b )  I t  is lleterogeneous in character, 
( c )  I t  is being cleveloped in areas lacking or greatly deficient 

in industrial experience, and chiefly agricultural, 
(d)  I t  extends over trenleildous geographic areas of widely 

varying climatic, social, political, and economic status of relatively 
low standards of living among its estimated 760 million populn- 
tion coilstituting al~riost one-half of the free world and almost 
one-third of the entire n-orld population. 

(e)  Indiviclual projects are of relatively low unit cost but large 
in numbers, 

( f )  I t  is the area of greatest possible current and future concern 
to the United States, 

(g) The potential offered for the absorption of United States 
financial aid in these areas is practically linlitless, 

(h)  Unless clearly defined policies and principles are under- 
stood in relation to this program in this area, vast sums of United 
States public funds inay be dissipated to no measurable advantage 
or in fact may contribute to creating liabilities for the United 
States of embarrassing proportions. 



I. European Industrial Projects Program 
European Zmfustrial Projects Program, 1948-54-by Country 

[From MRA Report-European Industrial Projects Issued July 21, 1953, carried forward to June 30, 1954, 
in millions of dollars and dollar equivalents] 

Country I 
France.. ............................................................ 
Italy ................................................................ 
United Kingdom ................................................... 
Turkey ............................................................. 
Greece .............................................................. 
Austrh ............................................................. 
Netherlands ........................................................ 

............................................................ Belgium 
........................................................... Norway. 

Portugtll----- ....................................................... 
...................................................... International I 

Iceland. ............................................................ 1 
Germany (Federated Republic) .................................... .' 
Denmark-. ........................................................ .: 

Countries' 

reSourCBS 

1 Represents a hydroclectrlc plant located on the Inn River for the joint use of Austria and tlle Federated 
Republic of Germany. MSA approved $540,000 for Bnancing out of a total cost equivalent of 628.6 mllllon. 

A word of caution should be noted in connection with the precediilg 
caption "Countries' own resources." Counterpart funds generated by 
imports financed by dollar aid funds for many commodities, large 
quantities of machinery and equipment, etc., constitute an important 
but incalculable portion of these resources which, while technically 
provided by means of local currency, only came illto being or avail- 
ability as a primary result of dollar aid expenditures in general for 
purposes not necessarily directly related to a specific project. Thus in 
reality the United States contribution may be said to be in excess of 
the direct dollar aid financing for a specific project. 

"For example, the French ask for permission to withdraw the 
equivalent of $50 million from the counhrpart for use in the ilational 
railway system. This amount is withdran-n and becomes part of a 
several billion franc fund available for French railroads. After the 
money is used, and entirely as lipservice, the French report to us that 
certain parts of locon~otives, certain parts of trackage, and certain 
parts of other equipment were paid for with the $50 million of connter- 
part. Under these circumstances, it becomes impossible to check end 
use or to examine the costs nnd conditions uncler which install a t '  lons 
were made." From July 1853 Report of the Investigations Division 
of the Committee on Appropriations, United States Senate, by Mr. 
Alex. 1,. Hillman. This report adds-- 

* * * a paragraph contained in a report to Mr. F. Rousseau Lanus, Controller 
of Economic Affairs, SRE, from Mr. Andrew F. Patterson, Controller, Special 
JIission to France, dated July 2, 1952, reads a s  follows- 



'I'l~c con11[c~rl1:11.t f n r ~ d s  t h n s  witlidra\~n I~ccon~c commingled \r i t l~ t l ~ c  funds 
:~\ . :~ i l ;~ l~l r  lo the French Trrasury, ant1 are l:11rr attril)ntcd by the T'rc'ncll to 
ccrl :I in sprcific itrrns. 

7'11is s i t ~ ~ n t i o n  ill li 'ra~rce is not I I I I I I S ~ I : I ~  o r  exceptional b11t c o m ~ n o n  
t o  t l ~ c  cont~.ol ancl accor~nt ing f o r  c o l ~ l ~ t c r p n r t  funcls a s  esercisctl by 
1470Al gener:~lly t h r o ~ ~ g h o u t  Europe  a ~ l t l  ckl~e\~ l ~ c r e .  

T\'l~ilc thc li:uropc:ln section of t l ~ i a  1):Ilwr i5 co~ifillccl t o  intlnsti.i:~l 
~ ~ . o j w t s  :IS s l~cl l  it s11o111d not 1)e overlooked t h a t  in t l r~s t r ia l  a id  t o  
Xni.ol)r 1\.:1s not confillet1 solely to  l~rojcc ts  a n d  t h a t  U l ~ i t c t l  S ta tes  
ci':~llt nicl in t h r  fo~sin of tlollar-linni~ced i1111)ort.: of industi.ial materials  
ill t h e  same t ime periocl gr rnt ly  exceeclecl t he  a id  ($600 mill ion) f u r -  
nishetl in t h e  f o r m  of financing f o r  iuclnstrial pi,ojectz tlinliscl\.es. 
11.011 and stcrl  I ) ~ O ~ I I C ~ S ,  11oi1ferro1is met:llr, n~acliilie tools, n~iscell;ule- 
011s r n n c l ~ i n e ~ ~ y  nntl clqnipillcnt, l>etrolenm l)roclr~cts, cl~etnic:lls, 11idrs. 
~l<illc, t ~ \ t i l ~ ' ~ ,  c ~ c . ,  all r.a\\- n1:lterinls f o r  i ~ ~ d ~ i s t l ~ i a l  l ~ i ' c ~ r i i i i l r  a11c1 
11:1ndling, a r e  soi~le  of the  i tems coi~s t i tn t ing th is  f o n n  of :~it l .  I t  is 
1)i~:wtic:~lly i inpos ib le  t o  give a n  accurate f ig~ l rc  fo r  th i s  fol)?n of a i d  
and sllcli n figtire \voulcl not be gcrmnne t o  this paper .  

r 7 l l ~ c  above t :~l)lc covcl-s 134 al,pro\.cd intlrrst~.i;ll projects Sol. 13 
coi~ntl-ips, cxc l l~d ing  S canceletl o r  inactive 1)rojccts. O f  t h e  to ta l  esti- 
1n:ltetl cost of $L.( l~ i l l i on  : ~ n t l  tlollar eqi~iv:~leilt,  EC,Y-JIS-l cloll:tr 
l inc : l~~cing :~pl?ro\-ed ($GOO million) ncconntcd f o r  29 l>ercent of t h e  
t(hta1 co5t :tlld ~ I I P  col~lltl'ies' 011-11 rewIII.ces nccol~llted f o r  $8 percent. 

Industrial Projects-Authorizatio?~~ and Expelzditures-by Type, 
Cu?nulative April 3, 1948-Jzllze 30, 1954 

[ In  milllons of c I ~ 1 1 l n i ~ ~ l  
( I I I  rclntive 0rdc.r 

of  n l n g ~ ~ i t ~ i d c )  

I Iron and steel. 
Automotive prorlucls. 

Autl~orixat ion, $302 ----- - _ - - - _ _ - - - - _  I Petrolen~u refining. 

I'nid sliil)n~rl~ts, $2!!0 ----------_----_ 
('hemicals. 
Pul11 a ~ l d  paper. 

I Glass. 
Other. 

(Coal mining. 
Anthorizntion, $37 _~_-- - - - - -____-- - - -  lron milling. 
Paid shi~~ments, $35 Potash mining. I Oil drilling. 

T?'citisl~ortrriiot!~ Co~~rt~~totic(~tio?~s ( ~ ~ r t l  U t i l i t i c ~ :  

I Power facilities. 
ILoads. 

Anthorixatio~~, $1GS -------------_--- Air transport. 
r:litl s l~ i~ i~~ len t s ,  $139 ---------------- I\'ater\vnys and harbors. 

Commnnications equipment. 
3Ierchant and trading fleet. 



OthcJr: ' 
Authorizntion, 9.7.0 ------------------ Jrripntion and reclan~ntio~l. I 
Paid ship~nents, $5.0 1 Grain storage and facilities. 

I Exclude engineering and  tecl~rrical services : Authorizations, $5.4 million ; p i l l  shin- 
nients, $4.3 million. 

Since tlie :tbol P figures a]-c as of June  30, 19-54, and the gal' between 
: l~~t l lo i* iz i~ t io~~s  nild pnicl sllil~meiits tlien 1 ~ : ~ s  oiily $34 niillion, or  
al)ln-oxinlately (i pci~cent of the total :lutliorizntions, i t  can safely be 
:lssuiilecl that  for  :rll ])i-:~ctical 1,urposes these projects llave been coin- 
pleted. (K\'o.rr.-This gap  T:IS reducecl to $1 4;2@03,033 as of Septcm1)er 
0 1 )  Furtllerinore, compreliensivc details are c o n t a i ~ ~ r d  in n 
ki-pafie rcljort isslled by Jfutual Security -\dministr:~tion 011 Ju ly  21, 
1953, eutit led European indnstrial 1)rojects. This  publislied rrport 
\\-as snbscql~ciltly carriccl foia\varcl to  ,Julie 30,1954, in n report sl)eri:llly 
ljrepai-etl for tlie Orel~ceas Ecoliolllic 0l)er:~tioiis Task Force of tlie 
Hoover Coiiunission. 

The total to cl:~tr, of tlle  bore tabn1:ition is $5lS inillioil in nntlio1~- 
izntioiii and $484 million in paid sliil~ments. Tlie 9 largest types of 
projects ni-e ii.011 :~ncl steel :~ncl l)o\ver ftxcilitics, n-hich togetlier accomnt 
for $ 2 7   nill lion of tlir total $518 niillion nutliorizntions. Tliese 9 
plus 3 otliers-petrol elm^ refinely, raw materi:lls extraction. and 
transpol.tatio~l and coiniiiunicntion-:lccomit for over four-liftlis of 
tlie total EC-1-JISA funds a~~tliorjzecl for industrinl projects in  
Europe in tlie inclicatecl period. 

Congressional Comment-European Industrial Projects 

ril t h e  re1)ol.t o f  t l ~ c  S c ~ r n t e  ,Zl,l)~,c~!)l,intioilr ( ' o~~r i l i i t t ce  on  I[. R. 
(i891, the i\lutual Security ly)l.ol)ri:~tiolis - k t  of 1934, priilted :LS 
Report KO. 64.5, 83d Congress, 1st session, the committee stated :IS 

f 01 1otT.s : 

r n y c  2.-Tht>re is soul' cl~~c'srion ill the n~iiids of tlw c o n ~ l ~ ~ i t t e e  l~lembcrs 
xrllether our ai;sistancc~ has al\\.n)s bee11 i~dl~~inistt ,red i~itelligently and eco- 
no~nic.nlly. Sonre question nlso (xists nlictllt~r the recillient c o u ~ ~ t r i e s  have in 
all cast,s utilized this aid to their full ndviint:~ge. 

I'cige 5.-The committee has noted with concern thnt hlSA lins expended rnst 
SUIUS vf 111oiie$, but 11:1s 111:ide little or no effort to adcqu:~telg supervise the 
actirities into ~\ l i ich this nloncl~ was placetl. I n  industrial l~rojccts alol~c,, over 
$GOO inillion llns been apl~rored sliice 1048 for 143 industrial prujeczts, costir~g a 
total of $2,2.50 million. As of Januarj  1, 1953, LISA 11:lcl instituted no sgstcniatic 
plar~ uE progrtm reporting or field eheclis for these ljrojects. 'I'hc r.ominittee 
ft'clls that sonncl nd~ninistmticr~~ of :u1y fur~ds dc~rrni~cls carcfnl ~~erioclic insllection 
of any project into which those fuilds are placed, 



The above statement of the committee followed exhaustive hearings 
before the Committee on Appropriations, United States Senate, 83d 
Congress, 1st session, on H. R. 6391. A limited number of pertinent 
references to the hearings follow for the twofold purpose of (1) indi- 
cating errors found by experience to be conlmon to this type of opera- 
tioil by F O d ,  and (2) determining what, if any, corrective measures 
:Ire provided in current operatioils to prevent repetition of these errors. 

The reasons give11 for tliis omissioii (careful periodic inspection) lvas that an 
alleged ngreement ainong rarious policrmakers thnt the cost of an adequate 
followup system would have placed an undue financial burden upon the mission 
a t  a time when personnel ceilings were being steadily reduced. (P. 768, above 
hearings.) 

However, at  about tlle nliddle of the period when this vast European 
progl-am of industrial projects n-ns in full swing, we note that  the 
total administrative cost of MSA for all of Europe for fiscal year 1952 
n-as $21,980,060, of n-llich the then existing office of special repre- 
sentative in Europe amounted to $10,511,000. This meant that ap- 
proximately 50 perceilt of the entire cost of RlSd administration in 
Europe was manned by S R E  acting merely as a coorclinating office. 
I n  this total setup there were only two experienced steelmen for this, 
the largest single segment of the program ($227 million), one stationed 
in Germany ~vhere tliere were no steel projects and the other stationed 
in Paris headquarters, where lie was denied permission to visit the 
various steel projects then in progress. Tlie same policy applied 
to electric power, coal, petroleum, and others. (P .  472481, hearings.) 

Costs of Careful Periodic Znspections 

I n  December 1954, as a conseque~lce of the above hearings, two well- 
known consulting engineers were retained by F O A  to make field ex- 
aminations of approximately one-half of the 143 projects above re- 
ferred to, and, as one of the results of these examinations, gave the 
iollowing engineering estimate of the cost of periodic inspections : 

We hare estilliutcd :~pproxitnately tliat for the same assumed program, inrolv- 
ing 146 projrrts of various types, with a total estimated cost of $2,645 million 
and a clollar aid contribution of about $588 million, the organization of a chief 
engineer, 6 srnior erlgiiirers, G assistant engineers, and 7 secretaries a t  standard 
civil serrice salary rates, would cost about $200,000 per year for salaries ; and, 
assumii~g that  one-third or 175, of tlie number of inspections that might reason- 
ably be required in a year in which all of the projects were in progress would 
be by melllbers of the group of full-time employees, would require about $100,000 
for travel and subsistence expenses, making a total for the full-time group of 
about $300,000 per year (esc lus i~e  of costs other than s:llarirs, travel, and sub- 
sistence expenses). I3ased upon our experience in inspectiiig 74 of the projects- 
we estimate that the total cost of performing two-thirds, or 350, of the number 



of inspections that might reasonably be required through a group of independent 
consulting engineers, including both services and traveling and subsistence ex- 
pensw, would be about $600,000, making a grand total for the full-time staff and 
the independent consulting engineers of about $900,000 per year. Even if an 
equivalent amount of time and expense mould be required in each of 5 years, 
to cover the investigation, approval, design, construction, and completion of such 
a program, the total cost \vould still be only about three-fourths of 1 percent of 
the American aid in dollars, and about one-sixth of 1 percent of the total cost of 
the program. Such an expenditure might readily save many times its cost if i t  
were intelligently espenclkd and utilized. 

Thus ally suggestion that a "followup system mould have placed 
an undue fillailcia1 burden upon the mission" seems somewhat falla- 
cious in view of tlie total current annual administrative costs in 
Europe in relation to the $900,000 estimate of annual cost suggested 
above. 

Increased Productivity 

Before proceeding to iilclicate some characteristic errors and inef- 
ficiencies in this program of industrial projects in Europe, reference 
is made to the previously mentioiled collateral problem of increasing 
the level of procluctivity sin~ultaneously with the increase of the physi- 
cal properties of prodt~ctive facilities. 

This phase of the problem was one of the most complicated and ex- 
tensive programs in MSA. 

Space does not permit a full description, but an abstract of a report 
of the investigations division of the Senate Appropriations Commit- 
tee. (Alex Hillman), printed in 1953, carries the followi~lg comment 
(p. 26) : 

I t  is sufficient to state as  a part of this report that the objectives of the pro- 
ductirity program are so broad and are based upon so Illany unrealistic assump 
tions that the wisdom of continuing i t  along present lines may be seriously 
doubted. 

The reasons for this conclusion may be simply stated: (1) the productivity 
phases of the program cover research, plant planning, improved factory methods, 
installations of mass production equipment and machinery, management-labor 
relationships, American trade-union techniques, changes in legislation, Govern- 
ment operations, and the policies of trade associations and labor unions, as  well 
a s  broad informatio~~al  and educational efforts aimed a t  the general public. 
These activities are  predicated upon a belief that i t  is possible within a reason- 
able period of time to convert European governments, management, labor, and 
the consuming public to the American concept of industrial production, involving 
large output, low unit costs, high wages, increased markets, free competition, 
and collective bargaining between mailagement and labor. There is no real 
basis for a belief that these objectives are  susceptible of attainment within the 
predictable future, or that the effort should be undertaken by the United States 
Government a t  public expense. Actually, all the evidence indicates that,  until 
the people of Europe-government, management, labor, and the consuming pub- 



lic alike-change their fuudalnental habits of thinkil~g. money spent in an effort 
to convert the111 to the h~uerican point of ~ i e \ ~ .  is \vasted * * * after 3 years 
of experience, it does iiot appe:lr that tlie productivity prograul has effected any 
great cliaiiye in tlie attitudes and n~ethods of European industry 1111tl labor. 

Examples of ECA-2CfSA-FOA Industrial Project Management 

The folio\\-ing exaillples of EC-1-31Sh ~nanagement of industrial 
projects in E l ~ r o p e  have beell selected to il lustr;~te certain typical 
errors in tlie ntll~linistr:~tioll and m:1i1:igenlellt of these projects which 
shonlcl be coi.i~ected ill current :~ncl future operations of any United 
States nid 1)i.ograill iuvolriug industri;~l ailtl other types of projects, 
irrespecti\ e of al.eas in \I-hicli they nlny be located. 

These cases are tnltcn fro111 indi~iclnnl project reports of the consult- 
i n g  eiigiiieers a s  r e l ~ o r t ~ t l  t o  1 7 0 - \  o n  c o n ~ p l e t i o n  of tlleil- field invest i -  

g:itio~is. 
Cast' To. 1-Fcrt17i:cr I'lnnt-Icela?l (7 

(Basetl on rel~orts of consulting enrii~eers) ' 

This 11ro.it~ct \v:~s appro\ed nut1 funds allocated before tlie site had been sc4ected 
for tlle 111aiit :11i(l I~eforc any relial~le ebtiiii:ltc of total cost could l)e made; tlle 
fact that the sit0 selected was tleli~~itely nlorr espt'nsivc to develop than other 
kites t11:rt \\et.tJ :lvailable; tlie difliculties that rt.sultcd froni the stllection of 
engil~ec>rs on the basis of coii~l~etitivc bids aiid thc acquiesccncr in this pro- 
cetlurc 11y the (lt1gii1rel.s in violatioil of generally acce1)tcd 11rac.ticcs with resl~cct 
to ~ ~ r o f ~ ~ s f . i o ~ l n l  riiginee~~iiig: the difficulticr th:~t rehl~lted from tlie assumption 
by tlie Coi~troller of FOA of the right to pass on the technical l~ractices of the 
cngineclrs ulitler tlicir contract; ant1 the ninounts that \rere atltlrd to the cost 
of the 1)roject l)y t l ~ e  determii~ation to l~nrchnse Enrol~ea~i  ecluipnieiit after bids 
11:itl been taken on Akiiiericai~ eqoil~iileiit 311(1 11y tlie i i~~l~os i t i c~n  of Icelandic iiuport 
duties oil 11r:lterinls ni~tl eqliilrl~~rl~t reqnired for tlie 1,rojvct. 

The totnl cost of tllc l~lant ,  as  est~ni ;~ted in 19.71, $i.215,!)90. This amount 
has nlrc.ntlp I~ecn e\l~ctldetl and it is III)\V estiinated that qome $7>%,(H)O additic~ilal 
will he required to coinl~lete the 11t'o.jc~ct. ?'he $7,215.!1'30 \vus to liart> been 
fi~~nilcetl a s  follo\vs : 

Sharc c a ~ i t a l - - - _ - - - - - - - - - - - - - - - - - - - - - - - - - - - -  $616,000 
Loan f1.01~ counter1)art ftu~tl------_----------------------  4, 740,lGO 
31SZ\/F0A 1o:m . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,003, GDO 
Iutc'ri~atiunal Eaulr loall ------__------------------------- S.57, 134 

7, 215, !)S4 

The f o l l o \ ~ i n ~  sunis hare been available by ECA/RISh/FOA for the project : 

Loan, United States dollars ............................. $1,000,000 
Grant, Unitetl States dollars ............................. 2,029,000 
Grant, EPU currencies-----------------------------  400,000 

3,4119,000 

1 Maur ice  R. Sclinrff. Frauklin J. Leerbr~rgcr R: .issocintes. 
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In atldition, the International Bank loaned Iceland $854,000 for thc project for 
purchases from EPU countries. 

Tlie total cost of the projwt has not yet been determined It is known, ho\v- 
ever, that there mill he ail orerrliii beyond the $7,215,990 estimated, due, ainong 
c~tlier reasons, to interest during construction and to overrun in time amounting 
lo :ibont 1 year. 

The tangible excess charges to date are composed of the following : 

Import d u t i e s - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  $%7,000 
Tr:~nsmission lines 
Loading pier ...................................... 400,000 
Pum1)ing station 
Additional special equipiiient ............................ 65,000 
T e s t i n g - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  1.3!000 
C1;iilns for additional fees . . . . . . . . . . . . . . . . . . . . . . . . . . .  145,000 

To this sum ~iiust he atlded interest during construction, tlie :imount of which 
is not known a t  tliis time. 

The plant is making a contribution to the economy of Iceland and is well laid 
out ant1 ap1)arently carrfnllg olwrnted. Wlkether it will producc fertilizer a t  
the origirrally expected arid hopctl-for cost is rloubtful. Nevertheless, the home 
~n:~nufacture of tliis much-needed mnteriid will save foreign eschnrigc. 

ikse No. 2-So/.ra.in T'nlley Irrigation Projcct-I'ortugal 
(Based on reports of consulting engineers)' 

Apl~lication for a dollar loan for the purchase of American t.art11-moving 2nd 
construc.tion equi1)nient to expedite morlr on tlie project was filed on January 11, 
1950, and was approved October 26, 1950. 

-1s cvriginally su1)mitted arid upprored, the project provided for tlie reclaina- 
tion of 45,(i20 acres in the v:illey of the Sorrnia River just above its juncti~nn wit11 
the Tagns River, in order to convert an area which had 11een principally used as 
grazing 1:111(1 for raising br~lls for tlie bnllrillg to the 1,rocluction of mvat and 
clniry l~rotlucts for human consnmytion, and the increased proiluctio~i of vege- 
tables, hay, oats, rice, and other products. 

Tlie entire cost of the project, including constrnction eq~~ipmrnt ,  eilgineering, 
atlmii~istriltive exllcnse, and all incirleiital costs not included in the catiiiiates 
for tlie sel-era1 snbtlivisions of tlie worli, amounted to $15 millio~l at: the 19-10 
rate of excli:~ngc~, and $13,12.3,000 at  tlle present (October 1954) rate of exchange. 

To finance the Sorraia project a t  the time of its approval, a loan of $2,100,000 
(62,000 contos :lt the 194'3 rat(: of excl~:~nge, and 60,000 colltos a t  the present 
rate of exchilngc) was authorizetl for the l~urchase in tlie United States of 
earth-inoving ant1 other construction equi~iiuent, and for the purchase of water- 
\i71~eelc ant1 generators for the 2 sninll hydroelectric plants. I n  :ldditiori, the 
EXii authorized the loan of -10.000 contos ($l,Ci00,000 at  the 19-iI) rate of rsc1i:~nge. 
ant1 $1,400,000 a t  the present rate of exchange) of counterpart funds geiieratrd 
by grants prior to 1951 (no grants, but only loans, of dollar fui~(Is having heen 
made since 1951) toward the combined cost of the Sorraia llroject, and the 
Sill-cs l)roject, another irrigation l~roject in  the south of Portugnl. This nnioui~t 
was not divided, either in the records of the ECA or of the Po1,tuguese Govern- 
ment, between the two l~rojec,ts, so that it is inillossible to state how nillch of this 
counterpart loan was :~p~ilicable to the Sorraia project. 

"Iaurice R. Scharff, Franklin J. Leerburger & Associates. 



As a result of inspection (August 1954), it was found that the project, as  i t  
was actually being constructed, differs sul)stanti:llly from the project as  origin- 
ally planned and appro~ed .  Upon investigatio~i it was learned that the project 
had been restudied and modified by a report of the Servicos Hidraulicos, a p  
proved by the RIiilistry of Public Works, dated July 1933. As fa r  as  could be 
ascertained, no notice or advice was given to the iiiission in Lisbon of this change 
in plans and estimates; and although the Lisbon mission had one of the most 
complete systems of periodic reports eiicountered in any of the missions, these 
investigations and reports were strictly limited lo accounting for the allocation, 
authorization of procurement, placing of orders, delivery and use of equil~ment 
purchased with dollar funds, and there v a s  no occasion for making, nor ns fa r  
as could be ascertained did the staff of the mission make any inquiry or investi- 
gation that led to information regarding the revision of tlie plan. and estimates 
for the project. As a result, all of the agency recortls, both in Liql)on and \lTash- 
ington, relate to the l~roject as  originally nl~provrtl, rather than to the project 
;IS it is actually being constructed. 

As the vorlr is actually being carried out, in  accordance with the provisions, 
in t h e  report of .July 19.33, i t  now consists of two pnrts. 

The revised estimate of cost in the July 10>3 report is $6,104,000 for the 
Tejo portion of the ~ ~ r o j e c t  and $14,455,000 for the Sorraia portion of the 
project-a total of $20,550,000. 

Notvithstanding that $1,000,000 procurement authorizations had been issued 
against the original fund allocation of $2,100,000, i t  was later decided to 
purchase the hydroelectric generating equipment, transformers, and traveling 
cranes in Europe and approximately $560,500 procurenlent authorizations were 
canceled. As n result, the project account mas closed in June 1934 with all 
equipment purchased with dollars delirered, to a total amount of $897,852.80. 
This is only 4.1 percent of the present estimated total cost of the project, and, 
even if a substantial portion of the 40 million escudo counterpart loan for 
the Sorraia and Silves projects is assigned to the Sorraia project, the total 
American aid, including both dollar loans and counterpart loans, will be a 
small portion of the total cost. 

The entire project, including the storage dams, the levee and drainage work, 
the pump st:~tions, the hydroelectric plants, and the irrigation canals and 
distributors, is scheduled for completion in 1958. 

The outstanding fact revealed by the inspection and supplemental inves- 
tigation, however, is the extent to which the project has been changed in scope, 
location, cost, and economic results since i t  was originally suhmitted and ap- 
proved, without the knon-ledge of tlie agency administering the American aid 
extended to it. Actually, the change appears to hare been in the direction 
of a more substnntial contribution to the economic strength of Portugal rather 
than in the opposite direction, although the reverse might rqually well hare 
been true. 

If the intention of the admirlistration of American aid on similar programs 
in the future is to be to assure more co~iiplete information as  to whether or not 
expenditure of A~nerican funds is accomplishing the results for which they 
were appropriated, then consideration should certainly be given to the estab- 
lishment of a more e f f e c t i ~ r  system of securing periodic reports aild 
information than was available in connection with this project. 



case No. $--Ore Loading Ptrcilitirs-Port of Beira, Mozambique-Portugal 
(Based on report of consulting engineersa and interviews 

with FO.1 officials) a 

On October 13, 1950, the ECA completed n loan agreement with Portugal for 
this project. Tlie amount in dollars was $670,000 and 5,300,000 Netherlands 
guilders, for which the dollar equivalent a t  that time was $1,394,736. I t  is to be 
noted that  this was a loan agreement, and not a grant. 

While tlie original dollar portion is given a t  $670,000 authorized as  of De- 
cember 31,1954, only $G42,196 had been spent a s  of that date. 

A review of the loan agreement, dated Octaber 13,1950, indicates a discrepancy 
between the official records of the 51SA statement of strategic materials projects 
furnished by FOA as  of September 30, 1933, where the FOB dollar financing 
approved is shown a s  $670,000, while the loa~i  agreement provided for an amount 
not to exceed $950,000, with a provision that if the Governments of the United 
States and Portugal agreed, this amount may be increased by amendment by the 
addition of another $150,000. 

Following substantial criticism of this project, a report was made by Knappen- 
Tippet-Abbett-NcCarthy, Engineers, on September 25, 1953, under a contract 
signed by FOB on June 16, 1953, which recomu~ended improvements estimated 
to cost $297,000 to further improve existing facilities, but ~vithout a car dumper 
or crusher previously suggested as  necessary for an acceptably efficient opera- 
tion. Any additional expenditures made are to be for the account of lhe Portu- 
guese port authorities and not to be financed by FOS. 

Several factors, some not hitherto mentioned, would seem to have a n  important 
bearing on the question of the efficiency and usefiilness of the facilities con- 
structed under this project : 

(1) All engineering design and co~istruction was predicated on erroneous and 
incomplete data originally provided by a report resulting from a brief visit to 
Beira by an MSA employee not an engineer and mith no co~iipetency in mineral 
ore production or handling. 

(2 )  The large-sized ore lumps not provided for in the existing handling facili- 
ties financed by the FOA loan hare  a premium market value which would be 
destroyed in the process of reducing them to a size making them susczeptible of 
Ilandling by the established facilities. 

(3)  The above factor, plus the expected completion in less than a year of a 
railroad to serve tlie ore mine producing the large-sized ore lumps mith the port 
of Lourenco Marques, which it  is understood has facilities for handling, would 
obviate the relatively large capital expenditure necessary for additional special 
ore handling facilities a t  Beira a t  this time. 

( 4 )  Entirely apart from the fact that these facilities mere provided by a 
loan and not grant aid, and notwithstanding a provision of tlie loan agreement 
establishing the right of inspection of progress a t  all times by FOA, no record 
exists of the exercise of this responsibility by the FOA or its representatives. 
Only after expressed concern by the Senate Aplrropriations Committee in 1953 
was an effort made to determine its status. 

Cnse No. 4-Zonguldak Coal Basin Development Project-Turkey 
(Based on report of consulting engineers)' 

On January 7,1949, the Turkish Government requested allocation of $41,873,000 
of EC.4 funds for the Zonguldak project of mining improvements, coal masheries, 
and transportation facilities. Local expenditures were estimated at  $16,920,000. 
- 

Maurice R. Schorff, Franklln J. Leerburger & Associates. 
4 Same. 



The projects committee in Washington approved the finalized project on April 1, 
1949, 11 ilh nu initial EC'h dollar coinrnitlnellt ol' $10,1'11,000. E\~)cnditurc's \I ere 
classified nnder 10 project subl~cadings, including one for engiiitw~.ir~g srrvices. 

TIie original cost estimate submitted in March 1949 iudicatetl a total of $5S 
n~illion for nine of tlie projects not includin:: enginrvring sen-icrs. Review by 
mission esperts and \\.eir Co. Engineers in RIarch 1030 raised this total to $68 
niilliou, i~~c l~ i t l ing  engineerii~g services, estimated a t  $3,143,000 covering a program 
t'stendir~c inlo the Fear 1956. 

(lelailed review of all projects grouped together in this general development 
1)rogr;lrli I IF  \Vt'ir Co. Engineers, in 1933, 1)roupht out tlie net'tl for an up\\-ard 
revision of a11 prior estimntcs to a total of $89 million, of wliich $48 n i i l l io~~ W:IS 

to be covered by foreign eschanpe and $41  nill lion through local currency. This 
i~~c l~ i t l cs  so\.eri cost i t t f i~s  ail~ounting to $13 rr~illion ~vhicll lvere either not includcd 
in prior estirn:~tes a t  all, or o n l ~  par ti all^ so. 

'The EC'.L agr'rclnc~it illcludt'd Iiilancing of a portion of the foreign equipment 
1)urcllases anrl engincc~ring services that  ~rou ld  be needed. Figures av:ril;lble in 
t h ~  ,Llllc~r:~ hliasiun irldic*atctl that :IS of Dcceinber 2, 10.53, the to-date I<CA- 
>ISA\-FOh assisltllice had totaled in terms of dollars for I,otll United States and 
l:!~rol>ean linn~~c.i~rg, $4O,.532,~~.  T l ~ e  balance of iinancing had been and wonltl 
be accomplisl~ed ill the future fro111 Tur1;ish Govrrniuent resources. !L%e overall 
Zonguldnlr b : ~ ~ i n  derclopiuent a s  preselltly contell~platecl has been estimated to 
cost a total of $1-1:; ~iiillion, of ~\-liicl~ the ECA/XS,I/FOA contribution as  given 
a ~ i l o u ~ ~ t s  l o  28.3 l~c~' t .c~i t .  Tllis is a Turltisll i~:~tioi~alizt~tl 111'o.jrct opt,r:~tc~d 11y :I 

coi111,any knc~wn a s  EKI wit11 limited liability anil ~lntler direct control of Etibanlr, 
.\~ll;:~rn. I t  11;1s a total c4:lpit;lliz;ltion of 50 nlillioil T111.1~is11 lira subscri1)rd 
b~ the Turkisl~ Government. 

(1) The I)rocr:lnl undertalien by EICI was quite an~bitious and complicated for 
succesbful timing. The enginrerrn:: studres and tlecisions were bahic:llly sountl. 

( 2 )  T11e1'tl : I ~ C  a1111,le reserves to jnstify the cal~ital c~sper~diturrs n~at l r  and in 
~rospect .  Some of the individual projccts shorn costs which a re  considerably in 
excess of good American practice, though reasonably in line with European 
cnstc~ltr. 

(3 )  Original co~npletion schedules were faulty and conceived without due 
con-ideration of snc.11 f:lctors of dcblag, as practiteal eslwrience and sound judg- 
m r ~ r t  ~vonld snggest. 

(4 )  \\'ith all authority for execution and control of the prclgranl in all of its 
p11abc.q vested in Tllrkinh mnr~ageurent, the political changes in administration 
rc\ultinp from the 1030 elections could not llrll) but s h o ~ r  a drfinite retarding 
edect on current progress. Tllr arersion to drl(,gate arltl~ority or nccellt reqpon- 
s i l r i l i t~ irl a ~~olititaally don~inated u:ltitrnali~cd int l~~utry i q  not t'onducirr to attract 
or to 11oltl conllvtent and cuerct'tic ttlcl~nic:~l or n~:~n:~:t.~nclnt pcr.on11e1. 

(5)  Iq'ailure to concentrate engineering suller.rision and direction for purposes 
of ctrol.din:~tion of the lnai~g p11:lses of the> program until very late (1924)-and 
~ i o t  :IS get coi~~l,lete-introdrrccd elcn~rlnts of tliaooity which retarrlctl progress. 
An immediate detailed surrey of the urldergrolund opcrations is advisable. Pres- 
P I I ~  ant1 future. net ds :lud the n~agnitucl' of the program sr~ggeirt thxt conlpetent 
en;inec'ring superrision and t rcl~r~ical  assistance be continued indefinitely. 

( 6 )  The 1,rotlnction of coal in 19.52 was 81 pcrcel~t of the original objective, 
and for 1053, willlin 98.5 percent. While certain cost estimates and forecasts 
\\ere n~:~rle  a t  the bcginnin:: of this l>rogram, tllere is no critlrnce of :I definite 
coal- ol)jccti~.c. I t  is donbtful if any cost reduction \rill result until a de>finite 
incentive exists to do so. The price realization has been fixed below production 



costs by tlie Turkish Government and the Ministry of Lahor discourages rrduc- 
tions in labor force to avoid political disturbances-there is an understantlnble 
lack of cost-coilscioosness tllroughout the Turkish adininistrative ailcl super- 
visory groups. 

(7 )  There is a definite need for training of the labor force in the use and 
maintenance of new equipm~nt.  Conrses of a practical nature coi~ld antl should 
be proridrtl a t  the Zonguldak Alinerg School ~vithout delay. 

(S)  Turkish authorities should be impressed n-it11 the need for management 
personnel, mining engineers, ilrid supervisors of all types and classifications to 
derote a maximum of their time underground and :ct morlcing faces. 

(9) The s~lccessful conlplction of the Zongnldali basin development for in- 
creased production of coal is of the ~ ~ t m o s t  import:ince to the Turkish economy 
aiid its industrial progress. I t  thereby makes a clelinite and major contribution 
to the n111tual defense effort. 

(10) A ~ r o j c c t  of such diiiirnsion ancl importance as Zongnlclak justified the 
eniploynlerlt by thr  United States Mission in Ankara of conlpctent trcl~nical 
persolinel for the appro\al stace and current13 until its com~letion. This mas 
largely lacl,inc. More aut l~ori ts  aud responsibility should he vested in the 
~nission chief, nut1 remote control attempted by Washinkton offices eliniinated. 

(ED. SOTE).-This projcct really had its beginning in 1946 when the Turkish 
Governnlent 'iiiployed thr  services of a well-known American firm of co~lsulting 
cmgineer5. Subserluently a t  various times several other competent t30nsultin:: 
engineers inclutling mining engineers mere retained. At no time, llo\irevctr, hare 
these elicineerini' services been coordinated and control of oprrations has been 
cliffused and renlain\ throuqh Turkish manngrrnent. Enginrcring scrviccs h;ire 
cost in escrss of $3 iiiillion. 

Case XO. 5-Pofccr Project (Viyliena IJlnnt)-Naples, Italg 
(Based on report of consulting engineers)" 

This' project lras tn.0 coniponents, one 60,000-Bw. steam-electric genrrating 
unit (project 17) i ~ n d  one 30,000-kw. unit (project 10). According to MSA 
report of .July 21, 1933, the larger unit was stalirtli~letl for colnpletioil in hIilrch 
1953. The smaller unit was scheduled for completion in October 10.52. Coth 
units are  add~tions t c ~  the powerplant of the Socirta Aleridionale de Eleltricita 
a t  Nal>lrs, Italy. 

The project letter of applic:~tion for the 60,000-kw. unit referred to a n  ex- 
penditure for t~irbogrnrrator, boiler, condcn~er, antl :lnsiliaries, as  well as  for 
freight and technical assistance, all amounting to $6,508,000. Tlle EC.%/MSA 
n11thoriz:rtion uf $6,143,000 excluded $365,000 for ocean freight. Otlicr nontlvllur 
expentlitures were estimated a t  the cquiralent of $2,0S0,000. T l ~ r  dollar eqnirn- 
l m t  of the total cost mas estiiilntecl a t  $8,223,000. The BlSA Statistical Report 
of July 21, 1953, states the total cost as  $9,303,000 and RlSA dollar financinq as  
$6,143,000. The project letter of application for the 30,000-kw. unit was ap- 
proved May 12, 1030, for $3,432,000, and was sugplcmented on June 26, 1050, by 
$?20,000 for consulting mgineering serricrs, corresponding to dollar financing 
of $3,632,000. Total non-ECA money to be spent in Italy was the equivalent 
of $1,600,000. The 30,000-knr. unit was thus estiiuated to cost $5,392,000. The 
tstimatetl total cost of the two units was therefore stated a t  $14,iS5,000 (equiva- 
l m t  to $164/km.), of which $0,703,000 was dollar financing by MSA. 

I n  a report dated June 8, 19.54, fount1 in the F0.i office iii Ronle, l~rcpared by 
JV. M. Shrpard of FOA, the 90,000 killo~vatts of c.ap;lc.ity cost $1!),100,000 (cor- 
respondent to $216/kw.), of which $9,795,000 was MSA financed. 

6 Maurice R.  Scharff, Franklin J. Leerburger & Associatea. 



I t  was intended that the plant bur11 Sardiniiln con1 (see separate report), but 
in August 108.1 it was not cqriipped to Ilnrn coal but was cxpable of operating 
only on imported fnel oil. I.'oundatiol~s \yere being built for coal-handling 
cquipnlent and i t  \v;ls ilitlic.;ltctl tlint pos~ibiy by April 1933 the l~ ian t  would be 
prepared to burn the Sardinian fuel. -4lthonrh the plant was designed a s  a 
high-efficiency, base-load generatii~q station, it is :tctuallg being ntilized as  :I 

standby station until tlie load lias grown sutiiciei~tly to permit its aclrantageous 
llse in the base supply. This was forrc.n.t for 105S or 1959. 

An additioflal $1 n~illioii will br spent fur folindations and erection of coal- 
liandling and ash-liandling facilities. T l ~ i s  \v111 brlng the total cost ulr tu 
$19,800,000 corresl~oliding to $22O//kilowatt. 

This is a plant desiguetl a s  a base-load pl;rr~t, but is opeluted as  n standby 
plant. 

I t  was authori~ed in l!)4!J ant1 1!1:0: the dmign will therefore be about S yearc 
old by the tirne tlie station is brougl~t into base-load operation. At $220/kilo- 
wat t  this is an expensire standby plant. By the time hasp-load operations 
commence, ad~ancenlents in the a r t  may hare  niade the plnnt relatively obsolete. 
I n  a country that cle~perately ~ ~ e e d s  pxrer-qcnernting facilities, i t  is not apparent 
how an t s l ~ e l l s i ~ e  st:~ndby po\~rrliouse car1 he justified. The plant was in- 
tended to burn Pardinian coal. but caniiot do this until coal and ash-handling 
eql~ip~uent  a re  installed. 

One hundred and fifty personnel, more or less permanently standing by, can 
hardly contribute to the econoiny. Buying imported fuel oil instead of Sar- 
dinian coal is of dollbtful rnlue tc~ the economy. 

To the extent that this 1)lant "firms-lip" l~ydroelectric generation, i t  has some 
mlue, but wliether that can justify the espenditure of sorne $19 million is 
rlr~estionnble. 

I t  shonld be noted that tlie adjacent JI. Capnnno plant is not being kept in 
operable status because of its age and inefficiency. 

I t  may be that  there are  numerous ot l~cr  such oltl and i ~ ~ e f f i c i e ~ ~ t  stations, 
and if so, these could cei,tninly serl'e with greater nsef~~lness  as  reserre or 
standhy stations than a modern, efficient p l i l ~ ~ t  for the simple reason tha t  an 
efficient plnnt cannot effect any cost sarings nhm it is not being operated. 

I t  mag be that tlie construction of tliis project was jlrstifietl on grounds other 
than engineering considrrations, but if so no evidence has been offered or is 
arailable on this phase of the subject. 

On engineering-economic grounds alone, the plant could not be justified until 
it came into base-load use. 

The 11SA report of July 21, 1033, stated the JISS dollar financing of both 
projects to be $9,795,000 and the total cost to Ire $11,785,000. Total United States 
arid nonlocal currency financing has actlially heen $70,19S,OO, but the total cost 
will be about $19,800,000 rather than $14.7S5,000. 

C ~ I S P  3-0. 6-S?(lcio Conl Project-Snrrliq~ia, I ta ly  
(Bawd on report of consulting engineers)' 

This project is located in the only nlining area of consequence in Italy today. 
I t  is GOT ernrnent owned and controlled through an operating company. Support 
for this program was offered by ECA and :~pl)roval yirt.11 March 2, 1930, for 
dollar expenditures totaling S3.413,000 a s  part of a total additional investment 
from Italian sources of $10 millic~n. 

6 Manrice R. Schnrff, Frnliklin J. Leerburger & .~ssoclates. 
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( 1 )  An increase in production from 1 millioli tons to a future 3 million tons 
within 3% years, i. e., by October 1033. 

( 2 )  A cost reduction n7as anticipated from the previously $14 per ton to $7 
per ton delivered to the Sardinian port of loading. 

( 3 )  To supply the fuel for old and new thermal po\verplants along the west 
coast of Italy, expected to consume 44 percent of the increased production. 
Other industries on tlie mainland including builtling materials, ceramics, glass, 
textiles, transport, food processing, etc., were to absorb the balance. 

The equipment authorized for purchase in the United States a t  an expenditure 
of $3,413,000 underwent some changes, so that tlie final procurement was 
:rpparently reduced to $2,800,000. 

Basetl on dollar value, 67 percent of all equipment purchased has been installed 
and is il l  serrice (July 23, 1034), 56 percent was intended for underground use 
aniounting to about $1,529,623, all of which was delivered over 2 yravs ago, but 
53 percent of which is still unused and in storage a t  the various mine ware- 
l~ouses. Some of this equipment can and will be used in time, if market condi- 
tions warrant derelol~rnent for illcreased production. A considerable portion, 
l~owerer, is unsuited to the mining and physical seam conditions prevailing in 
this field. 

Production schedules have not been met, with 1953 showing 1,032,701 tons as  
conipared to 968,545 tons in 1949, and an objective of 3 million tons by October 
1933. 

A revision of completion schedules early in  1953, of Italian origin, indicating 
that completion would be a~~hievetl early in  19X,  \ \as  without foundation and 
mea~iingless. 

Italian Gorernment agencies now admit that the developinent of extensive 
uiethane production, and of fuel oil produced in increasi~lg quantities from 
r~at io~ial  refineries established in recent years, seems to hare completely changed 
the n1:irbet lbrospects for Sulcis coal. 

There is no escape from the feeling that the market difficulties of Sulcis coal in 
the past and recogllizable in the future, as  well as  competitive prospects of gas, 
t)il, and importetl solid fuels, being known in 1949, should have received more 
~na tnre  consideration a t  the time the project mas approved. 

There has been 110 reduction in operating costs a s  f a r  as  can be determined 
with any degree of ttccuracy. 

The operational losses of this project prior to 1946 totaled $1,244,000. They 
hare contiliued to rise fro111 year to year to constitute a collsiderable burden on 
the Italian economy. The conibination of collsisterit operational losses through 
I!lr years and tleficit fi~lancing, requiring Government contributiolls granted ir- 
regularly by virtue of legislative prorisions, following long-drawn-out proceed- 
ings, have co~ltbined to defeat \rliatever possibility nlay have existed of attaining 
(he original oojectires. 

( 1 )  Tlie objectives of this project have in no sense been realized. Production 
has rertlained practically stationary and costs shon7 no improvement. If amor- 
tizatio~i for capital inl-~stments made were included, costs would be higher than 
:it the inception of the prograin. 

(2 )  More than 50 percent of the uudergrouud equipment purchased wit11 United 
States dollars remains unused-part of this can be used eventually should tlie 
tlemalld for increased production n7arrant installation. Par t  of tlic equipment 
is unsuited to mining in this area. 

( 3 )  Markets for Sulcis coal appear limited for two reasons: ( a )  QuaIity of 
coal and unsuitability for different consulner uses; ( 7 1 )  price, i u  the area of 
competitive fuels for Irotll ~ ~ i v a t e  consumers and Gol-ernment plants. 



(1) Tlie type and quality of coal specified i n  the desigli plans for the new 
(Iier~nal-electric. pl;111t lias been available, but ~vhrtlier q ~ ~ a l i t y  requireiueuts of 
other prosl~ective collsumers can be met, was not detcrniined. 

The cost of production callnot Ire reduced a s  long as- 

(0) IIiiic prod11ctio11 is liiiiited alld far  bclo~v tlie capacity to produce; 
( b )  The existing labor force must be maintained intact a ~ ~ d  ohrious re- 

ductions tliscouragetl for political reasons ; 
( c )  Discipliue is Inx :iuil c o s t - ~ ~ ~ ~ s c i ~ ~ ~ ~ s i i e s s  is co111~let~ly lacking in the 

supervisory ranks ; autl 
( ( 1 )  The cost slieet is burtleued with liigl~ taxes, interest charges, freiglit 

rates, and excessive ove1.1irntl charge<. 

(;i) T l ~ c  Clon~iiir~~~ist i i i f l~~e~icc alnnng the 11ii11er popula t ic~~~ is real, but not 
surprising. Tlie house plant is of subst:u~tial construction. but of the "l)ar~.acks" 
type., mclst un:itt~.:ictire n ~ ~ t l  in m;~rlietl c o ~ ~ t r a s t  to that pruvitlt~tl for s l ~ ~ e l . ~ i - o r y  
persolinel. Wages a re  n ~ u c l ~  too low to meet the high cost of the ncc'e.siticr of 
life. 

( 6 )  Tlie value of this i l l i i l i ~ ~ ~ :  o~)er:iti~?li as 3 c o ~ i t r ~ b ~ i t i i ~ ~ ~  to the i~~utu : i l  de- 
fense etiort can be di.;co~inted, si11c*e the niiner po1)nl;~tion \vould be more i l l -  

clincd tn~vnrd s:rl~r~t:~ge tli:ln work in tlie event of nn c.mergelicoy. 
S i ~ ~ c e  t l ~ e  Italian (;o\crnliient is c~xtreincly sens i t i~e  to political rel~crcuisionr, 

it feels not only a reiponcibilits to\\ :~rtl  110th the populations of tlic niining towns 
and Sardinin, but to thc people of Itnly slioultl tlie capital i n ~ e s t n i ~ n t  of i O  
billio~i lira in tllese iuinillg 11ro~e1.tie4 IIC sacrifice~l. It  f e ~ l ~  a tlelinite rcc;po11- 
sil~ility to FO-1 and the Eurolie:!il Steel, Iron, :1nc1 Con1 Coiiini~unitg as well. 

The solution or correct io~~ of thc prol11~111c: ~ ) ~ . t ~ s e ~ ~ t e t l  11s this ~~rctiect are so 
t o n ~ ~ l c s  a i ~ d  far  reaclii~lr a s  to presclnt no ~ ~ r o m i s e  of acc~o~l~~l ic l~mel i t  in the 
foreseeable future. 

Cusc 6 0 .  i -J lcnt )~clck i~~g Pl.oj(>ct-E~.~lo.lf,iz, T1crh.e~' 

Prior to the clitra11c.c of thc Uiiitetl St:itrs lnic>io~i into the mrntl~ncBing pro- 
gram, the Turks with tlieir o\vn free dollnrs built a plant a t  Erzurun~ \vhich was 
conlpletetl ill Al)ril of l!).jO, but by Deten~ber of 19.72tI1e Turlrish (:o~crnuient, 
despite rrpc~;ltecl rrquests, hat1 tnlicn no stells to utiIize thic l~lant .  In early 1!J30 
the Tnrlii>li EC.i ~liissioii ac~eet l  to finalice ith Unitetl States money a meat- 
~ a c k i ~ ~ g  1)l;rnt to tlie extent of $1.::: million. The plan was for~vartled to Wash- 
irlgtoil for a ~ p r o \  nl, Ijnt I~eforc this \\-as received the Tnrliish Go\ er~iilrelit ei~teretl 
into a collt~.act \villi :IIL ~iniericali lirm to 1)relIare s~~ecifications for tlie p1:iilt. 
The C'1iitc.d St:~tcss iuissio~i's con~111t:111t iicver had access to thcsc plans, con- 
trary to the ~uitlerstanding n-itli Turkey, aiid dr:l~vin:,.s p r o ~ e d  unsatisfactory 
for tlie reasou atldition:~l financing ~vould be rrclnirctl. 

Tlie Tu~.lrs \\ oultl 1101 ;lgl.c,e to reduce the size of the project to co~~foru l  with 
the agreement, :in11 ill JIay of l 9 > l  tlie inission c:inceletl the project ant1 asked 
for the ret~u'n of the luoliey. Sv\er:ll u~oiiths Inter tl,e Turlrisli Golern~nent 
requestc2d ieconsidcratioii of tlie l~roject, and in JInrch I!)::! an i\merican survey 
group observed tlie situntion ant1 rel~orted ou it. >IS;\ in T\'asl~ingtoii requested 
:I reftultl a l~t l  $1,214 niillii~n was r ~ t u r n ~ d  to IISA 1)s the Turlis. J I S h  then 
rrturned this U I O I I P ~  t u  be rep~'ogr:i~i~td in Turkey. iiccortlinglg there was no 
penalty. Latcr $73,000 \ ~ o ~ . t l i  of trlc~l:, \ \ere  seiit to Turkey in order for the 
Turlis to utilize niachir~ery a t  h:~nd. 

7 Source : Henriiigl;, Colnlllittec A11111.opriatioiis, U. S. Senate, hISA 3954, p. 760. Repo1.t- 
11irisio11 of 1n~estig:ltiolls Scrlnte Collllnittee or1 ,111propriations Ilearings, LISA, 1!)34, 
~ ~ r i b l i h h ~ d  1933. 
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RISA sources report that full resgonsibility for the operation of any meat- 
packing plants was g i ~ e n  to the Turlrs. Sul~sequently, two type B teams at  a 
cost of $2G2,000 mere sent to Turkey, orie team to help in the setting up of 
operations at  Erzurum, the other team to instruct Turkish technicians. These 
teams were later to assist in the constrnction of atlditionnl Turkish-financed 
rueatpaclring plants if the TnrBs were ahle to shorn tli:~t t l i e ~  could operate the 
I.:rzurum plant efficiently and profitably. The remainder of the $1,214 millioll 
JISA reports to hare been spent on diverse projectts under the Productivity and 
Tecllnical Assistance Division. 



Summary of Estimated Total Costs and F014 Financing for Projects on 
Which Project Reports Were Submitted 

. 

Title, 

I -7 
Austria. ........... ! , 1 Alpine lllontan Strrl . D o n a v i t ~  ................ 

France ............ 

22 Natronzclstoff und Pspicrlabrik ............. 
29 R.4(+, Oil Exlllor3tion . Styria ................ 
2 5Tinrs I~omaniRles dc  Potasae d'.\lsncc ....... 
3 1 Etablissrmcnt Charles Coquillard ......... 
4 i S . dcs Trefilcries et Laminoris rlu Harrc ...... 

16 . 16a T I i V  ................................... 
7 1 I I 4 C . .  ............................... ' 147.072. 000 56,509, 184 

30 Rhrll-Bcrre Refinery ....................... 31,650, 000 , 408, 936 
32 i HFPA Refinrry, 1)onrtrs ...................... 9,439, 000 237, 107 
34 ! CFR . La l l ed r  and Oo~~lrcvillc ............... 11,000. 000 2,444, 920 
35 Esso Ptan(lart1 . Port Jrrome ................... 6.415.000 1 1,028, 494 
86 r r i 1 1 i  i - S ~ I I  ....................... 20 000 000 , 2,444, 383 
87 CI\I.i, Ft..Dizicr ............................ 13:000:000 / 4,551, 000 1 89 S I C ,  a n t  ............................ 8, 150, nnn 3,914, 554 

i 90 S . .  2. Andre Citrocn, Clirhy .................. I 14 000 000 i 1,684, 465 
/ 95 F . Saphlachimir, L'Arrm .................... 12:418:000 1 1,913, 000 

I06 CFR Ida hIede 11nd C:on[revillr ................ ' 10.000.010 1 2,084, 588 1 107 EYSO ktnndnrd, Port derornc ..........-........ 10,000, 000 1,545. 888 , 100 Shell-Ucrrc refincry ..... . .  . . . . .  8,850, 000 232, 285 
1 110 S.% drs F o r m  ct Aclrrirs dc Dillin: ........... i.430,000 , 2.050, 000 
! 111 -2cierirs dc Loncv.?, Mont St . Martin ........ i 7.210, 000 2,114, 000 

................ 112 RFP.4 Crncking Pl.lnt, D o n ~ r s  7.000.000 1 197, 332 
113 A r r i ~ l ~ i ,  Vitry-sur-Seinc--~--~ ................. 15 3.51) 000 1 541, 173 

................. o r r o c o  I5(l.l.r . trmls~nission systcm ................... ' 4: 5311:000 ' (1 )  
Germally .......... 12 (:las~rrrkc Hohr, A . Ci .. Esscn-I<amap ........ 3 . 954, 000 1,520, 276 

1.5 (iewcrksrhalt Erdocl.Raff~nerir ............... 8.6q3, 000 671, 000 
Greece ........... ' 4 Al i~~cr i  lirnile dcrrlopmcnt L................. 10.10i,000 2,614, 000 

9 Alirrri steanlelectrir plant ................. . .  15.461, 000 I,  300, 000 
10 'i~r,~nsmissionauddis~ribu~iun, 1Euka11 C,ullares .. 12, 0%. 000 1 293, 000 
11 .2 Era hydrocl~rtric station ............. . '  8,0OX, 000 i 35, 000 
12 Tr:ilismis~ion and distriblltion out 01 . 1.r.1 station.! 14, 899 . non 1 121, 000 
13 La4ho11 l~ydroclectric station .................. 1 14,522.000 : 40, 000 
14 Tr:~na:nission and distrihlltion out 01 1, adhon ! 10,043. 000 (3) 

station . 
15 Louros hydroelrctrir  station^^ ........... 2,966, 000 45, 000 
16 Tmnsmission and distance out ol Louros : 051, 000 , 12, 000 

station: 
20 Enpincrrrn: and technic811 serrires to Grcck 7,000, 000 1 5,000, 000 

Governnlenl . I 
; 21 Ayro-Larissa 1 5 . k ~  . transmission linr .......... 2.636.000 , (3) 

Iceland ........... - :  2 Frrtilizrr plallt, Acykjavik .................... 7 240 000 . 3,273, 000 
................. 3 SO E. River hydrorlertrir plant R: 655:000 1 3,939, 998 
................ 4 i Laxa River hydrorl~, rtric plant 2.61n.flOO ' 970, 000 

Italy .............. ll.050, 000 I 6,134. 000 

69,379. 000 , 22,474, 745 
6,143, 000 ........... { 3.388, 000 

Permolio . emckh~c llnits~ ................... 4.984, 000 1 . 532.000 
30 I i l l a l o s o l :  .......................... 5,326, 000 
39 Sulcis coal minrs . Sardinia ............ 10.111. 000 
41 STET steam.el~, ctric plant, Tarazzano ......... Ifl . 8 7 ,  000 
41 TEI IXI  sterl plant . Terni- ................... 4.895. 000 

2.544, 000 
2,801, 000 
2,680, 000 
1,406.600 

45 FALClC step1 n.orks, Milan ................... 7,837, 000 4,523, 000 

j 48 
AEM stcamelrctric plant . Turin ............. 5,284, 000 1 3,225.000 

54 REDAEI,T, 1 steel plant, Rogorcflo ........... 3.125.000 ' 933, 000 
, 59 Montccatini olefin plant, Ferrrra .............. 18,670, 000 2,410, 000 

Portugal ........... I 3 Olircira stccl tube mill, Xladrira .............. 1,310, 000 847, 614 
......... 6 Sorrala Valley irrigation develol~ment 15,000, 000 1,253, 114 

i Airport equipment . Portncue~e Colonies. ..... 1 037 000 403, 595 
' 5&2 Port facilitirs, Beira, M o m ~ ~ ~ b i q u e  ............ 2:065:000 591, 160 

Turkcy ............ I I Zonmldak coalfields .......................... 45,000. 000 1 14.234, 436 
3 Zonpuldak Harbor improremrnt .............. 9,310, 000 ' 2,460, 283 

I 4 Zonguldak coal klndlin: equipment 7,000, 000 : ( 4 )  
I ........................... 5 Zongultlak railroads 3,000, 000 (4) 

2 \\'rstern lienite mines ......................... 16,000.000 2.120, 272 1 .................... 7 Sarigar hydrorslectric plant 47,000.000 12,657, 000 
13 i v i  i o n  m i  ........................... 4.512.000 990, 161 
32 Grain storage facilities ........................ 7.90i.000 2,489. 153 

United Kiugdoln ... ' 1 Stpel company of \i7a1rs ....................... 210.000, 000 , 25.397, 092 
10 Shell Haven refinery .......................... 32,000, 000 ' 1,724, no0 

i 12 National oil rrfiuery, Llandarcy ............... 48,000, 000 
20 Petro-rhemical plant, Grangemonth ........... 17,000. 000 
21 Ford hlotor Co . plant, Dagcnham ............ 13,583, 000 

2,838, 000 
6,016, 640 
2,500, 000 

International ....... 2 Inn Rivcr hydroelectric plant 28,600, 000 516, 966 
Total ........ .......................................................... 1,525,012. 000 1 306,633, 327 

.- 

I From final report by Maurice R . Scharff, Franklin J . k r b u r ~ e r ,  consulting enxinrcrs and their associates . 
2 Not avaflable . 8 Not reported . 4 Procl~rcment authorizations not yet issucd . 
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Engineering Eudludtio~z of Europedn Industridl Projects 

As a result of 1953 hearings before the Committee on Appropria- 
tions of the United States Senate, 83d Cong., 1st sess., on the Rlutual 
Securities ,i11prol-~riation Act for 1954, Mr. Maurice R. Scharff, and 
Mr. Franklin J. Leerburger, consulting engineers, of New York, were 
retained by contract by F O A  i11 I\Iarch 1934 for independent field in- 
~estig:ttions and recoiiliiieildatioiis on not m o ~ c  than SO of the some 
143 industrial projects of the European program. These 2 consult- 
i~ig eiigilleers also liad tlie assistance of 5 engineering associates se- 
lected for their colilpetency in specific types of plants and operations. 
The number of plants to be inspected ~ v a s  subsequei~tly reduced to 74 
listed on tlie preceding table. Follo~~.ing are pertinent abstracts from 
t!le ScliarfT-Leerburger final report submitted to the Director, Ofice 
of Industrial Resources, BOA, under date of December 15, 1954. 

Actual Costs Exceed Estimates 

Li l t l~oug l~  the estimated total costs, ~vliere reported in the project 
reports, exceed tlie origii~al estimates by 24 percent, there were some 
projects in which tlie overruns far  exceeded this average percentage: 

I I I I 

Country 
Percent - 1 1 Overrun 1 SZE; 1 age of 

! total cost overruns 

However, in connection with the above, all of the overruns mere paid 
for out of fnncls other than dollars provided by ECA/JlSA/FOA. 

France .................................................. I ,  8 19 
; 11 1 
: 112 

Germany.. ............................................ 15 
Greece ................................... ............ 11 

13 
! 15 
I 20 

Ital J . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20 
41 

Turkey.. .............................................. 7 

Unfavorable Comments 

- - 

$100,000,000 1 $147,000,000 
12,800,000 ' 7,200,000 
7,700,000 7,~00,000 
8,000,000 8, 100,000 
#,500,000 8,000,000 
8,400,000 14,500,000 
1,50U,OOU 3,000,000 
7,300,000 7.000.000 

10.000,000 5.000.000 
5,900,000 10, W0, 000 

30,UUO.OOU 47,000,UOO 

Examples of ulifavorable conimellts in project reports, with respect 
to design, execution, operation, and success in meeting objectives, are 
listed below : 

Total.. .............................. ............I . . .  199,100, OM! 265,300,000 
I i 

I As previously pointed out, not always on a basis comparable with that of the original estin~ate. 



Country 

France _ - _ _ 

Germany _ _ 

Part of 9 Cornigliano 
(Genoa) . 

2 0 _ . _ . . - - - - - _ _ . . _ _  

One of the objecti\,es nTas to  meet the in- 
creasing needs of French agriculture. 
This has not been accomplishcd since 
French agriculture has not takcn ad- 
vantage of the increascd quantity of 
fertilizcr available. 

Error in judgnlent due to lack of expericnce 
re>ulting in installation of a single 4-high 
mill where sevcral should have been 
installed. 

Sanlc as for "3." 
Lack of coordination between production 

sales and marketing; lack of know-how a t  
nlanagcrial level. 

Lack of central responsibility and central 
authority. 

Lack of experienced person~~el. 
Failure to  employ outside spccialists and 

engineers; lack of incentive to  design for 
lon- costs. 

Change in design; no provisio~l for cost con- 
trol; no incentive for cost rcduction in 
desigil and co~lstruction; no clear defini- 
tion of authority. 

Unfavorable reports largely centered on 
failurc t o  de\-clop sriitablc distribution 
agencies. 

Location of plant and construction a t  this 
time without suitable provisions for 
marketing, possibly bascd on political 
rather than engineering considerations. 

Unsatisfactory engineering and planning. 

Fails to contribute to  the ecoilomy and 
reprcscnts excessive cspansion of refining 
capacity; thcrc was a lack of a single com- 
petent engi~leering organization; there was 
inordinate delay in the United States in 
passi~lg 011 the projcct (16 months); 
unsatisfactory engineering services by an 
American industrial contractor. 

This project will not benefit the economy of 
Italy; the plant is too far removed from 
the market. 

This project represents a failure to  gagc the 
market correctly; requires tllorough and 
completc rcorg:tnization of management; 
nTas apparently designed and constructed 
for political rather than engineering 
reasons. 



Do.. - -  

Do- - - 

I'rojects 
f olio\\-s : 

CountrU 

Iceland--.. 

Port agal- _ 

Projecl A%. C o r n ~ s e r ~ l  

2 ._._.____________ The i111favoral)le co~rlincnts 011 this project 
relate to lack of safety and inspection; 
lttck of propcr appreciation of the d~:ties 
alid ol~ligaiiolis of s1iperrisors and man- 
a,gcrs; unfavorable nlet,l~otls of nli11i11g; 
illstallation of tdhree separate cleanilig 
systems inst,ead of 1 overall large one. 

7 ---_._.------.--. Outstandirig esa~riple of failure t'o colicen- 
t,rat,c authority and rcsponsihiliiy iri the 
liands of a single col~ipetent erigi~icerilrg 
orgallization a ~ r d  faill~re of such an organ- 
izat.ion either to take comnlantl or quit tlie 
job. Final cost will probably exceed 
cs t i~ l~a ic  at time of authorizatiorl by fro111 
60 to 70 percent. 

1, 3, 4, 5 -  - _ _ - - - _ - -  Failure tu concentrate engineerirlg responsi- 
bility in 1 competent organization; inconl- 
petent nlanaging ~ersonnel ;  rcc111iroinent. 
for increased safety; reyuiremcnt for re- 
lating production to nlarkct.; c:secssivc 
infiue~lce of politics. 

13 --___.___.--_.__ About the same co~rtments as for projects 
1, 3, 4, and 5. 

wliiC11 \\.ere subject to other serious co~llillellts are as 

Project .\-0. Cor7iment 

2 _-____..__---..__ The FOA Coiltrollcr reyiiired to pass on 
eilgineering mntters; FOA ad~rii~iist,ratiori 
participated ill consumating a contract for 
professional services on tile basis of coln- 
petit i\.r price biclcli~lg. 

1 a i l  1 . - - - T l ~ e  plant was tlcsigned ns a base-load station 
with large iiivest~lient to produce high 
thernlal efficicilcg \\.it11 the full intent of 
kce1)ing tlie st,ation in rcserre and standby 
service for rnalry years. 

6- .  . . ---_..-. ~ - - _ _  The  location and dcsigil of tlie project as a 
wholc are different from t,hose al~tliorized 
by FOA.  dltlroi~gh the revised project 
nlay be bet,ter t,lla~l the oiie a~~tl ior izrd,  
aiid even tllok~gll i t  lllay 11e i l i ak i~~g  a 
great.or coritribl~tion to the economy tllar~ 
t,llc original one ~vould have, FOA ~vas  not 
ktpt iilfor~ncd of tlie cliange. 

Tlle 74 prujccts w11icl1 were i~l\pectecl represent :lbont 50 percent of 
the total ntunbcr of projects, and their esti~n:lteil total cost amounts to 
81,.i25,01.3,000, or  bout 56 percent of the totnl ~~nderest~iinated 
cost for  all  projects. Tlie U~litecl States dollar pnrticipntioil mas 
!%41,2T0.000, or ;ibout 59 percent of the totnl dollar participation. 

-llnlo+t all of tlie 1)roject reports inc1ic:~te that, with n few excep- 
tions, there were no projects on wllich systematic progress reports, 
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periodic inspection reports, and revised estimutes of total cost, includ- 
ing all other currencies as well as Ainerican aid clollars, were available 
in the files of the Foreign Operations -idministi-ation. 

I t  should be pointed out that  uilfavorable reporting mith respect to 
design, execution of coiistrnction, the meeting of objectives, and opern- 
tions runs all the way from minor aclvel.se con~nleilts to serious criti- 
cisms. On the otlier hand, favorable rel~orting with respect to design, 
execution of construction, the meeting of objectives and operations 
may, nevertheless, leave a project subject to other serious criticisms. 
Examples of the latter are tlie Iceland Fertilizer Corp., the stearn- 
electric porn-er plant at  Naples, ancl the Sorrain Valley irrigation proj- 
ect in Portugal, all three of which are treated in detail elsen-here in 
this paper. 

Opinions and Conclusions 

The following excerpts are taken fro111 the final report of the con- 
sulting engineers illacle to F O h  on completion of field investigatioils 
of some 74 projects. 

The 1110st striliin:: gc~neri~l c.onc111sion. resulting f r o ~ u  our participation in the 
insl~ct ions and from the project reports by our asuociates, is that, while there 
have been some unfortunate individual escel)tions, the program of American 
aid through assistiug ill the financing of industrial projects has been, in general, 
an overall success. By far  the larger 1)roportion of the projects have been effec- 
tively carried out, taking into account engineeri~~g, construction, financial man- 
agement, and coordination, and liave accomplished to a substantial extent the 
objectives for ~ v l ~ i c l ~  they were apl~roved. As a result, they have made a sub- 
stantial contributioi~ to strengtlieuii~c the economies of the countries in which 
they are  located, aud without doubt hare  k e n  a major factor in the advances 
in industrial production ant1 ecolloniic strength that hare occurred in these 
countries. 

Engineering Repoi ts Prior to .lpprocal 

A secoi~d couc.lusiofi that results froin comlnents in a uuruber of the project 
reports is that i t  would be desirable whenever possible to require the submissiou 
of a complete engineering report on the proposed project, ant1 a review of such 
report by engi~~eers ,  en~ployed or retained IIJ- the ;lgencj-, prior to approval. 

Engineeriirg Responsibilif?/ trptd Autlloi.ity for  Desir/ir trnd Pirl~r~rrisiofl of 
Constrrietiott 

A third conclusion that app3ars  justified is that in a program of this character 
i t  is  of the greatest importance that engineering responsibility and authority, 
with respect to the design nut1 construc'tion of each industrial project, or portion 
of a project, a t  one location should IIP c l r a r l ~  conceiitrated in a single coliipetent 
engineering organizat~oii. The projects iuspected which ha \e  been outstanding 
successes in the progr;~iu have, in every caw, been projects with respect to wliich 
this requiremelit was complied mith. Manx of the projects a s  to which the 
results hare  bee11 ui~satisfactorg have failed to meet this recluireruent, and this 
failure has been uu outqtanding reason for unsatisfactory results. 

a JIaurice K Sl~ar  fP, E'rniiklir~ J. L e r ~  burger & Associates. 



I n  connection with the amendment of Bulletin PMCD No. 35: i t  is suggested 
also that consideration be given to the development of this bulletin into a 
standard procedure and set of criteria applicable to the retention of engineering 
services directly by the Foreign Operations Administration, a s  well a s  to the 
approval ~f contracts between interested countries and engineering organizations. 
If this is done, consideration should be given to securing either an amendment to 
section 3 N  ( b )  of the Federal Property and Administrative Services Act of 1949, 
or else to securing a determinatioi~ by the President under section 533 of the 
Mutual Security Act of 1954 (Public Law 665, 83d Cong., 2d sess.) that  section 
304 ( b )  of the Federal Property and Administrative Services Act of 1949 does not 
apply to FOA contracts for engineering services. 

The cost-plus-a-flsed-fee form of contract for professional engineering services 
has a definite usefulness under some circumstances, a s  an alternative to contracts 
based upon a lump-sum fee, a percentage of cost, or per diem fees, and i t  would 
be helpful for the Foreim Operations rldn~inistration, in administering future 
industrial project programs, to be in a position to utilize this type of contract. 

A fifth type of unsatisfactory result in connection with engineering practice 
has occurred, in some cases, where the European type of package or turnkey 
contract has been used, either without any independent engineer being associated 
with the work, and with engineering design and supervision of construction 
being carried out by employees of manufacturers or contractors; or where an 
independent engineer was retained by a contractor, or a subcontractor, without 
any direct responsibility or opportunity to report to the owner or to the Foreign 
Operations Administration. 

Progress Reporting aitd Inspection 

In the Greek-Turkish Assistance Act of 1947, i t  was provided tha t :  As a (,on- 
dition precedent to the receipt of any assistance pursuant to this act, the 
government requesting snch assistance shall agree ( a )  to permit f rre  access 
of Uuited States Government officials for the purpose of observing whether 
such assistance is utilized effectively and in accordance with the undertakings 
of the recipient government. 

Section 115 of the Economic Cooperntion Act of 1948 also provided, in sub- 
section ( b ) ,  that  in addition to continlled mutual cooperation of the partici- 
pating countries in such a program, each such country shall conclude an 
agreement with the United States in order for such country to be eligible to 
receive assistance under this title. Such agreement shall provide for the ad- 
herence of such country to the purposes of this title and shall, where applicable, 
make nppropriate provision, among others, for * * (8) furnisl~ing promptly, 
upon request of the United States, any relevant information which \vould be 
of assistance to t l~c  United States in determining the nature and scope of 
operations and the use of assistance provided under this ti t le; * * * (9 )  ( d )  
The Administrator shall encourage each participating country to insure, by an 
effective followup system, that  efficient use is made of the commodities, facilities, 
and services furnished under this title. In order further to insure that each 
participating country makes efficient use of such commodities, facilities, and 
services, and of its own resourc*es, the Administrator shall encourage the joint 
organization of the participating countries referred to in subsection ( b )  of 
this section to observe and review the operation of such followllp systenls. 

The RIutual Security Act of 1954 also contains, in Title I ,  Mutual Defense 
Assistance, the following provisions: SECTION 142. Bgreements.-No assistance 
shall be furnished to any nation under this title unless such nation shall have 
agreed to * * * (10) permit continnous observation aud review by United States 

SOfflcial regulations of FOB setting forth the terms and conditions gorcrning contractual 
relationships on all forms of contracts involring FOA financing. 
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represcntatires of programs of assist:~r~c~e autliorizcd untlc'r this title, including 
the utilization of a n r  sncli nssistai~cc, or prc)\-ide the Ur~itcd States full 
aiid coinl~lt~te inforii~alion lvil11 respect to these matters, as  the l'resitleilt 
nlay roquire. 

Title 11, Dt~velol~ineiit Assistaiice, of the J111tnal Secui'ity Act of 1954, contains 
~ i o  suc.11 specific provisioi~, but prorides that such assistance nlag be furnished 
oil such tcrins and contlitiorls as  thc Presitlrrit inny specifg. TVe understaild 
that no s~ich t (?rn~s ant1 condititrus rclativc to this title liare get bcen s1)ecificd 
by the I'residei~t, but it scellls rcnson:~ble to assume that they will not differ 
substai~tially in this resl~crt ~ ~ I I I I I  t110se l~rcscril~ed 11y t l ~ c  Congress in the 
Ecoiioiiiic Cooperation Act of 1948 and in Title I, JIutual Drfeiise Assistance, 
of tlie Alutoal Security Act of 1034. 

I t  ~ rou ld  al~pear, therrbfore, that a m ~ l e  justific:ttion and authority for system- 
atic progress rc~~ort i i ig  and geriodic inspections esisted ill the ennl~ling legisla- 
tion and the bilzrternl agreni~ents. Kot~vitlistnncliir these proriaions, it  would 
appear that, as  sug,zesietl in the extracts from f l ~ e  rc>coi'tl of tlie hearings before 
the Scnatc Committee on ;ipl)l'crl~ri:itions, aiicl f r ~ ~ m  l l ~ c  ~,cl)ort of the coi~rmittee 
t11 the Senate, qu11tcd :rt the begim~ing of this relrrrrt. nntl as  cVonfirr~~e~l 1 1 1  almost 
all of tlie project reports, there harc been almost no l>rojrcts on n l ~ i c h  sgstem- 
atic progress reports to t l ~ e  Agt'ncy (other than r r l~or t s  of tli~bnrse~nents of 
United Stntcs aid dollars ant1 entl use rcllorts on cquil)mcnt llnrch:~sed ~ i t h  such 
dollnrs) hare heen iirndc, and none ~rhicli  11:tre I~rcn subject to periodic2 iiisl~ec- 
tion. (The onlg escr11tions with r.es11ect to syste~r~at ic  yrrogress repo1.t~ seem to 
be the electric powcr 2nd lignite ~niiring l~rcrjcc~ts in Grtbec.c, f ron~  their beginning; 
and since Se1)tnnl:er 19.73, only, the Pnrignr and Xonji~rldnlc ~~~,o jec . t s  in Turkcy. 
There appear to 11c no  crccl~ticlns nit11 resl~ect to periotlic inspectioils.) 

In  fact, this 1:1('1i of sj-atenrntic l~rogress rr1roits and 11eriotlic inspcc.tions 
appears to hare been ii~triitic~nnl rather t11:ln accider1t:il. 

This same point of ricw Jrns lrrought out a t  page 'iG9 of tlic record lo ~rl ien a 
member of the st:rfE of the ngcwcr st:rted "TVe ncrcr (lid iiitentl to take on the 
res11onsil)ilitr c~f running thv ~r~'o.iects," a1111 n iriei~rlrc~r of t l ~ c  colninittce replied, 
"There is a differel~c' l ~ e t ~ v ~ e ~ i  running llle project and actnz~lly superrising it 
so that t l ~ c  rnoriey can l ~ e  stoy~lled if i t  is not going correctly." 

I t  is our o l ~ i ~ ~ i o n  that such llrogress i'el~orting and iilspections coul(1 liare 1)een 
carried out with respcct to these l)rojecta, nnd can l ~ e  c:kri'ied out ill connection 
with any similar programs in the future, without infringing on thr sovereignty 
of the participating countries, or their responsibility for the actu:rl cnrrxiug out 
of the nork, and n-it11 coiii]~lcte rnnintrl~arrce of the distinction between "running 
the project" and "suj~errising i t  so that the nloncy czln Ire s to l )p~d  if it is not 
going correctlg." I~'urtherniore, we (lo not b e l i ~ r c  that the Congress would 
withhold its support, lly mmns of necessni'r n~~prol~ri;lliofis, rroln a rt~:rsonaI>le 
program and organization for suc.11 Ilrogress reporting :~ntl i~rsl~rctioiis, c~fficicnt.ly 
and ecoiiornic~ally cari.it'd ol~t .  Keit11c.r dorr tlie neccbssit~ for cnre in thc ad- 
ministration of such ~ r o g r e s s  rel)oi.ling ant1 in.~]~cction to :rrt~id eflects liannful 
to the 1)oliticxl or nii1it:rry interests of the Cnitetl St:~tt's in ofher diri~ctions 
suffice, in onr opiirion, to justify the o~l l i s s io~~ of such llrogress re~lorts  and in- 
s1)ections. 

I n  the last analrsis, and rcgartlless of thc tt'chnicnl justifications and authori- 
zations to which referenre has been innde, the nrcd for such reports and in- 
spections arises froin tlie fundmnent:~l oblig:~tioi~ of ari executix-e agency, es-  
pelitli~lg funds approllriatcd 119 the Corrgr~ss for a slrccific purpose, to be able 
to ad!-ise the Congress from tiiile to time as  to ~~-11ct'lit~r or not, ant1 if so, to n h a t  
estcnt the results for IT-hich the money was a1)prol)rintctd are being nccoin~)lisl~ed. 

l o  Hearings of Senate Comniittee on Appropriations, J u l ~  1953. 
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.Itltlitionel jnstific~~lions, if :illy mere needcd, are that i t  is only by such 
syste~ilatic. reporting an(l i~is l rect io~~s thxt the 1)artic.ilinting rouiitrirs tlittmselres 
ant1 their engineers can ~11~c.essf111ly manage such comlrlic,:~ted programs as  these 
indnstrial projects; tliat i t  is only in tliis way that tlie masimuni value of the 
l~rojects for teclii~ical trailling of natiouals of underdeveloped cc~rlntrirs can be 
re:ilized; and that it is o~ily in tlle salile way that the executive agcllvy itself 
can be of the greatest lrossiblr ;~ssistanc.e to the participati~lg countries in fore- 
s~lcaing m ~ d  assisting ill the solution of their difficulties. 

Periodic inspections shor~ld l)rclft~~'nl~ly be ~uuan~~ounced, if possible, and a t  
irregular inter\.als, but s,~flic.iently frcxq~~t>~ltly, such as  2 to 12 tinles per year, a s  
determined for e;~cli individu;ll l~roject, to illform reviewers of the progress 
rel)orts :IS to tlie actlral co~ltlitions on the jol) :111d the rel;~tire reliability antl 
accuracy of the rtblwrts. Tile orgwniz:~tion, \vhicli ~'evie\rs tlie prtgress reports 
; ~ n d  111al;es the inspections, sl~ould be nlade u p  of l~roftwiional t~nginrc.rs, wit11 
s ~ ~ f i c i c n t  backgruu~~cls of cs1)rrience and jntlgu~ent in the fields of design and 
costrllctio~i to e~iilble tlle~n to anal>ze the 1)rojects initially to dettwnine the 
~~rasonnlile 11criotl of 1,ro;rcss rel~orting for es1c11 projt?c:t mid the ~ ~ u n i b e r  of 
inspections recluired for effectire appraisal of progress : ~ n d  cost; to rerirm and 
iutcrlrrrt the pro,zreis reports intelligently; and to reconlmend acation for the 
solution of difliculties, or the decrease or cessation of further g;~y~ntlnts, if re- 
tluirecl. 1:or t l ~ i s  1rnrl)osr the organization will hare to be made up of engineers 
with l~nckgrtrunds of' espc,ricnce in different technical fields, I~u t  it is believed tlri~t 
economy and efficiency will be promoted if the number of sucl~ fields and employed 
en;inerrs is 1inlitc.d :rnd if the staff organized for the purpose is required to utilize 
the scrvices of rneinec'rs horro~vcd from other Gorernn~rnt n:cncit.s, or of profes- 
% i o ~ ~ a l  engi~iecrs i l l  intl(.pci~tle~it 1)1-:1ctic:c on n contract basis, to supplement the 
perr11:inc~nt organization as required. I n  any c:ise, it sllollld be n unircll.s;~l 
:)ractiuc that every re\,it~\v of a progress reyort, au(1 every periodic i~~sl)ection, 
sl~oultl be n~atle t l ~ c  s ~ ~ b j t > c t  of a written report by tlie revie\vcr or inspector, ~vhich 
will concl~rde wit11 n recomnlendntit,n eitlier tllnt no action need be talcen or that 
a s1)ec'iiied action is reclilirell. 

~Jl'!jnllizntioll of  Fo~.c ign  0pf') 'cf  t ions A(1ministmtion 

The olnission of provisiol~ for systeu~tltic 1)rogt'ess l.c1l)orting and periodic in- 
spection, to \vhich referen!-e 11:1s been n~title, a1)pc:Irs to us ttr 1r:lre l~ecn l~arallelecl 
by the omi.;sion of any e ~ l g i n r c r i ~ ~ g  group, properly spt':ilri~ig, ill tht? or2xniz:ltion 
of the Foreign Ol~erations Adnlil~istratiu~l. So fa r  as  we have bee11 able to 
detern~inc, the functiv~ls of the ~ a r i o i ~ s  brancl~es of the Dirision of Intlnstrial 
Slwcialists in the Office of 1ntlustri:ll Resources, nrith resprct to industrial 
projects, are to advise tlie :lrcbn ol~erntions chiefs ~vitli respect to allprovnl or 
tlisapproral of project npl~lications fro111 the illdustrial ecolro:~iic.s 111)irlt of view, 
with i~~ci t le~i t :~l  tcc11nic.nl services relating to rrcluirements and contrilcts for 
engineering serricps ant1 to the fnr~u~llation and i ~ ~ r l ) l e ~ i ~ e r i t i ~ t i o ~ ~  of sucll projects. 

Some of the indivitl~~nl rnenl1)ers of tlie 1nd11stri:~l Sl~ec~i:~lists 1lrancht.s are  
:lctu:rlly lueu with engincerilig training and bnckgronntls, but these qualitica- 
tions appear to be utilized l~rinlarily us u harlrgrou~~d for services in the fields 
of t ~ d ~ ~ l i ~ ~ i s t r ~ ~ t i o ~ ~  and int1ustri:~l cconolnicas, : I I I ~  there does not ap1)enr to be 
specific intentiori to utilize their services for twhnical engineering work relat- 
ing to dcsig.11 :urtl constl~uction or Cor syst~~il i l t ic  IJl.ogress reporting and inspec- 
tion, a l t l~o l~gh  incide~ltal services of tlwse lcii~ds airpear to hare been supplied 
ill some cases. 

If all organinntion of ~rofessional engineers, with baclrgrounds in the design 
:ri~d constr~~ction of \rorl;s ill their rospectivc fields, is to be proridetl to review 
s ~ s t e ~ n a t i c  progress reports antl to u~nke fieltl inspections, 21s \re have previously 



suggested, \ve believe that i t  will be necessary to create a new engineering grouo 
for this purpose ill the Foreigu 01)eratione ,Idiiiinistratio~i organization. 

If the suggwted erigiueering gronp is provided, we believe tliat i t  will also 
be desirable to ;issigl~ to i t  the review and reco~llliiendations of approral or dis- 
:ipproval of project apl~licntions for industrial pro.iecats from the engineering point 
of view, inclutling the tlefinition of tlie scope of tlie work, tlie org:lnization of the 
engineering and construction, ill~tl the selection of' the engineers. 

If tlie functions of review :11td a p ~ r o v a l  of illdustrial project apl~lications from 
tlie point of view of industrial rco~io~r~ics  are  to continue to l)e exercised. separately 
I)g the tecli~~ical branclles of tlie I~idnstrial Specialists Divisiou, then the func- 
tions of the two groups should be c l e a r l ~  defined so as  to avoitl conflict or 
overIal). 

I t  sl~ould be pointetl uut, liowevn., t11:tt in snc*ll case, tlie functions of tlie two 
groups, and tlie qlialiiic:~ti~l~~s reqt~ired for their l)erforlnance, are  so related tliat 
consideration may well 116: given to conibi~~ing the groups in a single organization. 

Whether or not such co~nbi~iatior~ is effected, i t  would alJpear that the organi- 
zation set up to implement the suggested systrrn of progress reports and 
periodic i~ispectio~ls should be eitller ir  part of the Office of the Director of the 
Office of Industrial Resources, with clear assiglirrlent of the same functions 
with respect to projects involving design and constrnction n,l~icli originate 
in the Office of Food and Agriculture arid t l ~ e  Office of Transportation, as  with 
respect to projects originating in the Officae of Indlistrial Resources ; or else a part 
of the Office of the D e p u t ~  Director for Technical Services. 

Illsofar as  progress rc,porting anlid inspections a re  concerned, this report is 
strictly liiuited to tlie collsitlerutio~i of their relation to  industrial projects, in 
accordance with the provisions of our contract. I t  occurs to us, however, that 
in coiincction wit11 t l ~ c  recent definition of "project type assistance," it may be 
desirable to e x t c ~ ~ d  a co111pnral)le systenl of progress reporting, including re- 
ports of 1111ysical progress and of ex1)rnditnres in all other currencies, as  well a s  
ill clollars, to some types of projects other than those which, lilie industrial 
l~rojects, include design and construction work. 

If such a developnlent should come about, it woultl appear that the logical 
location for the unit charged with the operation of sucli n systenl of progress 
reporting and periodic inspections would also be in the Office of the Deputy 
Director for Techuical Services * * * 

Reconzmendations 

Tliese recom~ilendatioi~s are abstracted from the final re.port made 
to FOA by Consulting Engineers Maurice R. Scharff, Franklin Leer- 
burger & Associates, 011 co~~l l~ le t ion  of their fielcl investig n t '  ion: 

1. I t  is reco~i~ruended that, wl~enerer possible, aliplications for approval of 
illdustrial projects be required to be based upon preproject engineering reports, 
preferably either by engineers assig~letl hy other Government agencies or by 
jildtlpendelit consulting engineers, arid that such reports be required to contain, 
ill addition to clear definitions of scope :uid estinlates of cost, reco~umendations 
rrg:lrdin:: the organizatioi~ of the eucineeri~~g deaign and supervision of con- 
struction, and prelinlinary forecasts of time schrdules for design and construc- 
tion ~vork. 

2. I t  is reco~nnlentled that in connection with any future program, involving 
~frojects  such a s  those referred to in this report, the Foreign Operations Admin- 
irtration adol~t  as  a basic ~r inc ip le  that i t  will require complete responsibility 



and authority for design and supervision of construction fur every such indus- 
trial project or part of a project a t  one location, to be concentrated in a single 
colupetent engineering organization approved by the Foreign Operations Admin- 
istration, and compensated in accordance with reasonable standards set by 
the agency. 

* * * I t  is also recoiiii~le~lded that engineering contracts be so drawn that 
eiiqineers may be in a position to terminate their contracts without financial 
111ss if tlieir advice is ignored a i ~ d  it is thus niadr iinpossible for theill to fulfill 
their professional engineering reaponsibilitiea. 

3 .  In order to provide for satisfactory engineeriilp c ~ ) ~ ~ t r a c . f s  t i 1  rr~aso~~r~bltb 
coinpensation, i t  is reco~~~i~ iended  that PNCD Hulletin So. 35 (lie\ ised) . dated 
Sorernber 26, 1951, be further revised so a s  to ~iiake i t  a1)plicable to engineer- 
ing contracts entered into by the Foreicn Operations Ad~riinistration itself, as  
nell as  by participating countries; so as to eliniinate any iillplication that con- 
tracting for professional engineeriiig services on the basis of coinpetitire bid:: 
n ill ever be required or approved; and to provitle that engineers shall btl selected 
ttn the basis of their qualifications, experience aild previous acconipl~shments, 
with attention to coinpensation directed toward rcquirin," that i t  shall correspond 
wit11 reasonable standards similar to those now embotlietl, or to be enlbodied by 
further re\isioii, in PMCD Bulletin No. 35 (Revised). 

4. In  order to permit the utilization directly by the Foreign Operations Ad- 
ministration of the cost-plus-a-fixed-fee forill of contract for engineering services, 
in accordance with the reasonable standards now prescribed by PMCD Bulletin 
So. 35 (Rerised), i t  is recommended that the Foreign Operations Administration 
undertake to secure either an amendirient to section 304 ( b )  of the Federal 
Property and Administrative Senices Act of 1949, exempting contracts for 
professional engineering services from its provisions, or else a determination br 
the President, under section 533 of the Mutual Security Act of 1054, that section 
304 (71)  of the Federal Property and Administrative Services Act of 194!) doer not 
apply to Foreign Operations Bdininistration contracts for engineering services. 

5. I t  is recommended that  a comprehensive system of prozress reporting and 
periodic inspections of industrial projects be established for the purpose of 
assuring the efficiency of management of the design and construction of such 
projects ; permitting the Agency to he of maximum assistance to the participa tin2 
countries in anticipating and solving the difficulties that arise during the' l~rogres- 
of design and construction ; securing the maximum training ralue from the work 
tor nationals of the country in which the project is located; and enabling the 
Agency to atlvise the Congress a t  proper times whether or not and to ~ v h a t  extent, 
the expenditure of appropriated funds is accomplishing the purposes for which 
they were appropriated. 

6. I t  is recommended that the responsibility for the submission of progress rc- 
ports be clearly placed upon the participating country in each case by provision. 
if necessary, in the project agreements provided 11y the new procedures l~rescribetl 
on the basis of "Operation Blueprint"; and that it be clearly understood that  a 
principal responsibility of the engineering organization, to which professional 
responsibility and authority over the design and construc.tion of each project has 
lbeen assignetl, will be to establish as  an initial step, a t  the beginniiig of its work, 
schrdules of progress on design and constrnction, and expenditiires of dollar aid 
and other currencies by major physical subdivisions of the work; and thereafter 
to assist the government of the participating country and the owner of the facili- 
tips (in case American aid has been extended through the government to pcr- 
son., niunicipalities or corporations), to coinply promptly and coinpletely with the 
requireii~ents with respect to progress reporting. 



7. I t  is r c c o n i n ~ c ~ ~ ~ l c d  t11:lt ~~roj(lc. t  rclitirts Iw rc(1nirc.d n l o ~ ~ t l ~ l y ,  1,irnonthlg or 
cjl~nrtc,rly, a s  Inny I)e t l r t e r ~ r ~ i ~ ~ c ~ t l  to  hc n ~ o s t  a l ~ l ~ r t , l ~ r i ; ~ i e  To1' c:ic.i~ grnjc~c't. :rnc: 
t l~ : l t  suc.11 t l c t c r ~ n i ~ ~ n t i n ~ ~  Ilc 111nt1e ,ccpnrntely for  e:ic.l~ ~ i r c ~ j c r t  1)y t l ~ c  !lnginct'rin: 
group i11 t l ~ e  F o r e i ~ n  O l ~ c r : ~ t i ~ ~ n : :  Atl~nini. 'tratio~i rl's111111sil1l~ f ~ ~ r  1 1 r o ~ r 1 ~ s s  r ~ p o r t -  
ing, a f t r r  r o ~ ~ f c ~ ~ ~ ~ c e  \\-it11 t l ~ r  rngi l~ec~rs  rrsl~onsihlo for ~lrsirrn an11 ~lllrcl'rision of 
constn~ct ion .  S l~cl )  11c1.iotl s l ~ t ~ l ~ l d  Ilr dfbtcr~ninc~t l  on ill? Irasis (if ~ I I ! -  I!;!tllre of the  
projec't n11(1 t h r  con(1itio11s 11ndrr \vllic.l~ i t  is 11cin.r r.nl.ric>tl out. SO :13 l o  s r rn re  t l ~ r  
111nxiln11nl c o n t r i l ) ~ ~ t i o ~ ~  liy snr11 ~ll .o~rc~,qs r rpn~. ts  to t l ~ e  cfficirnt and ~conornical  
ro~ r~p lc t ion  of t,he n-orlr. 

8. I n  ortler to cst:~l~lisl i  a I):Isi; for  sncli proyl'rss rc l~t~l ' i ing  nntl to  p(~1.111it 
progress reporis to Ile co~nlrnrctl wit11 fol.cr:~sts ~na t l e  a t  thc t in t ,  of t hc  apl,lrornl 
of c,:1c11 projerst. it is r ~ . r n ~ ~ ~ ~ r ~ c n d ~ t l  t l ~ n t  t l ~ r  ~ I . C ( ' C ~ I I I . C S  : I I I ~  forms nrln. lr!'csciril~rd 
for  prn,icct progosnls and : ~ l ~ l ~ r o r n l s  hc n1odi1ic.d or s r~pplernc~~~te t l  r o  :is to show 
costs 11y n ~ n j o r  pl~ysicnl !:nl,rliriuinn.: ns ~vc.11 :IS prncnrcmcnt c :~tezor i rs ,  ant1 
thnt  t he  "\vorl< plan srh~dl!lc" cnllctl f ( ~ r  11:- ~ I ~ P S C I I ~  i11str11ctio11~ 1)f3 ~x ] )nn t l rd  or 
snpplcnlcntetl so :IS to provide rle!initc t ime s i ~ l r c d ~ ~ l c s  for  t l ~ c  cnn i l~ l~ t ion .  fo r  
each major ~ ~ l i y s i e a l  s ~ ~ l i t l i v i s i o ~ ~  of t l ~ c  ~ o r l ; .  of ficld rnrl-ryinz. dcsigns. prcpn- 
ration of spcr.iRcntinns. l)l:~r.inc of rnntrnf ' ts  f c ~ r  nin,inr ~ q i l i p ~ n c ~ n t .  l r l nn~~fn r tn re  
and  delircrg of mnjol* rcjnilin~t'nt. ~ .n~ l? loymrn t ,  nncl constl'lirtion. 

9. I t  is  rcron~~ncnt lcd  t l ~ n t  t11r llsr of cmnl~lctcly stn~ldnrizcrl fnrnis of reports 
Ilc dctern~inerl  n ~ r d  n l i l~ro~-cd 1ij- thc  Fnrcizn Opcrntions .?rlministrntion i , r o n I ~ t l ~  
a f t e r  the alrprornl of car11 s11c.h in(lnstrin1 project. :iftcr c2onfrsl.cncc n-it11 i h r  
enzinerrs rcsponsil~lo for tlr,si=n nnd s~~pc~r r i . i n r~  of cons tn~c~t ion.  in s i ~ c h  n n-ny 
a s  to n ~ r e t  the zrncl'nl r e q ~ ~ i r e m c n t s  o l~t l incd I)rlo\\-. n11(1 to  uti l izr  trr t l ~ c  n r n s i ~ l ~ l ~ r n  
c s t cn t  p o s s i l ~ l ~  t h r  rtq,orting f n r ~ n s  and prnrrdn~.~. ; :  11e\-cln!~ctl 11.r the  p:~rficipntinp 
co11nti-y and thc rncinccrs in rrsl,onsillle rhnrgc of ilcsicn 311d c n ~ ~ s t r l ~ e t i o n  to 
fncilitntc thP effiricnt control and ~nnnngrnlcnt of the  tlcsign and conatrnctinn 
~ o r k .  

10. I t  is  r ~ c o m n ~ c n ( l ~ r l  thnt.  n t  thi. r r r y  least. s ~ ~ c l i  p r o g r r , ~ s  reports sho111tl 
inclndc for cnch r r p o r t i n ~  prririd n rcport ,  in t;lliul:lr o r  char t  fornm, of the  
~ ~ r o , c r r s s .  for encll n ~ : ~ j r ) r  ph-s i rn l  s1111dirisio11 of tlm~ n-orlr, on ficltl SI I I .VP ,~S .  

r l ~ s i , g s .  p r r p n r n t i ~ ~ n  of s p ~ c i f r n t i r ? n .  l ~ l n r i n r  of c ,o~~ t rnc t s  for  cnnstrnci~inn nntl 
mnjor equiljment. ninnr~fnctnrc ant1 tlc1ir~r.r of rnnjnr rclnipmrnt. cm~?loyment. 
and ~ ~ h y s i c n l  constrnction. with :I conilrnriso~~ \\-it11 tlic c o r r c y ~ o n l i ~ g  scl~c'dl~les 
oricinnlly s ~ ~ h n ~ i t t r d  n t  the  time of nppro\-nl or ~ ~ r c p n r c d  a f t e r  npl)roral : toprther 
with n finnnc8inl rcliort sliowinc. f o r  cnch mnior 1111ysic~:il snlidirizir~n of t h e  
~vorl:, the rxpenditnrc to  thc  cnd of t l ~ c  rcportinf llcriotl. lrolli in T-nitctl St:ites 
dollars, in other cnrrrnric.? and in  tnt:ll, and  corrc~s~)onding csti111atrs of cnst 
to coniplctc nnrl of tntnl cost. 2nd n ron~ l~ :~ r i son  of snrli r r r i scd  c s t i r ~ ~ : ~ t c  of total  
cost Kit11 the ori.rin:il est imate sul ,nli t t~tl  nt ti111r of n l ~ l ~ r o r n l ,  or ~ r r c j ~ n r ~ t l  nf tcr  
approval. 

11. I t  is  rrcnnllrlcndcd tha t  t111, s r s t rmn t i r  r~rogr.c.ss rq lor(s .  prr\.ionsly r r -  
f e r r ~ d  to. Iic sl~pl~lcrnrntctl  hy pcrioilic i n s p r c t i o ? ~ ~  :it t l ~ r  si te of c o ~ ~ s t r n c t i o n  
worlr, tn h r  mndr  with(1nt ndvanrr nnnonnc r~nc~ i t ,  if ~lnssilllc, nnrl nt i r r rg r~ ln r  
i n t r r r a l s  of 2. 3. 4, o r  f, mrintl~s, ns t lc tcrn~inrd  to I:(, :~ l~p rn l ) r in i r  in  t l i ~  case of 
each ~ l ro i r c t ,  dcpcndinz npon thc  t y ~ r  of projc('t. the contlitions 11nc1cr ~yhir l l  
it  i s  h c i n ~  cnrrird out  nnll indic.atinns contained in ]lro;ress reports ns to  t h ~  
desirnhility of ins~lcction. Snc.11 i n s l ~ ~ ~ t i n n  slionltl 1~ n~;mtle Iry profrscionnl 
engineers n-ith I~ar. l~c.l~oln~ds of cs~lc'rirnce in rlcsign 2nd constrr~ction in t h e  
rarinlls  indl~s t r in l  ficltls i n  n.hic.11 t h ~  p r o j ~ r t c  :irr i nc l~~r l cd  and sho111d hc 
follol\-rtl, it1 en(.h case, hy n n ' r i t tm rcl)ort t1ccril)ing tlic ins~lrction,  com- 
menting on t l r ~  c~rndit ions o l ~ s c ~ ~ ~ r c d  and on t h r  nccwrnry of tlic 1,rogrrss rrprrrts 
t h a t  had heen snl)mittc>tl, :!nd r r co i r~~ncnd in r  r i t i~c,r  thnt no action by tllp 
Foreign Oprrntions h t l~ninis t rn t ion  is necrssnry. or tha t  sprcifirtl nctitrn he  t a l r ~ n  



for the imgro\-enlent of progress reports, for co~~tr ibut ing to the success of the 
constructlon work, or for increasing, reducing or disco~ltiilui~irr -1lnericali aid. 

12. 111 older to :~tllllinister the pl opused s j  strill of progre\s reporting and 
periotlic insl,ections, it is recommended that there be estal~lislled in the Office 
of the L)irector of Ind~iztrial r\esources of the Poreign Operatio~ls Atllninistratiot~ 
(or in the Ofice of the D e ~ u t y  Director for Technical Services, in cease it is 
tleterluinrcl that it is tlesir;lble to es te i~d  the grocedure to projects involving 
design ancl construction x~~orl< ~rllich are sponsored by offires other thnil the 
Office of 11ldlistri:ll I ;eso~r( .e~,  \vitllout engi~leeri~lg asl3ects of such projrcts) 
a Lrour) wliich might be I~I I~IYII  :IS the Engineerii~g Di\isiol~, to be headed by a 
chief engitiet'r, with such ~lulllber and types of senior engineers and n s s i s t a ~ ~ t  
engi~~eers ,  n i th  necessary clerical and secretari:ll staff as  may be required to 
nccoi~~l)lisl~ t h ~  functiolls outIii~ed below, for the type and size of program for 
\vhich these functious are  to be performed. 

14. I t  is also recomn~el~ded that once such a n  engineerii~g orga~lizntion, a s  
sugxested, has been set up, its authority and respol~sibility with respect to the 
r e c o l ~ ~ i ~ ~ t ~ ~ ~ d i ~ t i o ~ ~  of nppro! a1 of the selection of engineers, of eilgineerillg con- 
tracts, of :~ctirities under eilgi~leeri~l:: contracts, and of p a y ~ ~ i e l ~ t b  of reimburse- 
me~l t  of cost ant1 corul~cllsation or fees in co~lrlection therewith, be clearly defined 
n11d that tlie Co~~troller 's function ill connection with s~zch co~ltracts he limited 
to ncfou~iti~~&?, nuditing, :uitl the authorization of payme~lts in accordance with 
tlie appro\ a1 of the chief engillecr and the director. 



11. Industrial Development Program for 
Far East, Near East, South Asia, and 
Africa 

Costs 

The United States apparently will spend t~pproximately $000 mil- 
lion on economic development in these areas in the cul*rent fiscal year 
(1955). I t  will be seen how closely industrial development is asso- 
ciated with this program. 

Economic development in these indicated areas is fiilailcecl in the 
current fiscal year from a total fund availi~bility in excess of $1.93G 
billion, which is the granci total of appropriatecl funcls for these areas 
for fiscal year 1055 under the four categories of direct forces sup- 
port, defense support, developnlent assistance, and tedlnical coo1)er- 
ation. It is in "excess" of the given figure since no credit is given 
in this amount for unexpeilded but coinrnittecl balances carriecl for- 
ward from previous years or for coui1terpn1.t funtlq. Tlicse are both 
substantial amounts. For  example, uilreleasecl balance of counter- 
part funds as of July 1, 1054, for these areas totaled in dollar equiv- 
alent $379.6 million, but for purposes of this paper the ailloui~ts them- 
selves are not of primary importance except in their overall gener:~l 
magnitude. 

TThile a t  first glance there may be some rluestion of the propr ie tg  of 
including the categories of direct forces support and defense support 
as financing substantial aniounts of economic clerelol~ment, such is 
believed to be a fact. For  example, the $700 million originally in- 
tendecl for  direct forces support for  military operatioils in Indochina, 
due to cessatiol~ of hostilities there, became available for econoinic 
assista~lce in substantial measure for  other areas. The amount of 
$205 million originally requested for  the rehabilitation 2nd relief 
of Korea in the legislati1 e process was apl~~.oprititcd n~lcler the cate- 
gory of defense support. 

The best estimate that can be arrived a t  w o ~ ~ l d  indicate that some- 
where between one-half ancl two-tl~irds of tlie $1,336,600.000 plus, avail- 
able in the current fiscal year, is being exl3entlecl for various forms of 
economic developmei~t in the F a r  East,  Xear East, South Asia, and 
Africa, or perhaps roughly some $900 million. What tlie cum~llative 
figure for  the calendar years 1949 to date nlay he has bee11 inipossible 
to  determine with the time and data available to us. 
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Again, as an esnmplc of its i lnpress~r r  mngnit l~dc may be cited the 
facts th:lt since the ces,i~:tion of IT'orl(1 IT:tr I1 in the sm:all country of 
Korea alone, esclnsive of military :\id the Uiritecl Si:ttei IIRS s])ellt 
$1.84 billion in  economic air1 ant1 rehnbilit:ltio~~, rritll onl j  $80 1il i1- 

lion in addition cont r~but rd  by sources o t l~e r  tllall the IITnited States. 
Furthei.nlorr. a carefully prep:l~-rd report (Taqcn) presents eitimatcs 
t ha t  cspe~~t l i tu res  of al~l>rosinlnttly onc hillion tlollars n ycnr for 5 
years wonlcl be necessarx to bring the Icorenn econonly up t o  the status 
of 1949. 

Tlie amount actually dcl-oted sl~ecifually to  indnstrial tlcl-elol~~nent 
is impossible to  (leternline ~l-it11 any mensuralslc clegrec of accnr;Icy for  
the si~nl)lc bnt o b r i o l ~ s l ~  npp:~rrnt  reason tllnt in geurrnl all folnls of 
economic nssist:lncc co~ltribute to proinotion of 1)1.oduction of ~ v l ~ i c h  
in  tu rn  indl~strinl tlerelol~nlent is n most iml)oricl~lt  s e e ~ n e ~ ~ t  even 
t l~o i~g l l  it c;lul~ot f n i 1 . 1 ~  o r  :lcci11-ntely l,e clefinccl in terms of ii~diriclunl 
indnstrial projects. 

United hTatiotzs Estimate of Capital Requirentents 

The  Economic Commis.;inii for  *\si:> :mtl the F:u* East of the United 
Eations i11 its nnnn:ll surrey has recently stated. ncrording to press 
reports, that, e\clutlil~g tlw ~!lnilllnntl of Cl~inn and co~iiparntil-ely 
well-i~~dl~htri:llizcd ,Tnl~an. c.;ll)ital in1-(1.stmellt ncecls of the area np- 
p r o ~ i n ~ a t c  $5 l>illion )-ca131y. -\v:lil,lble dolllestic s a ~ ~ i l l g s  mere esti- 
mnted a t  $2 billiol~ :111d external fin:~iicial aid ilom nlailable a t  $1 
billion. 

"Thus a $3 i)illion gap has to be britlgetl," the Colilmission reportecl. 
and an  i~iflo\r of foreign cnpitnl to tha t  amolillt for a period of 5 t o  t 
Tears "might 111:1l<r a11 the difl'erc.~lce bet~yeeu n stnguant economy ant1 
an  expancling one." 

Tllo Comini~sion foluitl a  i elc come trend" among most ,isinn co1ii1- 
rries i l l  the 1:lst 2 years to overhaul their legislation so as to  encourage 
tlie inf!l~x of private iurestlncnt cnl)itnl as \yell as intergovernmental 
nitl. 

ITo\vcver, i t  ~lio~11tll)e pointed out tllnt tllt abow figures x1.e t l~eoreti-  
cnl estimates, doul)tlc.iq 1)re1):1i'ecl wit11 :ill 110s~ihlr R C C I I ~ : I C F  I~iit ~ ~ h i r h  
ill ilic~nc;elves clo not properly include reference to  tlie collateral prob- 
lems i nvo l ~  ecl ill c:~l>itnl in\-estnlent of the in(1icntr;l mngnitutle. 
-1hility to absorb capital 011 si1(*11 :I sc:~le, even if tlir cal~i ta l  1)er se Irrrp 
:~~~:l i lablc  are  i ~ o t  presently rleinonstrnhlc. 

-is has Been i~o tcd  :i?~ove, in Enrope KC 11a~-e 11~~11 clenli112 ~\- i th  :~ l l  

I i ~ d ~ ~ s t r i : ~ l  l~rojccts lwogrnln. ~ ~ l l i l e  ill the other :wens of the ~ ~ o l ~ l d  the 
cxtcnsion of n similar program c:ln lie lnorc :~ccnratcly clesc~-il~ed ac; 
"pl*omntio~l of ~)rocluction" or, nltc~~.nately. as "incl~isti~ial c1cvelol1- 
mcnt." Tliese areas are generally descl*il)ccl as ' L i i ~ ~ ~ ~ ~ ~ ~ c ~ ~ v ~ l n ~ ~ e ~ l "  



~7,-liicli. coi1scio1i~ly 01. ~ i ~ ~ c o ~ i ~ c i o ~ s l g ,  b e c o i ~ ~ e s  a syiioi1gin for  "tmcler- 

i r lc l~is t i~i ;~l ize~l ."  T l ~ i s  1e:lcl:: to ; I IL  orcl.l.eaclillem to accep t  i n d u s t r i a l -  

i z : ~ t i o i ~  as tlie l,:!iiac.e:t o r  cure-:dl of :111 ccoiioil~ic. ills coi~i inol l  to t l ie  

a r e a s  niiclcl. co i~s idr ra t io l i .  

l l lustratire of  the dif icul tg in s e g r e g a t i n g  incllistrial projects or 
inclnstrial d e r c I o ~ ~ l i : r ~ l t  in thew nreas is t l ~ e  t a b u l a t i o n  l i e : td rdb 'P~*ojcc t s  

f o r  major capit:tl i i ~ i ~ ) r o ~ r i i i e i ~ t s  for S e a r  East, South Ac;i:l. A\ f r ica ,  

:ulcl Tli:ail:~iicl," 1)rt.sentctl ill -11111~~11Clis A l)~.el)itl'ed by FO-1 ill J a n u -  

:1rg 1953 ill  r esponse  to :t rc~clnest f r o n i  the tasl; fo1.c.e for a tal)ulatioll  

or list, of industi.ia1 projects. Similar tabnlntiol~s for Icui~nio3:1 ant1 

1iol.ea 1in~-e bee11 inc luded  ill t l ie s c l ~ a r a t e  country s t u d i e s  for tliose t w o  

connti ies .  

I11 a i l  a t t e m p t  to apply soiiic clegrcc of rationale to inc l~ is t r i a l  cle- 
1 - c l o p m e i ~ t  progr;unis, 3'0-1 \\-as ~*etlur$tctl to supl ) ly  the criteria or 
yarclstirk usecl i n  eJ ~ ~ l u a t i n g  :111d :1131)1-0\.ilig i l idt is t r ia l  p r o ~ n i n s .  Tl~c. 
f o l I o \ ~ i n g  c o n q t i t i ~ t e s  n re lba t i i i i  co1) j~  of t h e i r  i * t > ~ ~ l y  d a t e d  3Inrcl1 2, 
3955 : 

Genefizl Guideli~zes for Dezlelopifig Z?zdrtstrinl Progrnwzs in FOA 
Cot~ntries 

FO;I i11t111stri;~l r ) l~~gr:u~ls  :Ire tleve111l)c~tl in :~ccortlaiic~c \\-it11 Unitc!d Stales 
1511licics and objrvtives :LS \vrll :IS tlie llet3tls of the p:~rt ic i[~i~t i~lg COIIII~I .~I 'S .  The 
tIi*vcl1111n11~nt a11t1 re\ ita\v of ~ I ~ ~ I ~ I Y L I I I S  a i ~ d  11rojects is :I C O I I ~ ~ I I U ~ I I I S  p1~81,ess ; co11se- 
I 111(. 11:11:~ t11:lt c.11ald Ilr i~l:~ssifieti as  "gl.~itlcli~~es" arc i'sct~cdi~~gly 
vc~l~~mi~ious-the ~ ~ ~ i ~ j o r  porti1111 of FOA/TT' correspontlr11c:e \\'it11 t . 1 1 ~  Cnitrd States 
Operntions ;1Iissio11s (ORCOJl's) e x ~ ~ r t ~ s s e s  FOd/TT"s vic~\\.l~oinl rt>gnl*din:: the 
tlt!vcloli~nr.r~t : ~ n d  exec~~titrn of progl.alns and projects. Acc~orilingly, the fullo\\,- 
 ill^ llnrnpr;~yhs arc col~tincd to n tlescri[rtiol~ of tl~c? progriln~ing 1)1~1crs ,  s i l~cr  
tlle ~nnjority of gi,nc'rnl guitlcli~lc~s arc: fnl.l~isllrcl to tlie ~ ~ ~ i s s i o n s  cli~ring tile 
vourschof this proec.$s. 

Preparatory to evolvin:: t h e  FO-k progranl for the conling year. g~~id~? l ines  arc 
c!c~\-clo[~ed for US031 use in preparil~!: preliluir~:~rg pl'ogranls. 'I'liesc gniilf.lines 
arc3 clf.veloped \viLliin llle frau~e\\.c~~.lr of I.'Ori gtl~icri~l LIII~I c e ~ ~ u ~ t r y  l~olicies by 311 

i ~ ~ t r i ~ - ; ~ z e n c g  \v{irl<ing grollll. Tile \\'01,1ii11g KI.~!IIII  111~11 111:1l<es :I tcl~talive 
tl( . tcr~ni~~ntion of the rr1:ltive 1!1111)ll;l<is to llr givc.11 t , ~  t!:1c11 fic.ltl of c~~~tlcaror-e. g. ,  
industry, labor', agriculture, and pnillic services. 

O:I t l ~ c  basis of these instr~~t+ic~ns,  t l ~ r  TSO;\I, in voul~rration \vitl~ ct11111try 
protlnc-tivity centrl,s (or other agency r e l ~ r e s r r ~ t i ~ ~ x  the p~~rtivil~;~Lin:: c iou~~try) ,  
llreparl's :u~il s ~ i b ~ l ~ i t s  10 F70A/TV n pre1i111inary ])rojirnrn with fairly dt3t:liled 
tlcsc.l.iu~tions of l!ru[~osc~d l)~'ojecls a ~ ~ d  ac~livitit~s. This i:: revic\\.rd by the FO.l/TY 
11-orliin:: g~.c~up, :111tl t l ~ e  res111t.s of th r  rt,ric\v art? trailsn~itted to the USOhI. 

1:ased OII  this l~relinlinary l,evi!~\v nlld subst~iluc~llt cl~;~n::es in c~cono~nic or other 
factors, the \vorlti~~g group :l.cl~t3ra Lo tcntativc :~llotn~enti.: 11s area, country and 
activity when no1itit.z~ti1111 i ~ s  to alllolulls of fu~lils :~v:~il:~l)le for t9nc:ll ;irpa is 
received. The propo~'tion;~te share of funtls assignet1 Lo ally field tlf aclivity \\.ill 
vary ~ I . O I I I  country to eountry clept?~lcling 011 conditions in the conutry and Ul~ited 
States ul)jcr.lives. Sew guid~~lines arc: t11c11 clevt~lol)cltl for TTSObl use in revisil~g 
the 1Irogr:un. T l~rse  r(ivised gu i t l~ l i l l~s  tnlct? iutu consitf~~~~:ltion suc:ll factors as  
cll:~ngeu irl i l ~ t o r n : ~ t i o ~ ~ a l  or individ~~:~l  co1111try contlitions, c~or~gl.csr;ionnl 
directives, changes in npprol~rir~tions, etc. 



On receipt of the revised program from the USOM, t h e  working group makes 
;I tlet;~iled revien-. Tlle CSOM is illformed of those projects or actiri t ies \~ l l i ch  
nl.tB co~~sitl t?rcd of iirst j~ric~rity,  t111,ic wllich ;ire cronsidercd doul~tful ,  and those 
\vl~ir,h 11:lve been d i r : ~ ~ p r u ~ c d .  (The  I:SOJI, of course, h a s  the  right to request 
FO.\/\V to recul~sitler : I I I . ~  of the  working groups' decisions.) 

T h e  USOJ[ thtm i,snucs t l ~ e  necessary clocument:~tion, e. g.. Project Proposal 
and  : lp~ruva l  ( l l l 'A) ,  :ind Project Illlplell~entation Order (1'101, to implenleut 
the  prc~ject. These documents :ire ch~c1;ed by the  interested FOA/\V offices, to 
assure ~ 1 i : l l  the  11rupos:ll is  tcchnicnlly f'e:usible :uncl is in l ine with United Sta tes  
11olicy and t h e  n l ) l~ ro~- t~d  country progr:um. 

I n  brief, tlie above indicates that  neither the field missioiis nor 
FO-I/'W liare ally Irno~vii specific: criteria or yardstick and tha t  each 
1~011osecl industrial l ) rop. :~n~ or  l~roject ni l~st  run tlie gamut of tlie 
:\hove tortuously dezcribccl procedure. 

Since the begiiiniiig of TYorlcl )Tar I practically all underdeveloped 
Il,rl-e Ilacl a deep concer11 iu clllergi~lg frulu n colonial type of 

econoiily n-liicli forced the111 illto the po-it~oii of producing food and  
law nlalerials for tlie i i i d ~ ~ s t r i a l i ~ e d  n:~tions zinc1 nxlde them dependent 
1111011 the nio1.c cconoiiiic:111y ad~:~ncec l  :~re; \s  f o r  111o.;t types of niaiiu- 
S:ictured goods. The  urge to greater self-sufKcic.ncy has been stimu- 
lntpcl  by shortages c:lusetl 1)y t n o  world JV~I~ . : ,  :~i id  tlle i11ib;ilances of 
1)ui~cllasiiig 1)ov t'r produced du~-i i ig  tlie tlcpre-sion of the 1930's, when 
llie prices of foo(1 : ~ n d  ran- nlaterials sustained a relati\-ely greater 
tlepreciation I1i;un did t l ~ e  tost of manufactured prodnets. Coinnimiist 
influencea s e i ~ c d  up011 the res i~ l l i~ ig  di~sntizfactioiis, unrest, and un- 
certaintie. to  furtlier ucl~.:iiice acce1)tance of tlie Coinil~unist ideologies. 

The cun~ulative efl'ect of these experience-, plus the termination of 
colonial i*elntio~lsllips, lins convinced public ol>iiiioii in niost under- 
clevelopecl co~mtrieq that tlie quick c ~ ~ r e - a l l  for their internal econolllic 
ant1 aocial dllG(wltics lie5 111 a progli\lll of i~itlu~trinlizatioil  calculatecl 
to i11:1l;e them ill n g i w t e r  niensnre inc1el)endent of industrialized 
ir;ltioils fo r  111:~ny categories of botli consunier and capital goods. 

O b ~ i o n s l -  tlii, conr-ictioil :IS it i s  now expressed by political leaders 
i l l  many uf  tlie b : ~ c l i ~ ~ n l t l  coli~ltries is an o r e i~ s in~ l~ l i l i c a t i o~~  of the  
11ndcl.1ying p~olrlen1 ant1 c:~niiot be j~lstified in  any such general ternis. 

United Nations 

;I recent report prep:u~e(l Iry the United Nations Department of 
Social and Economic ,Iil'airs oil processes aiid ~)roblems of industrial- 
ization i n  luiderdeveloped countries iioted that- 

'I'liere a r e  nulrlt,rous cs:unltlcs of countries embarking on ambitious projects 
on tlie b:l*is of no ruorc than the  genernr desire to industrialize and with as- 
tonishingl~ i n a d c q u n t ~  i~lforni:~tiun coi~cc~rnin:: all the relevant technical, social, 
and erc~noil~it. tl:lta I I ~ I O I I  n.hi1.11 lhc  s u c ~ e s s  of the  l~roject  su greatly depends. 



Industrialization, the repoi-t asserted, should be considwed as "a 
process of growth." 

"The feasible rate of industrialization is thus not governed inerely 
by the problems associated by the erection of factories," the report 
added; "it is a function of an organic type of growth in which the es- 
sential feature is the niutual dependence of the various sectors that 
are involved." 

The United Nations Department suggested that 1)rograins of tecli- 
riical assistance to underdeveloped couiitries niigllt llsefully include 
resource and market surveys and preinrestirient evaluations. Tech- 
nical assistance in such fielcls, the report remarked, might go far  to 
avoid misdirection and waste in planning for indnstrialization. 

The opportnnities for, and the necessity of, a certain ineasure of 
what may be roughly classified as ii~dustrialization are very real in 
practically all of the underdeveloped areas. IIorvever, the nlatter of 
determining what is souild and capable of fulfillment uncler existing 
world and local conditions sllould be a matter for careful plailning by 
the respective gorerninents, busiuess communities, foreign anti domes- 
tic financial interests, and the various United States agencies who may 
be involved if me are to play any constructive part in the program. 

Potential Contribation of Ztzdustrialization to Underdeveloped 
Areas 

Bundamentally, inclustrialization involres two gradual changes : 

(a) The substitution of tools and improrecl technology for 
unskilled manual labor and 
( b )  The transfer of surplus labor fro111 inefficient ~xt rac t i re  or 
agricultural ~ o r k  into tlie production of other additional goods 
to be used in an improving standard of living. 

Countries traditiorlally ag-ricultural mill not find it possible to 
clerelop industrial employment opportuilities at  the rate n t  m-hicl1 
added employment will be required, unless very major stinlulus aricl 
aid are provided. I t  is clouhtful that even with substantial aicl 
employment can be provided for substantial portions of normal pop- 
111ntion increases. To the extent that public l ie~~lt l i  services, enviroli- 
niental sanitation, and iniprovecl diets arc already aug~lieiiting otller- 
wise normal rates of poplilation growth tlu.oughout these areas, the 
1,rovision of employnlent by iilclustrialization becoilles a djniiuutire 
factor in the improvement of overall living standards. 

Industrial development slloulcl in general center initially on the 
creation and grom-th of small manuf:lctaring plants. l'llese should 
start with the nuclei of existing blacksn~ith shops, fonildries, machine 
shops, repair and service facilities. The :tdilition of sinnll cluantities 



of' I I C I ~ .  c q t i i l ) ~ ~ ~ t l ~ ~ t  1) ' t t1> 111)gri1cliirc of loc:11 c r :~ f t  5111~11 1 ) ~  r l c > ~ ~ ~ c l ~ l t : ~ r y  
? o ~ , i ~ i s  of t r:: clc ~(~11ooI t i ~  111i11g I\ ~ t 1 1  (aoo~,(l i~l:~t  ~1 I o(~:\tio11:11 t r:ti 11i11g 
f o r  111o;.c :~cl\.:~iic.etl worli is n co1.rec.r :~ i td  souncl : r l ' l~  uncnll. IYhilc 11ot 
~ l ) ~ v t a c . ~ l l a l .  o r  c1r:un:ltic it n e v ~ r t l ~ e l ~ - ~ s  lwovitlrs t l ~ e  b : r i i~  for  inore 
: ~ l l ~ l j i t i o ~ i ~  projecats. 

I T o ~ ~ e v c r ,  this : I ~ ) ~ ) I . ~ : I C ' ~ I  i.: ic~ltlo~ll m:tcle 011 n sizal)lr scale m~cl nrajor 
attention is c c ~ ~ l r ~ . e ( l  011 :L fcb~v 1:11,gc> nllcl ~ ( ' r y  u'ht1~ l)i*ojccts wllic.11 
cnilllot cwntiuur to 011er:lt~ wit11 (>\-ell :I l i l o d ~ r ~ t e  (1eg1.t'~ of  ~ l l i c ~ r ~ l l ~ - ~  
~ \ i t l ~ o u t  tlle csiif m ~ c c  of slni~ll  n~aiilteilniicc :ri~d s e n  jcr. plants. 

Sue-11 :t tlo\111 to cn~.tlr :~ lq ) ro i~ch  ~,cccut ly  d e ~  c > l o ~ ) ~ r l  ill Z',llii\talr 
1:y "11 esl)et-ic~ircc.tl I l i ~ l l l y  coin1)rt~ilt ,\lnrrirnnn il~dlii(t.i:ll (~i lp i l lc(~~.  
I ~ u t  i~ll i l~rdi: l t  el? 1)(1(~;1111r i ~ ~ : ~ g ~ ~ i ( i ( v l  I J ~  t 1 1 ~  cc)i1ic11. ofiici:ll-. of t 1 1 ~  I;(>.\ 
111i~sio11 illto n Kat ioilul I11.t i t ~ l t c  itlc:~ \\-llicli t lc~troyetl  it. ~i.c>f~tl : ~ l ) ~ ) i i -  
cation to the 1)i.ol)lc11i a t  11:11r(l ill :111y pr:lc~ti~~:ll s e i i s~ .  

J ' ] : I I I I ~ ~ I I C  i ~ l \ o l \  i11q i1111115t1.i:11iz:1tioii i -  ( , ~ ~ r l . e ) ~ t l y  1)vi11g c:tr~.i(vl 011 

~ I I  11-:1il, 1r:lq. Tlrrl;(>>.. I~i(li:r, I < i l ~ i o p i : ~ ,  T ' :~ l i i~ t :~ i~ ,  the  l'llilippi~ws, 
Foi.n~oi;r, :2fg11:1nistaii, :ti111 otller coui~tric.;. S\1cl1 1)1:11111ii1~ 1151inll!. 
11i1; :t ~ ~ \ I I I I ~ ) P I '  of ~'0111111011 :~ird hi\-ic f:llllt<. :1111011q ~vllicll tlle folio\\ i l l ?  

: ~ r r  1)rolniiirnt : 

( 1  ) I t  f :~il- :  to i .cc~og~~izc  t l~:\ t .  i i~ ( l l i s t r i ;~ l i z :~ t i~ i l  i s  not  a sllort. 
te1.111 ol)ei.;~tio~i, b11t is i i ~  f : ~ c t  :I I O I I F  r i ~ i ~ q ~ ~ .  ~ l ~ ~ e l o l ~ i ~ ~ c ~ ~ t  of co11- 
t i i ~ l ~ i ~ ~ g  _r)rocclss i.equiring fro111 :; t o  10 yei11-s to  t le~nonstrate i t s  
usci'1111iess 01- 1)1*:1ctic.;11 1lic:Isiirc. of : \ c . l ~ i e v c ~ ~ ~ c i ~ t  expressed i n  ritller 
i ~ r c r ~ n s c t l  <gi.o:+ ~ r : ~ t i o i l ; ~ l  1)rotluc.t o r  1)ci.solls c ! ~ ~ p l o y c ~ l .  (Src  
previous rc.fc>~.cnc~> to  Ui~i tccl S:I~ ions 1.cl)c-1rt. ) 

( 2 )  Tlle c:~pit:ll i ~ ~ v c s t i ~ r c i \ t  1-cquil.etl t.o i\-:rtc~ t1lc.c: p l :~ns  is 
I)(>\-oi~tl prc>sc::t or  foi.cscc:rl)lc :t\-:r ilnbilitics of c:~ljitnl fl.0111 tlo- 
l l l~s t i c  :t11d fore igr~ so~irces. 111 1iI.S-I, t 1 1 ~  United St:~Crs ('l11:1111hc>r 
of ( 'o~nl~~c~.c.c% tl11.o11g11 i t s  c~coi~omic rtrse:lrc!h tlc~):irtllle~lt C O I I ~ I I C ~ C ~  

:I survej- ol! 1)ost \~:1r in~~cstnic l i t  1)er job in tlrc Uiritetl St:ltcs. Tlle 
s t~ l t ly  \v:~s ~~c+t~.ic:tcd to  ilic11ll;tri:ll :111(1 p~ l l~ l i c .  uti l i ty C : O I I I ~ : I ~ I ~ ~ S  
coilst l . t~c.t i~~g Ile\\- S:tcilitirs s i i~ee  l!)l.i. .\linljsis of tile t l a t ; ~  rt.- 
vcalctl :un :I\-rl.:l:!.cb ( inct l ia i~)  post\\-nr i ~ ~ v e s t l n e i ~ t  p e r  jolj of 
1 . 1  'l'lle lo\\-c.~t  figllrc \v:is $lO.::OT, :lnd t l ~ e  l\ielle:;t IN.1 17. 
1 1 1  otller words, :I billion tlollnrs of c:ll)it:ll illvest~llcllt pro\-itles 
ci~ry)loylr~c~lt, f o r  :11q )l'oxiill:ttely 10,0Q0 persons i l l  t he  Unitetl 
S;;f:ttcls. Solnc apj)rosil11:ltio;) of tllc snnle fig1~1.e ~ \ - o ~ ~ l t l  app ly  clsc- 
1\-11ere. 

( 3 )  If tlie r ~ t ~ ~ i i r r t l  c:~pital  \~-ei.c n\~:~il:tl)lc, t h c  nssinrilation of 
tllcve ~,esultiii;l ~ ) ~ - o j e c t s  illto t~lie ovci'all economies of the  ]lost 
countl.ies is l~ igl l ly  q~icstioit:~l)ic, f o r  Innily rcJaqolls. i \ n ~ o n g  these 
:Ire 1:lclr of in : t~~ager i :~ l  :inti trcllnical opcl.atillg p e r s o ~ ~ ~ ~ e l ,  non- 
csistrncc of 1~1n1.1icting :111tl clistributioil facilities, noncompxti- 
bili ty \\-it-11 ~jrev;t i l ins ,r)olitic:ll, sorial, :111tl ecol~omic thillliiilg. 



(4) >lost commonly in tlevelopi~ig n new in t l~~s t r i a l  project the 
stro~lgest si~lgle a ~ . g ~ u i l e ~ ~ t  ::dv;tlicecl in its favor is the lo~verecl 
co3t of :I given clonlcsticnl~y 1,rodncetl :~rticle or comn~otlity tunit 
:IS comp:~re(l with the laid do\\-i~ duty pait1 cost of tlie snlne article 
o r  collnlioclity from foreign sources. Tlicse cliffereiices are offei5etl 
:IS g:tins to tlle national ecollolny exl)rc.;sc(l ill s:lvillgs of foreign 
excliange nil t i  loneretl price.; to consumers, tltus con t r i b~~ t ing  to  
ii~cre:l,ed public 1)~1rc11:1sii1g l)o\Ter nlid lowcrecl costs of living. 
;\lo,t f ' req~~ent lg ,  ho~vf~ver ,  ~v11e11 sucli n 1)lallt conics into oper;~tion 
l)i,ices :Ire based oli ~ ~ ~ l i i ~ t ~ ~ v c r  the ,'traffic will bear" nncl aside 
f:vlii ic\\.ings in f o r e i g ~ ~  rxcliange tllere is ncv increase in pnblic 
1,111~ I l n s i ~ l ~  volu~ne, n~ercly a transfer of source; the consumer is 
not I,ei~cfitetl. :~licl t l ~ e  l)eilt4it- :xccrue to n r e l y  limitetl nuiiiber ~ ~ l i o  
L.o;~trol the olwi.:ltion. itside froiii tlie incrcl:~sed ernl)loynient pro- 
vidccl in the pl:~nt. 'l'lii+ is s o ~ i i e ~ ~ l l n t  of :111 ovcrsiiiip1ific;ltion but 
i ~ ~ ~ n t l ~ e l e > : ,  :I \-el.)- re:ll probleni not usually appnre~i t  in tlle 
piai~ning st:~gc. I t  is not all itrgnnlcut :~g:~inst the profit i l~ce~i t ive 
of priv:tte enter1)riae but  obviously the common existence of this 
sit~u:ltion e1.y 1.t~:ldily call lend to support of socinlistic o r  other 
for111.; of govern~llt>~tt control. 

(5) IT i t l~out  tlie coordinate derelol>~lient of indnstrics the re- 
sulting in~b:ll:lnce niny create conditions ;llmost as unfavorable as  
tho-e :~lre:ttly exibting i l l  Illany nntleve1ol)ccl economics. 

(6)  Kearly every underelopecl country is deficient in certain 
basic services, \vitlio~lt ~vhich  no pri\-:itely proniotecl ancl ii1i:~ncecl 
inclustrial gl.on.tl1 can take plnce. I n  this category a re  railways, 
iiil:llitl \v:~ter\vnys, teleconiniunications, port  ~ ~ o r k s ,  power and 
t o ~ i  'I'licsc serriccs cannot be clevelopecl o r  expanded ~r i t l i -  
out 1:lrge e rpe~ld i t l~rcs  for tlie procurcmcnt of c:~pital gootls, nncl 
t l ~ e ~  art1 11ot likely to slio~v for  an extencled period tltc operating 
l ~ o f i t s  tll:lt \ \o l~l t l  1il:~lte them suitable for  financilig through 
~ l o n ~ i n l  l)n~lkills c l l : ~n~~e l s .  

(A)  The gover11111eilt of ncnrly every nnclevelopetl area is 
csonfro~~ted wit11 tllc task of lielping its people to  raise a 
1)iti:tbly low stan(1:~rci of living and to  procluce Iiiore food, 
citller for  tloincstic coi~snmption or  export, to coiitbnt a grow- 
ing n-orltl Jii-i~ik:lge i l l  per capit:\ food si~pplies. Tliclsc coun- 
tries po>seb.ii~~g tlcposits of intlustrinllg nsall)lc  noter rials also 
hare  :111 ilitere>t ill augmenting prodr~ctiori a t  n time of critical 
~ r u r l d  sl~ort:!ces tliat seein likely to continue for  an  indefinite 
periotl. 

(n )  I f  foocl antl raw uiateriills conltl I)e produced in in- 
crc:tsed cl~~;~iltitie.: rind transported efficiently and  rapidly 
from the plnccs of l)i*ocluction to tlie centers of consumption 
and p01.t~ of export, n sound basis could be laid tllrougll 



increased jobs, more local currency and better living for the 
pron~otion and development of al~cillary or collateral indus- 
trial projects of modest size t l ~ t  could, to a great extent, be 
financed with local private capital. 

(7) I t  has been rather dogmatically stated upon occasions that 
tlle formation of capital in undereloped areas is not adequate 
for the realization of ileecled industrial programs. I t  is sug- 
gested that this stateinent is not entirely exact. Tlie experience 
of various industr ial l~ b a c k ~ a r d  countries in different parts 
of tlie world tends to prove that ~vlierever basic facilities exist 
and an industrial opportunity with prospects of substantial 
profit conles illto being, somehon- or other private capital makes 
its appearance and projects, if not too large, call be and are car- 
ried through with little or no foreign participation. Naturally 
these projects are ge1lern1l-y ~noclest jn size to start off with and 
are ali~lost invariably related to, or dependent upon, the opera- 
tion of the basic services already referred to. The opportunities 
for profit resnlt froin the existence of tllose services. I t  is to the 
expallsion of tliose services, therefore, that the United States 
miglit well confine itself in an examin:ltion of the economic aid 
that could most properly and effectively be afforded to the unde- 
veloped countries. Tllis al~pro:~cl\, there is every reason to believe, 
would cojncide n-it11 the aspiratio~is of the beneficiary countries 
and n-onld not conilict with other projects that foreign corpo- 
rations, domestic interests or gorel-nments of the u~ldeveloped 
countries might have in nli~ld and ~\-hich should be encouraged 
on a self-help basis in accordance with the free enterprise system. 

(8) ,I choice of project? slioulcl necessarily be made on n se- 
lective basis upon the asslm~ption that economic aid funds, in the 
absence of some acute crisis in Asia demanding widespread aid, 
will be distinctly limited by Congresqional action. ,\ccordingly, 
i t  is essential to deal with first things first, and to avoid an 
approach that might lead to unprofitable diffusion of time, money 
and eBort. 

(9) i l s  to tlie nature ancl volunle of industrial dex-elopmeut 
tliat can reason:lbly be consiclerecl or promoted with United 
States Governlnent aid in the undeveloped areas i t  is, of course, 
clear that  no tn-o countries can be measured by the same standard. 
Kevertheless certain factors are conunon to virtually all of the 
indllstrially baclr~vard nations and should certainly serve as a 
guide for any research or planning. 

With the exception of Japan, and possibly India, heavy indns- 
tries should not be encouraged in any present planning. I f  op- 
portuliities for such industries do exist, the realization of the 
projects should be limited to essential lines of production that  



can be carried out so efficiently that they can coinpete with world 
prices to the aclvantage of the proclucing country. This implies 
the existence of suficieiit quantities of available ran- materials, 
satisfactory transportation, skilled labor, adequate n~anagement 
and tecllilicnl supervision and an ability to procure, install and 
utilize all of the m:lcliinery and equipinent that is involved in 
the construction of auy large inclustrial plant. 

(10) Industrial projects promoted by the respective countries 
largely to satisfy nationalistic aspirations, such as steel mills? 
electric furnaces, chemical processing and plants for the produc- 
tion of heavy machinery ancl equipment do not ordinarily fit into 
a sensible inclustrial prograin for uncleveloped areas under present 
conditions. 

(11) The preceding observations are fundamental but unfor- 
tunately freqllently ovel~lookecl in day to day policy deter- 
nlinatio~~s. Nerertheless there are fielcls in \rhich industrial 
developnlent is not only clesirable but necessary and i t  is within 
those fielcls that United States aid might well be concentrated 
especially in respect of those projects of basic essentiality whicli 
either cannot or will not be undertaken without United States 
Government financial assistance. 

(12) Foreign governments should not be charged with the full 
burden of criticism for overly ambitions and impractical plans 
for industriilliztltion. The excessive liberality wit11 which the 
Vnited States through the medium of the aid prograins has sup- 
plied personnel for technical cooperation a i d  technical assistance 
lias given large impetus to this movement and must share the 
cl-iticism. I n  the absence of any clearly defined United States 
policy on industrialization it is readily understood that  American 
enthusiasm and pride in our own industrial propess when cou- 
pled with local political ideas of overly ambitious nationalistic 
hopes for  overnight achievement in industrial progress, however 
grandiose or impractical, frequently results in unrealistic plans 
inlpossible of successf~~l achievement. 

(13) For  all intents and purposes there is no present limitation 
on the number of technical assistants that nlay be furnished to 
foreign governments in these areas beyoncl the ability to recruit 
them. While funds appropriated for the administrative expenses 
of the aid programs is specifically limited in amount and use, the 
availability of funds for technical assistants for foreign service 
is only limited financially by the sum total of all appropriations 
for direct forces support, defense support, developnlent assist- 
ance, and technical cooperation. The balance between the use of 



t l~ese f n l ~ d s  for  tecliilical nssistance ailrl all otller purposes is 
purely tliscretionni-~ ~vi t l i  the  FOAL 

(14) While in theory this assistailce is f~irnishecl to Iiost gos ern- 
nients only on specific reqllest, i t  i.; geiici~ally ncl<iio~\.ledgecl that  
coil.;iclerahle 111-ompting ancl s;tlcs effort is csercisetl by USOM 
officials precedent to thc fornlality of such reqnest~.  

(15) Tlie tendency of a technic:ll a.qsista~it assigi~ed to  a par- 
ticular com~trg  to pci. l>et~~ate his continnet1 einploynicnt there by 
promoting bigger ancl ever cont inai~ig l~rojects  llas been recog- 
nizecl. T l ~ i s  conrlitiou is usu:llly attri l~utctl  to the congre~sioiial 
practice of nnnu:ll al~propri:ltioiis c : ~ l l i ~ ~ g  for  auiinnl jn\tiiicntion 
fo r  fund 1.cquests for  successire niiiil~al pl,ogr;uns On closer 
esanlination i t  roulr l  al)penr that t l ~ c  causes f o r  this situation (lo 
not stein solely froin congrr~sion:tl policy h i t  are inllerent i l l  trio 
features of the practices of :lit1 l>i'og~':un aclnlinistration: oiie. 
the common assignn~ent of these tecli~~icinnr for  a fist~cl 2-year 
tenure of ofice a t  n foreign post, and. t ~vo ,  iio 111ol)ilitg or pooling 
of technical talent for  assignnlent to >l)ecilic task5 of p~,cclelcr- 
minable tiine requi~cmciits. This  criticisill is per t~ i ie i~ t  to iilclns- 
trial clcrelopii~ent ant1 moi~lcl not be apl,licable ill suc l~  iielcls as  
public health, education, etc. 

(16) ,lgain. i t  is reluctal~tly ilotecl tli:lt sill(-e ail oh jec t i~~e  of the 
aid programs in tlie areas untlcr co~isidei ation mag be tksign:~ted 
:IS a contribution to  1)olitical stabilitv a reaclily :~r a1 '1% ~1 1 I I e excuse 
for  n project not son l~d  froin ni l  engiiieci~ing or  ecoilon~ic point 
of view is provicletl. The  tendency to usc this clrvicae to accu~mt 
fo r  failures in  proper con~ic1er:ltion of engineering anil economic 
factors is obviously apl~arciit .  

(17) It aor~lcl  appear tha t  in attemptin,rr to :iclminiitrl- large 
scale rconomic aid in the fol-111 of intlnstriul clevelopment i l l  these 
areas the 1n:liiy long establi.;lied  function^ nn(1 eu~>c~.ic~nc.etl per- 
soilncl of the Dep:ii~tinent of C'on~merc.e slloulcl br litili;.ecl. S11c11 
is not tlie C:I~C. Soine PCTV tecliiii~ii~iis ~ r r e  sripl~lied by the I>c- 
p:wtmeiit 1111der the State-coi~trolletl TCA opei-ations but I\-llrrr 
t l~ese 11are been transfcrrrtl to FOA they :(re specifically :111cl 
rigidly l)rol~ibitecl fronl a11 direct comii~unic:ltions \\-it11 the Ile- 
~ j a ~ t i n e n t  of Commerce. One of tlie 11lost gl:u.iliy ft~lll ts of this 
policy is the almost co~~ip lc te  official isolation of ,\mrri~.:ln indrls- 
t ry  ancl tlle do i~~es t ic  bl~sincss coi~imonity froill particil,ation in 
tlie l xog r ;~~ns .  



,Is a result of United States experience ill recent years certain 
ohserrat tolls o r  recommendn t ions suggest tlleillselves : 

( a )  Public fi171d~ c~?to~/7(? I I P Z Y ~ I ~  be u.sed ~ohere  p i v a t e  capital i s  
l u l .  3Iol.e th:in l ip  service sliould be given to  this unques- 
t ioi~;~ble  principle. As par t  of the document:~tiori requesting np- 
l ~ - o ~ : i l  of a given project should be a form of certification signed 
by tlle responsible fielcl aid officer to the elTect that  all  possible 
mean: for sec~i r i i~g  private capital have been carefully explored 
ancl pire  no promise of avni1:tbility. 

( b )  G~c17tf ni(1 s/lould be kep t  to  a n~ininzunz zoithin the frame- 
7 ~ 0 1  X o f  ~ p c ~ i f j c  policy definitions. Tllese policy defiilitio~ls where 
tlwy presently exist are so vague : ~ n d  so flexibly iilterpreted as to  
~ w r i l ~ i t  of appro\-:ll of practically any unc1ert:lking approved by 
a lielcl officer. TIIP cl~ief and all deciding criteria seem to be largely 
t l ~ e  availability of funds. 

( c )  Loan aid shou7rZ not bc cxt fnded to the point w/lrre debt 
~r/)ccynzi?lt beco7nes ~ r t r e m e l y  burdensome 01, iln possible. The  
new device of "soft" loalls ;tdvocnted by FOA to  be granted for 
lwriods up to 40 years with interest and principal optionally re- 
payable in either clollars or local currency would seem to  be grant  
aicl c1o:ilted ili t11egiiic;e of 1o;llis for  all realistic purposes. 

( c l )  A cticities of L'i~ited ~Ttates Government Zenrling agencies 
sitou7d be cat riccl o~ct  in  tile closest possible cooperati072 wi th  those 
o f  the lT'or'ltlh'u~th.. 

(( ) POAl co~~7  En,/)o1~t-l7t/port l2~~rX.  q'tlatio?~ships and areas of 
~c.spon"ibi7;ty shov7d be c7ecrr7y dcfined and coordinated. Tha t  
the so-cnlletl "soft" loans referred to  above will lessell, if not 
destroj, the opportunities for  conrei~tioiinl type loans by the 
\\'orld Uank, Espor t - In~j )or t  Bank., aiicl p r i r :~ te  banking interests 
~ r o ~ i l ( 1  well1 :11)parent. More detailed consitleratioii of this subject 
i i  i l n l~e rn t i~  e. Ilirect inrestlilent sllould he encouraged nit11 full  
r e cog~~ i t  ion tli:i t tile preseilt investlnent climate of tlie ~vor ld  
is  not coiitlncivc to tllc norm:ll flow of private capital overseas and 
tllat the expo1.t of llrivate ca11it:~l call bc encouraged but not 
coinpellecl. 

( f )  Unti7 y v i ~ w t e  capital once more ncpks foreigqt investment o n  
n broud scale, some ?neasu7 e of United States Governn~e?~t  jfinanc- 
i l ~ g  in val~iows pal-ts of the zoo1*7d s e e m  i~1cseayub7e and uecpnsar2/. 
K e v  tecllniqnes of ilirestnlent approl)i.iate to  current conditions 
sllo~ild I,e t l~oi~ouyhly esl>lored :111cl clereloped. They will con- 
stitute a vital par t  of any aid progl-am. 

( g )  C'ou~zt~ics  benefiting f ~ o m  Unitcrl 8tates aid yrog),ams 
shovld hp to7d rrt a v e ~ y  cn)4?/ d~zte  that  the T7?zited Rtates 7ui71 ?lot 



extend loans 0.1 grant aid to  any country for industrial develop- 
ment  nomnaZZy fina?zced b y  prizqate capital wntil those countm'es 
hage taken positive steps to inaprove their o w n  investment clinlates. 
This policy sliould be firinlg aiid uiiequirocably stated and main- 
tained. 

( h )  T h e  Far  East ,  Near E a ~ t ,  S o u t h  Asia and Afr ica require 
assistance to produce .mor9e food and razo materials and to improve 
bmic services as a foztndation for industrial expansion and devek 
opmant wi th  the nid o f  private capital. 

(i) TechnicaZ a.\~ictu~ice and technical cooperation activities 
shouZcZ be carefulzy reviewed to elinainute duplication and to deter- 
mine what  projects can be properly terminated. I t  may well be 
found that a substantial number of projects call nor\- be taken over 
and absorbed by the participating countries tlieinselves without 
undue hardship. 

( j )  Excep t  in 7imited anrl exceptional instances, technical as- 
sistunce atlcl tc~chnical cooperation shou7d not  be u ~ e d  to promote 
capital exprizclitu~e reqrriren~ents zohere these are beyond the 
nzealls of the host c o l l ~ ~ t r y  and create increasing demands for 
grant aid. 

( k )  Engilleering talent and es.pet'i~nce ~ho '~ i7d  he of paramo~tnt  
i7nportonce in  the odnzinistration of aid funds for^' iitdustm'al de- 
ve7opnr~nt. Past records demolistrate the constitutional inability 
among certain senior personnel responsible for foreign aid opera- 
tions to understand the neecl for using and depending upon compe- 
tent engineeriug serrices. Staff and field engineers are vital to a 
successful operation in this field. 

( I )  Tlie potential capital requirements of industrialization in 
tliese arras is of such stupendous proportions that United States 
fiscal 1)olicies inust limit economic aid assistance funds to care- 
fully screened reqnests for  technical assistance, leaving capital 
provision to other sources whose availability is predetermi~lecl 
before s~rcli technical assistance is l>rorided. 

(7n) I f  any exceptions to ( Z )  abore are made, aid funds should 
be restricted to joint participation x i t h  local funds in enduring 
public xrorlrs such as liigllrrays, port developmei~t, potable water, 
flood co~itrol, power, railr.oads, storage facilities, airports, etc., and 
not in conlniel-cia1 or industrial projects. 

( 1 2 )  Officials and eml)lo-r>es of the United States Government 
participating in industrial development should remain in a 
strictly arms-lenrtli nclvisory capacity and not occupy managerial 
or controlling positions. 

( 0 )  Siilce pop~~lat ions in tliese areas are 85 to 90 percent a g ~ i -  
cultural, aid fl~nrls arnilable sllould be applied in somewllat the 
same proportioil to the basic needs of this population group. Ex- 



tension and soil conservation services, land banks, cooperatives, 
esperimeilt stations and land grant colleges in their local equiva- 
lents are obvious musts. Public health services and public school 
systems are a self-evident need. 

(p)  Concentration in the three fields of activity of agriculture, 
public health and education would drastically reduce the size of 
aid requirements, have the greatest possible impact on the maxi- 
munl number of people anci be of a permanent and enduring 
character. This woulcl seem to be the logical approach to in- 
creased political stability, rather than a hodge-podge of industrial 
projects. 

A well-admiiiistereci aid program would no doubt produce many in- 
cidental benefits and adrnntages for the participating countries; if i t  
does, well and good. The thing that msut be constantly and consci- 
ously avoided is a l l o ~ ~ i n g  the incidental benefits to the participating 
countries to beconie the centi'al purpose and objective of the program. 
The real value of our foreign aid inust be found in its contribution to 
the strength of the United States. 
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Near East, South Asia, and Africa Projects for Major Capital Improuer~ents-by Country 

IRAN 

Project No.  65-23-001 

Date of origi11:11 nl)pl .o~:~l  ant1 supplements: June 25, 1952. 
A n ~ ~ ~ n ( l ~ n ~ ~ i ~ t  No. 1, A I I ~ I I S ~  2S, 1952, 

Type of pl'ojvc.t : Fnrs (~'ol~lcnt l'lant. 
F111st (aoi~~ltr)-  c.onlriI)nlio~~ ( t I ~ o ~ ~ s : ~ n ( l s )  : 20,000 ~,i:!Is. (,:~l)proxi- 

111:1tcn1). $::OO.O(lOj. 
US$ ('0.4) co~~tr ibut ion (thonsnnds) : 1.100. 
FOA procurcn~c.nt or contr:lcts nnthorizecl : 1,097 (thousands). 
Exltt~nditurc*~ ( t l ~ o ~ ~ s a ~ i c l s )  : Si7. 
Status of 11l'ojt'('l : 1';qtinlnted d:rtc of co~l~pletion, March 1955. 

As of Octolic,r 16, 1 ! l 2  colitractor stn tecl pro.jt,ct was 90 percent 
(~0111~)l~~l~~.  

Project No. 63-23-008 

Dat~'  of o r i ~ i n a l  :11iproval : I I I ~  s ~ ~ p p l ~ ~ ~ n e n t s  : June 28, 19.52. 
1st extension, F(~l)r11:11..y 17, 19X.  

Type of project: Tcl~itsnzi cotton ~nill. 
IIost country cwntribution (thous:~~lds) : 35,000 rials (approxl- 

nrately $5BS,000). 
US$ (FOA) ro~~tr ibut ion (thousnntls) : 1,662. 
FOA proruremc~nt or contracts authorized (thons:lnds) : 1,212. 
Expentlitules (tl~onsands) : 582. 
Status of project: l%uildinqs n1.e in process of construction and 

s11hst:rntinl a ~ ~ l o u n t s  of textile ~nncllinery havc been delivered. 
Spinning-nlill 111ac.hinery will be ready for o p e ~ , a t i o ~ ~  a'; soon :is 
electric cables arrive. 

To ro~ilplrtc. partinlly constructc~d cement plant of the Sherkate 
Satlanii Cement Fnrs nr:rr 811ir:lz. I ran :  US$ to purchase 
equipluenl ; Iranian Plan 0rc:tnizntion in 1in:lnce all local rial 
costs. Ul?on c~onlplrliori plant will l1:1\-c r:ltc>tl capacity of 200 
tons of tcslnent per day. 

To ~xpanrl  cotton rnill nenr Tellrail which mill on co~llpletiorl be 
owned and opc'rnted 11.v I ran  Wenvinn Co. US$ to he i~sed to 
purchnse and crc,cat :mtl train Iranian< to use owning, picl<ing, 
spinning, winding, $l:~sllinr, blrac.l~inn, ~ r i n t i n ~ ,  an11 finishinq 
nlnchinel'y; upon c30mplction will have rated c:lpacity of 1,360 
~al ' t ls  per hour. Iranian plan c~rganiz;~tion to fin:~nce local 
<11<tu. 



Project No .  65-55-002 

Date of ol'igin:~l approv:iI and s11l)l)lcments : ,71111~ 5, l!)52. 
1st extel~qion, November 4, 195% 

Type of 11ro.jec.t : Tellran water treiltll~rnt p1:111t. 
Iiost country contribution (ll~ousands) : All 1oe:ll cohts. 
US$ (Ii'OA) contrilmtiun ( t l ~ o ~ ~ s : ~ n d s )  : 2,060. 
FOA procurement or contr;lcts authorized (thonsands) : 2,048. 
Kx1)enditures (thouqands) : 1,043. 
St:~tus of l~roject: '\I1 rrserroirs exct,pt No. 2 reservoir have been 

completed. Also collstruction conlpletetl or nearly con~pleted 
for pipeline grid systelu, Kar;ij intitke works, cletritt~s tanks, 
etc. 

Project No.  65-22-073 

Date of original : ~ p l ~ r o r a l  and snl)l~lemc~nts : November 11, 1953. 
Type of p~.oject: I(a1.a.j Dam. 
Host country contribution (thousands) : 138,000 rials. 

(approxi~uately $1,815,000). 
US$ (FOA) contribution (thousands) : 1,400. 
FOB procurement or contracts anlhorized (thousnntls) : 150. 
Expcwlitures (thousands) : None a s  of June 30, l!).ii. 
Status of projects: Dam and upper ponrer plant to 11e completed 

in about 5 gears. 

To construct a water treatmelrt l>l;~nt illclutling :r ferric t.11loride 
plant to service i n h ~ t l ~ i t a ~ ~ t s  of l'el)r:~li area. 1-S$ to pay for 
~l~achinc.ry, equipn~ent, p i w  fittings ant1 rcinforceu~ent steel, 
Tehran water supply org:lnization to fi~lnnce a11 local costs. 

To col~struct ~ ~ r ~ ~ l t i l r ~ u g o s e  tlnm in vicinity of Tehrnu. US$ to 
1~urcl1:ise nlachinery, cer~~crit, c so~~t r i~c tua l  serricc's, etc. Dam 
will irrigate ap~rroximatc~ly (i4.000 acres, proride potahle water 
srll~ply to city of Tehran, and rrl:~tetl power plant will have a n  
initial installed calincity of :<2,O(H) lin. First stage of project 
will involve r6.locatioli of Karnj-Chalous road, construction 
of poxTerplant, sxx~it(.l~y:~rd, si~l)stntioiis, and transmission line 
to l'c,hr:in. Ul~itctl States Export-Import 13a11k r~ow c'onsitler- 
ing $IF millio~l loan to n~ee t  mxjol' portion of foreign exchange 
costs of dam. 



LEBANON 

Project No .  68-1 3 4 0 1  

D:~ te  of oriqinnl a l ~ p r o r a l  anal s~ i l~ l~ l c inen t s :  J u n e  30, 1934. 
Type of projoct : Agrariaii de~~e lo l~ rnen t .  
f lost  colintry con t r ib~ i t i o i~  ( t l io l~wncls)  : Lf2,543 ' (approximately 

FOA ~~roc.u~.crneiit or c20~rtl.;icts ;lutlio;.izetl : 2f:9 ( thousands) .  
Es l~endi t l l res  ( t  l io~~s: i i~ t l s )  : Xoi~e.  
Sta tus  of projecat: O t ; ~ i r ~  storage f ;~ci l i t ies  to be constrncted not 

l a t r r  thaii Jniic 30. 1036. 

Project ATo. 68-12-002 

Dale  of o r i~ i i i x l  allpro\.:~l :rntl su~q~ lcme i l t s :  J u n e  30, 1964. 
'I'J-pe of projc,c:t : Village wa te r  supply. 
IIost  voilntry colitribution (thons:llidr) : LL.4,SSO (a1)proximntely 

$1,52.5,000 ) . 
US$ (FOA)  coutribution ( thousands)  : 2,000. 
FOA\ l~rocurcinc~iit or contracts : lutl~orizcd: Norle. 
I.:sl)el~tliturcs ( I  bonsnnds) : None. 
S t a tus  o f  l~rojcvt : To  1)e co~npleted in 2 years. 

To  construct and equip grain storage f ;~ci l i t ies  fo r  33,000 tons  
estiillntetl to cost $1  nill lion. Storage facilities to include un- 
Ionding :uid lo:~dirig equiplrreiit ; pou c r  uuit ant1 t ~ ] ~ i i ~ ) ~ i ~ ( ~ r i t  for  
1 1 g  1 l e ~ i i i i .  Also to iricrc~:~sc~ nlic~nl and o111~.1~ food 
l~ roduc t s  by purclinsing t rac tors  and  rc.l;~tctl far in  eq~ i ipn i t~ r~ t ,  
fc i ' t i l iz~r ,  ~ r h c n t ,  s r rd ,  etc. 

'J'o tlerelop doir~estic rilln:e water  sul)l)ly projects fur  t h e  districts 
of R:~clrnya Atl-Danignh AkBar, JalIel Aiiiel, Al-Iiliar:lrl), a n d  
Crilt:r;~l Rclcaa by c>onstructing l)uniping and  purification plants, 
tlrilling \rell.;, constructing 1)ipelilrcs to  (tach rillafie t o  more 
Ill:~n 200 rill:~pcs. Also wecat 1 or inore rcetlrvoirs, i'olint:iil~s, 
:~iitl ~ r :~a l~ l ionses  in e:~c,l~ of tlic,se villages. 

I 'rvli~riir~nry s u r v ~ y s  : ~ I I I I  t,ol)ographic:ll s ~ i r r e y s  hilye bct>n c o ~ n -  
j,Ivte(l i l l  lllost of tlre ( l i s t r i~ ts .  

Uiii le~l S l i ~ t e s  (ay1,rosiinntely $l.GGS,OOO) to  ~ u r c h a s e  a n d  install  
IrllullIs ant1 lto\\.?rl)l:~nt 11ipes ant1 1ittili;s. I'r:ilni1ct: of United 
S t ; ~ t c ~ s  c4u i i t r i l~~~ t io r~  to xssist in  proritliiig cnginccring surreys  
: I I I ~  st1i(lics r eq~~ i r (x l .  

T I V ~  Scars  will be rc'cluiretl to caomplctc all \rorli c.oi~teili~lntcd. 

1 Inc.li~,lr J.fSJ0,000 for c's(ii~l:~tcd v:11ue of 19 agriculture extension ccnterr; provi~lrd 11). the Gorrrnlnrnt of 1,rbanon. 



P~*oject No.  68-3 1-003 

I):itc, of oripi~lal i i l l l~r~~vnl  : I . I I ~  S I I ~ I ~ I ~ P I I I ~ I I ~ S  : Julie 30, 1954. 
Tyllt? of l~ro,jcc.t: I'ulllic o:ltls tlcvclolr~nent, of Lel~anon. 
IIost c.olu~f ry  co~~tril)uIiiln (t111)lii;intls) : Lfl2,;OO (al~l~rosilnntely 

$:<,!I06 thonsnnds) . 
US$ (FOA) contribution (tl~clllsnnds) : 1.500. 
I<'( )A ~ ) I ' ~ ~ : U I Y ' I I ~ ~ ' I I ~  or (:o~itr:~cIs :\~ltl~orix~ld : 1,.500 (tlio11sands). 
Esl)c~ltliluros (I1111u.nilds) : Ko~lc. 
StnI rls of l1ro.ic1c.t : 1 ic~irut JI:i:l~l~(,l Win l~ro.ject to I)e cs~nil)leted by 

J u n e  30, 1!)55. 

'Yo assist in I)~~ildin:: the Beir~lt-Xlnni~~clltein section of tht: inter- 
11atio1l:ll co:tst:il Ilighnag co~liiectiii:: I k i r l ~ t ,  Tril~oli, and Iloms, 
:111d linlii~lg 1,(~I)ario11, \vitll S.\.rin a ~ i d  T u r k ~ y ,  and lo assist 
T,rhano~i in its 5-ycnr 1)royralll hy ~?roricling :i~~prosi~n:ltely I;O 
l ~ ~ r c e i i t  of road eclliil~lrleilt retlniretl ant1 provitli~lg e~~gincrriilg 
serriccls. United States ($tOO,OOO) to purchase bulldozc~s, 
d ~ i ~ l q ~ i n g  trocks. s l~orel  tractors, :~sl~h:ll t lloilers, asphalt spray- 
vrs, asphalt niisers, 12- and 7.1-to11 rollers, colllprcssors, ctc. 
1:alanc~e of US$ to tiniu~cca engineering services to loc:~l c:osls. 
The L(eir11t-hlnameltcin sc,~*tion is 1-12 Imls. 

JORDAN 

Project No.  1 

Date of original nplJlso\al and sul)plenients: Jnne 17, 10.51. 'l'o I~uild new irrigation facilities ilicludi~lg dams on 3 rivers 
Type of project: Irrigation development of general wadis outside (Wadi Abdun, Wadi Duhuleil, ant1 Wadi Zerka), and the con- 

Jordan Valley. strlrction of diversion canals nnil storage resc,r\oirs and to 
EIost conntry taontrihntion (tllousands) : JI). 513 (al~l)rosi~liately restore :~nd i ~ ~ ~ p r o \ e  existing systems. 

$1,567 thousands). 
US$ (FOA) contribution (thousands) : 1,467. 
Stotnq of project: To be conctructed ]lot lnrrr Ihan Jnne 30, 1950. 

Project No .  2 

Date of original approval and su l~ le~r~ents :  June 30, 1954. Provide equipnlent and s e n  ices for the construction of new major 
Type of llroject: Roads improrernent. highways joining north and south Jordan tying into present 
Host country contribution ( thousal~ds)  : JD. 304 (approximately trunk roads and improvements of access roads. 

$s76 thousa~lds). 
TJS$ (FOA) contribution (thousands) : 1,153. 
Status of project: To be constn~cted not later tllan June 30, 1956. 



PAKISTAN 

Project No.  09-52-07 

Date of original approval ant1 suppleluentc : >lay 17, l9S". April 
1, 19.53, J:~nunry 11,1954. 

Type of l~roject : Construction frrtllizer fartor?'. 
IIost ( ' O I I I I ~ ~ Y  contribution ( l l ~ o u ~ a ~ ~ t l s )  : Itllx. 17,000. 

Project No.  04-04-24 

Date of original approval find supple~l~t~llts:  F'(>l)ruary 20, 1054. 
Type of projcct : R n ~ x c h i  water supply. 
TIo-t country co~~t~.il)ution (thousands) : Rl~s.  5,OS8. 
US$ ( F O h )  contribution (thouwnds) : 1,750. 
Stntuq of 1)rojert: Co~~strnction n ill be startrd I)y BI:lrcl~ 1, 1954. 

All ecll~ipment Ivill be ortle~.ed bt,fore Mag I ,  19.54 for deli\ ery 
heforc June 30, 19.56. Con4ruction of the t1111nc1 i~ cx11rctcd to 
be c~oml~letc~tl I\ ithin 18 months and conblruction of the pun~ping 
p1:111t \vithin 3 gears. 

E'OA p r o c u r e ~ ~ ~ c ~ n t ,  etc. (tl~ollsilntls) : :<FS. 
E ~ l ~ c n c l ~ t u r r h  ( I  l~ollci~ntls) : Kolle. 
The co~lstruction :111(1 pl:l(.i~l~' in oprrution of n fcrtilizrr fac.tory, 

i~~r lu t l ing  pot\ t3r stotion ant1 auxi1i:~rp scxr\ irps, c : ~ ~ ~ a l ~ l e  of 
protlnciug 50,000 tons of f im~no~~iu in  s u l ~ l ~ i ~ t ~  1 ) ~ r   car. To he 
I~nilt  a t  hIari Tr~diis-Doud Rhel. 

FOA procul'rlne~~t, etc. : 10,600 ( t l~o i~snnds) .  
Expenditures, etc. : 2,204 (thousands) . 

Project No .  01-04-26 

Date of oricinnl i11)proval : ~ n d  S I I ~ D I C ~ I I P I I ~ S  : January 30, 1951. 
Type of l~rc~je t~ t  : Gnngc>s-Kol~adak irrigation. 
IIost c o ~ ~ r ~ t r y  ~Ontr~blltiOll ( t h o u s n ~ ~ d s )  : Itps. 10,000. 

US$ (FOiI) co l~ t r i l )u t io~~ i t l ~ o u s n ~ ~ d u )  : 10,500. 
Status of project : Y ~ ~ i o n  (;11(~111i(l1ic Iklge, a 13c~I;i:t11 lirnl a\v:~rded 

cforlLmc.t. Er t i~ i~ :~ lo t l  r.on~l~l(~tion of installation I I ~  con~l~rcssor 
by . I l l ~ l l ~ t  1, 103; 

TI)  provide :I \vnlcr a1111ply :~ntl sc1\\'i1ge disposal system for tlie 
inl~llccli:~te II(>I>II* 1 1 1  L';tl<ist:~r~'s cz~pital city r:~l~able of sound 
esl):~nsion a s  t 11r city grows. 

To I~ring (i0 111i1lio11 g:111011s of \v:~ter per (lay f r o ~ n  the Lo~ver Sind 
B:~rrnge ca11i11 to li:~r:~clli ; erl,an(l existing t r u ~ i k  inair~s and 
distril)utior~ : ~ r r : ~ ~ ~ g e ~ ~ ~ e n t s  a t  Iiar:lc41ii an11 providing a 24-hour- 
11er-day rn11pI.v of \r:ltvr for con.wnlrrs and proritle :In expanded 
r~clt\rorl; for t11(. disposal of t l ~ c  incrc>:lsrd discharge of sr\r:lgc? 
\vaters. Assistall(.(. i11 tlcsigri : ~ n d  in supcr\.ision of construc- 
ti011 \\.ill be l~roviclr~tl l ~ g  contract. 

US$ (FOA) contribution (thousands) : 1,950. 
Status of project: Procurrn~ent of equipment in process. 



Project No .  01-04-28 

Date of urigillal ;~l)l)l.o\.al ant1 sul~plr~urnts:  February 22, 1954. 
Type of project : Taunsa Ba r r a~e .  
Host corlntl.y contribution   thou sands) : Rps. 30,000. 
US$ (E'OA) contribution (thousands) : 3,500. 
Statns of project : The construction schedule conte1~1)lates tut. 

execrition of colltractuai documents a s  soon as possible and 
before June 20, 1954, the co~ii~~letiori of the gate fabrication as  
soon as  possible and beforc2 .June 30, 1066, and coupletion of 
project construction before June 30, 1067. 

FOA procureineut (thousands) : 3,497. 
Experrditures (thousullds) : Xo11e. 

To provide adequate water supply during the dry seasou 1)y 1)eren- 
nial ~ U I I I D  irrigation from the Ganges River in the Kuslltia 
1)istrict of Eaht Bellgal, anti to relllo\-e surplus water during 
the illonsoon season by an  ope^^ drailiage syste111. These 
fr~cilitjes will i ~ ~ r r r n s e  agricultural production on allproxi- 
lnatelg 250,000 acres of land. 

To i1ic:re;rse the food sulq)ly arld i111l)rove the agr ic~~l tura l  economy 
of Pakistan by constructing a barrage across the lildus I(iver 
ilear Taunsa, yrovitlirig liltimately irrigation therefrolu for 
about 750,000 acres of ~icw ldild and sulll~lcmelital water for an  
additional (iSS,000 acres rlow irrigated with irlatle~uate inunda- 
tion Ivater nulll~lj- and achieving the s c l t l e ~ ~ ~ r u t  and cultivation 
of this nrca U I I  a soulld ecollorllic basis, by small cultivators. 

A convrete barrage, or diversion tl:tm, 5,000 fect long, will be 
collrtructed acruss the Indus River, llear l'uunsa. Two canals 
eac l~  92 lniles long ant1 carrying 0,000 cubic fecJt of water per 
section will be constructed to provide perennial water supply 
to esistirlg inuntlation canals. 

INDIA 
Project No.  07-04-20 

Date of original approval and supplements : March 30,1954. To assist in the first phase of the development of the water re- 
T ~ p e  of project : Rihand valley development. sources of the Riliand liiver for the agricultural and ind~istrial 
Host country contribution (thousands) : Rs. 166,000. development of the eastcrri and southeaster11 d is t~ ic t s  of the 
US$ (FOA) contribution (thousands) : 11,000. State of Uttar Pradesh. 
Status of project : This first phase is expected to he completed in I t  is proposed to construct a dam approximately 300 ft. 11igl1 and 

a period of 6 years. 3,000 ft. long which will create n reservoir 150 sq. n~iles in area, 
FOA procurement or contracts authorized : 2,600 (thousands). holding 5.6 million acre-feet of water. The powerplant will 
Expellditures (tho~i+allcls) : Snne. ha\-e an initial installed papacity of 240,000 liw. I n  addition to 

the dam and powerplant, the project \\,ill inclnde the construc- 
tion of an extensive system of tr:trismission :~ l i t l  distribution 
lines to carry the power to the areas where it will be used. 



Dnte  
Type 
Host 
US$ 

o f  origi11:ll n l ) ~ ~ r o r n l  :lnd snpplenicnts : JIarc:l~ 31, 1954. 
of l)rojcct : hlntlrns po\vcl.l~lnnt. 
cctul~try C ~ I I  t r i l~nt ion (thousands) : Re. 29,300. 
(F'OA) ~ ( ~ ~ ~ t r i l t ~ ~ t i o ~ ~  ( ~ I I O I I S : ~ I I ~ S )  : 2,!)0O. 

Stntns  01' pro.jc:ct: 'l'o Ijc c o ~ u ~ r l e t e ~ l  hy 1957. 
PiM 1)rocnrclllent o r  co~~ l - r ac t s  n~~t . l~or izcd : L',!)OO ( t h o n s n ~ ~ d s ) .  
1~:sl)endilures (t11ons:lnds) : ?;one. 

Project No. 09-60-23 

Dnlc of original alq11.0\.:11 :IIIII S I I ~ P ~ ~ I I I ( ~ I I ~ S :  ilpril 2, 195-1. 
'ryl)(? of l>roj(>cr : I ~ : I ~ : I S ~ ~ I ~ I I  ~IC) IVCI '  f:lcilitic!s. 
1fost ro1111try c o ~ ~ t . ~ . i l ) ~ i t i o ~ i  ( ~ I I U I I E ; I I I ~ : : )  : Rs. 17,SOO. 
lIS$ (F0.i c+ont r i h l ~ t i o ~ i  (tlro11$:1i1(1s) : :<,(;OO. 
1:0.\ l ~ r o c . ~ ~ r o ~ n t ~ l i t  or co~l t r :~cts  nlitl~orizc~d: 2.2.71 ( t l i o ~ ~ s m i d s ) .  

To iilc.r1,:1sc~ l l ~ c  gc'~~c.rntin:. c:~p:lc.ity ol' l l ~ c  hI:~tll.:~s (:it?- ste:un 
l~o \ve l ' l ) l a~~ t  I)y 50,000 k\r. t l u r i ~ ~ g  tht: nes t  :% )-cars;  lo  ~ ~ ~ c c ~ t .  tllc 
~ I I I ' I . ( ~ : I S ~ I ~ ~  i~I(~111and fo r  llo\ver ill t l i ~  i~~~l l l s t r i : l l  (.ity of I\I:111ras 
:111(1 to provitlv tl1~51.1n:rl grncrntrd 11o\vcr for I.l~c clcc.tl.ic grit1 
n - l~ ic l~  serves tlre Stntc  of 31:1(lr:1s. 

I t  is  p r o ~ ~ o s e d  to : I ( . ( ~ I I ~ ~ P  t11e f(~ll(~\vi~l!:  c > t l ~ i i l ~ l ~ i ( ' ~ ~ t  n11d sr~lq)lic~s 
from onts id(~ Ind i :~  : ~I .~O.O(W)-I~. / I I~ .  \rntc,r h~h t .  ste:lln itoil(>rs. 
2 str;lru tnrbirrrs ; 2 15,000-1;!~. nltc'rr~:~tors : intloor s~vitcllgc'ar, 
l111it tr:11isfor111er.<, c.nl)l~r, n11t1 n ~ ~ ~ ~ t ~ s s i ~ r i c ~ s  for c o n ~ l ~ l c l i ~  conlrol 
and oper:~tion of the  uliits to  1)e ii~stnllotl. C i r t , ~ ~ l : ~ t i ~ ~ g  \ ~ : ~ t ( ' r  
sys t~(>n~ e s ( ! l ~ i s i ~ e  of coolil~g t o \ ~ ( ~ r s ,  l ) i ~ t  i11vl1111i11g c.irc111:ltillg 
\v:~tel' pllnlps, ~ i p i l ~ g ,  ulotors~ ~ : ~ l v c s .  : ~ n d  ;r(~c.css~~rics. 

To :lssist i n  the  r ~ ~ l o r n l i o ~ ~  nnll :111~'111t~nlatio11 (I(' t h r  I!) ~ I I ( ~ I . I I I : I ~  
1101vc.r s t n t i o ~ ~ s  in t 1 1 ~  stat(&, : ~ I I ( !  1 li(s t>\:tc>~~bioi~ 01 ~ I ~ ; I I I S I I I ~ S S ~ I I I I  

: I I I ~  ( l i ~ t r i h ~ ~ t i o i ~  lilies to ( l i s t ~ ~ i l ~ ~ ~ t c  t11(, ;l<I(litio1i:11 l)o\v(?r to be 
l)rovi(led. 

l'llis prirjcbtt n-ill not only : I S S I I ~ ~  111orc d~pcnt lablc  pcl\vel' to 
] ~ r c ~ s c l ~ t  users hnt \ \ i l l  :il*o rn:at)!cl : ~ d ~ l i ~ i o ~ r : ~ l  ~ ' : I I . I I I ( ~ ~ S  to 1)111n11 
I ~ : I ~ I , I .  for i r r ig- :~t in~~ ])11r11os(>s : I I I I ~  \vill I I ; , I . J ! I ~ ~  ~ I I ( ~ I . I ~ : I S ( > ( I  11ro- 
(.esssii~q itf :1cric111t11~:11 111.o111irts in i 1 1 ~  r111.:1l : I ~ ( ~ : I S ,  'l'l~e 
( ~ ~ ~ ( \ I I < ~ < I I I  of tlic (Iistri1111tit111 ;111(1 l r : ~ ~ ~ ~ r ~ r i s s i i ~ i ~  $ ) - ~ I I \ I J I  \J-ill 
!rroritlc gon-cr to t l ~ c  salt ~ v n r k s  n t  Sn~n l )h :~ r  nncl tlie marble 
l t  I f ~ l r : ~ .  Ailllitii~nwl po\vclr \;ill hc ~~rovitl(.tl to 
. ~ : I I I ! S : I ~  wl~icli  wi11 1)(>11dit t l ~ e  I I I ~ I I ~ I I ~  O ] I O ~ : I ~ ~ ~ I I I  : I I I ( ~  11(sr111it 
t l ~ c  (~s::1111il;li1111~1it of :I s1111'11r I.I~co~(,I.!. 111;111t. 



Project No. 01-04-1 1 

Tlie following plant equipment and supplies are proposed to 
be acquired : 11 turboalternator units; 2 50-kw. alternators; 2 
GO-kw. diesel generating sets; 1 100-kw. alternator; 1 100-kw. 
diesel generating se t ;  1 150-kw., 2 200-knr., and 3 2.50-kw. diesel 
generating sets ; and other accessories and parts. 

Date of original approvf~l and sul~~~lelllents : June 1052. To provide TA, equipment and supplies to assist in the construc- 
Type of project : River valley development. tion of dams, irrigation canals, and powerplants, under the 
Host country contribution (thousands) : schemes included in the 5-year plan. 
US$ (FOA) contribution (thousands) : 9,889. The EIirahud project was undertaken to constr~ict a dam 3 miles 
POA procurement or contracts authorized (thousands) : 9.430. in length and 150 ft. high across the Maharadi River about 9 
Expenditures (thousands) : 3,886. miles upstream of Samhalpur in Orissa State. Two canals 

are also included and 2 powerhouses. Proposed to be com- 
pleted during the next 4 years. 

The Kararpar scheme on the Tapi River in Bombay State forms 
part  of a comprehensive project for the development of the 
Tapi Valley. I t  includes the construction of a storage reservoir 
and powerhouses. Construction of the weir and canal started 
in November 1949 and is scheduled to be completed by 1953-54. 
The first irrigation from the canals is expected to begin in the 
middle of 1953. 

The Mahl project involves the construction of a dam across the 
Mahi at Kadara in Bombay State, another dam across its 
tributary and a canal system. Schediiled to he completed 
by 195.556. 

Tlie Ghataprabha scheme involves construction of a 44-mile canal 
in progress. 

The Tunga Aricut scheme consists of the construction of an 
overflow dam across the Tunga River in Mysore State with 2 
canal systems. Construction of the project was started in 1946 
and is expected to be complet& by 1965-58. Estimated cost: 
Rs. 20,000,000. 

The Gangapur project involves the construction of a storage dam 
across the Godavari River in the State  of Bombay to irrigate 
approximately 45,000 acres. The dam was finished June 1954 
and total project is expected to he completed hy 3957. About 
10,000 acres will be irrigated in 1954-65. Estimated cost: 
Rs. 33,400,000. 



Project ,Vo. 07-04-06 

'l'11p .1:1\v:1i 11roject i1ic1111Ios t1i1, 1~1111s1r~l~~ti1111 of :I ~tllrilg(> dal>l 
across the J:l\vai ltivcls in the State of R:~jasthan. In addition 
to f ~ i r i ~ i s l ~ i i ~ g  irrig:~tivil \v:~lc:r for 46,O;IO ac:rc!s, the! rcbservoir 
c:lpi~city of 1G0,6.70 :~c.re-fcc,( of \vatcr will also re ,qlate  flood- 
\vatc.rs for tbr protc,c.tion of 1)rol~t~rty and crops. Work on the 
(la111 is :~ire:~tly u~itler\vay. T l ~ r  ~ . i l i ~ : ~ l  SJ-stel11 coi~sists of 14 
iiiilcs of lir~c~tl 11lni11 (,:111:11 :111(1 SO iiiilc~s c ~ f  river canal. I t  is 
es l in~a tc~l  t11:lt thc ~)rojt>ct will be coinlrlet~'d in 19% a t  an csti- 
111atet1 c:ost of Its. ::2.::00,000. 

Tlicx Snuraslitr;~ i r r iga l io~~ s(:lic~nic? ii~cl~ld(,s ii indivitlual scl~elnes 
f t ~ r  the i i ~ ~ p r o r c ~ n o i ~ t  of thc iri.igation systems. These iilclude 
a dam across the Blaccliu River with n canal system; expected 
to be c*oi~iplcted in 0ctol)c.r 19.3;. Ejtiin:~lc~tl I . I I ~ ~  : Its. 12,460.000. 

'l'he S:lsoi sc.11oine vor~sists of thc, c.~~nst:ri~ction of :I reservoir 
42.(K)O ac.ro-fc>c,t cal)arity : espcctc3d to Ile c.oinl11etrd in 0ctol)er 
1!15t;. l,Csti~n:~tc~d cost : Its. i,(i00.000. 

1 ' 1 1 1 ~  ~Zji S ( . ~ ~ ( ~ I I I C '  ( ~ O I I I ~ I ~ ~ S C S  t l ~ o  coi is t r~~ct ioi~ of a storilgc reserroir 
23,460 acrc-fcet cal)ac.ity : c~s1rc3c~tctl 1 0  Ilr corir]~l~~tc~l  in October 
l!)T,ti. ]-:st iinn tc>d rest : Its. S,O(X),000. 

'1'111. I:rnl~~riar~i sc.lic'ii~e inv111vc~s Ihe collstruction oC a storage 
rcLservoir 61,000 ncrc-feet capacity ; espwt.ec1 to be completed 
ill Sovc11111cr l!)T,(i. lCslii~~;~t(~cl  st: Its. lO.OOO,OOO. Tlw Moj 
s(.licLii~e c.orlsists of the, c~~iis t  rnction of :I ::",000 acre-fret storage 
~.osorvoir. 1:sli~c~tr.d to ! ~ e  co1nl)letc~tl Sovcm1)er 3 0 5 4 .  Esti- 
1ll:ltctl cost : Its. S.100,000. 

'I3r Alalnn s c h c i ~ ~ e  coml~riscs the constrncticon of n storage res- 
ervoir 13,100 acre-feet capacity. work already underway; ex- 
pected to be co~npleted by October 1!)5>. Estiiiiated cost: Rs. 
-1,"00,000. 

Ihtc. of original i l ~ l ~ r o \ - : ~ l  :ii~d s~~lll~lt. i~!ents : May 31. l9>2.. Jnrle To construct and equip approsimat~~ly 2,650 tube-wells for ground- 
25. 1!).53. water irrigation in selrc.tet1 arezls in India where feasible ant1 

'Cyl~e of proj(,ct : Gronlltl \\-atrr i r r i~a t ion .  desirable. 
Host c (~~i i i t ry  (.oiitril~~itioi~ i t h o ~ i s a i ~ ~ l s )  : Its. 44,1>0. FO.1 ~ ) r o c n r e i ~ ~ m t  or contracts autliorizc~tl ( t l ~ o ~ ~ s a n t l s )  : $18.79~5. 
I:S$ (FOA)  c . r~~~t r i l~u t io i~  tl1011sai1ds) : 19.530. 11:spr~i1tlitnrcs ( tl~ous:~ntls) : $7,662. 
Status of l)i~ojec.t : .\ vie\\. r o  coii1plctio11 \\-ithi11 36 1111~11th~ fronl 

t l ~ c  tlnt(~ of thv contr:rct. 



Project No. 07-78-12 

DaW of o r i g i ~ ~ u l  a p l ~ r ( ~ v : ~ l  and ~111)~le111e11ts : J la rc l~  27, 13.7::. 
Type of project: Gronntl water exploration. 
Host country contribution (thousands) : Rs. 12,000. 
US$ (E'OA) co~~tr i l )ut ion (thousands) : 3.500. 
Status of 11roject : The drillil~g \\ill begin as  soon as  11ossil)le with 

a view to c o ~ n p l e t i o ~ ~  within a l~er i l~d  of :36 nror~ths from the 
date of the contract. 

Project No. 0140-3 1 

Date of original nl)l?roval and S I I ~ I ~ I ~ ~ I I I ~ I I ~ S  : J ~ l n e  14. 1934 
Type of project: Grain storage. 
Host coulitry contribution (thollsands) : Rq. 1,300. 
US$ (FOA) contril~ution (t11ons:tuds) : 1.539. 
FOB I ) r o c u r e ~ ~ ~ e ~ ~ t  authorized (thousauds) : 1,539. 

Project No. 04-05-25 

Date of original approval ant1 supplenlents : April 6, 1954. 
Type of project : Nation;rl water supply. 
Host country contribution (thousands) : Rs. 105,000. 
US$ (FOB) contribution (thousands) : 3,100. 
FOA procurcwlent or contracts authorized (tl~ousands) : 2,199. 

A n,atiol~\vi(le survey of the econo~nic sul,l,lirs of ground m:rter 
ill India for purlloses of i r r i g a t i o ~ ~  :11it1 relntetl uses. This 
l)rojc?ct proposes to tlrill a ~ l ) r o s i ~ ~ ~ a t r l y  350 (~xl?lorntory \irells 
in suitable areas tliro~~ghout Iritlia for the exl~lor:~tion of the 
ground water l~otentialities. 

The cxllloratory drilling and ( ~ q l ~ i l ) l ~ ~ e ~ ~ t  of \v(-lls will be con- 
ducted under vontract. 

To assist tlie GO1 in exl~loring the at1va11t:rgcs of Ile\v types of 
construction of g o d o w ~ ~ s  for storage of fool1 gr i~ i~ is .  'J'liis 11roj- 
ect will pro\ ide for 2 silo elev:~tors, e:1c11 ivitl~ x cLal>:lcity of 
10,000 tolls. Prefa1)ric:lted metal stc~rage f;~vili(ies \vith a 
capacity of .50,000 tons will be provided. 

The inilial 1111clel1s for all a11 India water sul)l~ly and sanitation 
project with the pnrlwse of reducing the incidence of water- 
and filth-borne diseases. Will acsist ill the establishment of an 
adequate I'nblic Health Organizat io~~ in the Ministry of Heal t l~ 
of the (:01; the training of sanitary lwrsoniiel; procurement of 
eqliipnitbnt, snpplies and materials ; establishing design stand- 
ards ant1 providing consllltant serrices on techr~ical problems as  
may be required. 

Designed to  improve water s u p ~ ~ l i e s  and sanitation in  approxi- 
~nately 10,000 villages and 23 iuunicipalities during the remain- 
ing 3 sears of the 5-year plan. I t  is l~roposed to acquire under 
this project the follonring types of equipment: pumps, well 
11ri:ling rigs, trnc1,s. jceps, jccp station 11-agony, air compressors. 
well casing, ?alr :~~~izet l  iron pipe. : I I I ( ~  cast-iron water l~ipe. 



THAILAND 
FOA Industrial Projects Approved, Procurement Authorization Amount, and Status of Projects as of June 30,1954 

[In thousands of dollars] 

I I I 1 Status of project 

Road construction Thai- 
land Northeast ' High- 
way. 

Flscal year 
originally 
approved 

Construction of a %mile dcfense hiehwav from S:~r;rburi to n a n  Phai. Desimed to carrv 

Type of project 

lentof $1 million in-local currency. Some F O A  funds may need to bc used to generate nd- 
ditional local currency. 

I , I - .- - - -- -- - 
1 An additional $3.6 million programed in fiscal year 1955. Current wst estimate lor total job is $22 million. Consideration being given currently to reducing scope 01 project. 



I t  should be noted that the projects discussed in the immediately 
preceding tabulatioil are those calling for major capital improvements 
in the indicated areas and are not strictly comparable with the indus- 
trial projects in Europe presented in the forepart of this paper. They 
are illustrative of the great diversification of capital-aid activities in 
the Near East, South Asia, and Africa. Their individual character 
should be distinguished from the correlated industrial projects of 
Europe which relate directly, in most instances, to a larger and more 
established economic complex. 

Industrial projects, as such, in the Far  East are discussed in greater 
detail in the couiltry papers for Formosa, Korea, and the Philippines. 



Surplus Agricultural Corn modities 

By Edward P. Herman and Charles A. H. Thomson 
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INTRODUCTION 

Agricultural surplus con~modities enter into the foreign aid pro- 
gram in two major ways: (1) as emergency and famine relief, and 
(2) as a source of foreign currencies. More generally, they can be 
said to be used to build up the economies of friendly nations abroad. 
Both the Mutual Security Act of 1954 (Public Law 665, sec. 402) and 
the -4gricultural Trade Development and Assistance Act of 1954 
(Public Law 480) pl.ovicle for the sale of agricultural surplus com- 
modities abroad and for the use of the proceeds to further the purposes 
of the two acts. The former act is a foreign aid bill; the latter is 
primarily domestic in import. The purposes of the two acts are not 
wholly in harmony, as will become clear from the discussion which 
follows. The administrative situation which arises from the diverse 
purposes and administrative requirements of the two acts is compli- 
cated to say the least. 

PREVIOUS PAGE BLANK 



I. Section 402, Mutual Security Act of 
1954 (Public Law 665) 

Section 402 of the Rlutual Security Act of 1054 provides that "not 
less than $350 million (of the funds made available pursunnt to this 
act) shall be used to finance the export and sale for foreign currencies 
of surplus agricultural commodities or products thereof produced in 
the United States, in addition to surplus agricultural commoclities or  
products transferred pursuant to the Agricultural Trade Develop- 
ment and Assistance Act of 1954 and i n  accordance with the standards 
as to pricing and the use of private trade channels, expressed in section 
101 of said act." [Emphasis supplied.] I n  substance, section 101 
provides that efforts will be made- 

(a) To safeguard usual marketings of the United States and 
to assure that sales under the act will not unduly disrupt world 
prices of agricultural comn~odities; 

(b) To use private trade channels to the maximum extent 
practicable ; 

(c) To develop and expand the demand abroad for agricul- 
tural commodities; 

(d)  To secure commitments from participating countries which 
will prevent resale or  transmission to other countries ; and 

(e)  To make effective use of the currencies received from the 
sale of agricultural commodities. 

Section 402 also specifically provides that the foreign currency pro 
ceeds received from the sale of $350 million of surplus agricultural 
products shall be used for the purposes of Public Law 665, with par- 
ticular emphasis on the purposes of section 104 of the Agricultriral 
Trade Development and Assistance Act \rhich are in harmony with 
the purposes of the Mutual Security Act. As spelled out in section 
104, these purposes are : 

(a)  To develop new markets for United States agricultural 
commodities ; 

(b) To purchase or contract to purchase strategic critical 
materials ; 

(c) T o  procure military equipment, materials, facilities, and 
services for the common defense; 

(d) To finance the purchase of goods or services for other 
friendly countries; 
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(e)  T o  pronlote balanced economic development and trade ; 
( f )  To  pay United States obligations abroad; 
( 9 )  To  pronlote multilateral trade and econoinic development 

throngli established banking facilities abroad; and 
(h)  T o  finance interilntioii;~l rtlucntional exchange activities. 

Section 402 also aut11ol.izes tile l'resicleiit to use or  enter into agree- 
nlerits with friendly n:rtio~ls or organiz;~tions of ilations to use, for tlie 
1mrl)oses outlined a b o ~ e ,  tlie foreign currencies accruing to the United 
States under this section. 

Tlie Rlutunl Security ,~p11i.ol)l.iutio11 -1c.t of l!)J3 (Public Law 7 7 b )  
l i i l~its tlie use of foreign currency by l)i.o~.idinp, in section 101, that 
"* * * liereafter fot2eiyli c.ut*r~c~~rc.ic,t g e t l ~ t v f ( ~ t 1  u n d e ~  the p t ' o ~ ~ i s i o ? ~ ~  of 
this Act shtrl? be utilierd o/t?y for thv prrt/)oa~a for which the fulrd.\ 
providi~ly the corr~?tiodifies .~c.hit/l yc~i~c~~crtcd the ccri t2rr/cy 1oer.e f r l ) p / ~ -  
p7.iated. 0 Y C ) ~  This inenl~s that tlie fol*cig~i cSrlrrencg 1)roceeds fro111 
dollar funds obliglted, for e ~ a n ~ l ) l e ,  nuclei. c11al)ter :i of tlie Jlutual 
Security , k t  for Drfei~se Sul)l)ort, iitu!/ b t  11.5cd oidy for tlrfe/isc b u p  
potst and oilly in tllosr co~lntries autlioi.izei1 to receive iuc.11 s11l)l)ol.t. 



11. Agricultural Trade Development and 
Assistance Act of 1954 (Public 
Law 480) 

The Agricultural Trade Development and Assistance Act of 1954 
(Public Law 480) is primarily an act to aid United States domestic 
agriculture and to dispose of surplus commodities. However, i t  is also 
the stated policy of the act for the United States to use foreigr. 
currencies arising under i t  

to expand international trade, to encourage economic development, to 
purchase strategic materials, to pay United States obligations abroad, to promote 
collective strength, and to foster in  other ways the foreign policy of the United 
States. 

The specific purposes for which these foreign currencies can be used 
are stated in section 104 of the act, and are summarized in paragraphs 
( a )  to ( h )  in section I of this chapter. 

A surplus agricultural commodity is defined in the act as "any 
agricultural commodity or product thereof * * * produced in the 
United States, either privately or public owned, which is or may be 
reasonably expected to be in excess of domestic requirements, adequate 
carryover, and anticipated exports for dollars as determined by the 
Secretary of Agriculture." 

The act authorizes the sale of surplus agricultural commodities in 
excess of t h  umm2 marketings of such commodities, through private 
channels, and with payment in foreign currencies. Sales under the 
act are limited to a total of $700 million until June 30,1957. 

Section 102 of the act provides that the Commodity Credit 
Corporation- 

1. Shall make available for sale hereunder * * * surplus agricultural com- 
modities heretofore or hereafter acquired by the Corporation in the administra- 
tion of i ts  price support operations ; and 

2. Shall make funds available to finance the sale and exports of surplus agri- 
cultural commodities from stocks owned by the Corporation or pledged or 
mortgaged as  security for price support loans, or from stocks privately owned, if 
the Corporation is not i n  a position to supply the commodity from its own stocks. 

This section further provides "that to facilitate the use of private trade 
channels, the Corporation, even though it is not in a position to supply 
the commodity, may finance the sale and exports of privately owned 
stocks if the Corporation stocks are reduced through arrangements 
whereby the private exporter acquires the same commodity of com- 
parable value or quantity from the Commodity Credit Corporation." 



I n  order to further facilitate and maximize the use of private channels 
of trade, the act provides for  the issuance of letters of commitment 
against "funds or guarantees of f~xnds supplied by the Commodity 
Credit Corporation and for this purpose accounts may be established 
on the books of any department " * * of tlie Government, or on terms 
and conditions approved by the Secretary of the Treasury in banking 
institutions in the United States." Tlie purpose of this provision is 
primarily to provide for the reimbursement in dollars to private firms 
which sell commodities under the act which otherwise would have to 
sell for local currencies. 

Title I1 of the act provides that $300 million additio~ial may be 
zxpended over a 3-year period to furnish emergency assistallce to 
friendly peoples i11 meeting famine or other urgent relief reqnirements. 
Transfers under this title may be on a grant basis, and must come from 
surplus stocks of the Coinmodity Credit Corporation. Under this 
title the foreign government may or  may not hare to pay for the 
commodities with foreign cnrrencies, depending on the situation. Tlie 
decision is left ~vitli  the President. This autllority has been delegated 
by Executive Order of September 9, 1994, to the Director of Foreign 
Operations Administration. 

The foreign currencies shall be deposited to the credit of the United 
States in special accounts in banks overseas under regulatioils prepared 
by the Secretary of the Treasury, and any department or  agency of 
the Uilitcd States Governlnent using such currencies for  the purposes 
of tlie act shall purchase them from the Treasury with appropriated 
dollars for an amount equivalent to tlie dollar value of the currency 
used. The  dollar proceeds are tlieii transferred to the Commodity 
Credit Corporation. This means, for example, that if tlie Department 
of Defense wishes to use sterling to coiistruct an airfield in Britain, i t  
]nay lxxrchase it with dollars from this account, and the Commodity 
Credit Corporation will receive the dollars. However, tlie President 
may waive tliis purc11:ise provision. Authority to waive i t  has been 
delegated to the Director of tlie Bureau of the Budget. 

The act also provides for  three-party agreements so that the local 
currencies acquired from the sale of commodities in one country might 
be used, for  example, for the purchase of industrial eqnipment there 
for sale to a third country. Provision is also made for barter arrange- 
ments. 



111. Executive Order Dated September 9, 
1954, Wi th  Respect to Administra- 
tion of the Agricultural Trade Devel- 
op ment and Assistance 

1,711der this order, the Depal-tlrrent of ,igricultnre is directed to ad- 
minister title I of the act ezcept- 

( a )  The Secretary of tlle Treasury is to prescribe regulations 
governing the purchase, custody, deposit, transfer, and sale of 
the foreign curre~icies received under the act. 

( b )  The Director of the Bureau of the Budget is to fix from 
time to time the amounts of foreign currencies accruing under 
the act, to be used for each of the several purposes of section 104. 

( c )  The Foreign Operations Administration is to administer 
the expenditure of local currencies for econoinic aid and develop- 
nlent purposes (sec. 104 (d) , ( e )  , and ( g )  ). 

( d )  The Department of Defense is to administer the local cur- 
rencies used for defense purposes. 

( e )  Tlle Office of Defense Mobilizatio~l is to administer the 
funds used for the purcllase of strategic materials. 

( f )  The Department of State is to administer the funds for 
financing international educational exchange activities. 

(g) The various agencies of the Government affected are au- 
thorized to pay Uiiited States obligations abroad. 

( h )  The Department of State is to negotiate and enter into 
bilateral and multilateral agreements with friendly nations 
abroad covering both the pui-chase of tlle surplus commodities and 
the use of the local currencies accruing therefrom. 

1.15 addition, the F o ~ ~ e i g n  Operations Administration is authorized 
to  &minister title, I I ,  which has to do with emergency assistance 
abroad. 



IV. Principal Differences of the Two Acts 
The Biutual Security Act provides, 011 the one hand, that tlie prod- 

ucts sold to friendly nations must be surplus agricultural conliuodities, 
but does not restrict then1 to tliose handled by tlie Coniniodity Creclit 
Corporation under the price support prograni. On the other hand, 
it  llas been aclmiiiistrntively deternliiied that, ll~lcler the A k g r i c ~ ~ l t ~ ~ r a l  
Trade 1)evelopment and Assistailce Act, sales will be liinitetl to s u ~ ~ p l u s  
eomnlodities inclndecl in the price support prograln. Furtlier, sec- 
tion 409 of the Rlutnal Security Act does not limit sales to anlounts in 
excess of norlnal United States exports. Sales under the ,igricriltural 
Tracle Developmelit and Assista~ice Act are li~llited to anioul~ts in ex- 
cess of such nornlxl exports. Tlie $350 millioii under tlle Jfntual 
,lssistance Llct  must be used in fiscal year 1955. The $1 billion lincler 
tlie Agricultural Tracle Development and Assistance Act ma?; be used 
within 3 years, or  by June 30,1957. Uilcler section 402, t l ~ e  bt111; of the 
foreign currency proceeds will be used for the benefit of the country re- 
ceiving the commodities aiicl for  progralil uses p1:lnned in :~d\.aince of 
sucli sales. Under P~ib l ic  Law 480 there will be a significantly greater 
use of proceeds to fiilalice the movement of goods to tliircl couutl.ies. 
-41~0 there will be greater freedom under Public Law 480 to spellcl fur- 
eign currencies for projects rrliicli will directly benefit t 1 1 ~  l i i i i t~(1  
States. 

I11 sliort, sectioil402 of Public Law 665 is part  of n inritual :rs5i~t:1nc.c 
bill, wl~i le  Public Law 480 is priinarily a domestic bill wllicll utilize, 

the foreign assistailce program as one tool to  accomplisll its nl:lill pur- 
pose. I n  fact, the purposes of tlie two bills coilflict to  somr degree. 
Public L a ~ v  180 is designed to increase tlie market for 17nitcd States 
agricultural products abroacl. I f  efforts made nii(1er Public L n w  663 
to  increase prodi~ction abroad of comnlodities ill surplus s111q)ly in the 
United States are s l~ccessf~~l ,  tlie need for such imports mill tlrop. 
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V. Current Programing Procedure for 
the T w o  Acts 

Programs under the two acts are joint programs, both with respect 
to the sale of co~nmodities and the use of foreign currencies. A pro- 
gram for each country is prepared by the Foreign Operations Admin- 
istration and presented to an interdepartmental statf' co~nmittee 
chairnlaned by Agriculture and composed of FOA, State, Budget, 
Defense, Office of Defense Management, nncl Commerce. This corn- 
rnittee reviews the program both with respect to amounts, kinds, and 
grades of conlmodities to be exported a i d  the use of the local cur- 
rencies to be received for such commodities. FOA proposals to date 
have undergoile only minor changes with respect to the aillount and 
kinds of commoclities to be included. With respect to the use of the 
local currencies, there have been more important adjustnlents. If 
any agency on the committee objects to the action taken by the Com- 
mittee i t  can appeal to the I i~ te rage~~cy  Cornlliittee on Agricultural 
Surplus Disposal, chaired by hlr. Clarence Francis, special consultant 
to the President. 

After agreement has been reached by the interested Unitetl States 
agencies with respect to each country program, negotiations are 
initiated by the Department of State with the assistance of the 
Department of Agi-iculture or FOB, or both, with the foreign govern- 
ment concerned to reach a bilateral agreement with respect to the 
agreed United States program. As of October 1954, a United States 
position hacl been reached 011 four major progranls, totaliilg $425 
million. Ten other major programs were nearly complete. I t  was 
expected that all the remaining programs would not exceed $100 
million. When bilateral agreements for all of them have been 
negotiated, it is expected that the total amount of surplus cominodities 
to be eventually exported under both the Mutual Security Act and 
the Agricultural Trade Development and Assistance Act under this 
year's program (not ilecessarily exported in fiscal year 1955), will 
amount to the full figure authorized by the two acts, or $1,050 million. 
Actually, the Foreign Operations Administration very probably 
would have financed for fiscal year 1955, even without section 402, or 
the Agricultural Trade Development and Assistance Act, in the 
neighborhood of $350 million of such commodities, in the normal 
course of its business. I n  fiscal year 1954, for instance, the total 
amount financed by FOA approximated $500 million. 

The Foreign Operations Administration has had 6 years' experi- 
ence in programing not only exports of agricultural products but also 



the nse of local currelicies rngrntleretl by surli exports. The  Ilepart- 
merit of Agriculture could assume, ill n fairly short periocl, responsi- 
bility for l~rogra~i ' ing the export of tlie colllnlodities with a small 
increase of its present staff. It coultl not, lionerer, l)rogr:\lil tile use 
for  ge11er:ll econolnic t l e ~  elopnient abroad of cnrrelicies received from 
the sale of :tgricultural protlucts, ~vi t l lol~t  b ~ ~ i l d i n g  u p  :L c o n ~ p l e t e l ~  
new org:uiiz:ttio~~. l : r l ) rc\c~i t :~t i~-c of  tlie 1-nitetl States 1)epartlnent 
of Agriculture have agreed wit11 tlijs apl~raisnl of the Dep:~l.tment's 
capabilities. 



VI. Practical Operations Under the Joint 
Program 

After iL bililtei.i~l 1)rogrillii agreement has been negotiated by State, 
and coiniiiodity agreements have been reached with n foreign gorerlr- 
inelit, the latter issues import licelises to pi-ivi~te concerns for tlie 
specific protllicts which i t  1x1s agreed to import. 'l'lie commodity 
agreement (similar to F02i procurenlent a~~thorizations) specifies tlie 
approxini:~te quantities aiid grades of conlll~oclities which will be talcen. 
and the maximum clollar an~ount thereof ~ ~ l i i c h  may be purchased. 
Zn addition to the import licenses, the foreign government must also 
arrange for tlie deposit to the accouilt of the United States of the 
foreign curreilcy purc11:lse price of tlie conllnodity under tlle regula- 
tions set up by the United States Treasury. The system is then ready 
for tlie foreign importer to do business through his usual trade con- 
llectiol~s in the United States, and to contract to purcliase fro111 a 
Linitecl States exporter. I n  the case of commoclities under Public 
Law 480, the United States exporter, by arrangement with tlie Com- 
modity Credit Corporation, and financed by a dollar letter of credit 
guaranteed by a letter of comrnitlneiit issued by the Conimodity Credit 
Corporation, supplies corilmodities ~ ~ h i c h  he has either purchased from 
the Coininodity Credit Corporation, or coniniodities from his olvn 
stocks, and delivers theill overseas exactly as he mould in any ordinary 
comrnercial transaction. 

I f  lie delivers froiri liis stocks, Ile the11 replellislies his illve~ltories by 
purcllasing equivalent stoclrs from the Commodity Credit Corpora- 
tion. Commodity Credit Corporation is reimbursed in dollars for its 
stocks which were clisposecl of for local curreilcies when the latter are 
sold for dollars to United States Government agencies for pilrposes 
untler tlie act. Any tliiyerences can be iilade up only by possible future 
appropriations. 

I f  the traiisnctioll is one fillilliceel by the %'OAi under sectioil -102, the 
Coninioclity C'retlit (_'orporatjon receives dollars for tlie coiilinoclities 
from tlie exl)o~ter. These c10llill.s co~ile from clolln~~s a11prol)riatecl for 
purposes of tlie All~tual Security Act. 

I f  the -2lnericai1 esporter does not have tlle com~nodities ill stock 
which lie has contracted to sell, he can "buy" from the Commodity 
Credit Corporation. ,ictually tlie Commodity Credit Corporation 
delivers the con~nioclity to the foreign importer and it neyer passes 
through the American exporter's liands. The price a t  which the com- 
nlodity is sold has actually been fixed by tlie Comn~odity Credit Corpo- 



ration and the anlount \\-hich the Anlerican exporter receives is, in 
effect, an agreed-upon conlinission froin the Commodity Credit Corpo- 
ration for handling the business. However, for accountiilg purposes, 
the transactioll is recorded as a purchase and sale, at  ail agreed upon 
price ditt'erential. Departnlent of -\griculture specialists do not con- 
sider this a commission trniisaction. I n  any case they feel that the 
United States expo~wter performs a real service at a lower cost than it 
could be performed by Agriculture. 

I n  a few countries, such as yugoslavi;l, where the foreign govern- 
lnent is its own purcllasiilg agent, the government deals with the 
United States exporter. I n  u very few cases (e. g., Liberia), the Com- 
lnodity Credit Corporation does contract directly with either the 
foreign governinent or the foreign importer. 

So far as the Foreign Operatioils Administration is concerned, 
transactions are llancllecl as they have been in the past, except that 
FOA ~yil l  receive 100 percent of the proceeds from the sale of the 
commodity, rather than 10 percent in counterpart funds, with the 
balallce of the counterpart remaining in a special account in the Treas- 
ury of the foreign government. The procedure is that a procure- 
ment authorization is issued by FOA to cover agricultural commodi- 
ties in the same manner that a procurenlent authorization is issued 
to cover, for example, machinery and equipment. The procurement 
authorization is an obligation charged against program funds allotted 
to a particular country. I t  i s  the d u t y  of the  F O A  controller to see 
(1) that the  prope-r amount of local currency & received for the com- 
nzodities for which funds are obligated; and ($) that  the local cur- 
rencies received are ztsed for the sanze purposes fat which the dollars 
producing t h e m  were appropriated; i. e., if the dollars come from cle- 
fense support appropriations, then the local currencies generated 
from such appropriatioils must be used for defense support. The 
Controller's function in this instance is under the overall supervision 
of the Bureau of the Budget. 

The foreign government to which the procurenlent authorization 
is issued may either ask for a letter of commitinent from FOA to 
finance purchases either from a private supplier, or the Commodity 
Credit Corporation, as outlined above; or it may come in for reim- 
bursement, if it uses its own clollnr funds to finance such purchases. 
This is precisely in accord ~ i t h  normal FOA fiscal procedures. 



VII. Coi~trol of Local Currencies 
The foreign currency proceeds of sales made under Public Law 480 

are deposited to the account of the United States in banks overseas and 
their disposition is controlled in the first instance by the Bureau of the 
Budget. The Bureau agrees to an allotment of the funds to various 
United States Government agencies for purposes specified in the act. 

Tlie agencies themselves, after purchase of the currencies from the 
Treasury, suballocate the funds to specific projects and, when con- 
tracts are executed to carry out the projects, or when project agree- 
ments are entered into with a foreign government, the local currency 
funds are legally obligated. The Treasury has issued a regulation 
providing that currencies cannot be purchased which mill exceed the 
amount estimated to be required for a 30-day period. The dollars used 
to purchase the local currencies are transferred to the Comn~odity 
Credit Corporation by the Treasury. 

I n  the case of section 402 of Public Law 665, the Bureau of the 
Budget, through its normal apportionment procedures, releases dollars 
to POLA for the purchase of surplus commodities for various purposes 
under the act, but does not specifically approve the use of the local cur- 
rencies received from the sale of the commodities. The local currency 
accounts are audited, however, by the General Accounting Office. One 
purpose of the audit is to see that the currencies are spent for the pur- 
poses for which the dollars are appropriated. The local currencies 
accruing to the Treasury from the sale of commodities are transferred 
to FOA account as soon as they are received, and can be drawn down 
by FOA as required to meet its obligations in the countries where such 
obligations have bee11 incurred. 

The records of POA are set up to account for local currency obliga- 
tions, amounts available for obligation, and unexpended balances of 
amounts obligated. Similarly, the Department of Defense has such 
accounts set up either in local currencies or, in certain instances, in the 
clollar equivalent of such currencies. 

When surplus commodity legislation was being considered for fiscal 
year 1955, serious thought was given in both the Senate and the House 
to a proposal that the local currencies be made subject to congressional 
appropriation the succeeding year, just as the dollars generating the 
currencies mere appropriated. This proposition mas rejected became 
i t  was felt i t  would make i t  impossible to negotiate any bilateral agree- 
ments. No country would be in a position to know at the time of 
negotiation how much or for what purposes the local currencies re- 
ceived by the United States from the sale of surpluses, which the 



foreign country was negotiatiag to p~wchase, \voulcl be avai1:thle for  
expericliture by the United States. 

r 7 l l i e  various pan-cis, cluties, :tiicl 1-espolisibilities arising under 1'111)- 
Iic Law 480 are vestt?d ill the President. B y  Executive order of Sep- 
tember 9, 1954, :tuthoritg to c:trry out the variolis provisions of t l ~ c  
act is assigned to a ilu~llber of agencies: Agi*iculture, FO-I, St:ttc, 
'l'i.ensuq, Defeiisc, OTIJI, ant1 tlle I{nl.ra~i of the 1it1tlgt.t. A i ( l ~ ~ ~ i i ~ i s -  
tlxtion of t l~ose portioils of the ;let rc1:tting to surpl i~s agricultural 
coillrnoclities is carrie,tl out in rlll'ect lry :L con~tnittc~~' (-oi111)os(~(l of ;L 

number of these agencies. So sillglc agc.llcy of Gorcrllnlr~lt 1rc.ai.s f~ i l l  
i~rsl)onsibility for this pllnse of t,lw foi.eigi1 aid progi.anl. 

The  s i t ~ ~ t i o l l  is s i~ l l i l :~~ '  \\'it11 res1)ect. to  t l ~ e  J l~i t~i :~l  Secul.itj .\(.I o r  
1954 (Public L : I ~  665) ; it,s l>o\\-ei*s :Ire 1-rst,e(l in the Presitlont, and 
deleg:~tetl by hinl to t11e v : ~ r i o ~ ~ s  rst>c~iti\-r :~,crllc.irs 1,y T<sc.cutivr Orrlrr 
10378 of I\'o~-c.n~l,er 6. 195.1. TZes~)onsibilit,ies n~.ihi~ig untlcr tile rtct 
~ . r l : ~ t i ~ ~ g  to S I I I . ~ ~ I I S  : ~g~- i c~~ l t i~ i . i l l  ~ 0 1 1 ~ i ~ ~ i ) ~ l i t i r s  :1iii1 tl~t. foi.rigi1 C I I ~ I . ( ~ I I ( . ~  
~)rocre(ls fi'o111 their sitlr :IIV allot trd jointly \\-it11 thost of P111)lic 1,aw 
,180 by t11r salllc intri.dep:1rt111r111:11 co~rlnlilt cc. 



VIII. Findings 
1. The use of agricultnral surplus coinillodities as part of the foreign 

aid program is authorized by two separate laws (the Mutual Security 
Act of 1954, and the Agricultural Trade Development a i d  Assistance 
Act of 1954), n-hich differ in purpose and orientation. The Iilutual 
Security Act deals 11 itli stre~i~tlieiiirig the ecoiloinies of friendly coun- 

'1 1011s. tries abroad, and witli otlier inatters pertinent to our foreign rel* t '  
The Agricultural Trade L)e~-elol~ment aiid ~lssistaiice Act is primarily 
clomestic in orientation, and is clesigiled to aid Uilited States agricul- 
ture and to push tlie sale of surplus agricultural commodities abroad. 
,I secoildt~ly purpose is to use such commodities to further the foreign 
policy of the LTiiited States. Insofar as operations uilcler the former 
:\ct are successful in incre:lsing agricultural production abroad, the 
posbible market for United States agricultural production-and sur- 
pluses-is cliniinisliet2. Nevertheless tliere is a consiclerable liarmoiiy 
bet\veen the two laws. Both make available coiilillodities ancl foreign 
escllailge usable for various go\rernment pnrposes abroad-military, 
political, and econonlic. 130111 create cluties and responsibilities for 
:i variety of Goveriiiileilt agencies, irlost notably tlie FOA, the Depart- 
~neiit of Agriculture, the Treasury, and tlie l3ure:iu of tlie Budget. 

2. The question arises mlietlier it is not tlesi~.i~ble to clarify tlie 
coilflirts of purpose and complexities of legal a i d  administl-ative 
arraiigelileilts \~liicli stein froiii tlie prescnt state of these two laws. 
'rhe corlflicts of purpose are rooted in doinestic political forces ~vliich 
lie outside the ])ur\-ien- of tlie task force. Tliese forces are more in- 
terested in a larger sale of surpll~s :igricultnral conlillodities aiid a 
iarger iiiconie for Unitetl States agrjcultnre, tlinn they are in tlie 
lwinciples of iiltlltilateral trade, tlie avoidmlce of duniping of Uiiited 
States products abroad, or tlie streilgtlieiliiig of foreign t~griculture 
as a part of an overall strengtliening of foreign economies. Policy 
forinatio11, programming, ancl aclnlinistration of foreign aid and sur- 
plus cominodity clisposal will linve to take tlrese forces into continuing 
i:ccount. Tliere is no fornlula whicli will resolve the resultarit 
clifferences automatically. 

A seeiningly needless complexity is the placement of authority for 
clmel.geiicy ancl famine relief by use of surplus agricultural commocli- 
tics in the Agricultural Trade Act instead of the Mutnal Security Act. 
I t  would be simple to shift title 11 of tlie former act to the latter act, 
but little or nothing wonlcl be g:linecl thereby beyond more siin1)licity 
ancl elegance i11 the la-\\,. 



3. A provisioil of law requiring that a specified amount of funds 
appropriated for mutual security purposes shall be spent for surplus 
agricultural comillodities illtroduces inflexibility and needless com- 
plexity into the program, opens the way to excessive authorizations 
and appropriat io~~s for mutual security purposes, and sets a precedent 
for use of mutual security funds and activities to increase the sales 
of any distressed coinmoclity in which eilol~gh political interest can 
be mustered to force tlll.ougli legislatioil to support sales and prices. 

The provision in the 195.1 Mutual Secnrity , k t  requiring that $350 
lnillioil of funcls aplxopriatecl under its authority be spent for surplus 
agricultural co~ilmodities illustl.ates the situation. I t  callnot be said 
wit11 finality tliat this prorision has as yet affected tlie program in 
any marked way. I t  is probable that $350 inillioil ~ ~ o u l d  have been 
lwogmnled in this way cluring fiscal year 1955 in any event; during 
the preceding year $500 ~ni l l ion was SO progranlecl against a legisla- 
tive requirement of $200 niillion. Pe t  i t  is highly probable that the 
total fiscal year 1955 autliorizatio~~ I\-ould have gone down by $350 
inillion without farm-bloc support for this pro1)osal. 

The possibilities for tlie future are inore threatening, despite cur- 
rent legislative restraint and understanding of tlie limitatioiis of this 
device. The way is opened for an alliance between legislators favor- 
ing high farm-price supports and those favoring large and continuing 
programs of foreign aid. Even if dollar appropriations are not 
available, specialists in foreign aid can still work with foreign cur- 
rencies paid for surplus Unitecl States comn~odities. This is true 
both a t  home and abroad, and raises the question of the continuing 
interest and responsibility of the United States Goveri~ment i11 the 
inanage~nent of such funds, both in tlie first use and in subsequent uses. 
The United States has a proper and continuing interest in the initial 
use of foreigu currency so secul-ecl. 13ut, if these funds are used to 
set up banking or investment functions, the question arises as to the 
value and co~~seque~~ces  of a continuiilg United States participation 
in decisions about the use of repaid loans or liquidated investments. 
Control and a voice in important ecollomic decisions abroad must be 
weighed against the resentments and difficulties arising froin the inter- 
vention of the United States in the iilterilal affairs of a sovereign 
state. I t  also raises a question of necessary personnel and the possible 
extension of aid functioi~s LLon a long-range basis not expressly con- 
templated by the authorizing and appropriating legislation.:' 

The earmarking of dollar aid for surplus agricultural comnlodities 
leads to the appearance if not the reality of pressure on recipient 
countries to take our surplns commodities. Tliis is hard to distin- 
guish froin dumping, in its effects on 11-orlcl prices, world trading re- 
lations, and the distribution of agricultural production worldwide. 

4. Of those objects permitted under Public Law 480 for the ex- 



penditure of foreign currencies arising from the sale of agricultural 
commodities, three give rise to serious question for the future. These 
are the powers to use such currencies- 

(1) For financing the purchase of goods or services for other 
friendly countries (third-country uses) ; 

(2) For promoting balanced economic development and trade 
among nations ; and 

(3)  For loans to promote multilateral trade and ecoilomic de- 
velopment, macle through established banking facilities of 
friendly nations, or in other ways. 

These powers hare been delegated by the President to POA. The 
other objects enumerated in the act (sec. 104) are much more specific, 
relating to defense, strategic materials stockpiling, exchange of per- 
sons, and the payment of United States obligations abroad. They 
are therefore much less of an invitation to uncontrolled elaboration. 

Third-country uses are complicated at best. An example would be 
the use of Italian lira arising from the sale of surplus United States 
cotton for the purchase of n~achinery for use in India as part of our 
foreign aid to the latter country. For such an operation to be suc- 
cessful, the supervising United States agency would have to see that 
the currency was available when needed, arranging for the sale of 
cotton if necessary; that the Italian machinery could be designed 
and produced according to specifications arising from joint United 
States-Indian agreement; that delivery could be made in time to meet 
the requirements of the Indian development plan; and that the va- 
rious accounting and auditing steps involving the Italian aid pro- 
gram, the Indian aid program, and the fiscal relations of domestic 
United States agencies are all carried through. It should be obvious 
that ally extensive third-country operations would open the door to the 
developnlent of a n~ultinational merchant-banker business 011 a grand 
scale. This would tend to prolong the life of aid programs in the 
participating countries and to have an adverse effect upon United 
States exporters. 

- 

The power to use foreign currencies for promoting balanced eco- 
nomic development and international trade is as broad as the foreign 
economic aid program itself. So long as this power stays in the law, 
there are both authority and resources for a continuation of the for- 
eign aid program. 

The power to use foreign currencies for loans to promote multi- 
lateral trade and economic development is almost equally broad, and 
brings special complexities arising from the lending process. I f  such 
loans are made through established banking facilities, the question of 
continuing supervision of the programing and administration of loans 
arises. As original source of the funds, the United States Government 



1i:ts a clear i1iiti:tl i i~terest,  :tiid ni:ty easily be drawn into :L long-con- 
ti~iuiiig ancl clifficult relationship n-ith the governmental and financial 
i ~istitutioils of foreign countries. 

The  object of proniotiug DcrZa~ued ecoiioinic development requires 
tlie Unitecl States Goreriimrlit to judge the state of foreign economies, 
ancl to i i~terrene to su1)pol.t tlio5e sectors ~vliicli, in i ts jnclg~~ient, :ire 
1ve:lk or  lacking. Fiiitlir~g t l ~ e  occ:~>ioir for  su(8li in te r~e l l t io~i ,  ancl 
(*:tri.yi~lg it out, c o ~ ~ t : t i ~ ~  I I I : I I I ~  ~ ~ i t f : t l l ~ .  

r 1 l l ierc  is :llho tlir tl:tugel of I I I I \ \  ittilig or uli\v:tri.:tl~trd i~tterferei~ce 
wit11 tlie ~ ) I ~ : I I ~ ~ L : I ~ I o I ~  :t11(1 o l )e~ . ; t t io~~ of 1)riv;tte iiite1~1i:tt1011:11 tr:l(le. 
111 it:, e for t s  to c : ~ i ~ . j  o ~ ~ t  t~l:tl)o~:ttc tlrl~re-l):ti.t3 :~gi,ee~~leuts.  and to 
alter the 1ior1ii:11 (lir~-.tioli :111(3 co~ll.+t> o f  fort'igli e~oiioliiies, tlie TTnitecl 
States Crover~~nte~it III:IJ e:~sily go too f : ~ r  jn d i s t ~ ~ r b i i ~ g  tlie growth, 
tlie liealtl~, :tnd tile st:tbility of 11o1'111:tl i~iteriii~tiol~:tl tr;tde. 

7'1ic1.e 1s :i f111.tlic~r cl:~~rg,re~-tn~lljtation to tlie i11clrt~io11 of  a wiclc 
I :~r iety of tlistressetl co1ii111oc1itif.s i l l  t11r list of \omaces of f o ~ ~ i g n  ctlr- 

7 1 1~11c.y. J liis is :III i ~ i ~ i t : ~ t i o ~ i  to :11i :11li:llice l)etne(>~i g r o ~ ~ p s  with :L 

\ ehttyl or +p(~ci;tl ilitei'e:,t i l l  foreig11 aicl, wit11 t l~ose ~ r l i o  desire gov- 
ernmental s1il)poi.t for  ally such conil~loclitic~i;. 'I'lle result 11i:ty veil 
be n colltiliu:~tioli of aid proglaains JJ ell beyolid tile tiine n-lie11 tlie for- 
eign policy of tlic country requii-es tlieln-ere11 to the point where 
s ~ ~ c h  1wog1':i1ii:, iiilerfere wit11 the I~;~rlnoiiions 1~el:ttious of o111. co~lntry 
J\ it11 other powers. 

It is worth noting, in passing, tliilt the  autliority uilcler the act to  
rlse foreign currencies for payment of United States obligations can 
br most salutary. This is ilot related to  the dramatic issues of foreign 
:lid, but js ne~-ertlieless related in a solid m:~nner, insofar as i t  is a step 
toward t l ~ e  treatment by the T'nited States Government of foreign 
currencies :IS good money. Pa r t  of the problem of currency conrerti- 
bility lies in tlie reduction in the demand for dollars. Insofar as the 
United States Go~e rnmen t  call use po~iilds, frailcs, lira, kroner, or 
other foreign currencies to meet its obligations, i t  call reduce its own 
tlemand for  dollal.~, and support by its use of other curreilcies the 
tlemand for t l ~ e ~ n  whicli is essential to their convertibility. I n  this 
conliection, i t  is also worth mentioning the point that  our foreign aid 
program, insofar :ls i t  tries to facilitate i~iternational t rade by making 
dollars nvxiloblr to Unitecl States st~pl,liers, postpones the day wlica 
ITnitccl States busirless l)ecolnt.s fully accurtonlrd to usinp foreigi~ 
c*n~.~-el~cies, nlid to build up  foreign balances. thus illcreasing delnalltl 
for these currencies against dollars and coiltributing to the possibility 
of free moven~ent of trade without government intervention. 

5. Under provisions of title 11 of the Agricultural Trade  Act of 
1954, i t  is possible for a foreign governlneilt to  be granted surplus 
ngricultnral commodities for purposes of emergency relief. I f  local 
curreilcy funds are  generated as a result, they should be treated as any 



other counterpart funds and used for the general purposes of mutual 
security legislation. The United States 112s a proper interest i l l  

such disposition since these funds hare been pnrchased, in eflect, wit11 
appropriated moneys. 

6. Acln~inistr:~tion of the various powers, duties, and responsibili- 
ties relating to the use of surplus agricultural com~nodities in the for- 
eign aid progranl is distributed nrnong a number of agencies. This 
situntion is uiisatisfiictory but ~1x1-oidable. I f  a special nlailagemeilt 
agency or unit were set up to supervise operations nlicler the foreign 
nicl l)rogr;uli, it lnigllt be possible to centr,ilize fnrther seine of these 
functions in the new agency. I t  ~ ~ ~ o u l d  still be necessary to use an 
intei.;~gency governmental co~n~nit tee to program and approre the 
sales of surpluses ancl the use of the proceeds abroad. The Depart- 
ment of Agriculture could take over other functions arising from the 
-4gricultural Trade Development mld Assistance Act with a small 
illcrease in staff'. 
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Offshore Procurement Program 

Offshore Procurement (OSP)  may be defiiled as the purchase of 
mili taq equipment and supplies from sources outside the United 
States for delivery under the Mutual Defense Assistance Program 
(MDAP) to frienclly fol-eign countries. I t  does not include the pro- 
curement abroad of supplies for the United States armed forces. 

When plans were first made for AIDAP, no consideration was given 
to the possibility of procuring military equipment offshore for de- 
livery to our allies. I t  was visualized that this equipment would be 
taken from existing United States stocks. Elowever, the Korean War 
upset this plan and the equipment and ammunition in United States 
stocks which had been earmarked for MDAP deliveries in Europe 
were diverted to the Far East. The size of MDAP in Europe was 
;11so greatly expanded to counter the threat of similar armed attack in  
the West. United States stocks were therefore unable to provide the 
essential MDAP end-items. I t  was decided to place substantial 
amounts of these orders offshore. This had the effect of helping to 
establish a mobilization base for mar production in friendly countries 
to provide the maximuin ainount of replacements, spare parts, and 
ammunition close to the actual fighting front in case of war. It was 
hoped that OSP might gradually assist the NATO countries to pro- 
duce part of their own material for defense and help to restore the 
European capacity for the production of nlunitions and military 
equipment which had been largely destroyed by the war. The plan 
looked to the maintenai~ce of production in selected foreign plants 
which would be distributed geographically in accordance with United 
States strategic views. 

I n  addition to achieving a well distributed industrial mobilizatioil 
base for war production, certaiii collateral objectives of OSP were 
(inter alia) to assist the civilian ecoiloiny through additional dollars 
and increased employment, to reduce the cost of MDAP deliveries 
through lower transportation and labor costs, and to provide political 
support against comm~mist infiltration into labor unions. 

Relationship of OSP to MDAP 

OSP orders are placed only to fill specific and approved military 
deficiencies within MDAP; hence OSP is necessarily an integrated 
part of MDAP programing and execution. Prior to each fiscal year, 
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extensive bilateral confereuces are held betweell the Unitecl States 
Jli l i tary Assistance ,Itlvisory (4roul1 ( J IAAG) ancl the foreign mili- 
tary autllorities in each  count^ receiving United States illilitary :lid, 
to cletermine llow much of the total logistical requirements of the 
military forces to I J ~  contrib~rtutl by e;lcll country for inntual defenic 
can be sul)plietl ill sufficiei~t tirlle tlrrongll its o\vn l)i*ocrlrerlleilt ;lilt1 
l)rocI~~ction c:ll):~cities. 

Tllese coilfereuces result in ail :~gi~eecl l i d  of rrrilitary ec1uil)nlent : ~ l ~ t l  
sul~plies wllicll c:~ii be supl~lietl only by tlre 1-ilitecl Stntes or  wit11 
United States asiista1lr.e. if they are to be Ilnd at nll or  in sr~fficieilt t i i i~e 
to inert the threat. 

Tlle country lists tlrei~ 1):lss t l i r o~~g l l  :I rntlrrr colol)licatecl series of 
reviews :lilt1 screenings 1oc~:llly niitl i~egio~~; t l lp  in 1<;111*ol>e :ls well as in 
n ' a i l ~ i i i g t o ~ ~ ,  \\.it11 n view to cletel.il~iili~ly \\ hat l)ortions ~ l i a l l  be ob- 
tained from existing vilitetl St:ltes itovlrs, ~ I . O I I I  i~en- procurement in 
the TTnitecl States, or fro111 OSP. -Idvice as to political ailcI economic 
co1lsider;ltions is obtainetl fronl tile I )c l ) : t l . t~~~ei~ t  of State ant1 FOA,  
respectively. 

hlciclentall~, altllougll :t few OSl '  c o ~ ~ t r a c t i  11ave beell placecl in 
Spain, Tngoslarin, tlre Federal 1:rpuOlit~ of (;rrnl:tny (particularly 
West Berlin),  ,J:tpnii, T'or~~lo.:~, : L I ~  t l ~ c  l'lrilil)l)inei, the l~ull;  has heel1 
placeti i l l  JT'estenl Eurol~e.  

First Three Years of OSP 

1)111.i1rg Iiscal 1952, OSI' ( :u~~tr :~cls  tot:tliirg :tl)l)l~oxi~~i:~tely $ti30 
111illioil were let i l l  I<:i~rol,e. Over uire-llillf of tllese coiiti~:tcts 1vel.e let 
in Fr:tnce, o~~e- four t l l  ill It:tly, ant1 the reir~ainder in t l ~ e  1:llitecl Icing- 
clon~, the Set l rer la~~tls ,  Greece, Belgimil, TI~ixel~~bo~ll-g, I ) e i ~ ~ ~ ~ ; t i ~ l ~ ,  Nor- 
way, Gerir~ei~y.  a i~ t l  S\vitzei*l;~iitl, ill tlre oi,tler of tleci.e:~siilg :111ro111lts. 
, . 1 Ilcsc co~rt~.:tcts iirclutletl I I ; I T - : ~ ~  ~.essels, e lc~t~t i .oi~i~s e(lllil)ilient, aillllllllri- 
tion, : I I I ( ~  s1)nl.e 1):trts. Tllc I-ol~urlc of OSI' c.o~ltl,;lc.ts 1,l:lcetl i l l  Fra11c.e 
iilcludes over $200 ~ilillion of so-c*:tlled "TJisl)oil-tyl,r" :litl, i. e., existi~lg 
cont~.:tcts t:tken over by t l ~ e  T;iiiteil States i l l  :tccortlaiice wit11 :I p:ltteril 
established a t  the illeetiiig of tlre Sort11 Altl;lntic Colurcil a t  IJisboo i n  
Fel)i.unry 1932, for  tlle ~ ) ~ ~ I I I : I I , ?  l)ui'l)ose of y i r i l ~ g  1~utlpet:ti~y s111)l)oi.t 
to t l ~ e  Freilcll Government. 

During fiscal 1053, OSP coiltracts totaling over $1.5 billioii \vci.e 
Ict in Europe. These co~ltrncts coreretl ninm~ulition, iiarnl vessels, 
jet fighter aircraft, tailks, al.til1ri.y l)ieces, radio 311~1 r;1~1:1r e(llri1)- 
~ t ~ e i l t ,  and :L ~vicle r:111ge of o t l~er  i~i;~tri . iel  sllcll as spal-c l):lrts for 
11-eapoiis, vehicles, ill~tl aircraft. 

During fiscal 1954, OST' contracts in tlie aiilount of $375 11iil1ion 
were let, nlaliing :I cu111111:lti~e totill of $2.6 billion for  the first 3 years. 
ITo~reve~', l):ty~~lc~llts for (1elive1.i~~ t l ~ r o ~ ~ g l l  these 3 tiscnl years 



airiou~lted to only $673 millioii. The remainder of the items con- 
tracted for were ill tlie pipeline at  the end of fiscal 1954, with dates 
of anticipated delivery ranging from a few months to several years. 
This points up one of the inajor problems which has developed in 
O S P ;  namely, the rather exceptional delays which have occurred in 
several importaiit contracts, due either to inadequate preliminary 
preparation or  to other reasons. I n  some cases this may well be ex- 
pected to result in the delivery of unnecessarily obsolescent equipment. 

Procedrlres for OSP Operations 

I11 thr beginiling of fiscal 1052, the liilited States Governnlent began 
a series of bilateral negotiations nrith various foreign countries, for 
the most part  in Western Europe, to est:iblish O S P  procedures. 

O S P  contracts are let by the procurenlent officers of the three serv- 
ices in the various United States field commancls. Although t l i ~  
RfL2AlGs hare 110 responsibility for placing O S P  contracts, they pro- 
vide col~tacts for procl~reinent officers wit11 the Cou~lti'y T ~ ~ ; I I I I .  

The 1)rocurernelit oflicers place them under procurement authority 
issued by the :lssistant Secretary of Defense ( ISA)  on the basis of 
refined programs developed by the three military departments to 
supply the necessary end-items within the linlits of available RiDAP 
appropriations. No information has been made available by the De- 
partment of Defense to indicate the detailed nature of these programs 
in advance of the issuance of the actual procurement authority, as 
will be noted in the various tables to be set forth in the course of this 
paper. 

Criteria and Policies 

Department of Defense Directive 2125.1 clated January 8,1955, pro- 
vides current policy guidance for OSP. Emphasis is placed on as- 
sisting "friendly countries to achieve the maximum ainount of jndirr- 
enous production of military equipment and materials to meet the 
requirements of their forces." Procurement is required "in accord- 
ance with souilcl military procurement practices with respect to price. 
quality, and delivery." Exceptions (from pricing policy) however 
may be made in Europe by the Defense Representative at  Paris, "based 
on the esseiitial security interests of tlie Unitecl States," and in other 
areas by the Assistant Secretary of Defense ( ISA)  . 

The directive also incllides certain provisions of the Mutual Se- 
curity ,\ct of 1954 ancl of the JIutual Security Appropriations Act for 
1!).5.5. x~llich require lwoc~~renlent in the United States (nod thus in 
effect prohibiting OSP)  when adverse effects upon the United States 



economy would outweigh the advantages of O S P ;  when procurement 
abroad would be detrimental to United States security interests; or 
when O S P  would result in unjustifiable costs or delays. 

Security Clearances 

The United States Congress has declared that i t  is United States 
policy to strengthen free labor uilions overseas by such programs as 
OSP. The Department of Defense has accordingly directed its pro- 
curement officers to deny O S P  contracts to firms which consistently 
and materially support the Communist Party or Communist-spon- 
sored organizations or which engage in certain activities favoring the 
Communist program. 

The procurement officer obtains these security clearances from the 
country team, to wllich he sends a list of the firms which have been 
invited to bid or to submit proposals. Clearance is not required for 
contracts amounting to less than $100,000. Provisions are made for 
appeal to the Defense Representative a t  Paris, and even to the Assist- 
an t  Secretary of Defense ( ISA) ,  should clearance be denied by the 
country team. 

Economic-Defense Clearances 

The United States Congress has also declared, through the Mutual 
Defense Assistance Control Act of 1951 (the Battle Act),  that 110 assist- 
ance whatsoever shall be supplied to any ilatioil failing to cooperate in 
regulating the export of certain strategic comniodities to the Soviet 
bloc, and no military, econonlic, or financial assistance should be sup- 
plied to any nation unless i t  cooperates in programs for regulating 
such exports. 

Political and Economic Considerations 

Political and ecoilomic considerations have entered into the letting 
of O S P  contrncts to a degree apparently not a t  first contemplated. 
As one example, the United States agreed a t  the meeting of the North 
Atlantic Council a t  Lisbon in  1952 to pick up the check for over $200 
million in contracts which the French Government had already placed 
for war material for Indochina. 

As mentioned above, this was not O S P  in the original meaning of 
the term but rather direct budgetary support, although jnstified as 
being for military objectives. I t  is generally agreed that  this type of 
aid achieves very little of OSP's original and specific objectives. This 
is brought out by the fact that one of the contracts thus financed by 



the United States was for the procurement of a very large amouilt of 
105-mm. howitzer ammunition at  $48 a round, which was later found 
to have been an exorbitant price since in the following year similar 
anmunition was contracted for under regular O S P  procedures at 
$30 a round, which was further reduced by improved productivity in 
fiscal 1954 to $21 a round. 

Again, shortly before the Italian elections in 1953 the clecision 
was made for political and economic reasons that $150 inillioll of OSP 
contracts would be placed in Italy. The specific items and firms were 
to be selected by the procurement officers of the three services so that 
they could apply nornlal procurement procedures to the maximum ex- 
tent possible in carrying out this mission. 

Extensive criticism was leveled at certain of these contracts on the 
score that the bidder was able to receive the award only because of 
alleged subsidization by the Italian Government, which in turn was 
financed to a considerable extent by the United States Government. 
For instance, the document entitled "Foreign-Aid Progain  in Eu-  
rope," published by the Senate Appropriations Committee in July 
1953, reveals the following details of this arrangement (p. 25) : 

There is considerable conflict between the simple procurement objectires of 
Defense and MSA's efforts to bolster the economies of, and to extend dollar 
:lid to, the individual countries. Only recently an invitation to bid for certain 
ammunition was offered to industrialists in the various countries of Europe, 
and the lower bidder was unquestionably a British manufacturer. For tactical 
reasons, MSA wanted to place this order in Italy, and eventually inatle an ar- 
rangement with an Italian industrialist to take the order because, even though 
he could not do i t  a t  the contract price, he was subsidized by the Italian Govern- 
ment for the diirerential. In  the end the United States paid for this higher 
mice, because while the Italian Government sul~sidized the mnnuftlcturer, n-e in 
turn subsidized the Italian Gorernment. This transaction with the Italian in- 
dustrialist is known to every manufacturer in  Western Europe and has resulted 
in a great deal of ill will. Quite naturally, industrialists do not like to submit 
tenders and, haring made the lowest bid, have the order talten away from 
them and given to someone else because that becomes politically expedient. 

Subsequently, political and ecoilomic pressures, both from the United 
States side and from the NATO countries themselves, have influenced 
in varying but considerable degree the placing of O S P  contracts. I n  
Washington there is consultatioil between the interested agencies. 
For example, during consideration of the fiscal 1954 program, the 
Department of Defense requested and obtained from F O B  recom- 
mendations as to the amounts of O S P  contracts which might ad- 
vantageously be placed in each country for economic reasons. 

I n  the field, the Defense Representative in Paris has the responsi- 
bility of balancing the political and economic aspects of O S P  against 
its purely military aspects and of inaking appropriate recommenda- 
tions, either informally to the respective local procurement officers 
or to the Department of Defense. He in turn receives recomrnenda- 



t ions froill the country te~uns :lnd fro111 tlie loc:ll country governments. 
Another i~lstance of directed procuren~ent occurred in the spring 

of 1954 when, although a reputable Spanish firm was the lowest bidder 
for certain 80-nlni. inortar uinmunition, a Yugoslav firm mas giren 
the contract under strong protest froin tlle disappointed Spanish firm. 
This decision was reportedly made, among other considerations, be- 
cause the aniiliunition was destined for delivery to 

Although i t  appears to hare been customnry for many such deci- 
sions to be made on an informal basis by representatives of the De- 
11artment of Defense in the field, the decision to place this OS1' contract 
in Yugoslavia was made in tlle Department of Defense and the direc- 
tive to the fielcl on this matter was signed by the Assistant Secretary 
of Defense ( ISA) .  

These ancl other exceptions have come to represent n 1:wge propor- 
tion of the total 1)rogram :uld bare been based primarily on ot l~er  
than military reasons. As a result, a great cleal of confusion and 
&lay has resulted, in aclditioil to wiclesprcad ill-will causecl by the 
f:(illlre to hare a 1:wger proportion of tlle contracts placed with the 
lowest bidder in coinpetitive public bidding. 

N o  Forwzal Adzlertising for Bids 

1)epai-tiilent of Defense Directive No. 2125.1 dated January 8, 1955, 
states in par:~gr:~pll 1II.D. that all O S P  contracts will be placed by 
negotiated pisocurement. Officials in tlle Departmelit of Defense have 
stated that the essential feature of this type of procurement is the 
lack of formal nd~~ert is ing rather tllari tlle lack of coinpetitive bidding. 
They further state that  formal competitive bidcling could not be eni- 
ployed for about two-thirds of tlle entire $2.6 billioil placed in  OSI) 
contracts to date, silice they were either clirecled for placement ill 
specific couliti-ies (principally Prance, Italy, anrl the United King- 
dom), or were for items produced by a "sole source," or were placed 011 

:I gorer~iiiient-to-gover~~~iieilt basis. Oflir.i:ll, in cliarge of tlle prograllr 
state tliat the re~n:liliilig one-third of tlie OS1' contracts in the anloullt 
of approxiinately $0.8 billion llave bee11 l)l;rcucl tlirougli a. linlited type 
of conlpetitire bidding on tlie part of :I n ~ ~ i r i l ~ e r  of firms selected on the 
I):lsis of the procurement officer's as>ural\cc that they could pel.foi.~l~ 
s;itisfactorily. 

Ilo\\-eler, criticisnis li:l\-e bee11 expressed that  inviting ollly a few 
selected firliis to bicl is :I f a r  c1.y froirl public competitive bidding. I t  
is further clainletl that this 11ns c:lused a great cleal of ill-will toward 
tlie Unitecl States ancl 1i:is llelcl up progress toward all expansion of 
free enterprise, an increase of ~x-oductivity, ant1 the other ecoilomic 
o1,jectires of OSP. 



United States Army 

, i b o ~ ~ t  (i0 percent of ti11 O S P  contracts have been let by procure- 
ment officers of the Unitecl States -1rmy. Ordnance items, particu- 
larly nmmnnition, account for the vast bulk of these contracts. Over 
'35 percent of all O S P  contracts plncecl by the United States Army 
have beell in Europe, most of the reri1:iining in Japan, and a very small 
: i m o ~ ~ ~ i t  in Formosa. 

Tlie Army Ol*dn:~nce Procl~relileiit (biter in Ellrope, wllich is lo- 
catecl near Mi~l~nlieill in (3el.inany : ~ n d  lii15 bra~lcli offices in each of tlle 
I{nrope:in c.oui~t~*ies, 11:1s pliicetl the b111k of tlie ,lrmyqs O S P  contracts. 
The chiefs of these briilich otEces are reslmnsible only to USLIREITR 
Heaclqnarters :mcl :we not lnelnbers of the respective country teams, 
but they liave in practice coordinated tlieir procurement activities n ~ i t h  
the country teams, obtaining ge~ieral atlrice il11~1 assistance in addition 
to the necessary seclu-ity clearances for  prol3osecl contractors. 

Tlie follon-ing table ~ ~ f l e c t s  the clul~ulotirc volume of the United 
States ~2rmy's  operations uncler O S P  : 

Cumulative V o l t m e  of United States Anny's OSP Operations 

Commodity catrgory 

As  an illustration of sollie of the problrms involvecl in the placing 
of O S P  contlxcts by the United States Army, the follo~ving summary 
is given concerning the procn~*eluent of Ce~lturion tanks in the Unitetl 
Kingdom through two contracts totaling $107.4 million. Six hundred 
eighteen Centl~rion tanlis n-cl.e orderecl during fiscal 1'35:3 and 170 
more during 1954. The dollar value of each tank is approximately 
$136,000, of which $126.000 represents the  cost of the tanli itself 
and the remaining $10,000 represents the cost of the trailer and spare 
parts with which each tank is equipped. 

lIThen the first of these two contracts was being considered, i t  re- 
portedly received strong opposition from military technicians in every 

- 

......... Electronics md commur~ications equipment.. 
.............................. Artillery and 6re wntrol 

...................... Tanks and wmbat vehicles.. 
Motor transport vehicles ............................. 

........................................... 

-- 

.W. 3 
86.1 
110.0 
17.3 

Ammunition 

- 
$82.3 
74.2 
110.0 
17.3 

1,222.6 1,003.4 
15.2 Engineering cquipment .............................. 15.2 

533.8 
1.5. 5 
W3. 1 
11.6 

Special m i l l t ~ r y  support ........................... 224.5 

-- 

$38. 8 
15.6 
68.1 
11.6 

340. 6 
4.5 

N O T E . - ~ ~  this and in other charts to lollo\v, th r  last column (csprnditures) frcqucntly ex(merds the pre- 
ceding column (acceptances). Tl~is!isidue to progress payrn~lits 011 j~artial complrtions. However, even 
though there is no "acwptanw" ill surh casrs, thc Itcm paid for hpcomes property nf thv IJnit,ed States 
Governruent. 

Source: Special compilation ~lrr!parrd hy thc Comptrollrr in the OWrt o[ tho Assislant Secretary 01 
Defense (ISA). 
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311.6 
4.2 

202.0 
2. 7 

678.8 

.\I1 0thr.r.-~ ................................. i 10.1 10. l 
, .- . -- -- 

Total ........................................... 1.768.1 1.537.1 

m2. !, 
2. 1 

684. 5 



echelon of the Department of the Army, on the score that tank pro- 
duction lines in the United States xere  then slowing down because 
the initial and reserve United States recluireinents for  M 4 7  tanks 
to be committed in Korea had been met, and that  i t  would be pref- 
erable to place BIDAP tanlr orders with American factories to keep 
domestic production lines going in case of recurring emergencies. 
The United States Army's technical experts felt that  this considera- 
tion mas much more important tliail developing an industrial mobiliza- 
tion base for tanks in Europe. However, after these technical and 
military points of view had reportedly been discussed on all levels 
with the Department of State and the Mutual Security Administra- 
tion against the baclrgrouncl of the pertinent political and economic 
factors, the Departinent of Defense gave instructions to place the 
contract for Centurion tanks in the United Ringdoni. 

All of the Centurioil tnnlrs ordered under the two existing contracts 
are earmarked for  delivery to Deiimarlr and the Netherlands. Five 
hundred and fifty-eight of these tanks had actually been delivered 
as of October 1,1954. The other NATO countries receive M 4 7  tanks 
under RSDAP, wllicll are producecl in the United States of the same 
rrlodel as those presently assigned to United States armored units ill 
Korea. 

Utzited States Navy 

Tlle 1-ilitecl States Savy llas a moderate O S P  program, having 
placed only about 18 percent of all contracts let under O S P  to date. 
Most of its activity llas been i11 Europe, with very sinall amouiits being 
placed in Japan and Forniosa. Tlle following table reflects the 
volume of the United States Xavy's operations under O S P :  

Cumzllative Volunze of United States Navy's OSP Operations 

[As of Dec. 31, 1954, in millions of dollars] 

Procure- Vouchcrs 
Commodity categor)- ment au- Contracts Materiel prepared 

thority awarded accepted for pay- 
issued ment 

Vessels ................................................. $3.6 $97.7 
.................................. Electronic equipment 4.4 
................................ Other vessel equiptnent 

Aircraft and aero equipment.. ......................... 26.8 19.8 10.8 8.5 
.......................................... Ammunition. 1 79.9 7. 7 

............................. Other ordnance equipment 
................................ Special military support ' 53.7 36.6 40.5 

Total. .......................................... ' 459.0 ' 433.0 , 79.5 174.0 

Source: Special compilation prepared by t he  Comptroller in t h e  Omce of t h e  Ass is tant  
Secretary of D e f r ~ ~ s e  ( ISA) .  

There is one significant difference in O S P  operations of the United 
States Navy fro111 those of the other two services, namely, that  its field 



operations are directly supervisecl by the Bureau of Ships at  W:tshing- 
ton. This Bureau maintains branch ofices a t  Rome, Lisbon, Madrid, 
London, and Copenhagen. Bureau representdatives maintain close 
contact with these field offices. Emphasis is placed on letting contracts 
in the country which is to receive the vessel uncler BTDAP. 

During the hearings before the House Appropriations Subcom- 
mittee on the Mutual Security Act of 1954, a great deal of attention 
was given to the opposition of the Unitecl States shipbuilding industry 
to awarding such contracts abroad instead of to American shipyards. 
General Stewart, at that time Director of the Office of Military Assist- 
ance in the Department of Defense, had the following to say on this 
subject (p. 78-80 of the transcript) : 

The State Department passed this problem to us and we had quite a meeting, 
a t  which representatives of the yards, owners, and representntires of labor 
appeared in a day-long meetiilg with us, and they put u p  a n  excellent case, in 
showing that the building of these ships abroad mas depriving Anierican workmen 
of labor. 

As a result of that meeting, we recoinmended, on my level, that almost exactly 
50 percent of what me had intended to buy abroad i u  ships in 1951 be purchased 
in the United States. hly memory on that is that i t  inrolred the s u ~ n  of $27 
million, and that recorninendation was approved, and ships at  that r a l ~ i e  which 
we intended originally to buy in Europe are  now being bought in the United 
States. 

The reason nre did not bring the rest of the procuremelit in ships home here 
was because of the peculiar nature of the ships which made i t  highly desirable 
that they be built a t  the place they were going to be used. 

I state that to show you that  in accordance with the policy of the Secretary 
of Defense the effect upon American industry will he c30nsiderec1. 

Uni ted  States Air Force 

The United States Air Force also has a moderate O S P  program, 
having placed not more than 22 percent of all O S P  contracts, the 
bulk of them in Europe and small amounts in Japan and the Philip- 
pines. The following table reflects the cumulative volume of the 
United States Air  Force's operations under OSP : 

Cumulative Volume of United States Air Force's OSP Operations 
[As of Dec. 31, 1954, in millions 01 dollars] 

- - - 
I I 

Aircraft and spares ................................... 
llectmnicr and communication equipment ............ 
Ground powered equipment.. .......................... 15.1 13. ti 
General equipment and maintenance supplies.-. ....... 39.9 30. 4 
Ammunition and erpiosires ......................... 22.2 1 21.9 

................................ Special military support 117.5 i 117.5 
-411 other ............................................... 15. fi 14.1 

Commodity category 1 Materiel 
accepted 

TTouchers 
prepared 
lor pay- 

ment 

Procure- 
ment au- 
thoritp 
issued 

Total-. .......................................... 716.8 BCS. 1 154.3 ' 162.3 
I - -- - .- - .- 

Source: Special compilation prepared by the Comptroller in the  Omce of the Assistant 
Secretary of Defense ( I S A ) .  
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The United States Air Force has lblaced and programed several 
O S P  contracts in the United Kingdom which merit some comment 
because of their size and the questioils they have provoked. 

The first of tllese contracts \\.as placed in April 1'353 for the pro- 
.:urenlent of 465 1Iawker Hunter fighters with spare parts, tools, and 
other equipment, a t  a total cost of $140 nlillion. This coiltract is illore 
fully described in a staff report to the Senate -ippropriations Coin- 
mittee dated July 2, 1054, entitled "United States Aid to British 
Aircraft Program," aiid an excerpt therefroin contailling portions 
of a report prrparecl by tlle General Accouilting Ofice is set forth in 
:~ppendix A. 

The second contract \!as made in June 1954 for 50 aclditio~lal 
Hawker Hunters and relevant materiel at  a total cost of $23 million. 

A third contract mas placed on a coirditioiinl basis in June 1954 
for  177 Javelin fighters a t  a total cost of $65 inillion. This agreement 
mas conclitioned ~11011 the evaluation nild acceptance by the United 
States Air Force of a productioil nloclel of the Javeliii which, it was 
thought, \vould be ready for testing by autumil of 1951. However, 
the procluction model crasllccl and test flights cannot I)e nlacle until 
allother procluctioii model is available. I t  was hopecl that tlie plane 
~rould  be tunlecl over for evaluation by -ipril or May of this year.' 
Jlean\vhile, tlie funds arc obligated Ijut ilot filially comnlitted. 

There seems to be little doubt tliat t l ~ e  latter two coiltracts were 
executed in June 1954 to obligate the funds :tgainst fisct~l 1954 appro- 
priations in ortler to meet the ?June 30 deadline. The question that 
inay be raisetl is \vlletllrr tllis ac~tion coilstitutrd good juclgn~ent in 
view of what was then Bno\vil :tbout tllrse planes ancl their limitations. 

The present progi.ztm to procllre aircraft under O S P  out of fiscal 
1055 funds calls for approxil~lately $100 million to be used in the 
procurenlent of 233 Javelins, proridecl tlie forthconling evaluatioil 
proves satisfactory. A t  the nlonle~lt, tliese fuilds are earlnarkecl under 
an illformal executive :igreenlent reached with tlie British Govern- 
nleilt in April 1933 for United States :tssistance in nleetiilg United 
Tiingdoin cominit~lleiits to S A T 0  and in the n~oclernization of tlie 
I%ritish Air Force. I f  not obligated prior to June 3(ltli of this year. 
these funds \\.ill lapse and reappropriation will be 1lecess:lry. 

The present status of the plailes under contract can llardly be de- 
~cribed :ts satisfactory. There is a question as to lion. much of this 
money, if any, call or should be salvaged. 

Nore detailed inforiilation regarding tliese very iilvolved trans- 
:lctions and the present status of the planes can be fo~uld  ill tlit! Senate 
~ippropriations Com~llittee staff report. above cited, and in the country 
study on tlie TTnited I<ingclom preparecl by the staff of this task force. 

Other O S P  coiltracts for :~ii.c.i.aft h ~ v e  heen placed on the Continent. 

' Th? ~ v a l u i l t i o r ~  of t h e  Jave l in  llns ap:iin been deferred hluce n con~bnt-equipped produc- 
tion 111odel cnnnot be made nrnilable u n t i l  t h e  lute nntulnn. This would be n rear later 
t11;ln originallr pln~lued. 
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Belgium has received a contract for Hawker Hunters produced under 
license fronl the United I<ingdom, ailcl the Ketherlancls has received 
a contract for the productioan of Hawker Hunterers under a similar 
license. Both of these coiltracts are behind schedule for much the 
same reasons as the United Icingdom contracts. 

The French Goveri~~nent has received an O S P  contract for a sub- 
stantial number of Rfystere fighters. I t  is reported that performance 
on this contract is satisfactory. A moderate slippage which occurrecl 
when the production schedule was arljusted to permit the incorpora- 
tion of several engineerii~g changes has been of little consequence. 

Lastly, an O S P  contract for the production of 60 F-86's in Italy 
was placed \~ i t I l  Fiat  at  Torino, where these airplanes were to be as- 
sembled from component parts fnrnished from the United States by 
the North American Aircraft Cory. Performance is stated to have 
been satisfactor?. The details of a follow-on order under this con- 
tract are now being negotiated, althoi~gh it is understood that serious 
difficulties nre presented by the growing 1)reralenc~ of Con~ll~unist 
elements in the labor iinions :11 the Fiat plants. 

I Less than $50,000. 
Source: Specinl compilation prepared by the Comptroller in  the Oface of the Assistant 

Srcretnrr of Defense (ISA). 
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OSP Statistics by Country 
The following table gives a breakdo\rn of the cumulative totals of 

OSP stntist.ics by country. The column given in previous tables for  
"Procurement authority issued" is missing from this table, because 
procurement anthorizations are issued for commodity categories, not 
for procurement in specific countries. The detailed breakdomri within 
each country for contracts placed by the United States Army, N:lvy, 
and Air Force is omitted R S  not being essential for the purposes of 
this study. 

Cumulative Volume of OSP Activities by Country 
[As of Dcc. 31, 1954, in millions of dollars1 

- --- 

Country of production 

l\'orldwide total ................................. 

Total for Europe ....................................... 
Belgium-Luxcmbour~ ............................... 
Denmark ............................................... 
France .............................................. 
Germany, Federal Republic OK.. . . . . . . . . . . . . . . . . . . .  
Greece ................................................ 
Italy .................................................... 
Netherlands .............................................. 
Norway ................................................... 
Portugal .............................................. . ~ I  

Contracts 
awarded 

-- 

$2,633.1 

2,508. 0 

143.4 
16. 7 

1,027.6 
19.1 
35.0 
434.6 
79.4 
26.9 
18.3 
8.7 Spaln .................................................... 1 

Switzerland ............................................... 43.8 
Turkey ................................................... 9.4, 
TJnlt~d Kingdom ......................................... 6%. g ~~~~~~~~~~~. .................................... 19. 1 

hlatoriel 'vouchers pro- 

accepted ;,";,":,"; 
$Rl2. 5 $1,020.9 - 
862.4 975.3 

Total for the Far East.. ....................... 1 125.1 l SO. 1 1 45.6 

Japan ................................................... ..' 110.2 1 40.0 37.2 
NGRC (Formosa). ...................................... 13.R ! 9.2 1 7. 5 
Philippines. ............................................ 1 . 2  1 .O .9 

23.7 . 9 
471.0 
7.2 
10.1 
161.8 
12.5 
6.7 

0 
.7 

163.8 
3. 9 -- 

22.9 
4. 1 

540.0 
7.8 
10.1 
189.3 
20.8 
6.7 
1.4 
.3 
1.5 
.7 

165.8 
3.0 



z~zcidental Benefits of OSP 

Perhaps the  most publicized benefit froin the O S P  program has 
been the accrual of dollar exchange to tlie countries receiving con- 
tracts. This is a genuine benefit, althougli incidental to the original 
purposes of OSP. another genuine incidental benefit is increased 
employment in those countries receiving contracts. I t  is claimed 
also that tile working people so eliiployed realize more clearly than in 
some otlier sectors of the nid programs that the United States is the 
source of the benefit. Claims for otlier incidental benefits, such as 
effectiveness in "combating communism," recluction in price levels, and 
improved prodl~ctivity are more difficult to sustain or to evaluate. 

Cancellation of OSP Contracts 

The record appears to be almost free of cancellations u ~ ~ d e r  OSP. 
As far  :lr can be ascertained, tlie only ca~lcellations have been one 
contract of the United States Navy in Belgium and one of the United 
States Army in ,Tapan. The United States Air  Force is not known 
to have Ilad any cailcellations whatsoever. I t  is quite possible that 
n few cancellations in appropriate circumstances n-ould have speeded 
up the n-hole p r o p a m  and wolild have producecl other advantages. 

Oficials ill the Department of Defense seem to attach great im- 
portance to the preavard survey as being tlie best time to insure proper 
~ )~~ ' fo rmnnce  and to preclude the possibility of h a v i i l ~  to cancel the 
contract later on. 

It is clainlecl allat the cost of cancellation is so prohibitil-e that 
almost any other reasonable alternative is preferred, for  instance, 
delays in clelivc~ry, particlllarlg since many target dates were originally 
known to be highly overoptinlistic. United States procurement offi- 
cers are saicl to regarcl the failure of contractors to meet such dead- 
lines as provicling a. meails to exert pressure in other respects. Officials 
in charge of this program state that this is a field in which procure- 
ment officers are properly allowed to exercise a certain amount of 
discretion as to conceding such minor points in order to get indigenous 
factories into frill production. 

OSP Payments in Local Currelzcies 

Sections 402 and 502 of the Rfutual Security Act of 1954, based on 
section 550 of the Mutual Security Act of 1953, earmark large amounts 
of funds available uiider the act for financing the purchase of surplus 
agricultural products i11 the United States for sale to foreign coun- 
tries in  exchange for local currencies and provide that these local cur- 



rencies may be used, among other things, to pay for items delivered 
under OSP. Department of Defense Instruction No. 2125.7 dated 
October 15, 1054, directs that  procurement officers coi1sult with the 
country team on matters relating to the substitution of local curren- 
cies for dollars in O S P  contracts and that an effort be made to obligate 
local currencies instead of dollars by aiiiendii~g contracts already 
placed in Europe and Formosa, particularly those negotiated from 
government to government. I11 Japan, payments are to be made on 
existing O S P  contracts in both dollars and yen on a 50-50 basis. There 
appears to be no pro~~isioi1 for the use of counterpart funds to  pay 
i ~ p ~ i l l ~ t  O S P  contracts. Foreign governments hare been reluctant to 
accept local currencies, and not much business lias been done on this 
basis. Local currencies in the amount of about $80 million, resulting 
from sales of agricultural surpluses, have been programed for use in 
O S P  during fiscal 1955, mostly in Japan, Italy, and France. 

Impact of  OSP on United States Labor Situation 

As has been noted above, legislati011 has provided that O S P  con- 
tracts may not be placed abroad unless the Secretary of Defense cer- 
tifies that no harm is thereby caused to domestic industry in the United 
States. although this provision was sponsored to a large extent by 
inanufacturing and industrial interests, its main support appears to 
have come from those interested in promoting employment opportuni- 
ties in the United States. 

Following a series of hearings on the subject, the Senate Foreign 
Relations Committee reported to the Senate that "testimony given to 
the committee by representatives of the Department of Defense indi- 
cated that efforts are being made to restrict offshore procurement to 
cases where i t  is essential to the establishment o r  maintenance of a 
production base to enable our allies to defend themselves." 

OSP Programing During Fiscal 1955 

No procurement authorizations were issued by the Department of 
Defense for the placing of O S P  contracts during the first 7 months 
of 1955, either against new funds or against carried-over funds, from 
the 5 previous fiscal years. This long delay was caused by a num- 
ber of factors, such as the protracted s t a f h g  of the new Executive 
order, according to which RiiDAP funds were transferred from the 
President directly to the Department of Defense, and the preparation 
of regulations to carry out the reservations expressed by the United 
States Congress with regard to this program. 

I n  addition to the funds carried over into fiscal 1955, the adminis- 
tration had requested approximately $300 million in its total MDAP 



request as the amount to be allocatecl to O S P  in fiscal 1955, covering 
the following categories on a morldwicle basis : 

............................................ Ammunition $98,000,000 
- - - - -  82,000,000 

E l e c t r o n i c s .  - - - -  5S,000,000 
- - - - - - - - - - - -  28,000,000 

All other - - - _ _ _ -  . -  - - - - - - - - - - -  34,000,000 

However, the United States Congress cut this recluest by about 30 
percent, so that an estimated $240 million is eal-marked for O S P  for 
fiscal 1955. 

I t  11-as not until February 5, 1955, that tlie first procurement :lu- 
thorizations, acco~llpaniecl by the ~lecessary findings and rletern~ina- 
tions mentioned previously, were issued by the Assistant Secretary of 
D e f e n ~ r  ( IS,2), as f o l l o ~ ~ s  : 

Proct~rer~zent A~lthorizrttions for OSP During Fiscal 1955 
[ A s  of Frh.  5, 195.5, in  millioils ol dnll;irs] 

. . -- - - - - - - ~ ~ 

! 

T o  ....................................................... 15233.G/ $ 1 1 . 4  $245.0 
_ _ ~ _ _ _ _ - - . . _  

Army ............................................................ I 1 i 5 . 4  I 11.4 1 186.8 

Tanks and combat veiliclos- ..-............................ 5.8 
Artillery .................................................... 2 0 . 3 '  20.8 
,4mmllnitlon ............................................ 142. 1 151.9 
E1~ct1.onics ............................................... 

1 14.0 in Cxnnda. 

Vessels (Modernization) ..................................... ! 25.3 
Vessel eqlliprncnt.. ......................................... - ;  3.0 
Ordnance equipment and supplies. ........................... ! 6. 1 

Air Force: Aircraft and s1,ares.. ................................... -7: 

Officials in the Department of Defense have stated that the small 
portion of funds from fiscal 1950-54 I\-hich remains to be committecl 
will undoubtedly be obljgatecl before the end of this fiscal year. It 
appears extremely doubtful that the nevly alq>ropi-iated funds for 
fiscal 1955 will have been completely committecl by thttt time. 

0 25.3 
0 1 3.0 
O 1 6. 1 -- 

O I 23.8 

Estimates for OSP in Fiscal 1956 

R'o estimates are ~ r e s e ~ l t l y  available as to the amount to be reqnestecl 
for O S P  in fiscal 1956. EIowever, it may be assumed that the gradual 
tapering-off process will wnt,inue and that the amount allocatecl for 
O S P  next fiscal year will be some\rhat. less than the $240 million made 
:~vailable for fiscal 1955. 



Summary Observations 
I. The culllulative total of $2.5 billion in O S P  colltracts placed 

through fiscal 1954 makes this one of the more important mechanismu 
for extending military and econo~nic assistance abroad. I t  represents 
about 20 percent of all RiDAP colninitments during the 3 fiscal years 
through June 30, 1954, and n substantial part of the total foreign aid 
extended during that period. However, its effectiveness has probably 
been considerably less than i t  niight have been if its primary applica- 
tion llad been limited to the origillal military objectives. 

11. Originally intended to help restore European production facili- 
ties for munitions, to broaden the strategic production base, and to 
facilitate in various \rays the supply of military goods in the European 
sector, O S P  was proinptly seized upon as a ready instrument for the 
accolnplishnleilt of a wide variety of ecoiiomic and political objectives 
as well. Sttenlpts  ere made to place O S P  coiltracts for the purpose, 
:imong others, of supplying dollars to countries with a large dollar 
deficit; of reducing uilelllplo~ineiit ; of "conibating coillllluilisil~;" of 
encouraging free trade unions; of ililproviilg productivity; of encour- 
aging conlpetition and free enterprise ; and of fighting cartels. Fre- 
cl~lently these objectives coilflicted with tlle eflective carrying out of the 
military purposes of the program, which resulted in collfusioil and 
long delays in the placing of contracts. The comprolnises reached 
were oftell unsatisfactory froill all points of view. Much ill-will was 
caused by tlie failure to invite public bids ancl to award contracts to 
the lowest bidder on a general co~npetitire basis. This dissatisfac- 
tion aiid other adverse eEects illay have inore than offset ally possible 
ben~fits in othel- clirections. Directed and negotiated coiltracts could 
not be avoided, of course, if ally serious attempts were to be made to 
utilize the program for the multiplicity of objectives indicated above 
and they could be justified on tliis basis. Giifortu~lately, niucli ad- 
c-ailce publicity \\ as given to open conlpetitive bidding and, 117lien this 
course was not follo\~-ed, tlie adverse reactions were significant. 

Ill. Where O S P  is to be coiltinued, greater emphasis should be 
l~lacecl on effective prea\~arcl surveys to insure conlpliance with speci- 
ficatio~ls, ant1 the attainnlellt of increasetl productivity. Greater 
elilphasis should also be placed on international coinpetitive bidding 
:LS an effective iilethod of clinlinisliing the power of cartels and monop- 
olies in the area of price fising. 

IV. There is eride~ice iiiclicnting protracted delays and poor per- 
iormanco in certain large O S P  coiltracts 11ow outstaading. A review 
of these coiltracts seems desirable wit11 a ~ie11- to possible cancellation. 

V. The use of OSI' coiltracts as a device to make inore ciollars avail- 
able to certain countries is open to criticism, unless the contracts can 
bo justified on tecllnical grouilcls ancl result in getting the best possible 
itelns a t  tlie best possible price, with the best possible deliveries, 
colisisteilt wit11 tlie military objectives to be obtained. 
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APPENDIX A 

Offshore Procurement of Aircraft 

The offshore purchase of British aircraft had its inception in tho 
procurement of a large number of British fighters for allocation to 
other NATO countries. I t  did not form part of the present RAF 
nldernization program, but it  does give an interesting background 
against which the present offshore procurement is being more or less 
patterned. Attention is called to the section entitled "Fiscal year 1953 
OSP program." 

The report made for the Division of Investigations by the General 
.:iccounting Office above cited has this to say on the subject of offshore 
procurement of TJnited Kingdom aircraft: 

The policy of p11ri.11asing military aircraft from the Hritisl~ Government for 
NATO forces arose from a need in 1951 for frontline fighter aircraft. ,4t that 
time the United Kingdom and France mere the only European countries having 
the technical ability to proiluce acceptable flghter aircraft. 

A program whereby United States-produced fighter aircraft would be furnished 
to NATO countries had the following disadvantages : Problems of maintenance, 
replacement of parts, and the development of overhaul facilities. 

I t  was believed that offshore procurement (OSP) of aircraft would give the 
following advantages: Jet  aircraft could be produced in Europe a t  lower unit 
cost than in the United States; there would be no stocking of United States parts 
for the aircraft;  anrl there would be a simultaneous establishment of overhaul 
facilities. 

NATO PLAN 

In  July 1952, the North Atlantic Council adopted the plan for the procurement 
of 1,700 fighter aircraft to cost an estimated $400 million. The United States 
portion of this program was set, a t  this time, a t  950 aircraft a t  a cost of $225 
million. 

'ISCAL YEAR 1963 OSP PROGRAM 

On August 12, 1952, the Secretary of the Air Force advised the Secretary of 
Defense that the Air Force was unwilling to be the procuring agency. The rea- 
sons given were that the purchase of European fighter aircraft was considered 
n political and econornic grobleru rather than a military one, that the program 
was not militarily acceptable, and that the Air Force lacked the personnel to 
carry out this program. The documents relating to the above are  probably avail- 
able in Washington. 

1 Excerpt Prom Report o t  the Investigations Division of the Senate Appropriationa 
Committee entitled "Pnited States Ald to Britlsb Aircraft Program" duted July 2, 1954. 
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111 any case, SItE (the Oftice of tlle Special Representative in Europe of the 
Mutual Security Administration) \\.:IS given the negotiatillg responsibility on a 
governiiient-to-government basis. 

The  Departnlent of Uefense llns 11eeli requested to pernlit an  esaiu- 
jnation of the clocunleilts referred to i11 tlle General Llccounting Of- 
fice report. Tlie request has beell ileliieil upoil the grouncl that  the 
recoril has 110 relerallce to  tlie l )~esei \ t  ljrogra111 :ind refers inerely to  
an internal ilitt'el.euce of opiliioii \ritlljil the Pe1it:tgou. I t  \\-as further 
suggested that  no ubeful purpose coulcl be serred by reviving tlle issue 
since tlie matter 11;id been aniicably settled, tlie oflsliore contracts let 
and all tlie money t>ither coliliiiittetl o r  spent. 

Hawker Hunter Contract 

The General ,4ccounting Ofice report c.olltinues: 

HAWKER IIUNTElt CONTItACT 

On J a n ~ ~ a r ~  10, 1953, USAFEl r e c e i t ~ d  tlic Hawker Hlliiter procurement tli- 
rective. 

I n  April 1923, n contract review l~oartl consisting of four officers in tlie United 
States Air Force considered the proposetl contract ( A F  61 (314)-332) and ap- 
1lrorc.d it. dccortling to tlieir report, the philosophy of coritractillg n-it11 Her 
llajesty's Govc.rilme11t r a t h ~ r  tllnn with a mnnufacturcr is to place tlie respoli- 
t~ility of administering tlie contract wit11 tlie British Government. This wouId 
obviate the necessity for United States Air Force inspection, engineerng, and 
administrative control. 

On April 23, 1053, contract (AF 61 (534)-332) was signed by Mr. J .  I,. Grey 
of the Ministry of Supply and Messrs. B. D. Loofbnrrow and J. R. Leist of the 
Air Materiel Command. The major f e a t n r ~ s  of the contract are : 

"(1) Amount of agreement is $140,074,200 to be paid in United States tlollars 
chargeable against fiscal year 1033 appropriation. Breakdown i s :  

465 Hawker Hnnter fighters complpte a s  \vt>ll as  technical data 
at$207,000 each------------------------------------  $9G,255,000 

Spare parts and equipment ----------- - -------- -- - ------ 38,373,200 
Special tools and gronud-handling eqnipment -_- - -_- - - -  ------ 3,220,000 
Special training aids- --  .------------- --- ----- ------ --------- 2,226,000 

T o t a l _ - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  140,074,200 

" ( 2 )  The agreemeut is subject to tlie relevant provisions of the memorandum 
of understanding relating to offshore procurement of October 30, 1032. 

" (3)  Deliveries a re  scheduled to commence in March 1955, and be completed 
by July 1, 1956.0 

" ( 4 )  If the unit cost of the planes is determined to be more than $207,000 
then the number of planes delivered \vill be less than 465. If the unit cost is 
less, then more planes will be delirered under the contract. 

'The report on European trlp of Senator Sts les  Bridges, Commlttee on Appropriations 
and Armed Services, and Senator Stuart S~mington ,  Committee on Armed Services, which 
was released on hfay 30, makes the following statement on p. 7 :  "It i s  doubtful if the 
schedule of deliveries to the United Staterr for the North Atlantic Treaty Organization nrill 
be met. I t  would appear there will be considerable delay in  the planned delivery of the 
first 25 aircraft." 



" ( 5 )  United States Governluent representatives have the right to verify cer- 
tifications made by the British. They also nlay verify thnt end items conforlll 
to standards, drnwings, designs and specifications; and that the yuantity of end 
items specified is delivered." 

We \\-ere informed by oficials of the LPFO (London Procurement Field 
Office Headclunrters USAFE) that they received very little cool?erntioii froni the 
British Ministry of Supply. .is a result, they filld it rery difficult to k e q ~  inforiued 
of the status of the offshore procurement contracts whicli are  their responsibility. 

COST OF AIRCRAFT 

The determination of the final cost of the procured aircraft will be made by 
the British Government. The LPFO is not permitted to make a verificntioii of 
the costs to determine that the British Government has not made a profit in the 
transaction. 

This is covered by the men~orandum of understanding and standard-agreement 
clauses dated Octolxr 30, 1953, relating to the United States offshore procure- 
ment program in the United Kingdom : 

"SECTION 1G--1IEFUNDISG OF EXCESS RECEIPTS 

"* * * The compeiisation payable by the United States Government to Her 
Majesty's Government a s  specified in the individual agreeuients shall reflect 
only the cost to Her hlajesty's Government of performing the agreements. * * * 
In the computation of any excess receipts to be refunded, the agreeinents be- 
tween the two Governments covered by thi2 memorandum shall be considered 
collectively and not individually." 

This arrangement could also bring about the possibility that a profit to the 
United Kingdom Government on the Hawker Hunter contract would be offset 
against a loss on another offshore-procurenlent contract. The suspicion pre- 
vails among the officials of LPFO that this niipht hnppen. They cited, a s  a 
case in point, an ammunition contract awarded to the United Kingdom Gov- 
ernnient a t  a price which they believe is below the cost of producing the 
nmmunition. They think this was done deliberately to get the contract for 
British manufacturers. 
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INTRODUCTION 

Issues of public lending and their relation to private investment 
abroad have posed serious problems for ~ u b l i c  policy and action since 
World War  11. The amount and direction of private investment is 
the foundation of our plans, and a full flow of international private 
investment remains an ultimate objective of our policy. But i t  was 
early decided that private investment alone could not meet, fully 
enough or in time, the requirements of our economic, political, and 
military policies. Given the necessity for n program of government 
economic assistance abroad, much of the subsequent debate turned on 
whether this assistance should take the form of loans or grants. I f  
loans, on what terms? Should loails be fully bankable, somewhat 
softer, or little more than a cloak for grants in the form of debts 
that would never be dunned or paid? The relations of private invest- 
ment to technical assistailce were noted, but never adequately clarified 
in our subsequent policy and action. 

The  result to date has been a variety of governn~eiit programs to 
lend money on terms of varying stringency, to improve the climate 
for private investment, and in other ways to encourage private invest- 
ment to flow abroad. These progranls pose questions for public policy 
today. The programs and the emerging problems are set forth below, 
and followed by a summary of findings and observations. 

PREVIOUS PAGE ELANK 



I. Public Lending Activities 
A. FOA Lending Activities 

Ti1 tlic, first few years of tlle AIarsl~all P l a ~ l  one of the most active 
questioils before the Congress and the Executive branch mas whether 
the nlultibillion dollar aid program should be on a p a n t  or a loan 
basis. This recent bit of history is worth recalling in view of FOA's 
l~roposed new program of lotuns on lenient terms, \vhicll is described 
below. The Export-Import Bank for several years preceding the 
~Iarsl lal l  Plan had assuillecl the burdell of financing European recon- 
struction. The decision to embark on :I new form of financing \\-as 
partly based on the assnnlption that the borrowing countries of En- 
rope were L'loaned up" in the sense that their credit mas no longer a 
good enough risk for the Export-Import Bank to assume. 

IIowever, it  was felt that a gap existed between the Export-Import 
Bank's standard of reasonable prospects for repayment and an out- 
right grant. I t  mas believed that there might well be further c i~l>~ci ty  
for repayment in Europe if the terms of the loans were suficiently 
lenietlt. The authorizing committees of the Congress were particu- 
larly enamored of the idea that a dollar note from a b:ul credit risk 
mas better than nothing from the standpoint of the United States tax- 
payer. The result was the ECA program loan. The* loans, made 
through the Export-Import Bank acting as agent for EC3, were 
agreements to repay a negotiated part of the annual aid allotments 
over a period of 35 years, with interest at 2% percent (a fractioir 
above the cost of the money to the United States Treasury). The pos- 
sibility of repaymeilts i11 1oc:tl currencies was expressed in a provisio~l 
for renegotiation by ~nutual agreement. Even thougll this provisio~i 
did not weaken the legal basis for United States clairrl for dollars, it  
put a color on these loans which probably has the practical effect of 
making then1 junior to all other dollar obligations. However, there 
liave been no defaults to date. 

I n  each of the hIarshal1 Plan years the Executive branch, with vary- 
ing degrees of success, resisted Congressional preference for loans 
over grants on the theory that Europe had become "loaned up" even 
for the ECA type of easy loans. Nonetheless, the aggregate amount 
of loans of the above described type \\-as around $1,300,000,000. 

These loiuls were cllaracterized at varions times in Senate debates 
as "fuzzy loans" ancl "clisguised grants." There has been considerable 
difference of opinion both in the Executive branch and the Congress 
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:LS to their justification. The principal argurnent for them llas beell 
the simple one that a potentially bad loan is better than a gift from the 
standpoint of the United States taxpayer. On the other hand, it has 
been strongly argued, particularly by Treasury and Export-Import 
Rank officials, that to increase a borrowing country's dollar obliga- 
tions beyond reasonable prospects for repayment can do more harm 
than good to that economy by destroying its credit standing and by 
reducing its opportunity to borrow on a sound basis from the Export- 
Import Bank, the International Bank, or possibly from private 
sources. I t  has also been urged that the strings which can be attached 
to grants, but not so readily to loans, namely, counterpart, end-use 
checks, etc., increase the effectiveness of the aid and hence reduce the 
need for, and ultimate level of, assistance. Furthermore, i t  has been 
said that the International Bank and the Export-Import Bank roles 
are undermined by placing United States foreign aid on a loan basis; 
the good loans are tainted by the bad; borrowers have less incentive to 
produce bankable projects. 

2. Current Lending Policy 

The question of 1o:~ns versus grants in the foreign aid programs 
ttrose again during 1054 as a result of the Eandall Comlllission recom- 
mendation, and rising coilgressional sentinlent in support thereof, that 
wherever possible economic aid be in the form of loans rather than 
grants. The respoilso of the Executive branch has been a loan pro- 
grain which is about to reach the stage of negotiation mith aid re- 
cipient countries. The amoants involved are much smaller than in 
the Marshall l'lan days; they probably will not exceed an aggregate of 
$200 million in fiscal 1955. 

The terms which have been agreed to by the various agencies and 
departments of the Government are these: A maximum term of 50 
years; annual interest at not less than 3 percent if paynents are to 
be in dollars, and not less than 4 percent if payments are to be in 
foreign currencies; interest payments will be postponed for the first 
8 years and principal for the first 4 years. The borrower will 
have an option of delivering a note payable in its own currency or 
in dollars; i t  can shift during the life of the loan from foreign cur- 
rency to dollar payments but not vice versa. Local currency repay- 
ments can be used for any United States Governinent expenditures 
in that country but not in third countries; local currency payments 
will be computecl at the exchange rate at the time of making the loan 
so that the borrorer bears risk of devaluation. There is provision 
for renegotiation for payments in strategic materials or other methods 
of payment. The agreement will provide that the United States 
take account of the economic position of the borrower in using local 



currency. The loan agreements permit advances to be made by the 
United States Government in foreign currencies rather than in dol- 
lars. However, as a practical matter any local currency advances 
will be from the proceeds of surplus agricultural sales, ~vhich is in 
effect an advance of a dollar commodity rather than local currency. 

3. Current Balance of Grants and Loans 

F O A  has informed the following countries that they must take a 
specified par t  of their aid allotments for fiscal 1955 on a loan basis, 
and that the terms will be negotiated within the above described 
limits : 

Egypt Pakistan Yugoslavia Spain 
Israel Turkey China (Formosa) Iran 
India Greece 

All  of these countries except I ran  were offered the choice between 
loans repayable in the currency of the borrower or in dollars. Not 
surprisingly, they all took the local currency option. I r an  was re- 
quired to take a dollar loan, presumably because of the recent oil 
settlement. I ran  offers an interesting case study in the int,eraction 
of the F O A  loan program and the Export-Import Bank, as I r an  is 
currently negotiating loans with both agencies. 

4.  Use of Foreign Currencies for Aid 

A new and large source of United States Government held foreign 
currencies is developing from the agricultural surplus program. Our  
statutes permit the use of foreign currency proceeds from the sale 
of agricultural surpluses for  loans within the buying country? Plans 
for making loans in foreign currencies have not advanced much be- 
yond the decision on terms sunlmarized above. However, one of the 
main lines of thinking on this subject is the possibility of making 
loans to provide capital to new or existing development banks in the 
recipient countries. The present view in F O A  seems to be: (1)  That  
contributions to development banks, whether in foreign currencies 
or dollars, should be in the form of loans on the extremely lenient 
terms described above; and (2) that the objective should be to provide 
a basis to attract private capital on terms more favorable to the capital. 
I t  is expected that most of these development banks in  Asiatic coun- 

'The agricultural surplus propam, as  Is more fully polnted out in a separate paper on 
that subject, has its roots In both the Mutual Security Act of 1954 and the Agricultural 
Trade Development and Assistance Act of 1954 (Publlc Law 480) .  Authority for lending 
local currency proceeds of sales has been given in both acts. The above mentloned 1 0  
countries do not lnclude the ns yet unknown countries whlch may recelve loans from agrl- 
cultural surplus sales proceeds generated under P. L. 480. I t  1s understood that the terms 
of the loans wl11 he the snme regardless of whlch surplus program generates the currency. 



tries will necessarily be Government-owned, at  least iiiitially. 91-  
though tlle danger of possible inflationary effects of such institutions 
in certain of the underdeveloped countries is recognized in FOA, 
there seems to  be confidence that standards of operations can be im- 
posed by agreements negotiated in tlle course of making loans, which 
mould avoid adverse economic effects. No detailed plans are known 
which define the role of tile United States Government in these banks 
and the methods of directing their operations toward the sound ob- 
jectives which F O A  has in mind. 

I t  should be noted that the public financing of development banks 
is not new to either the Export-Import Bank or tlle International 
Bank. Tlio International Bank llas made fire loails through central 
financing institutions, and the Export-Import Bank llas inade several, 
iiicluding oiie recently to the Philippines. The International Bank 
ill partic-ultlr has used its prestige and influence as well as its creditor 
position to play a prominent role in the aclininistration of the foreign 
borrowing banks. Even so, the Iilternational Bank experience has 
not been a unive~sally happy one; the case of Turkey brings out some 
of tlle practical difficulties of participatioil by n foreign goverilmeilt 
or international organization in anything so intinlate to the natioilal 
econonly as a Government-owned deve1ol)ment banl;. Relatioils be- 
tween tlle Interilatioi~nl Ranlr ancl Turkey hare been exceedingly 
strained to say the least. 

I f  loans repayable in foreign currencies are to be a continuing 
nietliod of fi~la~lciilg foreign aid, innulnerable coinplications may be 
expected to occupy various agencies of tlle Government for  years to 
come. Under the above-described terms, the United States Govern- 
lneilt will be legally free to do wit11 its foreign currencies anything it 
wislles, except to underinine the exchange position of that  country 
by using its currencies for expenditures in third countries. I f  the 
amounts accumulated are substantial this could represent a consider- 
able force in the economy of the borrowing country, ~vliich would be 
entirely within the control of the United States Government. Even if 
the United States Government is successful in negotiating such terms, 
i t  seeins unlikely that the United States mill, as a practical matter, 
use its power freely, as indicated by the proposed expression in loan 
agreements that the TJnited States mill take account of the foreign 
economy in using currency. I n  any case, the accumulation of foreign 
currencies in this manner and under these conditions would seem to 
be a serious potential source of future international friction, and its 
effect on international nlonetiiry affairs a t  any giren time over the 
nest 50 years is entirely mlpredictable. While the ainount of such 
loans depends on current negotiations, tlle significance of this financial 
device arises less from the total loans than from the extent to which 
i t  sets a pattern for fiilancing economic developinent in countries 



which cannot afford to borrow on more conventional terms from more 
prudent bankers. 

5. Conventional Loans 

I n  addition to the above-described revival of a form of the Marshall 
Plan technique of easy loan financing, it  is worth noting the less exten- 
sive use of more coilventional loan methods in the foreign aid pro- 
grams. From 1950 to 1952 a series of loans aggregating $62.5 million 
were made to  finance various industrial projects in Spain. Several 
loans were also made to finance projects in the overseas territories of 
participants in the Marsliall Plan. All of these loans were made on 
terms ranging from 15 to 20 years a t  interest rates between 3 and 3% 
percent. The proceeds were limited to financing the projects justi- 
fying the loans and were not merged with annual aid allotments. The 
Spanish loans were negotiated by the Export-Import Bank and fol- 
lowed Export-Import Bank lending policies in all respects, even 
though the funds were authorized by Congress as part of the MSA 
aid program. The reason for this arrangement was partly a desire 
on the part of the executive branch to make a special case of Spain in 
view of the attitude of the European participants in the Marshall Plan 
toward Spain. There was political advantage in treating the Spanish 
aid program which Congress forced upon the Administration as a 
part of the Export-Import Bank's regular business, even though the 
bank refused to make further loans a t  that time to Spain for financial 
reasons. Although the Spanish Government guaranteed repayment, 
borrowers were private or quasi-public industrial concerns. 'I'he sev- 
eral loans to the overseas territories were negotiated by MSA under 
,MSA policies, and the Export-Import Rank role was limited to that 
of agent and collector, as in the case of the above-described program 
loans. 

B t  the present time the only loans for specific projects on con- 
ventional terms are those made by the Export-Import Bank out of its 
own funds. F O A  and the bank have recently worked out a system 
of coordination whereby FOA missions abroad have an opportunity to 
call the bank's attention to what they consider to be meritorious loall 
projects. Tlius the bank, in theory a t  least, stands ready to provide 
financing out of its own funds to projects initiated through the FO14 
aid programs provided that these projects qualify under the bank's 
present policies. 

6.  Foreign Aid and the Export-Import Bank 

It will be seen from the above that the relationship between foreign 
aid and Export-Import Bank activities has run a varied course. All 



of these loans have been made and administered by the Export-Import 
Bank, with the bank acting merely as an agent for F O B  in all respects 
except as to collection. However, the Spailisll loails are a case where 
the baiik has acted fully under its own policies and procedures and has 
carried the full relationship with the borrowing country, including 
negotiations and end-use checks by personnel in the field, and has 
processed and approved loan projects with only a paper participation 
by &IS-\ (except for occasional, largely unsuccessful, efforts by MSA 
to provide adequate notice of pending procurement to the RISA 
'Lsmall business" mailing lists and to locate some procurement in  other 
aid recipient countries). Then there are the few project loans to the 
overseas territories which TTere very similar to the Export-Import 
Bank loans, except that RISA handled the ilegotiations and all other 
aspects of the relationship the borrower under procedures cre- 
lcted for purposes of grant aid. Finally, there is the current attempt 
to direct the bank's attention, a t  least in part, to loans initiated from, 
and in furtherance of, the foreign aid programs. 

Foreign aid and Export-Import Banli activities have been nomi- 
nally coordinated through the National Advisory Council on Iilterna- 
tioilal Monetary and Financial Affairs. I n  fact, there has been little 
coordinating except to keep the two activities out of each other's 
way insofar as possible. (The recent tendency toward bilateral con- 
sultation has not yet provided evidence seriously to qualify this 
statement.) 

The latest forin of F O A  loans seems to be predomiilately in local cur- 
rency obligations, and hence competition ancl conflict will the Export- 
Import Bank is reduced to a minimum. However, there is ail obvious 
need for more positive cooperation if foreign economic development is 
to continue to receive financial support from both the foreign aid 
programs and the Export-Import Bank. 

B. Export-Import Bank Operations 

This section examines in inore det,ail thail in the preceding one the 
origin and development of the Export-Import Bank's relationship to 
the mutual security program. 

Between 1934 ancl 1939, while the domestic economy was depressed, 
the bank was primarily engaged in the Governnlent's total program to 
stimulate the United States economy. By 1939 there was a world 
seller's market for Uilited States production, and there has been very 
little need or demand by exporters for government or  private credit 



facilities (other than the yery short term commercial credits to clear 
international transactions) until about the middle of 1953. 

Starting in 1939 the resources of the bank were devoted more and 
more to the defense needs of the United States. From 1939 to 1944, 
there were two main categories of defense-inspired loans: First, de- 
veloping strategically located sources of materials, e. g., the tlevelop- 
ment of tin mines in Argentina, tungsten in Bolivia, iron in Brazil, 
aluminum in Canada, and rubber in Hait i ;  second, a series of Latin 
American loans responsive to the inter-American resolution initiated 
Ly the United States in January 1942, calling for hemisphere defense 
solidarity, including loans to provide strategic transportation facilities 
and to stimulate local Latin American production of food and com- 
modities to replace imports cut off by the war. 

There followed a brief period of loans to relieve the effects of the 
abrupt termination of lend-lease while large amounts of material were 
in the pipeline of manufacture and delivery. 

Between the termination of lend-lease and the institutioii of the 
JIarshall Plan (194548), the bank was heavily called upoil for emer- 
gency reconstruction financing. Reconstruction of war-torn econ- 
omies was represented to Congress as an important justiiication for 
increasing the bank's lending authority from $700 million to $3,500 
million in 1945. This is the largest single increase in the bank's lend- 
ing authority, and it  was made chiefly for purposes of war reconstruc- 
tion rather than directly for the stimulation of United States exports, 
which is sometimes said to be the bank's only proper function. The 
principal beneficiary was France, ~ rh ich  received two large loans in 
1945 and 1947, aggregating $1,200 million. The 1946 British loan, 
amounting to $3,750 million during this same period, was made and 
administerecl directly by the Treasury without using the facilities of 
the Export-Import Bank. 

Since 1948, the bank's activities have been largely responsive to 
the high priority given to foreign economic development by the United 
States Government as a means of dealing with the advance of comniu- 
nism and of meeting the supposed problem of the excessive strength 
of the dollar in the world economy. During this period the Korean 
war brought about an acceleration of United States stockpiling activi- 
ties in which the bank played a prominent part through loans out of 
its own funds and also out of funds authorized under tlie Defense 
Production Act. 

During the period from 1945 to September 1954, 64 credits have 
been extended to United States exporters in excess of $160 million. 
The bank has from time to time advanced dollars to foreign central 
banks to permit purchase of United States agricultural products on 
short to medium term credit. The bank has also, on several occasions, 
advanced dollars in considerable amounts for short and medium term 



to foreign central banks to meet serious arrears in their dollar ex- 
change transactions. The purpose has been a combination of bailing 
out American exporters and emergency support for n friendly foreign 
economy. The most recent example is the $300 million loan to Brazil. 

2.  The Clcnemt Positiott 

The foregoing shows that  since 1939, the bank has largely pursued 
objectives of the same type that inspired the aicl programs handled 
by ECA, MSA, and FOA. I n  fact, the genesis of the study in 1947 
leading to tlle E C A  legislation was a decisioil that  the bank could not 
continue its heavy lending for European reconstruction under its 
statutory criterion of "reasonable assurance of repayment." The 
bank staff attributes about 52 percent of its outstancling loans to direct 
defense and war reconstruction purposes. 

Some essential statistics concerning the bank's position and per- 
formance are wort11 emphasizing. The bank has shown a profit after 
paying to the Treasury the cost of its funds (on both borrowings and 
tlle capital stock) in each year of its life. It has accnn~ulated reserves 
out of earnings ainounting to $330 million. Defaults written off are 
about one-tenth of 1 percent of accumulatecl earnings. Nonpayments 
of principal n ~ t  yet declared in default airiount to $4.4 million, all one 
Chinese loan. Earllings are increasing between 5 percent and 10 per- 
cent a year. The bank has estimated, on the basis of scheduled repay- 
ments, that i t  call lend $5 billioil over the nest 10 years without draw- 
ing down Treasury f ~ u l d s . ~  

As  of September IN&,  $1,667 million was available for new loans. 
This reflects the recent increase in the bank's lendiilg authority fro111 
$4.5 billion to $5 billion. This occurrecl, incidentally, ~vithout notice- 
:hie opposition from Congress a t  a time when tlle F O A  request foi. 
less than half that amount, nanlely $224 million, to firlance tlle strictly 
economic assistailce part  of the mutual security program was the sub- 
ject of bitter debate and considerable modification by Congress. 

The bank employs 13& people here in Washington and none abroad, 
handling its foreign business through the tr:ireliilg of its TVashiilgtoil 
personnel. I t s  amlnal budget is slightly over $1,070,000. 

3. Exporter Credits and Developmettt Loam 

Recently there has been a good deal of publicity regarding the bank's 
activities. On the one hand, the bank's announced new exporter "line 
of credit" policy, followed by a half dozen completed exporter credits, 
llas created considerable expectation that the bank is turning its atten- 

Chart 23, p. 1011, hearlnps, June 14, 1954, on S. Res. 26 and 183, Senate Banklng and 
Currency Committee. 



tion from carrying out foreign policy objectives to assisting TJnited 
States exporters. On the other hand, the bank has been used by the 
administration, in the recent conference a t  Rio de Janeiro, as the prin- 
cipal hope of increased United States Government financing of Latin 
American economic de~elopment.~ I t  is not clear what this means in 
the light of the prevailing Treasury view that development-type loans 
should normally be handled by the International Rnnk, and only made 
by the Export-Import Bank for special reasons of United States na- 
tional interest. However, a sharp reduction in appropriations for 
POA-type economic aid could well increase executive branch pressures 
Gn the Export-Import Bank to use its funds to meet emergency or 
cbther high priority financial requirements of foreign governments. 

The announced new policy on exporter credits does not appear to 
involve a broadening of the criteria under which the bank approves 
credit applications. I n  one way, the standards are tightened in that 
participation in  the credits by the exporter or his bank must be larger 
than in the past (15 percent of the foreign obligation was formerly 
typical, whereas 25 percent seems to be the bank's present objective). 

The principal liberalizing effect of the new policies is administra- 
tive; the scope of review of applications for export credits is reduced. 
This is made possible by processing applications as lines of credit 
within agreed ceilings for specified products to specified countries. 
The qualifications of the exporter and of the importer, the beneficiary 
of the credit, are thus reviewed only once for a series of credits. Like- 
wise, the balance-of-payments position of the importing country is 
assessed only once when the line is opened rather than with each 
trans'zction. Inasmuch as the bank's export credit activities have been 
limited by failure to crystallize the bank's policies and relationship 
to other parts of the Government and from the resulting difficulties 
and delays in developing acceptable applications, these changes, to- 
gether with public and congressional pressure, may be expected to 
increase the volume of exporter credits. 

4. Export-Import Bank zlersus IBRD 

There have been efforts recently to distinguisl~ between exporter 
credits and development loans for the purpose of avoiding duplication 
between the Iilternational Bank for Reconstruction and Development 
and the Export-Inlport Bank. The distinction is not ns meaningful in 
operations as i t  may be in theory. Both banks are concerned primarily 
with productive capital equipment of the type justifying medium or 
long-term financing. l \Tl~etl~cr such equipment is financed through 

8 The proposed International Finance Corporation was also mentioned at  Rlo, but it 
should be remembered that this Corporation would be managed by IBRD; the United 
States would hold about one-third of the votes: fifty-odd countries and Congress have se t  
to accept tbe proposal. 



suppliers or through the importing enterprise, the use the equipment 
is to be put to, i. e., the project, must be examined. The Export- 
Import Bank has no intention of providing a financial facility to 
United States exporters without regard to whether i t  is contributing 
to political monuments or well-conceived industrial developments in 
backward countries. 

Furthermore, it seeins likely that United States equipment manu- 
facturers can and mill organize their applications for financing either 
an a "development" project basis or on an individual supplier credit 
basis depending on the best cliance of obtaining favorable loaiis under 
the policies of either of the tmo banks at any given time. This is true 
whether the project is basic development (harbors, roads, etc.) or  
illdustrial plant development. 

The distinction created by the Internatioilal Bank's limitation by 
its charter to loans to governments, or against Government credit, is 
also somewhat illusory in operation. Capital equipment imports into 
backward areas generally justify either central bank or Government 
guaranties. I n  most of these countries the national credit is no better 
than, or inferior to, the central bank's credit standing. I f  the Inter- 
national Baillc's charter limitation is to be used to distinguish primary 
spheres of operations between the two banks, i t  may be expected to 
affect the manner in 1~1lich nlany loan applications will be set up, but 
not to coilfine each bank to a different kind of banking business. 

Does the International Bank mabe a United States Government 
bank for foreign loans unnecessary or otherwise uildesirable? That  
question iilvolves an analysis of the need for assuring United States 
exports its share in public international financing, the degree of 
tangible and intangible control exercised by the United States in the 
International Banlr, and the extent to which Ullited States national 
objectives can or should be met by foreign loans. I t  is sufficient to 
point out that loans to stimulate United States export trade and loans 
to develop foreign economies cannot be clearly distinguished in their 
operations and their economic effect. 

Under today's conditions, the United States Government cannot 
engage in an international bailking activity to stinlulate onr exports 
except under standards which confine it to the objectives of our foreign 
econoinic policy, namely, to stimulate foreign economies and thereby 
to advance the level of world trade. Accordingly, the activities of the 
Export-Import Bank, whether they be called exporter credits, de- 
velopil~ent loans, stabilization loans, war or reconstruction loans, are 
inseparably entn-ined in the other activities designed to further Unitecl 
States economic policy, mainly those presently administered by FOA. 



11. Encouragement of Private Investment 
Abroad 

A. FOA Activities 

The most important coiltributioil made by FOB to the encourage- 
ment of private investment abroad is in the effect of the more central 
mutual security program activities on the investment climate. This 
contribution is especially notable when they are handled with suffi- 
cient regard for opportunities to stimulate private capital. These 
activities include certain types of technical assistance, direct eco~lomic 
aid of the project type, participation in control of local currency 
counterpart funds and the use of the influence which some FOA mis- 
sions have achieved in the course of administering aid programs. 
Most of the economic side of the mutual security program can be 
oriented toward the objective of a transition from a prograin of 
government to one of private investment, trade a i d  exchange of 
knowledge. This has been the announced objective of the President 
and the Director of Mutual Security and i t  has been carried into prac- 
tice to some degree. 

Efforts of FOA to encourage private investment abroad consist of 
a series of activities, most of them new, which have not yet crystallized 
into anything that could be called functions, plus two established 
operating programs; namely (1) The investment guaranty program, 
and (2) a number of other activities including the srnall business con- 
tact clearinghouse program. 

1. Znvestment Guaranty Program 

(a) Nature of the program.--This activity can be better under- 
stood as an insurance than as a guaranty function (even though the 
premiums are not determined on an actuarial basis and hence there is 
probably a subsidy element). The  risks insured against are- 

(1) Incoilvertibility of investment receipts (capital or earn- 
ings) and, in countries with multiple rate systems, deterioration 
of the rate applicable to the investor in relation to the predon~i- 
nant exchange rate (which means there is protection against dis- 
criminatory exchange rates, but not against general devaluation). 

(2) Expropriation o r  confiscation, in the broad sense of loss 
of control or  prevention of payments on debts, by foreign govern- 
ments or governing authorities in effective control. 



'l'he President, follo\ving tlle Baildall Colninission recommendations, 
proposed to the Congress the addition of war-risk coverage. For  the 
tliird time (previously in 1950 and 1952), this exteilsioil was passed by 
the House and rejected in conference with the Senate. An iinportant 
elenlent of war-risk insuraiice is, l~o \~eve r ,  covered under the present 
guaranty authority which covers espropriation by governing authori- 
ties come to power through war or revolution. Thus, all but physical 
damage from military action is coverecl by the expropriation guaranty 
as now written. 

( b )  Adnzinistration.-Tlle program is adininistered by a small 
staff in FOA: 3 or 4 professionals and 2 secretaries, plus part of the 
time of 1 inember of the general counsel's oilice and 1 nlenlber of the 
Controller's oflice. Biajor policy questions are occasioilally taken to 
the National Advisory Couilcil on International Monetary aild 
Financi:ll l'roblenls, R I ~ C ~  the State Departnlellt has been consulted 
frequeiltly on iiidiviclual iilvestnleilt proposals raising possible con- 
flicts with foreign policy and oil the iilitiatioil of the prograin in new 
countries. Tlie Export-Import Bank's work is reinlbursed by BOA ; 
billings have been 1.uiining a t  the rate of $500 per montll. 

( c )  Perfo~mutzce fo date.--The record to December 1954 iildicates 
a very liillitccl movement of investillent uiicler guaranties. The total 
amoullt of guaranties issued is $48.1 inillion for 68 guaranties ($2.6 
million for 7 es~ropriat iol l  guaranties and $45.5 inillion for 61 con- 
vertibility guaranties) over a period of nearly 6 years. 

I n  assessing past perfornlance, the followirlg additional facts must 
be considered : 

( I )  Pending a~plicat ions nuinber 121 for both types of guar- 
ailties (about $130 million). Altliougll tt clear upturn in interest 
in the program over recent inoiltlis is evident, the relatively large 
volunle of applications is not an accurate guide to the future, as 
inally of them are never pressed to coinpletion. Isorever, the 
current level of applications is over 50 percent higlier than a t  any 
time prior to last spring. 

(2) 'Jhe coverage of guaranties has he11 expanded grac1u:illy. 
Both the Coiigress and the executive branch have tal- \en a cau- 
tious esperin~eutal view of it. The present coverage, iricludiilg 
protection against expropriation and rate differentials in multi- 
ple exchange rate systems, has beell available for less than half 
of tlle life of the program. The program has only recently un- 
dergone a thoroughgoing overhal~l for the pnrpose of fully ex- 
ploiting its potential n-itllout sacrifice of souncl finallcia1 prin- 
ciples. The cl l~nges are reported to hare attracted widespread 
interest. 

(3 )  Experience to the end of 1954 has been almost exclusively 
with Europe. No guaranties have yet been issued for  invest- 



ments in the underdeveloped countries where political risks are 
greater, and only six non-European countries have so far agreed 
to participate in the program (Philippines, Israel, China (For- 
mosa), Haiti, Japan, and Thailand), making a total of 20 par- 
ticipating countries. Convertibility and expropriation insur- 
ance are available in the following countries : 

Austria 
Belgium 
China (Formosa) 
Denmark 
France 
Germany (Federal Republic) 
Greece 
Haiti 
Israal 
Italy 

Japan 
The Netherlands 
Norway 
Philippines 
Portugal 
Spain 
Thailand 
Turkey 
United Kingdom 
Yugoslavia 

(4) There is reason to believe that a significant number of 
holders of guaranties mould probably have invested without 
guaranties. But, there is considerable evidence that the avail- 
ability of guaranties influenced decisions to explore and negotiate 
opportunities resulting in investments in circumstanoes which, 
when examined more closely, did not appear to warrant taking out 
a guaranty for a fee. 

(5) As in the case of any private insurance operation, public 
acceptance of this program depends to some extent on investor 
experience when guaranties are called upon. Because of the po- 
tential diversity of events insured against, the value of the con- 
tract will be judged by performance as well as by its language. 
To date, there is no performance to judge, as  no guaranties have 
been called. 

(6) There is some evidence that more requests would come in 
from potential American investors if i t  were known that guaranty 
agreements were available or in prospect. For example, requests 
for guarantees in the amounts of $4 million, of $5 million, and 
$750,000 were received by FOA in January 1955, in connection 
with proposed investments in Brazil, Col~unbi4 and Argentina, 
respectively. None of these countries are members of the program. 

(7) There has been a minimum of effort by ECA, MSA, or 
FOA to promote understanding of the uses which might be made 
of guaranties, largely due to lack of high level attention and to 
skepticism over the success of such efforts. FOA4 is currently 
undertaking a variety of measures to increase awareness of the 
po3ible usefulness of the program. 

Convertibility lnsorancc o n l ~ .  



(d) 0bjection.s to the yrogm?n.-The program has been s l o ~ ~  to 
cover non-Ellropean countries, partly for lack of a positive approach 
by the Unitecl States Govern~nent, but even more for lack of interest 
or opposition on the part of the underde~elopecl countries in which 
the program might operate. The specific objections of foreign 
countries to the program (clearly registered by only three countries) 
are to the requirement that they recognize that the United States 
Governinent may take over tlie positioil of American investors in  the 
event of expropriation and pursue the claims through diplomatic 
channels, resorting to international arbitration if necessary. This re- 
quirement has been one of n number of provisions contained in an 
intergovernmental agreement which has been a condition to initiation 
of tlle program in ally country. 

The program has acquired the reputation of being administered in 
a sticky manner, with excessive caution and unnecessary inquiries into 
private affairs. F O A  has recently institutecl a new sjstem of admin- 
istering tlie program: which is designed to make the iilsurnnce more 
readily available and to mabe its availability more predictable and 
widely known from its literature and regulations without the neces- 
sity for trips to TT'nshington. However, tlie program is a selective one. 
requiring the exercise of judgment by Governnlent personnel to deter- 
mine that the illvestmeilt furthers the bronc1 objectives of the mutual 
security program (the standard of approval imposed by statnte). I t  
lias proved difficult to be specific in establishing ground rules to nar- 
row the area. of discretion in determining that tlie investment has 
economic benefit and does not conflict with United States foreign 
economic policy (e. g., antitrust policy, East-TTTest tmcle). F O A  is 
now seeking a procedural solution by offering qualified letters of ap- 
proval whicli commit FOA in large part on the basis of preliminary 
spplicntions made in the early stages of the investment negotiation. 

A inore basic objection to the guaranty program has been the charge 
that i t  tends to produce discrinlination between American businesses 
operating abroad. This conclusion is drawn from the fact that only 
new investment is eligible wit11 the result that existing investment not 
only fails to have tlie benefit of insurance protection, but i t  must meet 
the n e r  conlpetition brought in through this program. Concern over 
this cornpetition is more for access to limited foreign exchange and 
special treatment bj7 the Gorernment than i t  is to direct business com- 
petition. I t  is also saicl by some critics that foreign governments will 
tend to faror  guarante~cl investors over unguaranteed investors; 
others reach the opposite conclusion that  foreign exchange will be 
conserved for the unguaranteed investors, leaving i t  to the United 

2 The prozrnm ns presently ndminlstered 1s In id  o u t  in a new11 issued pamplllet entit led 
I ~ z c r s t m e n t  Insurance Ma71uaZ. Thl s  mnnual includes the formal  regulntion, FOA Regula- 
t i n n  4, gorernlng operation of the progrnm. 



States to provide dollars under the guaranties. These criticisms are 
answered, in part, by the following facts : 

(1) The majority of the outstanding guaranties cover addi- 
tions to unguaranteed existing investments; thus the principal 
beneficiaries of the program have been those who might be the 
victims of any discriminatory effects. 

(2) The conclitions imposed on foreign governments partici- 
pating in the program are to some extent a deterrent to adverse 
actions of the foreign governments, and this deterrent applies t o  
both guaranteed and nonguaranteed investments. 

(3 )  These conditions expressly preclude foreign exchange dis- 
crimination resulting in calls on the guaranties. 

(4) I n  many countries the governments are committed to prin- 
ciples of nondiscrimination through commercial treaties or 
otherwise. 

( e )  Appmisa1.-It can be concluded that this program is not in- 
herently discriminatory in its practical effect, but that its administra- 
tion should be constantly watched by those operating the program, 
and by any other part of the Government responsible for t,he treat- 
ment of American investors abroad, in order to assure that i t  is oper- 
ated in a manner contributii~g to improvement of investment condi- 
tions abroad, rather than the reverse. 

There is considerable evidence from guaranty applicants that  com- 
plete coverage of risks of war and revolution would be a significant 
factor to United States investors in certain countries. These eventu- 
alities are usually beyond the control of the government concerned 
and, therefore, not open to some of the criticism leveled at  the present 
program, as outliiied above. It is, however, open to a new objection in 
that domestic investment is pel-haps equally exposecl to the risk of all- 
out war. Hovever, i t  seems logical to suppose, and there is evidence 
to support it, that iiivestors would prefer to confine their commitments 
to this country in the face of the prospects of a general mar. I f  the 
purpose of the program is to induce investors abroad to talre foreign 
investment risks, it seems clear that insurance against war rislts during 
this cold-war era mould tend to reduce one substantial obstacle to in- 
vestment in certain countries. 

From F O A  experience with investors interested in expropriatioil 
guaranties, it appears that the need is quite frequently for protection, 
not against expropriation as the term is generally understood, but 
rather against repudiation by foreign governnie~its of ~ r i t t e n  corn- 
mitments laying out the essential conditions wliich have attracted 
the investment. This is particularly true in the extractive industries 
in the underdeveloped areas. These types of investment,, while not 
large in number, often have a high priority in terms of United States 
Government objectives. Coverage of risks of this character would 



require insurance adaptable to individual investment transactions, 
under broader legislation and careful administration. Such insurance 
would have the advantage of providing a backdrop against which the 
foreign government can inore effectively offer conditions attractive to 
investment, thus leaving the initiative with the foreign government 
where i t  belongs. 

One of the most important applications of this program has been 
to arrange for the licensing of patented and unpatented American 
technology to foreign concerns. I n  view of the extensive efforts which 
the United States Government is making to transfer industrial tech- 
nology to foreign countries for purposes of their development, this 
side of the gual.anty program has a growing significance. It permits 
the transfer of protected industrial technology under privataly 
negotiated conclitions, and i t  encourages a kind of business relationship 
which influences foreign people toward American business methods 
and attitudes, without inviting the conflict which so often exists be- 
tween foreign capital and local nationalism. 

FOA has been giving attention to the possible use of its guaranty 
:luthority to stiiilulate tlie inovement of United States portfolio capital 
abroad (investment trust companies, funds or colnpanies set up to 
finance international trade of approved types, foreign bond p l m -  
meilts with United States institutional investors). The  legislative 
authority is not well adapted to this objective, and there has been little 
tangible result. Any serious eifort to stimulate a significant increase 
in the rate of United States investment abroad must be a t  least in  
part addressed to the large accumulation of iilvestible funds in the 
l~ands  of the various finailcia1 and fiduciary institutions of this 
country. Experi~nentatioil in this direction could be more effectively 
undertaken by the Export-Import Bank under its present broad loan- 
guaranty authority reinforced by the authority to guarantee equity 
investments against risks peculiar to foreign investments. Legislative 
flexibility and the bank's experience are needed. Furthermore, any 
guaranties of insurance or portfolio capital would closely relate to the 
bank's regular loan activities, and hence should be its responsibility 
if only to avoid intelbagency confusion and conflict. 

Guaranties will never be a major influence on the flow of invest- 
ment; they will be decisive only in the still scarce instances when the 
iilvestmeilt motive-unusual earnings prospects, development or  main- 
tenance of a name and market in couiltries to which exports are d S -  
cult, assuring sources of materials, low cost production of compo- 
nents--outweighs the many uilinsurnble foreign risks. 

The practical difficulty of defining important elements of the non- 
commercial risks of investment abroad prevent their full coverage in 
guaranties, which must be sufficiently precise to be relied upon for 
business purposes. The variety of actions available to a harassing 



foreign government defy prediction and are frequently inseparable 
from risks of a type to which domestic business is exposed. This is 
true, to sorr~e extent, of the specific risks of inconvertibility ancl ex- 
propriation covered under tlle present p r o p a m ;  it is less true of the 
risks of mar and revolution. The principal reRson for not proposing 
legislative coverage of regulations, taxes, etc., which may smother the 
enterprise in ways more costly to the investor than outriglit expropria- 
tion, is that they are not risks susceptible to ndeqnate clefnition for 
iiisurallce purposes. 

The authority to issue puarantic~s extends to ,Tune 30, 1957 (sec. 
413 (4) of the Rlntual Security ,4ct of 1954). This was done in recog- 
nition of the need for an appearance of continuity in offering assistance 
to private investors. IIowever, it appears likely that the disposition 
of this program mill be put up to the Congress in the coming session 
ljecause the level of applications ($130 million)3 is overtaking the 
level of funcls remaining available ($139.7 million, out of the $200 
l ~ ~ i l l i o ~ i  authorized fund) .4 IVithout additional borrowing authority 
(these are p'ublic debt funds, i. e., authorized borrowing from the 
Treasury, rather thnn appropriations), tlie program could continue 
on a more selective reduced basis, as new funds become available from 
reductions in outstanding comlnitments and from fees. However, it 
seems likely that the administration will seek to coiltinue the recent 
gromth in this program, despite its recognized limitations, if only 
hecause a high priority has been given by the President to the encour- 
agement of private investment abroad ancl very little that is specific 
has been found that can be done about it. 

( f )  Suggested changes.-If insurance of this type should continue 
to be provided by the Gover~lmerlt a s  one means of assistirlg private 
United States investors abroad, consideration should be given to im- 
proving the prospects for its so~~ncl  administration by relocating this 
activity in the Export-Import Bank. The bank is already admin- 
istering outstanding gunrilnty contracts ; it has the proven experience 
and capacity to deal ~ r i t h  private financial and investment transac- 
tions; guaranties are more closely related to the brink's project-type 
lending activities tllail to any of the FOA activities. 

I f  i t  is determined to transfer the guaranty authority to the bank, 
tlle bank slionlcl have the opportunity to free the program from its 
liistorical roots in the foreign aid programs and the resulting legisla- 
tion and legislative history which is i~nnecessarily elaborate. To ac- 
complish this, tlie ndrninistration should submit to Bunking and Cur- 
rency Committees' legislation amendiilg the Export-Import Bank Act 
to permit the bank to insure equity investments, which are consistent 

*Not  all of this will result in guaranties. 
" IWe flpure has a complicated basis: it takes account of cancellations and reductions 

of outstanding guarantlee ; t he  qulte unrelated information medla guaranty program (ad- 
ministered by the  United States Information Agency) operates ou t  of t he  same fund. 



with the objectives of United States foreign economic policy, against 
risks peculiar to foreign investment, which the bank determines to 
be noncommercial in nature and susceptible of iiisurance treatment. 

Resulting improvements in the program would be : 

(1) Benefit from the high stancling of the barllc wit11 American 
busiiless ancl financial communities and from the continuity of a 
permanent agellcy ; 

(2) Flesibility in the COT-erage of risks to meet individual 
investinent circumstances ; 

( 3 )  Greater flexibility in standards of approving investment 
prospects ; 

(4) Flexibility in reqbirements imposed on foreign govern- 
ments, both as to project approvals and as to treatment of cur- 
rency and claims to which the bank might become subrogated 
(the bank has demonstrated a capacity to deal with foreign gov- 
ernments as a banlring institution, rather than as a Governn~ent 
agency) ; 

( 5 )  Tlie size of the f~uncls out of which guaranties are written 
could be determined on the basis of the bank's financial position 
( a  small fraction of the presently available unused lending au- 
thority coulcl reaclily t:tlie care of a much larger in~estnlent in- 
surance program than F O A  has in sight), and the funds could 
revolve ( a t  present, clollars recovered from currencies and claims 
to \vhicll tlle United States may become subrogated clo not return 
to the program) ; . (6) Insurance of equity investment could and should be admin- 
istered halid in glove with i~lsurailce (or guaranties against speci- 
fied risks) or private loans nccoinplishi~ig investment  purpose^.^ 

2. Other FOA Activities 

(a )  General.--In recent years F O A  and its predecessors have been 
carrying on a sporadic effort to locate significant investment oppor- 
tunities abroad ancl attract investor attention to them. Until about a 
year ago, the principxl such activity had been the Contact Clearing 
House Service for gathering and disseminating licensing and invest- 
ment opportunities here ancl abroad (described below). The attitude 
in F O X  and its preclecessors had been that this kind of activity re- 
quired broad clissenlination to avoid charges of discximination and 
some of the dangers of Governnleilt enlployees engaging in activities 
~ l l i c h  might in soine ways be associated with the brokerage function. 

sThere 1s some uncertainty at  present as to  whether FO.4 wlll guarantee loans, other 
t han  intercompany loans;  the bank has  recently auuounced Its readiness to guarantee loans 
against suecified rlsks. 



There was considerable slcepticisln of the need for the United States 
Government to supplement private sources of information about for- 
eign investment opportunities. 

FO-4 has initiated missions to Turkey, Portugal, and the Gold Coast 
designed to encourage improvement of investment conditions. The 
approach differed markedly, country by country. The first and most 
productive of these nlissions was a well-publicized trip by Clarence 
Randall and a few associates, to Turkey, which contributed to bringing 
about important amendments in the Turkey investment law. Turkey 
mas selected for this t r ip particularly because the mission in that coun- 
try had, perhaps more than any other F O A  mission, done a great deal 
over a period of 2 years to create an interest on the part of the key 
Turkish officials in taking the steps necessary to attract foreign capi- 
tal and had done considerable work with those officials on the more 
technical problems involved. Hence, it was believed that tlle ground- 
work would be laid for achieving quick results by bringing to bear a 
man of Rlr. Randall's stnture. The Turkish Government made good 
use of the publicity attending the Randall trip, and the resulting modi- 
fication of their investment law has attracted widespread attention. 
Opinion differs as to the significance of the changes in the law, but i t  
was certainly some improvement. Several current negotiations by 
important dmericnn firms for investments in Turkey mere influenced 
by, if not caused by, the Randall visit and its results. 

The origin of the Randall mission goes back about 2 years to a de- 
cision by a now defunct interagency cornillittee on the problem of en- 
couraging private investment abroad (at  one time, 14 agencies partici- 
patecl) to the effect that "pilot programs" be developed for a few 
selected countries the example of which might be influential with other 
countries and that the spearhead of these programs should be missions 
composed of well-known Ainerican business and financial leaders. The 
time which elapsed from the making of this decision and the Randall 
t r ip  exceeded 1 year. This mas partly attributed to the inevitable 
standstill occasioned by a change in administration, but must also be 
attributed in part to the lack of a central place in the Government to 
determine the purpose and scope of such a tr ip and to make the ar- 
rangements. Although F O A  ultimately played the central role, it was 
originally a joint enterprise between FOA, State, and Commerce. The 
need for a point in Government to initiate, carry through, and follow 
up  such missions has greatly facilitated the creation in P014 of the 
Office of Trade Investment and Monetary Affairs, which has, rightly 
or wrongly, filled the vacuum created by interagency differences of 
opinion as to what to do about private investment and how to do it. 

I t  should not be expected that the Randall mission approach to 
improving investment conditions can be employed simultaneously in 
many countries. In  tlle first place, it mould only be successful if the 



country has become ripe for the effort, as was Turkey, and this condi- 
tion does not exist in many foreign capitals. Secondly, the effective- 
ness of tlle missions would be defeated by duplication of effort on many 
fronts a t  tlle same time; the caliber of participants would necessarily 
suffer, as would the possibility of focusing high-level attention abroad 
on investment conditions. 

(6)  The Contact Cleari~tg Bouse Service.--The Contact Clearing 
I-Iouse Service is a quite different technique of finding and disseminat- 
ing in~estmeiit oppoi-tuiiities. I t  is rooted in BOA'S small-business 
services and comes closest to duplication of Commerce's activities. 

This Service is designed to establish direct communication between 
American and foreign concerns interested in exploring the possibilities 
of investment or licensing arrangements. It does this by distributing 
in tlle United States proposals from abroad which are largely for in- 
vestment or licensing arrangements combining foreign manufacturing 
facilities with American technology and equipment. Some of the pro- 
posals offer foreign patents and processes for use in this country. I t  
:dso distributes abroad proposals of this type from *4merican firms 
~ ~ l l i c l l  are either looking for licensing or investineilt opportunities 
abroad, or are seeking foreign patents, processes, and techniques. 

Foreign proposals are collected by "field counselors." These coun- 
selors-foreign banks, trade associations, and chambers of commerce- 
volunteer their time and effort in tlie interest of their local business 
co~nm~mities. Proposals so collected are sent to the Contact Clearing- 
house Service in Wnshington ~vhere they are published in  releases such 
:is the attached exhibit D. These Contact Clearinghouse summaries 
:Ire distributed in the United States as follows: to  a. mailing list of 
:lplxoxima tely 5,000 private American concerns and individuals which 
have requested that they be kept informed of such opportunities; ap- 
proximately 740 banks, chambers of commerce, trade associations, and 
other business service g ~ o u p s ;  the United States Department of Com- 
nierce field ofices; the Small Business Administration field offices; 
and military small-business specialists located throughout the coun- 
try. A total distribution of about 9,000 copies is made. 

American proposals are gatllered by the United States volunteer 
fielcl counselors, also members of banks, chambers of commerce, trade 
associations, and the l i b ,  by correspondence and by personal visits to 
the Washington Contact Clearinghouse ofice, where they are sum- 
rnarized and transmitted tllrough tlie va,rious F O A  missions to tlle 
overseas field counselors, who make distributioli in their areas. Where 
there is no F O A  mission, the summaries are sent directly to tlle field 
counselors. There are more than 7,000 field counselors serving in the 
United States and abroad, all volunteer. 



I n  addition to the distribution outlined above, Americtln and for- 
eign propjosals are "crossed" by sending copies of the foreign pro- 
posals to the American Contact Clearinghouse Service registrants. 

The Contact Clearinghouse Service makes no investigation of either 
the American or foreign registrants. Recipients of the information 
are informed that there has been no screening and are advised to take 
the usual business investigative precautioils before entering forinal 
negotiations. 

A spot-check on results was made on the first 1,000 foreign and the 
first 227 American proposals with the follo~ving findings : 59 reported 
they had concluded agreements; 561 reported they were either in 
active negotiation or in contact. 

(c)  Appraisd.-The above-described FOA activities are a series 
of episodes or activities which are being formed into a program which 
encompasses three separable functions : ( a )  Locating, reporting, and 
disseminating foreign investnient opportunities; (b)  advising and 
guiding prospective United States investors; and (c)  influencing for- 
eign governmeiits to improve investment conditions. Each of these 
functions appears also in the Departments of Commerce and State; 
the first two in  Comnlerce and the third in State. However, there is 
little doubt that POA has plunged into a more positive and active 
effort to encourage investment abroad than have the permanent 
departments. 

I n  judging the ahre-described activitiw as Government functions 
and deciding whether, if continued, they should be organized in close 
relationsllip to other mutual security progranl activities, thought 
should be given to the possibility of creating an advisory body or com- 
mission, composecl of both Gorernnlent oficials and private persons 
of high standing, whicll might, operating through a small staff and 
drawing consultunts froin private life, undertake ( a )  to influence 
foreign governments to create favorable investment climates and ar- 
range for the best United States guidarlce on nlethods of attracting 
United States capital; (b)  to assure that the United States Govern- 
ment conducts its activities with sufficient regard for the objectives of 
a high level of international investment and trade; and (c)  to direct 
the attention of United States investors to unusually important invest- 
ment opportunities abroad, which might point the way for additional 
investment or provide a pilot basis for (a)  ahve .  

Such a group would incidentally provide a working liaison, as dis- 
tinct from the many existing advisory units, between the United States 
Government and business and financial circles. Some observers feel 
that it is uilrealistic to expect permanent Governnient employees to do 
effectively some of these things, and that high priority at,taches to 
the ellcouragemelit of private investment during a period of transition 



from large-scale United States Goverilmeilt expenditures abroad to 
increased trade and investment. 

B. Department of Commerce Activities 

Responsibility for foreign commerce matters mas lodged in the 
Department of Coirlinerce (then the Department of Commerce and 
Labor) by an act of Congress in 1903, ~ l ~ i c h  transferred to i t  certain 
activities from the Departments of State and Treasury. The most 
pertinent of the statutory provisioils autl~orizing the present Com- 
merce activities is 15 U. S. C. 175, ~ h i c l l  provides : 

I t  shall be the province and duty of the Bureau of Foreign and Domestic Com- 
merce, under the direction of the Secretary of Commerce, to foster, promote, and 
develop the various manufacturing industries of the United States, and markets 
for the same a t  ho111e a n d  abroad, domestic an11 foreign, by gathering, compilirlg, 
publishing, and supplying all available and useful information concerning such 
industries and suc l~  mnl.l;ets, and by such other methods and means as  Inay be 
prescribed by the Secretary of (.'orumerce or provirled by law. 

I .  Statistical Services 

The Bureau of Foreign Commerce maintains several series of basic 
statistical information about American iilvestinent abroad, which are 
published in the Survey of Current Business. The most notable recent 
achievement is the publication, in 1953, of the results of a census of 
United States busiiless abroad. This ceilsus is believed to be the only 
comprehensive source of basic statistics on outstanding United States 
investment abroad. The information is gathered largely through 
questionnaires to businesses ~vhich are know1 to have foreign incoine 
(Internal Revenue Bureau identifies such companies for Commerce). 
Commerce is under a statutory obligation to protect information sub- 
mitted in confidence (15 U. S. C. 176b). 

Although there has been a certain overlappiilg of statistical report- 
ing for public coils~~mption in the field of foreign trade and invest- 
ment between State, Treasury, and Commerce in recent years, Com- 
merce oficials now feel that there is clear recognition that primary 
responsibility and most of the work rests ~ i t h  Commerce, that there is 
no substantial duplication, and that other departments have cooperated 
in making available source material gathered in the course of their 
operations. 

2. Commercial Zntelligence 

The commercial intelligence services of Conlnlerce originated a t  the 
time of the First World War  out of the need to inform United States 



businessmen about the worldwide trading relationships of the Ger- 
mans, particularly in Latin America. After the war, i t  was deter- 
mined, on the advice of a commission of business people, that  this 
service should be continued as an aid to Americans doing business 
abroad. I n  the intervening years, it  has become firmly imbedded as a 
responsibility of the Government. 

A t  present, detailed information about foreign concerns is gathered, 
checked, and disseminated by Commerce. The principal medium for 
publication is the World Trade Directoly, a list of every important 
foreign concern, including information about its capitalization, man- 
agement, business relationships, and its importance and reliability in 
its field. I t s  coverage includes manufacturers, agents, banks, ex- 
porters, importers. Commerce also issues from time to time lists of 
foreign concerns by industry, known as industry lists. 

A t  the request of American businessmen, Commerce will make a 
check of any foreign person or firm, making a charge of the cost of 
cables and the field investigation. 

3. Guidance to Prospective Investors 

Commerce maintains coimtry experts who are available to talk to 
anyone with a bona fide interest in international trade and investment 
problems. The officials engaged in this activity acquire a good deal of 
information and impressions from private persons with which they 
confer as well as from Government sources. The body of knowledge 
and some of the jud,gnents thus acquired are drawn on quite fl-equently 
by American businessmen with specific or general interest in foreign 
opportunities. 

As guidance to prospective investors, Commerce has recently initi- 
ated a series of country manuals which provide fairly detailed infor- 
mation bearing on investment conditions in a particular country. 
Manuals for Venezuela, Colombia, India, Pakistan, and Union of 
Soutll Africa have been published and others are in process. Sales of 
these investment guides have been a t  the average rate of 2,500 copies a 
year. Commerce also sends to established mailing lists, on an irregu- 
lar basis, a "Business Information Service, World Trade Series," each 
issue of which covers, on a country basis, one of the following subjects : 
(a) summary of basic information, ( b )  economic review, (c )  how to 
establish a business, (d) living and operating costs, ( e )  tariff and tax 
information, and ( f )  legislation affecting investments. 

4.  Finding and Disseminating Investment Opportunities 

It has been the practice to make information about foreign oppor- 
tunities available through trade associations. I n  those instances where 



particular companies have been approached, care is taken to assure 
that  at  least a few other concerns have the info~mation in order to 
avoid any embarrassment from appearing to favor a single company. 
Also the embassy staffs, including commercial attachCs in the field, pass 
along specific investment information to interested American business- 
men who are traveling in their area. On occasion, Commerce officials 
have h n  visited by foreign businessmen seeking sources of capital 
or  a continuing business relationship. The response has been to set 
up conferences with interested Smericans, usually arranged through 
the Commerce field offices in that part of the United States where 
there is likely to be some interest. The commodity experts on the 
domestic side of Commerce are frequently brought in to such consulta- 
tions and their industry contacts generally play a part. 

The Foreign Commerce Weekly, published and sold by Commerce, 
contains thumbnail ideiltifications of foreign business opportunities 
under the headings: (a)  export opportunities, (6 )  import opportuni- 
ties, (o) licensing opportunities, and (d) investment opportunities. 
The investment opportunities are reported after screening by the 
embassy staff in the country concerned. They are generally several 
l~lontlls old at  the time of public a t '  ion. 

5. Budget 

1\11 of the foregoing activities are apparently proceeding modestly 
for lack of funds. During the several pears preceding FOA,  f i~nds  
were obtained from TCll  appropriations for  a part of these activities. 
A t  the moment, FO,4 and Commerce have been unable to agree on 
their respective responsibilities in tlie investment activities field, and 
FOB is currently suspending fiscal contributions which it formerly 
made to support tlie function. Commerce requested sufficient funds 
from Congress this year to carry on more active efforts in the foreign 
investment fielcl but failed to obtain them. 

C. Proposed Zizternational Finance Corporation 

I n  his message to Congress conce r~ i in~  foreign ecoriolllic policy on 
January 10, the President said in respect to the proposed International 
Finance Corporation : 

As a further step to stimulate investment abroad, I recommend approval by 
the Congress a t  the appropriate time of niembership in the proposed International 
Finance Corporation, which will be afflliated with the International Bank for 
Reconstruction and Development. This corporation will be designed to increase 
private investment in less developed countries by making loans without Chvern- 
ment guarantees. Although the corporation will not purchase stock, it will pro- 
vide venture capital through investing in debentures and similar obligations. 
I t s  operation will cover a fleld not dealt with by an existing institution. 



This proposal originated in a report in March 1951 of the Inter- 
ilational Developmenlt Advisory Board, a body appointed by Presi- 
dent Truman and headed by Nelson Rockefeller. The nlaiil pur- 
pose of the original proposal was to promote economic development 
by channeling private capital to productive investment in under- 
developed countries, both through equity participation and by means 
of direct loans to private enterprises for developnlent purposes with- 
out Government guarantees. The International Bank is now pre- 
vented by its statutes from taking such measures. 

On November 11.1954, Secretary Humplirey stated that the admin- 
istration mould ask congressioi~al approval for United States parti- 
cipation in a proposed Inter~latioilal Finance Corporation which 
would be organized as an affiliate of the Internatioilal Bank. The 
Corporation would be an inter-governmentitl body created by agree- 
ment open to signature by any nleniber of the International Bank. 
I t s  initial capital would be provided by ineiilber couiltries through 
subscription to its stock, but would be empowered to sell its obliga- 
tions and its portfolio securities in private capital marl;ets to raise 
additiollnl funds. Its authorized capital mould be $100 million. The 
subscription of ex11 member country would be in relation to its stock 
in the International Bank. 'l'he United States subscription would be 
nplxoxiinately $35 million. IFC's charter would not come into effect 
until $75 million had been subscribed by 30 countries. Tlle pro- 
posed organization mould not directly provide equity financing. 

I n  discussing the proposal a t  the United Nations, the U. R. dele- 
gate pointed out that while attraction of private capital is one of the 
proposal's inain aims, private capital can only be attracted ultimately 
by appropriate internal policies of the goverilments concerned. While 
the proposed I F C  niay have a valuable function as a cllanilel for  
conveying private capital to countries in need of it, it mill not direct 
capital to any particular area unless there is a sense of confidence, 
stability, and fair treatment of the investors. 

'CTqien put to a rote, a draft resolution concerning the proposal 
passed the Economic Committee of the U. N. by a vote of 44  to 0, 
with 5 abstentions (the Soviet bloc). At the plenary session of the 
U. N. on December 11, 1954, the resolution mas approved 50 to 0, 
with only the 5 Soviet-bloc mernbers abstaining. 

Further action by the United States depends on the mill of Con- 
gross before which the matter now rests. 



Questions for Consideration 
The foregoing discussion of our public lending activities, and the 

encouragement of private investment abroad, give rise to several gen- 
eral questions of public policy, and to several further questions which 
relate to the responsibilities and operations of the F'OA, the Export- 
Import Rank, and the Department of Commerce. 

A. General Questions 

Several important general questions of public policy emerge from 
the field as a whole. These are : 

(1) Should we continue our Government program of invest- 
ment guaranties? Has  the function been justified by results to 
date? I f  generally justified, should i t  be continued on a broader 
more restricted scale? 

(2) Should we continue our policy of making loans which are 
repayable in the local currencies of the borrowing countries? 

( 3 )  Should we take special steps to foster the international flow 
of portfolio capital 2 

B. Qaestions Concerning FOA Operations 

1 .  FOA Lending Activities 

( a )  Is there any need for such an organization as the F O A  
to play a major par t  in the development of loan policy, or in 
al>l>lying i t  to economic assistance? 

(71) Should foreign currencies deriving from surplus sales be 
used for development banks? 

(c) What should be the relatioil of any future management for 
econonlic aid to the Export-Import Rank! 

2. FOA Activities T o  Encozlrage Private Inuestment Abroad 

( a )  Why is a special agency needed to publicize economic op- 
portunities abroad when other agencies of Government are in 
the field that bear statutory responsibilities to discharge the 
functions of commercial intelligence and calling the attention of 
United States citizens to such opportunities? 
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(b) Now can n-e avoicl discrimillation aillong business firms in 
the United States, TT-liile nlaintainiilg an eflective and limited 
program of informing theill of investnle~it opportunities abroad? 

C .  Export-Import Bank Lending Activities 

I t  is assumed, as a matter of general principle, that only United 
States security or defeiis~ objectircs s h o ~ ~ l d  justify financing foreign 
economic de~~elopn~ctl t  at the dmericnn taxpayer's expense. Expres- 
sions of tlie atlnlinistration's position over tlie last 3 years, lxtrticularly 
to Congress, have been in line wit11 tllis principle. The main quali- 
fication has h e n  that- 

(1) The defense-secui-ity objective has been given a broad 
I I I ~ : I I I ~ I I ~ ,  including ~conornic  and social stability i n  key area.? 
(Iran, India, Pakistan, Egypt, Guatem:lla, etc.) ; and 

(2)  Foreign economic develol>n~ent has been financed on a loan 
basis through the Ex1~0rt-111111ort nanlr xithout any clearly ex- 

a ion. pressed defense or security justific t '  

,~pplicatiou of tliis princilde to the lending activities of the Ex- 
port-Import Banli raises certain questions. There are other funda- 
mental qllestions allout Gorerninent lending ~ ~ l i i c h  sllould also br 
considered. including the extent to xhicll United States objectives can 
1w met by relying on tlie International Bank's lending activities, and 
tlie desirnbility of using loans rather than grants to finnnce aid pro- 
crams essential for United states security in countries not qunlifying 
for Export-Ilnpoi-t Bank loans (e. g., Formosa). 

The questions are these : 
1. I s  there a place for loans justified primarily by tlie objective of 

n~aintaining or expanding TT-orld tlxde and econonlic development, as 
distinct from security-clefmse objectives? 

(a) Are such loans justified by t l ~ e  interests of that segment 
of the United States econonly (and taxes clerived therefrom), 
which has gromii depclrdent on foreign markets during the last 
15 yenrs of high TTnitrd States Government expenditures abroad? 

(b) I s  tlie IJnited S t a t ~ s '  stake in a stable xorld economy such 
that dollar creclit facilities must be provided by the Government 
on a minimal, selective basis until conclitions at home and abroad 
permit private Unitecl States lenders to step in?  

(c) Is the answer affected by prospects for the bank to continue 
its consistent record of profitable operations and, if so, what are 
those prospects ? 

(d) Carl i t  be assuinecl that the bank's activities are, or can be, 
so administered ns to stimnlatr the investment of private loan 



and equity capital, rather than competing with i t  or postponing 
the conditions abroad n-liich will attract such capital? 

2. I s  i t  in the United States national interest that the bank be avail- 
able as a flexible instrument of United States foreign policy to malre 
loans for security-defense objectives insofar as possible without lower- 
ing the bank's financial stanclnrds? (The desirability of "fuzzy" 
loans is not raised in this paper.) 

( a )  I s  its existe~lce LZS an age~lcy and as a. fund (over $1.6 
billion presently available for new loans) an illvitatioil to tlle 
executive branch to buy our way out of tougll foreign relations 
problems withol~t recourse to Congress and tlle appropriation 
process ? 

( b )  Can defense-security objectives be achieved through loans 
in a world already carrying liexvg dollar debt without lowering 
the financial standarcls which the bank has generally succeeded 
in maintaining ? 

(c) Can the bank's finailcia1 standards be associated with the 
security-defense criterion in attempting to keep requests for 
foreign assistailce uncler control 2 

D. Departmeat of Commerce Activities 

Granted the value of colltii~uing some forin of Governnlent program 
to encourage private investnleut, and noting the statutory obligation 
of Commerce to provide information of investment opportunities and 
statistical services, is Cornnlerce at present well enough staffed and 
financed (1) to carry out tl~ese informational and statistical respon- 
sibilities a t  an adequate level? and (2) to play its full part in improv- 
ing the cliniate of overseas investment? 



IV. Summary of Findings and Observations 
1. 

A. General 

1. It has been taken for granted that  i t  is in  the public interest to 
rely to the maximum on private investment abroad to help create con- 
ditions for economic progress, political stability, and military security. 
And our Government should do what it can through established chan- 
nels and instrumentalities to improve the climate of overseas invest- 
ment. Therefore a continuation of a sound program of government 
guaranties against devaluation, expropriation, or  nonconvertibility of 
capital or earnings into dollars may be justified, under present condi- 
tions, despite lackadaisical administration and little results to date. 

There is some question whether the guaranty program goes to the 
root of the matter; that is, does it affect those aspects of the invest- 
ment process which really determine an investor's decisions? I t  does 
not touch such relevant areas as losses arising because a foreign gov- 
ernment defaults on conditions offered prior to receiving an invest- 
ment. 

Our guaranty program to date, at  best a transitional device, should 
not be allowed to deflect attention from the root problems of increasing 
the flow of foreign investment. While experience to date shows that 
these guaranties have not been in great demand, and there has been no 
case in which.a warantee has come in for redress under their terms, 
these reasons do not fully support a conclusion to drop the device. 

Administration of the program should be placed in permanent agen- 
cies of the Government-the Treasury and the Export-Import Bank- 
 ork king in the framework of high policy. 

2. We do not yet have adequate experience by which to judge the 
future effects of our policy to allow foreign countries to repay assist- 
ance loans in local currency. This may give rise to some complica- 
tions, but as has been argued in our paper on surplus agricultural com- 
modities, the more general use of world currencies may be a condition 
precedent to full restoration of currency convertibility, and a reduc- 
tion of excess demand for dollars. 

3. We have not yet adequately explored the efforts or machinery 
required for increasing the international flow of portfolio investment. 
Such investment can supplement direct investment by the founders of 
new enterprise. 

i3FiEviOllS PAGE BLANK 



B. FOA Operations 

1. Experience of the past few years gires little reason v h y  such an 
organization as FOB is needed for the full development of United 
States Go~ernment  policies cowring public lending activities abroad. 
Such matters are appropriately consiclered by the permanent agencies 
of Government, n-orking in the National Advisory Committee on In-  
ternational 3ionet:try and Financial Problems. FOA has been a mem- 
ber of this grollp, and there is some justification for its membership 
on the ground that o1,eration:tl eslwrience may give some useful sug- 
gestions for the clerelopment of high policy. Such a continuation 
could be effectively accoml>lishecl through the representation of the 
Department of State on that committee, if the central management of 
future economic aid is located in that department. It seems obvious 
that any such central management agency of the future would work 
within the limits of established policy, arranging for loans rather 
than grants to the extent that high policy requires it. 

2. The issue of use of local currencies clerired from repayments of 
assistance loans for uncler\rriting clevelopillellt banks has been exam- 
ined in connection with the general probleln of surplus agricultural 
commodities. There seems to be some justification for a wider 1x0 of 
local currencies. But the problems of continuing United States par- 
ticipation in the policy formation and operations of banking institu- 
tions of foreign governments i~lcludc risks of undue interference with 
the economic decisions of foreign states, ancl consequent resentment 
ancl tension. 

3. FOA's relatio~isllip to the Export-Import Bank seems to have 
been one of mutual hanuoily and effective collaboration. This is be- 
cause the Export-Import Bank has been used fully as an instrumen- 
tality to carry out governlnent loan operations. Naturally any future 
agency concernecl with the central manapenlent of economic aid should 
continue to take advantage of the bank's facilities, working nnder the 
supervision of those permanent agencies of Gorernment which exer- 
cise political and fiscal responsibility. 

4. There seems to be no reason to continue a special agency in exist- 
ence to encourage private investment abroad. The  Departments of 
State, Commerce. and Treasury share responsibility under Presiden- 
tial direction and the law for the various facets of this program. 
There may ineecl to be some additional staffing to bring their activities 
more nearly in line with current requirements. A continuing problem 
for the future will be to maintain an adequate service of information 
of foreign investment opportunities to Unitecl States business, while 
avoicling discrimination between firms on the one hand, and an exces- 
sire program on the other. 



C .  Export-Import Bank Operatiov~s 

1. The  main general question raised by tlie use of the Export-Import 
Bank as an instrument of security policy, is the constant problem of 
reconciling the criteria of security and defense with those of reason- 
able prospect of repayment. About 52 percent of the bank's outstand- 
ing loans are made for direct defense and war 1~econstruction purposes. 
The  remainder are for  a variety of econoinic objects, including tlle 
stin~ulus to investmeilt of private loan and equity capital. 

2. Experience to date indicates that the lonns of the Export-Import 
Bank have not competed to any significant extent ~ i t h  operations of 
private capital; this is due in part to the extent to which the bank's 
own policies and operations have concentratecl on fields in which 
private capital is not fol.thcoming. Tliere remains the possibility 
that sucli competition might arise a t  a future date. 

3. The continuecl participation of the United States in the Inter- 
national Bank, and probable support of its new subsidiary, the Inter- 
national Finance Corporation, do not constitute un\varranteil duplica- 
tion of the activities of the Export-Import Rank. IJ~lcler today's 
conditions, United States Government :~ctivities in the international 
banking field to stinlulnte exports must m r ~ t  the standarcis of our 
foreign economic policy-to stimulate foreign econorriies and thereby 
to advance the level of world trade. -1 Uuited States Government 
agency is required to ensure full compliallcr with our policy objectives. 
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INTRODUCTION 

When the North Atlantic Treaty Organization (NATO) came 
into being in 1949, i t  provided initially for little more than agreed 
goals of military forces to be contributed by member States. Original 
requirements for facilities to support these integrated combat forces 
mere conceived of as being provided by the natioilal facilities then 
available within the collective territories of the NATO countries. 
At the same time, however, it was realized that these collect,ive na- 
tioilal facilities alone would not be sufficient to meet the needs of 
such an international fighting force. 

Additional facilities, therefore, had to be constructed for NATO's 
specific needs. Since these facilities obviously had to be spotted 
according to NATO's overall tactical defense plans, it would have 
been manifestly unfair and unrealistic to expect one NATO country 
to share the expense of constructing facilities on its own territory 
far  out of propoition to its own national needs, while another NATO 
country would be paying relatively little or nothing for the increased 
strength such facilities would give to  NATO's system of collective 
defense. It was therefore agreed that the cost of constructing these 
supplementary NATO facilities would be distributed aniong all 
NATO countries. 

The NATO infrastructure program was thereupon started, using 
a word taken directly from French railroad terminology, which means 
the roadbed upon which the ties and rails are laid. NATO's "infra- 
structure" is thus conceived of as the basic framework of those mil- 
i t a ~ y  facilities which are needed for the effective support of NATO's 
integrated combat forces. I t  consists of such essential facilities as 
war headquarters, telecon~munications, airfields, naval bases, jet fuel 
distribution and storage systems, radar and loran installations, and 
training areas. 

The NATO infrastructure program is thus a program for the con- 
struction of public works of a military nature. It may be considered 
as having been set up in seven "slices," each slice representing the 
construction carried on under the program for successive calendar 
years from 1950 through 1056. The total cost of the entire program 
is fixed a t  approximately $2 billion, to which the several NATO 
couiltries (Iceland alone being exempted, because of its weak economy) 
have agreed to contribute, in the following amounts and percentages : 



N A T O  Infrastructure Contriblrtions and Percentages by Country 
[Based on cost astlmates as of June 30, 1954) 

5. 82 
5.60 
2.68 

lfi. 28 

Country ( Contributions 

Total ................................................................ 2,057,157,000 1 100.00 
~ 1 --- 

Belgium .................................................................... 
Canada.. ................................................................. 
Uenmnrk ................................................................. 
France.. ................................................................ 
Greeca .................................................................... 
Iceland .................................................................... 
Italy ..................................................................... 
Luxembourg.. ......................... I .................................. 
Netherlands ............................................................... 
Norway .................................................................. 
Portugal .................................................................. 
, I  1 urkey ................................................................... 
Unitod Kingdom.. ........................................................ 
United States.. ....................................................... 

Through special arrangements illacle by France, tlie United liing- 
dom, and the United States, a nuulnber of infrastructure projects hare 
been financed by the Federal liepublic of Gennnny oil its own territory 
out of occupntion costs, all of which projects are responsible to NATO 
requirements and are available to KAT0 in case of need. Through 
May 1954, the total vi~lue of these projects in Vestern Germany was 
;~~pproxinlately $.207 million, and i t  is considerably higher a t  the 
present time. This outside contributioxl to the NATO infrastructure 
program will not coino in for discussion in the remainder of this paper. 

The total cost and tlie United States share of the NATO infr ;~-  
structure prograin by slice are shown in the follo~ving table : 

$119,679,000 
119,227,000 
55,054.000 

335,061,000 
14,447,000 

0 
112,828,000 

3,452.000 
B8.565.000 
45,181,000 

2,732,000 
2G, 652,000 

274,951,000 
809. X28.000 

Total Cost and United States Share of N A T O  Infrastructrrre Program 
[Based on Cost Esttrnstes as of June 30, 19541 

-- -- -- -- .- 

Calendar 
year Slices 

1965 1 Sixth ............................................... - 1  226: 832: 000 1 42.86 1 97.135: 000 

1950 
1951 
1952 
1963 
1964 

1956 1 Seventh ............................................. 1 179;493;000 1 42.86 1 78;sil;ooo 

............ .............. F h t  ................................................ 8R8,200.000 1 
Second-. .......................................... 351,781,000 48.10 $169,197,000 
Third ............................................... 534,960,000 42.76 228,748,000 
Fourth .............................................. 424,483,000 178,468,000 
Fifth ............................................... : 251.628. WO 1 i;: 2 1 107.848.000 



NATO Infrastructure Program 
The First Three Slices 

I t  may be helpful at  this point to indicate in some detail how the 
NATO Infrastructure Program was developed. I t  began in calendar 
1950, when NATO took over the infrastructure program which had 
just been started under the Brussels Treaty by the five Western Union 
nations, namely, Belgium, Prance, Luxembourg, the Netherlands, and 
the United Kingdom, all of which had also joined NATO. This retro- 
actively labeled t.he "first slice" of the NATO infrastructure program, 
and the United States did not share in its cost. 

Canada and the United States both joined in financing the second 
slice (for calendar 1951), which was approved by the North Atlantic 
Council at Ottawa on September 20,1051. The original United States 
position was that we shoulcl contribute only 25 percent of the total 
cost. However, the other nations urged that our share should be 
approximately 78 percent, in accordance with our ability to pay, which 
mas the basis used in determining this percentage as our proper share 
of the expenses of the United Nations. However, the United States 
insisted that ability to pay was not the only factor, but that another 
important consideration was the ability of the European NATO coun- 
tries to provide such things as lumber, labor, and concrete, all of \vllicli 
items were to figure largely in program costs. The United States 
also pointed out that each of the European NATO collntries ultimately 
stood to benefit by assuming title to the new facilities. However, they 
pointed out in turn that the residual value of such facilities would be 
charged against them should NATO eventually be liquidated. 

The result of all these exploratory discussions was that the United 
States agreed to raise its contribution'to approximately 48 percent of 
the cost of the second slice, a percentage which was somewhat higher 
than the percentage which we felt inclined to  accept for  succeeding 
slices but which we recognized as fair  for this one time, in view of the 
fact that we had not contributed to the first slice. 

The third slice (for calendar 1952) was approved by the North 
Atlantic Council a t  Lisbon during February 1952. Denmark, Italy, 
and Norway joined in financing it. 

The Folcrth Slice 

When preparations began for the fourth slice (for calendar 1953), 
great dissatisfaction was expressed by many NATO countries with re- 



gard to the large increases in actual construction costs over original 
estimates. It sllould be noted that the allocations for the earlier slices 
were open-ended, so that each nation would bear its proportionate 
share of any cost augmentation which might result from price in- 
creases. During the iegotiations for the fourth slice, therefore, i t  
was agreed that not only would annual programs be approved in 
advance by the Nortll Atlantic Council, but also that each project 
would be submitted for approval by the council as i t  came along. h 
system of close fiscal control mas also started, in an effort to correct 
the weaknesses of the earlier method whereby fiscal operations were 
based only on illustrative estimates which ultimately turned out to be 
unrealistic. 

Because of apprellensions within NATO as to the heavy financial 
burden brought upon them by the NATO infrastructure program, the 
fourtll slice was broken down into t v o  parts. Pa r t  A inchtded only 
top-priority projects and amounted to slightly oTer half of the total 
Eourtll slice; i t  was approved by the North Atlantic Council at  Paris 
during December 1952, Greece and Turkey joining with the otller 
NATO nations in sharing its cost. Pa r t  B included the remaining 
projects; after being kept in suspense for some months, i t  was ulti- 
rnately approved, Portugal joining with the other nations in sllaring 
its cost. 

The fourtll slice thus appears to have represented the most critical 
phase in the history of the r o g r a m :  and a great deal of publicity was 
given in various NATO countries regarding their dissatisfaction with 
its financial aspects. Lord Ismay, Secretary General of NATO, made 
the following remarks at  Washington on March 12, 1953, in an 
address before the National Press Club : 

I should mention a word about infrastructure, that is, the construction of 
commonly financed facilities, such a s  airfields, communications, and so forth. 
At the last ministerial meeting (of the North Atlantic Counril), General Ridg- 
way asked for an additional infrastructure program amounting to nearly $450 
million. The council a t  that time. made provision for about one-half of this 
total, taking into account particularly those projects which had to be got under 
way early in the spring to take advantage of good building weather. Decision 
on the other half was postponed. 

This was unfortunately misunderstood by some sections of the press as  a 
denial by S A T 0  of one-half of General Ridmay's requests for the defense of 
Western Europe. I n  fact, the amount of money inrolved amounts to less than 
three-tenths of one percent of the total being spent on defense. 

In principle, the council has now agreed that the remaining number of projects 
requested by General Ridgmay last December will be financed, although no agree- 
ment has yet been reached a s  to the exact share to be assumed by each country. 
That  is now being worked out. The NATO countries will be spending nearly 
S'iOO million in 1053 on infrastructure, trvo and a half times what was spent in 
tiny previous year, and me expect to complete an average of an airfield a meek 
in 1953.' 

1 Department oJ State  Bulletin, Mar. 23, 1953, p. 428. 
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NATO's mounting concern with these economic problems, according 
to an article by Mr. Charles Spofford in the Foreign Affairs Quarterly 
lieview for October 1952, was in part due to its avoidance of such 
problems during its early years. He observed : 

If measures to ease the economic strain caused by the defense buildup are 
within the realm of national action only, then NATO has created pressures which 
it can do nothing to relieve. * * * NATO may therefore have reached a critical 
stage in its development. In its advance ton7ard its military objectives it has 
uncovered most of the hard economic questions but has avoided dealing with 
them. 

An article by Mr. Drew Middleton entitled "NATO Changes Direc- 
tion." which appeared in the Foreign Affairs Quarterly Review for 
April 1953, also emphasized this development. Mr. Middleton ob- 
served that, "after 3 years of feverishly seeking divisions, air squad- 
rons, and destroyer flotillas," NATO was finally concentrating on 
stabilizing the forces i t  had on hand and on expanding the logistic 
bases on which its troops, planes, and ships had to operate. 

The Remaining Slices 

When the fifth slice was initially considered by the North Atlantic 
Council at  Paris during April 1953, the decision was made to treat 
what was then thought to be the remainder of the entire NATO 
infrastructure program as a whole. A ceiling amount of $TOO million 
was allocated to complete it in three more slices (for ca1end:tr years 
1954, 1955, and 1956). Incidentally, the United States percentage, 
which had varied for the four preceding slices, was fixed a t  42.86 
percent for  these remaining three slices. The fifth slice, based o n  th i s  
overall determination, was ultimately approved by the council in 
December 1953. 

The program for the sixth slice was approved by the council in 
December 1954 aud is presently being carried out. The program for 
the seventh slice is currently being staffed and will be submitted to the 
council for approval in November 1955. 

Although the council has agreed that the NATO infrastructure pro- 
gram would end with the seventh slice, and although the Department 
of Defense so informed our Congress last spring, the proviso was 
always made that additional infrastructure projects might perhaps be 
required. should any additiol~al military forces be committed to NATO 
or should new weapons be introduced. Latest information received 
from the Department of Defense indicates that such new requirements 
have actually come about, partially because of routine needs for the 
maintenance, replacement, and modernization of existing facilities, 
but principally because of the adoption of new tactical principles 
based on the need for greater dispersal of NATO facilities to survive 



i ~ i l  i11iti;~l atomic attack. The future prograills for ail eighth slice a i ~ d  
possibly succeeding slices are presently being drawn up by SHAPE 
and SACLANT, and will be submitted by them to NATO's military 
standing group and to NATO's top civilian echelons for approval in 
a few months. I t  is not anticipated that details of these supple- 
mentary programs will be available in the Department of Defense 
until July 1955, or possibly later. 

Tax Refzlnds to the United States 

I t  mill be noted that both the total cost and the United States share 
of the NATO infrastructure program, as given in the above tables, are 
gross figures, representing the amount which the United States was 
actually assessed. I%oaever, the United States Coilgress has consis- 
tently placed a prohibition upon the use of military-assistance funds 
for the payment of taxes in connection with our participation in ac- 
quiring or constructing defense facilities in foreign countries. In-  
cidentally, this proliibition extends not only to the United States con- 
tributions for the E A T 0  infrastructure program, but also to those 
for the offshore procurement program and for direct purchases abroad 
of supplies aild services for the United States armed forces. I n  order 
to comply with this provision, tlie United States Government has ne- 
gotiated tax-relief agreements with each of the countries concerned. 
as part of our bilateral arrangements for mutual security. Each of 
these agreements lists specific taxes from which the United States is 
to be exexmpt, the exemption to be effected by deductioils from the 
assessed charges. 

I t  is estimated that $80,478,000 will be the total amount of taxes 
thus credited to the United States within tlie NATO iiifrastructure 
program, as presently approved. This sun1 may be regarded as dis- 
tributed among the other NATO countries, thus effecting slight in- 
creases of their respective contributions. The United States share is 
thereby reduced to a net figure of $779,261,000 (barely below the 
United States legislative authorization of $780 million as a ceiling 
figure), which represents a reduction in the United States share of the 
total cost from a gross percentage of 41.76 percent to a net percentage 
of 37.86 percent. 

I t  is understood that discussions are presently going on in the 
NATO infrastructure committee about extending such tax-deduction 
privileges to the other NA4T0 countries and allowing host countries 
to be credited certain amounts for utilities and overhead expenses. 

Fzlnding of the United States Share 
I n  keeping with the decision made by the North Atlantic Council 

at  Paris in April 1953 that the cost of the entire program is to be kept 



ateabout $2 billion, section 104 of the Mutual Security Act of 1954 
(Public Law 665 of the 83d Cong.) placed a limit of $780 million as 
the total United States share of this program. 

$169 million of appropriated United States funds was earmarked 
for the NATO infrastructure program for fiscal 1952, $140 million for 
fiscal 1953, $150 million for fiscal 1954, and $100 million for  fiscal 
1955. This makes a total of $559 million presently available for the 
United States share of this program, with $221 million to  be ap- 
propriated for the last two slices. Present indications are that the 
Department of Defense will request that $122 million be appropriated 
for fiscal 1956, leaving a remainder of $90 million for fiscal 1957. 
Minor changes as between these two figures might be necessary for 
various fiscal reasons, on the details of which i t  is not believed neces- 
sary to elaborate in this study. 

Obligations and Expenditures 

It is not appropriate in this paper to review the complicated history 
of actual obligations and expenditures under the NATO infrastructure 
program. I t  is enongh to say that actual obligations have lagged 
behind actual fund availabilities in succeeding slices, and that expendi- 
tures have in  turn lagged considerably behind obligations. The rate 
of obligations and expenditures is determined by the speed of con- 
struction, which is beyond the unilateral control of the United States, 
It is estimated that $535 million of the $559 million made available 
by the United States through fiscal 1955 will have been obligated 
by June 30, 1055, and that $420 million of this amount will have 
actually been expended. It should be noted that the enabling legis- 
lation directs that funds appropriated for this program are to remain 
available until expended, which obviates the need of recurrent legis- 
lation to continue the availability of such funds in succeeding years. 

Other Related Expenditures 

The Mutual Security Act of 1954 authorizes the expenditure of 
$50 million for other infrastructure programs outside of NATO. 
This provision was specifically included as a measure of prudence, 
in view of the possibility that the development of joint defense pacts 
in other parts of the world might necessitate the use of limited sums 
for infrastructure-type construction elsewhere than in Europe. How- 
ever, no appropriations under this authorization have been requested 
by the President or made by the Congress. 

Section 408 of this act authorizes the appropriation of a maximum 
of $3.2 million for payment by the United States of its share of the 



expenses of tlie civiliaii side of NATO. This covers the expenses of 
KATO's civilian headquarters and of the United States Mission to 
the North Atlantic Treaty Organization and European Regional Or- 
ganizations (USRO). However, only $1,169,000 was actually appro- 
priated for this purpose for fiscal 1955. 

A special assessment is made on all NATO countries outside the 
normal NATO infrastructure prograin to fiilance the capital and 
operating expenses of NATO's many peacetime military headquarters. 
I t  is estimated that these expenses will have cost between $25 and $30 
million through fiscal 1955. The United States share of this assess- 
ment has been 45 percent of the capital expenses and 22.5 percent of the 
operating expenses, and is taken from general United States military- 
assistance funds. 

NATO installations developed under this program must meet cer- 
tain minimum standards and requirements laid down by SHAPE and 
the other NATO commancls. I f  a given country wishes to have addi- 
tional facilities constructed at  a KATO installation which is to be 
manned by its own forces, it must pay for the additional cost of these 
special facilities. This has been found particularly necessary for 
Canadian and United States forces, \~h ich  operate more than 3,000 
illiles from their home sources of repair and resupply, whereas Euro- 
pean forces operate for the most part ~ ~ i t l l i i l  or close to their home 
areas and do not need such additional support facilities. During 
tlie 5-gear period froin fiscal 1950 through fiscal 1954, appropri a t' ions 
for United States military construction in the NATO area, exclusive 
c)E United States contributions to the NATO infrastructure program 
itself, have amounted to approximately $1.5 billion, broken down into 
$281 million for the Army, $130 million for the Navy, and $1,132 mil- 
lion for the Air Force, making a total of $1,543 million. Of this 
total, approximately $400 million has been spent for United States 
augmentation of NATO infrastructure facilities in the forward NATO 
areas, and tlle balance has been used to provide airfields and other 
facilities for the United States Strategic Air Command and other 
components of the United States Armed Forces. 

I t  should be mentioned that the other NATO countries also incur 
certain expenses in addition to their assessed monetary contributions 
to the NATO infrastructure program and the tax deductions in  favor 
of the United States. As host nations, they also provide land free of 
charge, the monetary value of which is estimated at  approximately 
$200 million. Further, they provide free of charge such utilities as 
electrical, water, and sewage connections, the monetary value of which 
is estimated at approximately $100 million. 



Programing for First Six Slices 

Approval has been given by the North Atlantic Council for pro- 
ceeding with projects under the first six slices of the NATO infra- 
structure program in the amount of $1,789,466,000, which will be 
expended for the construction of facilities in the several NATO coun- 
tries according to the following breakdown by couiltry : 
U e l g i u m - - - - - - - - - - ~ - _ - - _ - - _ - - - - - _ - - - - - - - - - - - - - - - -  $137,019,000 
Canadn------------------------------------------------------ ----------- 
D e n m a r k - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  56,220,000 
France (including North Africa) 831,038,000 

89,731,000 
Icelantl------------------------------------------------------ 504,000 

259,998,000 
I . u x e m b o u r g - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  5,342,000 

64,126,000 
126,136,000 

P o r t u g a l - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  12,880.000 
Turkey - - - - - - - - - - - - - _ _ - - - - - - - - - - - - - - - - - - - - -  178,750,000 
United Kingdom 27,722,000 
United S t a t e s - - - - - - - - - - - - - - - - - - - - - - - - - - -  ---------- 

T o t a l - - - - - - - - - - - - - - _ _ - - - - - - - - - - - - - - - - - - - - -  1,789,466,000 

Another breakdown of these same fund allocations for approved 
programs, according to category or facility, is as follows : 

Airfiel&----------------------------------------------------- 
Signals-------------------_----------------------------------- 
War headquarters-------------------------------------------- 
Jet fuel supply systems --------------------------------------- 
Naval 
Radio navigational aids --------------------------------------- 
Radar warning installations .................................. 
Training facilities -------------------------------------------- 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,789,466,000 

The remainder of the funds in the total program are unprogramed. 
They include funds for the naval portion of the sixth slice, the entire 
seventh slice, and an unprogramed contingency fund of $70 million, 
which has been created by placing in resei-ve a portion of each slice 
to take care of cost increases, particularly in the second, third, and 
fourth slices. 

Noteworthy progress has been made recently in the actual construc- 
tion of facilities within the approved program, as compared with the 
delays which characterized earlier years. Fo r  instance, 152 of tlze 
planned 174 airfields are expected to have been sufficiently completed 
by December 1955 to meet minfmunl military demands under wartime 
conditions, and all of them will have been completed for  beneficial 
occupancy by the summer of 1956. 



Construction of facilities for the storage and distribution of jet fuel 
: ~ n d  related supplies is also proceeding most satisfactorily. Thirty 
percent of the required pipelines and 50 percent of the required stor- 
3ge facilities will have been completed by June 30,1955. The remain- 
der will have been completed by June 30, 1957, by which time 4,600 
miles of pipeline and 400 million gallons of storage facilities for jet 
fuel will be available. Tactical airfields througllout the NATO area 
will thus be linked up wit11 ports on the Atlantic and Mediterranean 
coasts for continuous supply of jet fuel by the NATO tanker fleet. 
Considerable discussion went on during the hearings last spring as 
to the danger of such pipelines being sabotaged. Officials in the 
Departrnerit of Defense replied that this was an ever-present but 
llot iilsurmouiltable danger and that in any event there was no other 
way to keep a large jet air force flying for any effective time, since 
pipelines had been found to be the only practical way of fueling even 
a conventional-engined air force during World TTar 11. 

More than half of 211 approvecl teleconimunications projects were 
completed during calendar 1953; the ren~aincler are sclleduled for 
completion by the end of calendar 1055. The construction program 
for war headquarters is practically completed. Similar progress is 
reported for the other categories, but the above should be sufficient to 
give an indication of the rate and nlanner in wliich establishecl objec- 
tives of this program have been reachecl. 

Development of Programs 

The development of the NATO infrastructure program involves a 
vast cooperative effort which begins with tlle formulation of require- 
ments by the Supre~rle Commanders of the several NATO commands, 
namely, by General Gruentller a t  Marly near Paris, for the Supreme 
Headquarters Allied Powers, Europe (SHAPE)  ; by Admiral Wright 
nt Norfolk for the Supreme Allied Command, North Atlantic 
(SACLANT) ; and by Admiral Creasy and Air Marshal Boothman a t  
London (as Joint Supreme Commanders) for the Channel Command 
(CHrlNCOilf), which includes only the United IKingdom, Belgium, 
and the Netherlands. By July 1st of each year, these Supreine Com- 
manders send their recommeiidatioils for consolidated infrastructure 
programs for  the next calendar year within their areas to NATO's 
military standing group, n~llich is located in the Pentagon and is 
composed of representatives of the United Kingdom, France, and the 
Uiiited States. A t  the same time, tlle Suprenle Commanders seild 
their recommendations to NATO's International Staff and to NATO's 
Infrastructure Committee, both of which are located in Paris. 

Tlle recommendecl programs are then thoroughly screened by these 
top military and civilian echelons, particularly by the technical experts 



in NATO's international staff, who are directly supervised by an 
American, Mr. Eugene Merrill, and remotely supervised by NATO's 
infrastructure committee, the United States Representative on which 
i3 Mr. Walter Martin, a member of the staff of Mr. John L. Holcombe, 
deputy comptroller of the Department of Defense for Europe, who 
in turn comes under Mr. Wendell Anderson, the defense adviser in 
USRO. It may be observed parenthetically that all of the American 
civilians who represent tlie United States within the various segments 
of NATO are inembers of USRO under Ambassador Hughes, whose 
deputy is Mr. Edward Martin. 

After the several NATO echelons have screened the proposed pro- 
gram, i t  is submitted by NATO's military standing group to the indi- 
vidual NATO countries for further consideratio~l. I n  the United 
States, the Joint Chiefs of Staff first screen it, then the Office of the 
Assistant Secretary of Defense for Iilternatio~lal Security Affairs, 
then the Secretary of Defense himself, and lastly the Department of 
State, which forwards it to USRO together with the agreed United 
States position on the proposed program when it comes up for con- 
sideration before the North Atlantic Council, where i t  is  first acted 
upon by the permanent representatives (including our Ambassador 
Hughes), and then by the forejgn ministers tllemselves (including our 
Secretary Dulles) . 

Fiscal and Other Controls 

The above allocations of responsibility for the NATO infrastructure 
program have resulted in the adoption of extremely rigid procedures 
for fiscal control, internotioilal audit, end-use inspections, and inter- 
national competitive bidding, all of which were inaugurated with 
the fourth slice, to be applied as well to all unfinished projects under 
preceding slice.;. Approval by the North Atlantic Council of the 
~*ecommended program authorizes its execution and sparks tlie rigid 
budgetary control procedures into operation. As construction sites 
are finalized and as the detailed plans, specjfcations, and cost esti- 
mates are developed for each project within a host country, authoriza- 
tions to commit funds are made by NL4TO's Infrastructure Payments 
and Progress Committee, the United States representative on which 
is also Mr. Walter Martin. This committee performs additional 
screening and then grants authority to commit such funds as are 
justified by the circunlstances of each case. 

I t  may be noted that United States contributions to such funds are 
committed by NATO and obligated by the Department of Defense, 
rather than being both committed and obligated by Department of 
Defense like other military-assistance funds. Payments are made 
quarterly in advance, based on estimates of expenditures for the fol- 



lowing calendar quarter as submitted by the host country and approved 
by the NATO Infrastructure Payments and Progress Committee. It 
is interesting to note that the proportionate ratio of each member 
nation is carried down through every project authorized within the 
program. Reports are received in the Department of Defense from 
its representatives in USRO on a day-to-clay basis, and a project-by- 
project review is thus made possible well in advance of the submission 
of tlie quarterly bills. Assurance is thus liad that every other NATO 
country contributes its share at  tlie same time as the United States 
does, or else our own payment mould be helcl up-a development which 
happily has never occurred. 

As commitment authorizations are granted by NATO's Infrastruc- 
ture Payments and Progress Committee, NATO's international staff 
notifies each delegation of its required contributions, on the basis of 
cost estimates. The program is then executed in each country by 
and under the authorities in that country. They must adhere to 
NATO standards and are subject to inspection by a NATO inspection 
team composed of a representative of NATO's international staff, of 
the appropriate military l~eadquarters which will man the facility, 
of the represeiltatives of the user nation, and of the representatires of 
the host country. At  least two inspections of the physical site are 
made by this NATO inspection team, one during the course of con- 
struction, and the second upon completion of the facility. Thus, 
although the host country is responsible for issuing invitations for bids 
and for awarding the contracts, NATO takes appropriate steps on its 
own to insure that quality and other construction standards are 
properly maintained. 

Final audit is performed by NATO's International Board of 
Auditors for Infrastructure, which is coinposed of representatives of 
France, Italy, Norway, the United Kingdom, and the United States. 
This board was created in 1953 cluring the excitement over the fourth 
slice, and is responsible directly to the North Atlantic Council. The 
United States representative on this board is Mr. Charles M. Bailey, 
clirector of the European branch of the General Accouiltiilg Office, 
which is located at Paris. The fact that this board is the final audit- 
ing echelon for expenditures within the NATO infrastructure pro- 
gram illustrates quite clearly that the financial protection of the 
United States Government in this whole program is achieved only 
through international fiscal control, simply because the program 
itself is interilational in substance ancl scope. 

Znternational Competitive Bidding 

Beginning with 1953, contracts were let for the construction of proj- 
ects within this program on the basis of international competitive 



bidding. This system was begun largely at  the insistence of the United 
States, the United Kingdom, Canada, and the Netherlands. The other 
NATO countries have been anxious to have this system applied for 
projects outside their orrn territorial limits but for various reasons i t  
seems for the most part to run into obstacles within their respective 
borders, mostly because of a multitude of barriers which are inherent 
in any organization based on a grouping of sovereign authorities, each 
of which is empowered to issue lams, decrees, and regulations within 
its sovereign territory which may have a prohibitive result on the full 
development of this system. 

However, international competitive bidding is, a t  least in principle, 
the agreed procedure except in cases where there is a governmental 
monopoly or where the N14T0 facilities are expansions of national 
facilities being constructed by the host country. I n  the latter case, 
since the original contractor has his equipment and personnel right on 
the spot, it is generally more advantageous for NATO to negotiate 
the contract with him rather than to offer i t  for competitive bidding. 
Such contracts are given additional careful scrutiny by NATO's in- 
ternational staff to insure that exorbitant profits and unrealistic cost 
voucliers are precluded. 

The United States Department of Commerce has established pro- 
cedures for  the distribution of information concerning invitations to 
bid on this program to firms in this country through the Foreign 
Commerce 7VeekZy and various secondary informational media. 
Amel-ican firms are supposed to write directly to the agency of the host 
country specified in the announcement or invitation. Like all bidders 
in other countries, they must establish their competence and responsi- 
bility, generally by submitting a rBsumQ of their background and ex- 
perience. I f  a copy of this rBsumk is sent to the United States Depart- 
ment of Commerce, this Department will undertake to certify qualified 
firms to the United States representative on NATO's Infrastructure 
Payments and Progress Committee, which mill in  turn pass this in- 
formation on to all NATO countries in the form of consolidated lists 
of certified firms. The Unitecl States Government does not undertake 
to render special assistance to any American firm in obtaining such 
contracts or in easing restrictions which may be placed on them by 
other NATO countries. Many American firms have been successful 
already in obtaining such contracts. However, a large number of these 
contracts have been for the supply of material and its installation, 
rather than for the construction of the fixed facilities themselves. 

Economic Gain to NATO Countries 

I n  such a vast program of military public works, i t  is natural to ask 
how much national economic benefit is received by the countrias to 



which NATO constrnction projects have been allocated. These coun- 
tries have obviously benefited from such basic economic factors as the 
stimulation of production, the reduction of unemployment, and the 
increase in their dollar balance. TVhat is particularly a t  issue, how- 
ever, is the economic gain accruing to the host country in terms either 
of capitnl gains or operating revenues, since i t  assumes title to the 
facility, which in many cases may be used for civilian peacetime pur- 
poses while awaiting emergency use by NATO. 

However, it has been found that such a line of inquiry seems unreal- 
istic in connection with a grouping of nations wherein mutual security 
and mutual defense are the prime and overwhelming objectives. I t  has 
been emphasized again and again that the NATO infrastructure pro- 
gram, like all other NATO programs, is based on obligations which 
we have freely assumed under treaties negotiated by the executive 
branch of our Government and confirmed by the legislative branch, 
and that i t  is pointless to attempt to analyze the gains which may 
accrue to host countries where facilities are actually constructed, be- 
cause the question of what incidental national gain is received be- 
comes practically meaningless when viewed against the broader 
perspective of the importance of adequate preparations for collective 
defense. 

Further, i t  is virtually impossible to isolate such economic benefits. 
Let us say that a project has been completed for expanding a nation's 
own telecommunication facilities between points X and Y, and that 
20 additional circuits have been constructed to supplement the 10 
which were already there. All 30 of these circuits would be available 
for civilian use during peacetime, and all 30 ~ o u l d  be available for 
NATO use should war break out. I t  is obviously diffcult to attempt 
to break down the proportions of the respective equities engendered by 
each of these availabilities. Nevertheless, certain procedures have 
been established in an effort to determine at  least what percentage of 
the operating revenues received from the civilian use of such facilities 
is due to NATO's supplementary construction, and this amount is 
charged against the host nation. 

To continue the illustration, should these 20 additional circuits have 
been routed, at  the host country's request, through a city or town some 
distance off the straightest or most economical line between points X 
and P, the technical officials in NATO's international staff would 
determine the additional cost which such a routing would entail and 
the host country would be assessed the full amount of this difference. 
On balance, i t  thus appears that every possible precaution is taken to 
prevent what might be called national profiteering, and that the 
NATO infrastructure program, as presently administered and con- 



trolled, has surprisiiigly few soft spots, considering the inagiiitude 
and complexity of the program. 

Relationship to Other United States Activities 

The National Security Couilcil gives broad guidance for United 
States participation in the NA4T0 infrastructure program from the 
point of view of national policy. The forn~ulation of the detailed 
United States position on various points is worked out by the Depart- 
ment of Defense in consultation with the Department of State. The 
United States position is practically always determined on the basis 
of purely military considerations. Sonletimes u~i la tera l  United 
States military objectives might enter into the picture and suggest 
that NATO airfields should be located vihere they might also serve as 
emergency landing fields for the United States Air Force's Strategic 
Air Command, say in Iceland. 

Only in rare instances does the United States position appear to 
be influenced by collateral considerations of foreign policy. This 
nlight occur when there is question of extending to non-NATO coun- 
tries the privilege of bidding on infrastructure contracts, or when i t  
appears that existing treaties might have to be revised in order to 
allow infrastructure projects to be located in certain areas. However, 
the rarity and relative unimportance of such compromises effectively 
points out that the Department of Defense has the almost exclusive 
respollsibility in the Executive Brailch for staffing this program. 

Definitive United States positions are eventually translated into 
concrete proposals for presentation to the North Atlantic Council 
by the Secret;~ry of State or his permanent deputy. Since all de- 
cisions of the council are on a unaninious basis, any such proposal 
must be accepted by 13 other nations in order to carry. I t  may be 
assuined that the other countries mill naturally view such proposals 
in the light of their own national interests. 

KO evidence has been noted that FOA, either at  Washington or 
through its missions in NATO countries, has attempted to influence 
either the development of the infrastructure program, the allocation 
of projects to certain countries, or the awarding of contracts to this 
or that bidder. Section 102 (c) of Executive Order 19575, dated No- 
vember 6, 1054, specifies tliat the Department of Defense will ad- 
minister the irlilitary assistance program subject to coordination by 
BOA, and that it will keep FOA fully and currently informed on 
projects undertaken within this program, including all matters re- 
lating to the utilization of funds. These provisions extend of course 
to the NATO infrastructure program, which is a portion of the larger 
~nilitary assistance program. 



I n  view of the essentially military nature of this program, it ap- 
pears that FOA has exercised little or no coordination with regard 
to it, other than to incorporate the request for infrastructure funds in 
its consolidated annual budget for mutual security. It might there- 
fore be properly questioned whether F O B  or its successor agency 
should exercise even nominal coordination over this program. 

However, it would appear to be highly desirable for the Depart- 
ment of Defense to continue to furnish information concernii~g proj- 
ects and the utilization of funds within the NATO infrastructure 
program to FOA or its successor agency, because such information 
may well reflect upon the dollar balance of that country within the 
European Payments Union and may therefore have a direct bearing 
upon its need for trade with or aid from the United States. 

Possibility of Paying i n  Local Currencies 

United States officials connected with this program have stated 
that, during the preparation for the negotiations leading to the estab- 
lishment of the NATO infrastructure program, the United States 
considered the possibility of using local currencies instead of dollars 
for United States payments under this program. However, it is 
said that this was not proposed during the actual negotiations. 

One of the main reasons, i t  is said, was that all of the countries 
where infrastructure projects were foreseeably to be constructed, ex- 
cept Belgium, were at that time receiving substantial economic aid 
from the United States. The United States was endeavoring to have 
these countries increase their defense budgets, intensify their partici- 
pation in the European Payments Union, and take vigorous steps to 
counteract the inflationary pressures inherent in capital development. 

The United States representatives reportedly felt that to cut down 
on dollars in this program would make i t  necessary to supply addi- 
tional dollars in other programs. As a result, at the meeting of the 
North Atlantic Council at  Ottawa late in 1951, the United States went 
along with the proposal that payments would be made in the cur- 
rency of the contributing country, which would be converted by the 
host country into its own currency in accordance with local exchange 
regulations. This meant in eflect that the United States was to pay 
dollars at official rates for all payments under this program. 

Some of these dollars have undoubtedly found their way back to 
the United States in payment for goods and services purchased by the 
host countries from American contractors on infrastructure projects. 
However, the greater part of these dollars in most if not all of the 
host countries are used to purchase local currencies with which to pay 
nondollar construction costs. 

Since the transfer of dollars for this purpose has the effect of pro- 
viding additional economic assistance to meet balances of payments 
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and to lessen ally dollar gaps, the question may be raised as to whether 
this type of economic assistance sllould be continued throughout the 
completion of slices six and seven, in view of the apparent decision of 
the United States Government to extend no further economic grant 
aid to Western Europe. Might it therefore not be possible for the 
United States to reimburse host countries for nondollar expenditures 
with local currencies available to tlie United States either from coun- 
terpart funds or from the sale of surplus agricultural commodities? 
Or are we so far committed to the contribution of dollars with respect 
to slices six and seven that a renegotiation of our present undertaking 
is now impossible 1 

Regardless of what might be done to reduce our dollar contiibu- 
tions to slices six and seven, some thought should be given to the 
possibility of using available local currencies for the supplenlentary 
slices which may turn out to be required because of the changes in 
modern warfare, as has been indicated above. I n  other words, what 
is to be our policy in providing dollars that can not be identified with 
dollar expenditures under this program? Tlie decision may vary 
with our readiness to extend additional economic aid to one country 
and our reluctance to do so with regard to some other country. Hom- 
ever, the problem exists and i t  appears to have a definite bearing on 
the planning of future United States foreign aid programs and on 
the aggregate volume of economic assistance to be granted to a particu- 
lar country under an integrated program. 

Summary of Findings and Conclusions 

1. Infrastructure in NATO parlance means those fixed facilities 
which are necessary for the support of NATO's integrated combat 
forces, such as airfields, telecommunications, and war headquarters. 
The construction of such facilities has been undertaken as part of 
the collective defense effort of the 14 sovereign NATO countries. 
This program therefore has its justification as an essential component 
of NATO. 

2. This program began in calendar 1950 and has been authorized to 
continue through calendar 1956. The program for each of these 7 
years is called a "slice," each of which is presented to the North At- 
lantic Council for approval at the time of the annual review. 

3. The total cost of these seven slices is fixed at approxiinately $2 
hillion, which is financed on a common cost-sharing basis. The 
United States net share is approximately $780 million, or 38 percent 
of the total. Funds for the United States contribution of $221 mil- 
lion to the last two slices are authorized but remain to be appropriated. 

4. Fiscal and other controls over United States contributions can be 
exercised only through multilateral channels. Notwithstanding a 



somewllat loose management of funds in earlier years, i t  appears that 
procedures are now in force which are well calculated to protect 
United States financial interests. One of the most recent measures 
along these lines has been the establishment of NATO's board of 
auditors for infrastructure, the United States representative on which 
is the director of the European branch of the United States General 
Accounting Office. 

5. All United States elements in NATO should continue their 
efforts to expand the area of international competitive bidding for 
infrastructure contracts, even though prospects for success in this 
direction are admittedly somewhat dim. 

6. I n  view of the essentially military nature of infrastructure, i t  
might be questioned whether or  not F O A  or its successor agency 
should continue to exercise even nominal coordination of the Depart- 
ment of Defense in the administration of the program. It may be 
that the only guidance required is that given by the National Security 
Council for overall policy and by tlie Department of State in working 
out the details of the United States position in the North Atlantic 
Council. 

7. Some of the economic benefits resulting froin this construction 
program, such as the stimulation of production and the lessening of 
unemployment, are too intangible to be accurately ascertained. On 
the other hand, constant effort is made to prorate capital gains and 
operating revenues accruing to host countries as debits against them. 
United States officials in charge of the program consider i t  inappropri- 
ate to demand a rigid accounting of such incidental economic benefits 
in a multilateral enterprise wherein mutual security in mutual defense 
are the prime objectives. 

8. The United States is presently committed to paying dollars for 
its contributions to this program. Should not the United States 
endeavor to pay in local currencies that part of our contribution which 
is not needed to meet dollar costs? Local currei~cies might be avail- 
able eitlier from counterpart funds or  from the sale of agricultural 
surpluses. Tlie other NATO countries would undoubtedly oppose 
any such proposal most vigorously, on the ground that  these dollars 
are necessary to preserve their ecoiiomies on a sound basis and thus 
maintain their relatively high defense budgets. However, such claims 
should iiot be accepted as d i d  generalizations but should be tested 
against other indications of the economic deficiencies of individual 
countries. 

9. I n  any erent, the improved dollar balance of the host countries 
by virtue of United States infrastructure contributions must be con- 
sidered as a factor in reviewing their requests for economic assistance 
through other United States aid programs. 
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INTRODUCTION 

Foreign aid activities and related overseas economic operations are 
integral parts of diplomatic relations which the United States conducts 
with some 77 nations through 68 embassies, 9 legations, and 167 con- 
sulates maintained in 105 countries. Foreign aid programs have been 

a ions. carried on in most, but not all, of these n t '  
Overseas economic operations generally, and foreign aid opera- 

tions in particular, require coinpetently trained officers recruited from 
many walks of life and fully representative, in excellence and variety, 
of the best of American citizenry. 

The Foreign Operations Administration, which the Con~mission has 
suggested be studied in all its aspects, engages in  a host of activities 
in the fields of economics, commerce, industry, agriculture, finance, 
labor, public health, education, and information through its substan- 
tial staffs of foreign aid specialists working in F O A  field missions. 
While some of these missions are partially integrated with the regular 
embassy and consular organizations, many such missions function 
independently, receive instructions from and report on foreign aid and 
related developments directly to F O A  in Washington, and make rep- 
resentations to and conduct negotiations with foreign governments. 
Thus their activities directly affect the position and the effectiveness 
of the ambassador. They are also interrelated with overseas economic 
operations carried on by the Foreign Service or  by other principal 
agencies of the Government which conduct operations overseas, 
whether as part of the regular embassy and consular organizations 
or separately, through independent personnel systems. 

The Hoover Commission recognized the importance of overseas 
economic operations to the Nation when i t  established a task force to 
make studies in this field. It is significant that  the Commission spe- 
cifically called for a study of the general problem of staffing arrange- 
ments, according to a memorandum of August 11,1954, in the following 
language : 

111. Study t h e  general problem of staffing -4merican Enlbassies abroad with 
specialists from the Commerce, Agriculture, and Labor Departments. 

Other items in the scope of inquiry, such as surveying the work of 
FO14 in all its phases and recommending w y s  by which the Govern- 
ment agencies involved in overseas econon~ic operations can operate 
with more efficiency and economy, also entail consideration of staffing 
and related personnel arrangements. 

The task force has, from the outset of its studies, attached great 
importance to enabling the United States to speak with one voice 
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abroad, that of the ambassador in each country. As studies on staffing 
arrangements progressed, i t  became evident that the position of the 
ambassador could be strengthened in a number of ways. Measures to 
strengthen the ambassador's position and to enable him to speak 
effectively for the United States in his country are developed herein 
in terms of n unified foreign service, n career service for overseas 
economic specialists, stafing and reporting procedures anlong the for- 
eign affairs agencies in Washington, the role of the chief of United 
States diplomatic mission, and persoilnel needs for today and 
tomorrow. 

This report attempts to provide for the use of the task force an 
adequate overall view of personilel engaged in administration of for- 
eign affairs functions, particularly those employed in connection with 
overseas ecollomic operations ancl foreign aid activities. 

1 "Forelgn affairs," as  used herein, includes overseas economic operations and foreign 
aid activities. 



I. Development and Extent of a 
"unified Foreign Service" 

Prior to the turn of the century the United States did not engage 
extensively in overseas economic operations. Such operations as were 
undertaken fell within the purview of the Department of State, per- 
haps partiany in coilsequence of the fact that the Departments of 
Commerce, Agriculture, and Labor had not as yet been established. 
I n  1842 Congress authorized the reporting under the supervision of 
the Secretary of State of information concerning foreign tariffs, com- 
mercial systems, and regulations. I n  1856 consuls and conlmercial 
agents of the United States in foreign countries were authorized to 
procure and transmit authentic commercial information to the 
Department of State. 

The first provision for special agents to investigate trade conditions 
abroad v i th  the object of promoting the foreign commerce of the 
United States was contained in an Appropriations Act dated RIarch 3, 
1905. I n  the period 1905-14 the special agents were sent abroad in 
connection with the promotion of foreign trade, largely of a tem- 
porary or roving character, without permanently established head- 
quarters in foreign countries. During the subsequent period of 
1914-27 the so-called commercial attaches service was organized upon 
a longer term basis by authority granted in annual appropriations 
bills. Permanent legislative status for a separate Foreign Commerce 
Service under the direction of the Department of Commerce did not 
occur until Rlarch 3, 1927, when the Hoch Act was approved by 
Congress. Similarly, a separate Foreign Agricultural Service under 
the direction of the Department of Agriculture was authorized and 
established under Public Law 304, approved June 5, 1930. 

A coordination agreement executed between the Departments of 
State and Commerce on July 27, 1933, provided that the commercial 
attaches were to report through the Secretary of State instead of 
direct to Commerce, and that instructions to commercial attach& 
were to emanate from the Secretary of State. 

The concept of a "unified Foreign Service" had its roots in the 
Rogers Act of 1924, consolidatiilg the diplomatic and consular corps. 
However, the economic specialists of the separate foreign services of 
Commerce and Agriculture were not integrated into the Foreign Serv- 
ice administered by the State Department until Congress approved 
Reorganization Plan No. 2 in 1939. The period of World War I1 
was marked by the establishment of separate personnel systems for 



temporary agencies such as OSS, OWI. and FEA.  However, these 
personnel systems were terlninated by a transfer of the ten~porary 
agencies to State in the fall of 1945. The Foreign Service Act of 
1946 confirmed the concept of n "unified Foreign Service" and for- 
malized by law a rnarginal participation of the Departments of 
Commerce, Agriculture, and Labor in the administration of the For- 
eign Service by the Department of State. The approval of the 
Marshall plan in 1047 mas accompanied by the establishment of a 
separate personnel system for ECA. IVllen Reorganization Plans 7 
and 8 took effect in 1953, separate personnel systems mere established 
for BOA and 1JSIA. A separate agricnltnral attach6 system under 
the direction of the Department of Agriculture was authorized by tlie 
Agricultural Act of 1954. 

Inlplicit in the development of a "unified Foreign Service" has 
been its administrative control by one agency in Washington, the 
Department of State. and the assignment of overseas economic special- 
ists under a single personilel systeln to the staff of the regular embassy 
and consular organizations under the direction of the ambassador in 
cach country. 

A number of major studies have been made during the past few 
years on overseas administrative personnel problems. Reports con- 
taining the findings of these studies strongly support the concept of a 
single foreign affairs personnel systein for  the specialists of the for- 
eign affairs agencies, in such terms as would include those engaged in 
foreign aid activities and related overseas econoniic operations. Fore- 
most anlong these reports are those prepared by the first Hoover Com- 
mission in 1949; the Secretary of State's Advisory Committee on 
Personnel (the Rowe Committee) in 1950; the Brookings Institution 
in 1951; the Secretary of State's Public Committee on Personnel (the 
TVriston Committee) in 1954 ; and the personnel adviser to the Presi- 
dent--a progress report on the latter having been submitted to the 
House Government Operations Committee on March 16, 1954. 

The first Hoover Comniission, in its report of February 1949 on 
"Foreign Affairs." lent its support to a "unified Foreign Service" 
by recommending that the personnel in the State Department and 
of the Foreign Service, above certain levels, be amalgamated into 
a single foreign affairs service to serve at  home or overseas and con- 
stitute a safeguarded career group administered separately from the 
general civil service. I t  further proposed that this foreign affairs 
service be utilized to meet the needs of other agencies (engaged in 
overseas economic operations) by a recruitment therein of specialists 
from these agencies and from business, labor, and other sources. I t  
also suggested that these agencies should obtain appropriations for 
their specialists, and that while employed overseas these specialists 
should constitute an integral part of the embassies to which they are 



assigned and be under the direction of the ambassador in each country. 
The Rowe Committee in its report of August 1950 lent its support 

to a "unified Foreign Service" by expressing the belief that it should 
be a unified system, operating under a common set of principles, and 
offering a satisfying type of public service. It added that this 
personnel system should be created separate from the existing civil 
service system to meet our peculiar responsibilities in the field of 
overseas operations. 

A Brookings Institution report gives its support to a single foreign 
affairs service in the following language : 

The issue most prominent in  public discussion of foreign affairs personnel in 
recent years has been the recommendation of the [flrst] Hoover Commission, 
subsequently reafflrmed by the Rowe Committee, that a single foreign affairs 
service be created, in which the departmental staff of the State Department 
and the Foreign Service would be consolidated.' 

The Brookings report goes on to observe that during the postwa~. 
period the problems of personnel administration in foreign affairs 
(including overseas econoniic operations) have grown in urgency 
and complexity. Of three major efforts to find a solution-the Foreign 
Service Act of 1946, the Hoover Commission reports of 1949, and 
the Rowe Committee report of 1950--only one resulted in basic 
action ; and 

None has represented a search for a comprellensive system which would 
provide a program of personnel administration for all overseas civilian personnel.' 

The Brookings report adds that the failure to provide adequately 
for recruitment and retention of specialized personnel, the failure 
to provide for easy interchangeability of staff, the f a i l u r e  to give 
effective attention to executive personnel-are compounded by a 
fourth difficulty, the existence of the several different personnel 
systems for the administration of foreign affairs staffs (including 
staffs handling overseas economic operations). 

The above-cited Brookings report sums up emphatically in the 
following language : 

These several systems, operating without the stabilizing influence of an  
accepted basic concept of what the system should provide and how they should 
be related to each other, have produced a wasteful, unnecessarily competitive, 
and moral-damaging personnel environment in the foreign affairs program. 
This condition is the result of differences in the appointment [recess, in the 
tenure of employment offered, in the opportunities for advancement and transfer, 
in compensation, in allowances and leave systems. 

The Wriston Committee, in its report of June 1954, also recom- 
mended an integration of the personnel of the State Department 
and Foreign Service, where their functions converge, into tl single 
administrative system composed of some 3,900 officers. A staff study 

1Brookings Institution report of June 1951 entitled, "The Administration of Foreign 
Affairs and Overseas Operations." 



made for the Committee estimated that masimum long-range strength 
of the Foreign Service officer category might reach 6,200 if the Foreign 
Service is considered as the principal source of trained officer 
personnel for FOA and USIA. 

The study of overseas personnel by the President's personnel Ad- 
viser, in substance, has this to say: United States Government ac- 
tivities overseas fall into two categories: first, projections overseas 
of domestic activities which are largely the concern of the civil 
service; and second, representations to and dealings with foreign 
governments, assistance to foreign economies, and information on 
United States aid to foreign peoples, vhich are best covered by a 
separate foreign affairs personnel system having a planned 
relationship to other personnel systems of Government. 

The establishment of a unified Foreign Service or a single foreign 
aBairs personnel system would involve the consolidation of a number 
of existing systems. The numerous personnel systems governing the 
s t d n g  of American embassies and consular establishments with 
overseas economic specialists from BOA and the other foreign affairs 
agencies range from participation in one or more of the three person- 
nel subsystelns of the Foreign Service to varying independent overseas 
personnel systems established under different laws and administered 
by foreign affairs agencies other than the State Department. The 
principal features of some of these varying systems are set forth 
below. 

The Foreign Service Act of 1046 authorizes three personnel sub- 
systems : 

(1) A Foreign Service Officer Corps is the only career service for 
officers, based primarily on entry at the bottom and promotion tllrough 
the ranks, on a basis of merit, to the positions of counselor, minister, 
and ambassador. Entry is by successful completion of prescribed 
written, oral, and physical examinations and subsequent appointment 
by the President by and with the advice and consent of the Senate. 

(2) A Foreign Service Besewe  C'orps is authorized for specialists 
on a temporary basis. Appointments are for nonconsecutive periods 
of not more than 4 years each of any person regularly employed in any . 
Government agency. Appointments are made administratively by 
the Secretary of State to a particular class and based on age, qualifica- 
tions, and experience. Pay and allowances are commensurate with 
those provided for the Foreign Service Officer Corps. 

(3) A Foreign S e w i c e  Staff Corps is authorized for the adminis- 
trative, fiscal, and clerical personnel of the Foreign Service. 
Appointments are by the Secretary of State and based on educational 
and experience qualifications in light of the standards required for 
the particular job to be filled. Pay scales are inferior to those 
prescribed for the other two corps. 



The Mutual Security Act of 1954 authorizes the Director of the 
Foreign Operations Adininistratioil to establish a separate personnel 
system to perform the purposes of the act at  home and abroad. The 
Director has authority to employ or assign persons abroad who will 
receive pay and allowance at any rates provided for the Foreign Serv- 
ice Reserve and Foreign Service Staff by the Foreign Service Act of 
1946, as amended. These overseas personnel receive instructions from 
and communicate directly with FOA. 

Tlle Departments of Agriculture and Treasury, USIA, CIA, and 
Defense service attach& in varying degrees engage in overseas 
economic operations under separate personnel systems established 
under different laws. Generally speaking, the Departments of Coin- 
merce and Labor support the concept of a "unified Foreign Service," 
but there has been strong sentiment favoring new arrangeinents for 
overseas economic specialists serving in the Foreign Service. I n  
response to this sentiment, the Bureau of the Budget approved a new 
arrangement on December 21, 1954, giving Commerce increased per- 
sonnel responsibility for trade commissioners, and recently the State 
and Labor Departments have agreed on new personnel procedures 
applicable to labor attach&. 



11. A Career Service for Overseas Economic 
Specialists 

The Foreign Service Act of 1946 is the only act designed for over- 
seas personnel managenlent. It provides a career service for the over- 
seas personnel of the State Department, but not for the specialists of 
the other foreign affairs agencies. While the Foreign Service Act 
contains a provision for lateral entry into its officer career service, 
known as the Foreign Service Officer Corps, this provision has been 
so circumscribed by restrictions of lam and regulations that only 51 
candidates have been approved for admission from 2,378 applications 
filed during the period 194654.' 

The Foreign Service Xeserve Corps is designed, as stated before, 
not as a career service for specialists, but with appointments limited 
to a statutory tenure not to exceed 4 years. This corps could be re- 
formed to constitute a career service for the overseas economic special- 
ists of the other foreign affairs agencies, as well as a service in mhich 
short-term specialists could be placed, by eliminating the statutory 
&year limitation on tenure and by continuing the Secretary of State's 
authority to lnake appointmel~ts administratively. Qualifications for 
entry into the re-formed Foreign Service Reserve Corps could be 
tailored to meet the overseas economic specialist requirements of the 
foreign affairs agencies. I f  the goal is to be achieved of a single 
foreign affairs personnel system for all foreign affairs personnel, in- 
cluding foreign aid and overseas economic specialists, reasorlable 
standards should be applied for lateral transfer on a selective basis 
from the Reserve Corps into the Foreign Service Officer Corps. A 
prudent administration of lateral entry mould strengthen the diplo- 
matic corps by enabling specially qualified specialists to move into the 
officer career service and up to the positions of counselor, minister, 
and ambassador. 

An observation in respect to the lateral entry of specialists made 
by the Task Force on Personnel and Civil Service in its report of 
February 1955 seems timely : 

One thing the task force wishes to reemphasize. It does not propose to estah 
lish a "closed" civil service which can only be entered at  the lowest level. In 
this country where there is substantial mobility in business, industry, professions, 
and the educational world, lateral recruitment on a genuir~e merit basis of open 
competition provides an opportunit~ to enrich the civil s~rvice .  

Wriston Committee report of June 1954, chap. 4. 
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The foregoing could be equally applicable to the Foreign Service in 
respect to enrolling highly qualified overseas economic specialists. The 
Wriston report observes that the Foreign Service is critically deficient 
in overseas specialists versed notably in economics, labor, agriculture, 
commercial promotion, business administration, and other skills- 
specialties that have become indispensable to the successful practice of 
modern diplomacy. 



111. Revised Staffing and Reporting 
Procedures 

At the present time the United States Government is handicapped 
by the lack of simplified personnel and staffing procedures in Wash- 
ing applicable to the foreign affairs agencies which perform overseas 
functions covered by the Mutual Security Act. This group includes 
FOA, the Departments of State, Commerce, Agriculture, Labor, 
Treasury, Interior, Defense, and HEW, and USIA and GSA. The 
transfer of FOA functions to the State Department would not solve 
this problem but rather emphasize the need for finding a solution. 
One means of simplifying existing personnel and s t a h g  procedures, 
which currently differ for each agency concerned, might be for the 
State Department to execute a standardized bilateral agreement with 
each agency performing overseas economic operations. These agree- 
ments could be patterned along the following lines, which are based 
on principles advocated by the first IIoover Commission : 

(a) A recognition that the specialists of the foreign apairs agencies engaged 
in overseas economic operations and foreign aid activities would serve abroad 
as an integral part of a single foreign affairs personnel system as  a substitute 
for, and a simplification of, the numerous varying separate personnel system. 

( b )  The State Department, supported by the other foreign affairs agencies, 
will present to the Bureau of the Budget and to Congress a unified budget for 
the Foreign Service in which will be included sums for the overseas personnel 
of these agencies. When this budget is presented to the Appropriations Com- 
mittees of both Houses, it would then be the responsibility of each of the other 
foreign affairs agencies to appear before these committees and justify that 
part of the budget applicable to them (salaries and allowances for its personnel, 
administrative support services, clerical support, and hire of local employees). 

(o) Each foreign affairs agency, in consultation with the State Department, 
would designate the posts where the funds appropriated are to be used and 
detail the stamng and other arrangements for its overseas economic specialists. 
If Congress appropriates less than is requested, the agency affected would 
promptly inform the State Department in what posts and countries the reduc- 
tions should be made. 

(1) Provision could be made for the entry of the overseas economic specialists 
of the foreign affairs agencies into the Foreign Service Reserve Corps, which 
could be reformed to constitute a career offlcer service for specialists by a 
removal of the 4year limitation in tenure in order that appointments could be 
made administratively on a permanent or temporary basis according to the 
needs of the service. Qualiflcations for entry should be determined by the for- 
eign affairs agency concerned. State should enroll, assign, transfer, promote, 
and select-out the specialists in this corps under procedures approved by the 
foreign affairs agencies, subject to the availability of funds and a character 
approval of each candidate by the Secretary of State. 



( e )  A revised reporting service is required to provide economic inforluation 
needed for the determination of foreign policy and for the  guidance of the 
husiness, agricultural, labor, and other communities. There seems to be little 
doubt that the present system is  cumbersome, wasteful, and inefficient. 

The various aspects of this problem might be dealt with as  follolvs: 
Single-time or special-purpose econon~ic reports requested by a single foreign 

affairs agency could be transmitted by the specialist officer direct to that  agency, 
subject to the comment of the Ambassador and with copies available for trans- 
mission to the Department of State. Copies of economic reports prepared for 
two or  more agencies, such a s  the reports called for under the comprehensive 
economic reporting program, after being reviewed by the chief of mission, 
should be transmitted to the Department of State for circulation to the other 
interested agencies. Technical economic background information could be tmns- 
mitted by any foreign affairs agency directly to its overseas specialist a t  any 
post, with information copies t o  the Department of State and ambassador. 
Requests for infornlation could continue to be transmitted by the foreign affairs 
agency through the Department of State to the embassy or  consulate. However, 
the Division of Foreign Reporting, currently staffed with State Departlnent 
personnel, could be replaced by a joint service group staffed by employees from 
the foreikm affairs agencies concerned. Thus i t  should be possible for employees 
of Agriculture assigned to the group to review the requests emanating from the 
Ilepartment of Agriculture, with similar arrangements for the other agencies. 
Personnel assigned to the group should have special knowledge of the reporting 
requirements of their agency and work within the limitations of specialists 
assigned abroad. I n  addition, the folIowing remedial measures could also be 
undertaken to strengthen the reporting service : 

(1) The survey requested from the Bureau of the Budget to assess the im- 
portance and end-use value of all types of reports should be completed a s  soon 
a s  possible; 

( 2 )  An effort could be made by the State Department to have the reporting 
personnel use greater selectivity in choice of subjects for voluntary reports. 



i V  Role of Chief of United States 
Diplomatic Mission 

Executive Order 10575 of November 6,1954, defines the functions of 
the chief of United States diplomatic mission, as representative of the 
President, in the following terms. He serves in each country as the 
channel of authority on foreign policy and provides foreign policy 
direction to all representatives of United States agencies in his country. 
He coordinates the activities of representatives of United States agen- 
cies (including the chief of economic and technical assistance missions, 
military assistance advisory groups, foreign information staffs, and 
other representatives of agencies of the United States Government). 
ITe assumes responsibility for assuring the unified development and 
execution of all United States programs in his country. More par- 
ticularly, in the language of the Executive order, each chief of United 
States diplomatic mission, with respect to the programs and the 
country concerned, is responsible for : 

(1) Exercising general direction and leadership of the entire effort. 
( 2 )  Assuring that recommendations and prospective plans and actions of 

representatires of Vnited States agencies are  effectively coordinated and are 
consistent with, and in furtherance of, the established policy of the United States 

(3) Assuring that the interpretation and application of instructions received 
hy representatives of United States agencies from higher authority are in accord 
with the established policy of the United States. 

(4)  Guiding the representatives of United States agencies in  working out 
measures to prevent duplication in their efforts and to promote the most effective 
and efficient use of sll  United States officers and employees engaged in work on 
the said programs. 

(5)  Keeping the representatives of United States agencies fully informed 
as to current and prospective United States policies. 

(6)  Prescribing procedures governing the coordination of the activities of 
representatives of United States agencies, and assuring that such representative# 
shall have access to all available information essential to the accomplishment of 
their presrribed duties. 

( 7 )  Preparing and submitting such reports on the operation and status of the 
programs referred to  in the introductory portion of this subsection as  may he 
requested of the Secretary of State by the Secretary of Defense, the Director of 
the Foreign Operations Administration, or the Director of the United States 
Information Agency, with respect to their respective responsibilities. 

(8) Recommeuding the withdrawal of United States personnel from the 
country whene~er  in his opinion the interests of the United States warrant 
such action. 

Ordinarily the foregoing authority for a chief of United States 
diplomatic mission should be sufficient to enable the United States to 
speak with one voice in each country, the voice of the chief of mission. 



This has not necessarily followed. The growth of a tendency to send 
specialists abroad under independent personnel systems and assigned 
to separate missions, not a part of the embassy, each encouraged to act 
autonomously, has contributed to the result that the United States 
has spoken with numerous, often conflicting voices. According to an 
October 1954 study for the Senate Appropriations Committee, F O A  
missions are operating independently abroad and, in many instances, 
the ambassador does not exercise control over the FOA official in his 
territory and his advice can be ignored, no matter how competent the 
ambassador may be. Confusion has also arisen when more than one 
ambassador has been assigned to a single country. 

There are a number of measures which could be undertaken that 
would contribute toward enabling this country to speak effectively 
with one voice abroad, that of the ambassador. Simplified arrange- 
ments standardizing staffing and reporting procedures among the 
foreign affairs agencies, along lines mentioned above in section 4, 
would enable these agencies to get together and resolve their admin- 
istrative problems in Washington and thereby reduce the likelihood 
of the conflicts being passed on to the ambassador or being publicly 
aired abroad, to the embarrassment of this Nation and its envoys. The 
substitution of a single foreign affairs personnel system for the num- 
erous and varying systems currently employed and the assignment 
of overseas economic specialists to the regular embassy and consular 
organizations would strengthen the position of the ambassador by 
enabling him to administer such personnel through his regular depu- 
ties and under the established line of command. The ambassador is 
the representative of the President, and as such, should be accorded 
the requisite line authority over all American Government personnel 
assigned to his country. Because of the multiplicity of his responsi- 
bilities in the field of overseas economic operations, the ambassador 
must rely to a great extent on his staff. A competent staff can best 
be assured for him, as well as for the foreign affairs agencies engaged 
in overseas economic operations in Washington, by a sound recruit- 
ment and training program for officers on a career basis. Further- 
more, a sound career development program should enhance the stature 
of officers scheduled to assume the heavy responsibilities of counselor, 
minister, and ambassador in the future. 

I n  order that the scope and complexity of the ambassador's position 
may be better understood, there is set forth a list of the United 
States agencies and their representatives engaged in overseas economic 
functions in the United Kingdom, subject to the supervision of the 
ambassador. This list is not all-inclusive, as the ambassador has 
other fields of responsibility : 



1 .  Department of State 

Overseas economic operations of State and other agencies carried 
out in the Economic Secltion, Embassy, London, and in the economic 
sections of the consulates in the U. K. 

2. Foreign Operations Administration 

FOA aid programs carried out by an independent mission (USOM) 
partially integrated with the Embassy Economic Section,' with the 
chief of FOA mission serving concurrently as Minister for Economic 
Affairs and the deputy chief of FOA mission serving concurrently as 
counselor for economic affairs. 

3 .  Department of Commerce 

Maritime Administration. Maritime attach6 has status of Foreign 
Service reserve officer and is charged with investigating costs of ship 
construction and ship operation. 

Bureau of Foreign Commerce represented by officers of the Foreign 
Service in the embassy economic seotion. 

4 .  Treasury Department 

Treasury finance representative serves concurrently as financial 
adviser to the ambassador and to the chief, FOA mission. 

Treasury customs representative from the Bureau of Customs. 

5.  Department of Agriculture 

Agriculture attach6 in the agricultural attach6 system directly 
represents the Department of Agriculture. 

6.  Department of Defense 

(a) Army attach6 reporting overseas economic and other tlevelop- 
rnents. 

( b )  Naval atkach6 reporting overseas economic and other develop- 
ments. 

(c) Air attach6 reporting overseas economic and other develop- 
ments. 

( d )  Military Assistance Advisory Group (MAAG) representing 
all three services. Chief of M U G  is one of officers comprising so- 



called country team along with the ambassador and chief of FOA 
mission. 

7 .  General Services Administration 

Public and cultural affairs officers in an independent mission respon- 
sible directly to USIA. 

9. Department of Labor 

Labor attach6 who is a Foreign Service officer. 

In  addition, there are petroleum, shipping, and civil air sections in  
the Embassy, London, staffed by officers of the Foreign Service. 



V. Personnel Needs for Today and 
Tomorrow 

A close relationship exists between our overseas economic and mili- 
tary programs and their impact on our national security. Effective 
planning and conduct of these complex activities of the United States 
Government requires'adequate numbers of trained and qualified em- 
ployees. There is the necessity of seeing that our present programs 
are administered and carried out by the best available personnel, and 
at  least of equal importance is the continuing need for assuring the 
people of the United States that their overseas activities will be con- 
ducted in the future with skill, ability, and a clear understanding of 
our national interests. 

The personnel requirements of our overseas economic operations can 
only be met through an adequate recruiting and training program 
specifically designed to meet the needs of the agencies concerned. 

An extensive interest has been expressed in the need for career train- 
ing of foreign affairs personnel performing overseas economic and 
other functions by the President in his 1955 budget message, by the 
Wriston Committee in its report of June 1954, and by the House For- 
eign Affairs Committee in its report on the Foreign Service Act of 
1946. 

Three proposals for the establishment of career training facilities 
have been put forth recently : a Foreign Service scholarship training 
program, a Foreign Service Academy, and a Foreign Service Institute. 

The proposal for a Foreign Service Scholarship Training program 
is one of the principal recommendations of the Wriston Committee 
report of June 1954. This program is patterned after the Navy's 
Reserve Officer Training Corps system. I t s  recruitment and training 
provisions are designed for personnel of the State Department and 
Foreign Service but not for the overseas specialists of the other foreign 
affairs agencies. The idea is to enlist promising candidates into a two 
year training program at the end of the sophomore year. Recruit- 
ment is based on State quotas according to population, on closer rela- 
tions with the universities and colleges-the principal source of officer 
candidates, and on appointments by the President and members of the 
Congress. Candidates receive a Federal grant for 2 years for educa- 
tion at an accredited college of their choice, subject to an agreement 
on the part of the applicant to complete the course and to serve in the 
Foreign Service for at least 6 years. The Commission on Education 
and International Relations, established under the American Council 



of Education, has indicated there are good reasws for considering this 
proposal at  a graduate rather than an undergraduate level. At an 
undergraduate level the student is seeking an education, is a minor, 
and it is too early for specialization. At the graduate level the indi- 
vidual is more mature, is choosing a career, and is at  a logical point 
to undertake specialized training. 

The proposal for a Foreign Service Academy is the subject of several 
bills introduced into the House of Representatives over the past sev- 
eral years. The academy proposal is patterned after the institutions 
at  West Point and Annapolis so successfully used for recruitment and 
basic training by the Army and Navy. Current bills would provide 
training of orerseas personnel for the Foreign Service, FOA, and 
Departments of State, Commerce, Agriculture, and Treasury. Ap- 
pointments would be by members of Congress and the President. 
Undergraduate training would be provided for 4 years. 

A proposal for reforming the Foreign Service Institute is also con- 
tained in the Wriston report. I t  calls for a fulfillment of the intent 
of Congress as expressed by the House Foreign Affairs Committee in 
its report on the Foreign Service Act of 1946 and as provided in the 
act itself. The training and instruction contemplated by Congress 
could be provided by a lower school at a graduate level and an upper 
school at the service war college level on a single campus, with attend- 
ant advantages in terms of efficiency, economy, and educational im- 
pact. Under the above act, career training could be furnished to the 
overseas personnel of all foreign affairs agencies. 



VI. Personnel Systems for Key Agencies 
The Secretary of State's Public Committee on Personnel (the 

Wriston Committee), in its report of June 1954, indicated that some 
24 Government departments and agencies have American personnel 
stationed abroad in foreign areas. The United States maintains 68 
embassies, 9 legations, 167 consulates, in 105 countries. I n  addition, 
there are numerous special missions and a few independent offices 
overseas. 

A report on a study of overseas personnel problems, dated March 
16,1954, was submitted by the Personnel Advisor to the President a t  
ii hearing before the International Operations Subcommittee of the 
House Committee on Government Operations. The highlights of this 
report are summarized as follows : 

Early in the summer of 1953, a t  the request of the President, his 
Personnel Advisor undertook a study of overseas personnel problems. 
This program stemmed in part from the President's message to Con- 
gress on June 1, 1953, accompanying Reorganization Plans 7 ancl 8 
for the establishment of FOA and USIA. I n  his message, the Presi- 
dent stated that lie was not satisfied with the provisions contained in 
those plans relative to the handling of personnel; and that he would 
request that the matter be studied critically and that recommendatioiis 
be made for a better solution. 

The goals of this study are broad: Establishment of sound and ef- 
fective management practices, elimination of inequities to individuals, 
establishment of broader career opportunities in foreign affairs, and 
improvement of United States prestige abroad. The Foreign Service 
Act of 1946 is the only act that was designed for overseas personnel 
management. It was written by planning groups within the Depart- 
ment of State, designed just for the State Department and not the 
other foreign affairs agencies. The Foreign Service Act is not easily 
extended to include civil service employees of State and other foreign 
affairs agencies. The act itself did not envisage or provide for the 
variety and scope of present-day foreign affairs activities. 

One of the things that is being looked into is whether the Foreign 
Service Act emphasizes career diplomat development with adequate 
provision for program staffing or for development of topflight ad- 
ministrative and program operators as distinguished from diplomatic 



representation, negotiation, and reporting. These conclusions had 
been reached: There is a current need for a foreign affairs personnel 
system. This foreign affairs persoilnel system must have a planned 
relationship with the civil service system and with all other systems 
of personnel management. 

United States Government activities overseas fall into two broad 
categories. I n  part, these activities are extensions overseas of domes- 
tic activities; for example, most Defense Department activities in 
foreign countries. There is a second type of activity overseas: re- 
porting on foreign developments, representations to and negotiations 
with foreign governments, assistailce to foreign economies, and infor- 
mation on TJilited States aid to foreign peoples. Examples of the lat- 
ter type of activity may be found in FOB, USIA, Defense attachQs, 
military missions, and Departments of State, Commerce, Agriculture, 
Labor, Treasnry, and Interior. 

There mere sorne 30,000 Arnericails and 75,000 locals employed by 
the United States Government in foreign areas as of November 30, 
1953. About one-third of this number were employed by the State 
Department and the other agencies engaged in the foreign affairs 
fu~lctions of reporting, representation, negotiation, aid and informa- 
tion activities. The other two-thirds were employed for the most part 
by Defense in coilnection with military installations and missions. 
(See following table and chart on page 458 listing by agency of United 
States Government employees in foreign areas.) 

Citizenship of Federal Employees Serving Overseas-September 1954 ' 

1 Total BI Americans AUens 
--- 

.......................................................... State.. 
Forelgn Operations Admlnlstration ................................. 
Defense (Attach6 Personnel) ........................................ 
Unlted States Information Agency .................................. 
Commerce-.. ....................................................... 
Agriculture--. ..................................................... 
Health, Education, and Welfare .................................... 

........................................................... Interior.. 

.......................................................... Treasury 
*merlcan Battle Monuments Commission ...............-.---.----- / 

............................................................... Labor 
aeneral Servlces Admlnlstration .................................... 
Veterans Administration ............................................ 
Atomlc Enerav Commission ........................................ -. 
Others .............................................................. I 

1 United States Cirll Servlce compilation as of September 1954. 
Defense personnel listed represents only those engaged In servlce attach6 work at the emhassles. 

There are Illany variations in the personnel systems employed to 
staff American establisliments abroad with specialists from the 24 
agencies concerned. They range from participation in 1 or more of 
the 3 personnel subsystems of the Foreign Service to separate foreign 
services maintained by the illdiviclual agencies. The principal fea- 



tures of the personnel systems employed for six of the key agencies 
engaged in the foreign affairs functions of foreign reporting, repre- 
sentation, negotiation, and aid program operations are set forth 
below. 

Foreign Operations Administration 

The Mutual Security Act of 1954 authorizes the POA director to 
establish a separate personnel system to perform the purposes of the 
act. Personnel employed overseas in effect constitute a separate for- 
eign service and receive pay, allowances, and benefits provided for 
the Poreign Service Reserve and Poreign Service Staff in the Poreign 
Service Act of 1946. The director has authority to make appoint- 
ments to these corps. The overseas personnel receive instructions 
from and communicate directly with POA. They are paid out of 
JfSA funds obtained from Congress by POA. 

I n  n letter of June 1,1953, to the heads of all executive departments, 
the President stipulated that the chief of the United States diplomatic 
mission in each country must provide effective coordination of, and 
foreign policy direction with respect to all United States Government 
activities in the country. To the maximum extent practicable, there 
should be integrated supervision of personnel performing related 
economic or information activities in each foreign country. Appoint- 
ments of all chief representatives abroad of the two new agencies 
(POA and USIA) and of the chiefs of military assistance advisory 
groups abroad, should be cleared with the Secretary of State. This 
letter was sent out at  the time Reorganization Plans 7 and 8 were 
submitted to Congress. 

According to an October 1954 report on European mission for the 
Senate Committee on Appropriations, POA missions are operating 
independently and not in support of American political objectives. 
POA ministers or chief of missions are primarily responsible to FOA. 
I n  many instances, our ambassador does not exercise control over the 
POA official in his country and his advice can be ignored, no matter 
how competent the ambassador may be. 

Department of Agriculture (Agricultmwal Attache's) 

The Agricultural Act of 1954 makes the Department of Agriculture 
responsible for the direction of the work of the Agricultural Attach6 
System at  United States missions abroad and in effect establishes a 
separate agriculture foreign service. 

I n  respect to United States agricultural matters, the Secretary of 
Agriculture is authorized by title V I  of this act: (a) to acquire infor- 
mation abroad, ( b )  to interpret and disseminate information in the 



United States, ( c )  to investigate abroad factors influencing agricul- 
tural exports, and ( d )  to conduct other related activities. H e  is also 
authorized to : ( I )  present to Congress as a part of the regular budget 
of the Department of Agriculture the needs of an agricultural attach6 
program, (2) appoint and assign personnel abroad, with the con- 
currence of the Secretary of State, to be attached to diplomatic 
missions and to enjoy diplomatic privileges, immunities, and benefits 
equivalent to those of the Foreign Service personnel of comparable 
rank. Agriculture is authorized to communicate with and receive 
reports directly from its attach6s. Each attache while serving 
abroad is subject to the general coordinating authority of the chief 
of mission in his country. 

Under an interim agreement, Agriculture will transfer funds to 
State to cover the costs of administrative support abroad and of 
reporting services at  posts where no agricultural attach& are 
stationed. There are 55 agricultural attach6s and assistant positions 
in 40 countries. It is planned to increase this number in fiscal year 
1956 to 81 positions in 52 countries. 

The  Secretary of State has observed recently that in the pyocess 
of transferring the control and direction of agricu7tu~aZ attache's to 
the Department of Agriculture, i t  ha..$ hecome clear that this nrrang3- 
ment tends to zueden the Foreign Service and to disltnify the conduct 
of our foreign relations. 

Department of Commerce 

I n  October 1954, the Department of Commerce submitted to the 
State Department a "Proposed Plan for Specific Purposes Services 
and Reporting Acti~it ies for the Department of Commerce." The 
principal features of this plan are as follows : 

1. Commerce will seek funds from Congress (as a part of State's 
regular Foreign Service budget) for the salaries and allomances of 
Commerce attachhs and trade commissioners, for administrative 
support services, for clerical support, and for the hire of local 
employees. 

2. Commerce will designate the posts where the funds are to he 
used and detail the staffing, and other arrangements. 

3. The State Department will appoint economic counsellors, Com- 
merce attach&, and trade commissioners as Foreign Service Reserve 
officers a t  the request of Commerce. Commerce will be responsible for 
the qualifications of such personnel ; and State will enroll, assign, trans- 
fer, and promote them as requested by Commerce, subject to the con- 
currence of the Secretary of State. 

4. Economic counselors, commercial attach&, and trade commis- 
sioners will be subject to the direction and supervision of Commerce 



in respect to their technical and substantive duties. The performance 
of these duties for Commerce will be under the supervision of the chief 
of mission. 

I n  its "Revised Draft of Outline for Proposed Report" dated Decem- 
ber 21, 1954, the task force noted its approval of the foregoing plan 
proposed by the Department of Commerce. 

A counter-proposal of the State Department dated December 4, 
1954, accorded to Commerce an increased personnel responsibility for 
trade commissioners but reserved to State the primary administrative 
control over commercial attach& and economic counsellors. I ts  prin- 
cipal provisions follow : 

1. State will give Foreign Service appointments to commercial at- 
taches and trade commissioners in accordance with the Foreign Service 
Act of 1946. However, Commerce will be responsible for determining 
the qualifications of the trade commissioners, subject to the approval 
of the Secretary of State. State mill give full consideration to Com- 
merce recommendations in the appointment, assignment, transfer, and 
promotion of commercial attach& and trade commissioners. 

2. Trade commissioners will perform their duties for the Depart- 
ment of Commerce under the supervision of the chiefs of mission in 
their country of assignment and with guidance of the Department of 
Commerce. They will accept other assignments from the chiefs of 
mission in related fields that do not detract seriously from the overall 
performance in behalf of Commerce Department programs. 

3. Appropriations for trade commissioners and the necessary admin- 
istrative support will be separately identified in a separate line in the 
State Department budget. Commerce mill cooperate with State in 
the appropriation request for this item before Congress. 

4. Copies of communications between trade commissioners and 
Commerce mill be furnished to State and to the chief of mission. 

I n  approving the State Department counter-proposal on December 
21, 1954, the Bureau of the Budget made the following stipulations: 
Trade commissioners will report to and be under the supervision of 
the principal economic officer of the United States mission, acting 
on behalf of the chief of mission. Instructions from the Department 
of Commerce and reports to Commerce will be transmitted through 
the State Department, or if transmitted direct, copies will be given 
simultaneously to State. Trade commissioners will be primarily re- 
sponsible for rendering specialized services in connection with the 
export and import interests of foreign traders and investors of the 
United States. 

Department of Labor (Labor Attachks) 

The Department of Labor is committed to the "unified Foreign 
Service" concept visualized in the Foreign Service Act of 1946. It 



believes that, through administrative rather than legislative action, 
the responsibilities of State and Labor can be more clearly delineated. 

There are 33 labor attach6 and assistant positions in 29 countries, 
primarily recruited through LLlateral appointment" in the Foreign 
Service Officer Corps, the Foreign Service Reserve Corps, and Foreign 
Service Staff Corps, administered by the State Department. Com- 
munications between the Labor Department and these attaches flow 
through the State Department. While stationed abroad these officers 
are subject to the general coordinating authority of the chief of mis- 
sion. 

According to the Department of Labor, there has been unnecessary 
delay and confusion in the filling of Labor attache vacancies in the 
past. Fo r  the lack of a strong-central administrative office in the 
State Department, the Labor Department has had to deal with the 4 
regional bureaus as if they mere 4 separate State Departments. Each 
bureau applies its own criteria, occasionally conflicting with lines laid 
down by another bureau. Recently the Secretary and Under Secre- 
tary of Labor and the Under Secretary of State for Administration 
have agreed upon a new procedure which, when implemented, should 
eliminate this problem. Under this procedure the Department of 
State will prepare detailed qualification standards for each of the 
Labor attach6 positions; the Department of Labor will review these 
standards and recommeiid whatever changes might be necessary; the 
Department of State mill promptly inform the Labor Department 
whenever a Labor attach6 vacancy develops; the State Department 
will give prime coiisideration to the candidates recommended by 
the Labor Department. 

Where i t  has missions abroad, F O A  insists on having a labor ad- 
riser irrespective of the presence of a Labor attacli6. As a conse- 
quence, confusion and duplication arise as to who shall serve as the 
principal adviser on labor for the chief of nlissio~i and the USOM 
director. This problem has been solved in some countries by the 
elimination of 1 of the 2 officers, but not in others. 

All resources for preparing and justifying a budget for the Labor 
attache program have not been adequately used. The budgeting proc- 
ess has been largely decentralized to each geographic bureau of the 
State Department and there has been little global planning of a Labor 
attach6 budget. The result has been ( a )  Labor attach6 positions hare 
not been budgeted in posts where they are clearly needed, ( b )  there 
is global imbalance in the program which gives undue emphasis to 
certain geographic areas and ( c )  the kno~ledge ,  resources, and con- 
tacts of the Labor Department have not been adequately used in justi- 
fying the Labor attach6 budget to the Bureau of the Budget and con- 
gressional appropriations. 



Department of Defense (Service Attachbs) 

The Army, Naval, and Air attaches are employed a'broad under 
the separate personnel systems of the three services. They are paid 
out of funds obtained from Congress by the Department of Defense 
for the three services. Their allowances more often than not exceed 
the allowances of other officers of coinparable rank at  the embassies. 

These attaches receive their instructions from, and report directly 
to, their individual departments. They operate under security and 
coinnlunications procedures which differ from those of the embassies. 
Their reports cover a wide variety of economic subjects as well as 
other matters. They are circulated outside of Defense to State but 
seldom to the other interested departments of Government. The chief 
of mission has the opportunity to commeilt on them, if he so desires, 
when sending copies to the Department of State. 

According to a training manual of State's Foreign Service Institute, 
the Army, Naval, and Air attach& are integral parts of the staff of 
the chief of mission, acting as advisers in their respective fields. The 
standing instructio~~s of the three services place the attach& under the 
supervision of the chief of mission in carryiilg out instruct,ions re- 
ceived from the service departments. I n  the case of irreconcilable 
conflict between ii~structions from the chief of mission and his home 
department, the attach6 follows the directive of the former until the 
matter is referred to Washington for adjustment. Actually the sit- 
uation varies. I n  some places the chief of mission exercises strong 
leadership with the attachBs serving as integral parts of his staff. I n  
others, the attach& function more or less independently, contributing 
little to the central functions of the embassy. 

Treasury Department (Treasury Attachbs) 

Statutory authority for sending Treasury representatives abroad is 
derived froin section 10 of the Gold Reserve Act of 1934 (Public Law, 
73d Cong.). Treasury representatives are paid from interest accruing 
on the stabilization fund establislied as a result of the devaluation of 
the dollar in 1933. Therefore, the funds and number of personnel are 
not subject to usual budgetary processes and congressional review. 
However, Treasury has made conservative use of its authority, em- 
ploying attach& only a.t a small number of the embassies. These 
representatives are employed by the Treasury Department, compen- 
sated in accordance with the general schedule of the Civil Service 
Commission, and remain civil service (not foreign service) employees 
while working abroad. 

Under instructions from the Treasury Department, they prepare 
specialized reports of a financial character for that Department. They 



communicate with Treasury through the State Department, but sorne- 
times send their reports direct to Treasury. They also prepare the 
financial section of the comprehensive economic reporting program 
for their countries which is transmitted to State and in turn circulated 
by State to the other interested agencies. These attach& assist, under 
the supervision of the chief of mission, in the negotiation of agree- 
ments with foreign governments on financial matters. They also serve 
as financial advisers to the USOM director in those countries where 
there is an FOA Mission. They work in close cooperation with the 
diplomatic mission and are subject to the general coordinating author- 
ity of the chief of mission. 
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VIL Economic Reporting Service of the 

Before 1939, economic reporting overseas was divided between the 
Commercial Attach& and the Consular Service. The former pre- 
pared the general economic reports, and covered the special fields of 
rinance, trade, investment, etc. The latter answered trade inquiries, 
prepared trade lists, World Trade Directory reports, and reported on 
general economic matters relating to their consular districts. 

I n  1939, the foreign representatives of the various Government de- 
partments were consolidated into a centralized United States Foreign 
Service administered by the Department of State. This integration 
has been made the subject of a separate study. 

During the Second World War major reporting programs were de- 
veloped by a number of Government agencies for obtaining informa- 
tion needed in the prosecution of both military and economic warfare 
and for propaganda purposes. After the war the residue of these 
programs was transferred to the Department of State. This included 
the Foreign Economic Administration, Office of War Information, 
Coordinator of Inter-American Affairs. I n  making these transfers, 
the President stated that "the nature of present day foreign relations 
makes i t  essential for the United States to maintain informational ac- 
Civities abroad as an integral part of the conduct of our foreign 
affairs." 

I n  1948, the Economic Coordination Administration (ECA) was 
established and immediately embarked upon an extensive system of 
independent economic reporting for its own guidance in connection 
with foreign aid programs. 

The administration of the State Department's reporting system was 
further refined by Executive Order 10249 of June 4, 1951. (Annex) 
This order authorized the State Department to assign priorities to re- 
quests from other departments, and to limit the total volume of re- 
quests to the resources available for this work. 

The Department of State determined standards under which re- 
quests for information are accorded priorities on a scale from 1 to 5. 
It also formulated a list of reporting programs covering economic 
activities and developments in each of 129 foreign posts. These re- 



ports submitted regularly are known as Comprehensive Economic Re- 
porting Programs (CERP)  . 

I n  addition to the CERPs,  what are known as single-time requests 
are sent out from State to the field. Such requests sometimes involve 
extensive information of interest to specific business groups in the 
United States. However, the greater number of single-time requests 
are for trade and business data, World Trade Directory reports, trade 
lists, etc. 

During the year 1953, the number of single-time reports requested 
11-as 20,045. Of these, 17,310 were for the Department of Commerce, 
1,930 for State, 439 for  Agriculture, and 366 for other departments. 
111 this year, a total of 69,160 economic dispatches and telegrams, in- 
cluding the CERPs  and voluntary reports was received from the field. 

These figures do not accurately portray the value of the reporting 
service to the various departments, or the difficulty and time involved 
in obtaining the desired information. Many of the single-time re- 
quests can be answered with little effort, while some calling for a large 
amount of specialized information and field investigation may involve 
many manhours of work. 

Before sending any request to the field, the State Department: (1) 
Goes through its files to ascertain whether the information has already 
been received and is therefore immediately available; (2) whether the 
information can be obtained by the foreign service reporting officers; 
(3) n-hether i t  is sufficiently important to justify the work involved; 
and (4) the relative importance of the request, to  determine the prior- 
ity which should be given it. 

This service rendered to the other departments involves the whole 
range of economic reporting including national income, public finance, 
budgets, foreign trade statistics, East-West trade, cost of living, wages, 
production and consumption statistics, imports and exports, and other 
subjects. 

It has been the policy of the Department of State to assign higher 
priorities to United States Government requirements for information 
as opposed to the needs of private individuals. Thus requirements 
involving the llational security, and requirements arising out of United 
States regulatory programs have been given higher priority than those 
from private individuals or groups. Trade lists and World Direc- 
tory reports receive the lowest. 

The  volume of information called for  by the State and other De- 
partments in the form C E R P s  and single-time reports has been f a r  in 
excess of the manpower available to provide it. As  a result, a substan- 
tial backlog has developed of low priority cases which are either sub- 
mitted too late t o  be of any value when received, or  are not answered 
a t  all. As  of June  30, 1954, there were 2,071 requests outstanding 
which were more than 90 days old and of these, 1,996 were requests 



emanating from the Department of Commerce, nearly all being World 
Trade Directory reports and trade lists which carry the lowest priority. 

There is no doubt that this backlog could be eliminated by assign- 
ment of additional personnel for this work, although the assignment 
of more personnel might only result in more reports being requested. 
Another reason given for the failure of the reporting officers to keep 
abreast of their work is the slowness of the Department of State in 
replacing economic officers who are transferred or resign from their 
posts. This leaves a mission staff short-handed sometimes for a pro- 
tracted period. 

As a result of delays in obtaining commercial illformation through 
established channels, many businessmen have adopted the practice 
of writing direct to ecoi~omic officers a t  the missions abroad. Re- 
plies are sent to these correspondents through the Department of State. 
This practice tends to give an advantage to certain inquirers over 
others, and weakens the position of the Department of Commerce as 
the main contact w-ith the business community. 

All C E R P  and voluntary reports are graded, and a functional anal- 
ysis report is prepared every 6 months in the Department of State 
ior every economic officer abroad. 

The staff of the Foreign Reporting Division in State consists'of 
10 officers and 18 clerical personnel. I n  1950, the total was 50. The 
work of the nine officers (besides the director) is divided as follows : 
two on priorities and appropriateness of requests, five on the evalua- 
tion of economic reports of each foreign mission, two on preparing 
instructions for CERP's, which must be coristantly revised to profit 
by experience and meet new developments; and the preparation of a 
~nanual  of economic reporting now in course of preparation. 

As the Government department responsible for advising American 
businessmen, the Department of Commerce must call upon the De- 
partment of State economic reporting service for a great deal of up- 
to-date information to be used for the guidance of American business 
and for the Department's own use. This department has been gravely 
dissatisfied with the services rendered by the Department of State, 
and especially with the functioning of the priority system under 
Executive Order 10249. Some objections are : (1) Commerce requires 
specialized information ; the data requested by State in the CERP's 
is sometimes too generalized; .(2) Too much emphasis is placed by 
State on analytical reports; Commerce would rather get factual data 
and have their own specialists in Washington to analyze i t ;  (3)  State 
Department officials are not in a good position to assign priorities 
to requests since they are not familiar wit11 the requirements of Com- 
merce and the end-users in the business community, and they tend 
to overlook the time element which is so important in business. Com- 
merce realizes the difficulty of promptly fulfilling all requests with 



the limited manpower available and has taken steps to screen all re- 
quests before submitting to State to determine their importance and 
timeliness. 

The Department of Agriculture has also been highly critical of 
the foreign reporting service. One of the important responsibili- 
ties of this department is the disposal abroad of surplus agricul- 
tural products, as expeditiously as possible. To this end, Agricul- 
ture needs facts and figures promptly on a current, not historical 
basis, and the priority system often prevents the acquisition of such 
information in time to be of use. The State Department officials are 
not in a position to know the needs of Agriculture and the users of 
agricultural services, yet i t  has been fixing the priorities, often very 
low ones, for agricultural requests, without regard to the perishable 
nature of agricultural commodities, and the rapid price fluctuation 
in the agricultural market. The Agriculture Department feels that 
it should be able to call on the agricultural specialists in the foreign 
service for trade promotion work in connection with the disposal of 
agricultural surplus abroad but that i t  cannot use these men effec- 
tively so long as they are under the direct administrative control of 
another department. 

under the Agricultural Act of 1954, the Secretary of Agriculture 
is authorized to appoint such personnel as he determines to be neces- 
sary and, with the concurrence of the Secretary of State, to assign 
such personnel to service abroad. 

Funds in the S t a b  Department budget which i t  was determined 
would have been used for agricultural reporting in fiscal year 1955 
in the amount of $1,200,000, were transferred to Agriculture, plus an 
additional $200,000 for additional agricultural activities. 

With so many persons involved in the work of economic report- 
ing, most of them on a part-time basis which varies for individuals 
from 5 to 75 percent of their time, it is impossible to produce any 
precise figures on the total cost of the reporting service. However, 
some figures are available for total overseas economic activities of 
the department. These show that during 1953,1,040 man-years were 
devoted to economic activities, out of a total of about 7,000 man-years 
spent on all forms of activity, including political, administrative, etc. 
Probably from one-half to three-quarters of the economic activity was 
in the field of reporting. The cost of the economic activities over- 
seas, i. e., salary and expenses of personnel, was about $6,000,000, 
out of a cost for all overseas activities of $42,000,000. These figures 
for dollars and man-hours do not include activities in Germany and 
Austria. 

Thus is may be estimated that about 10 percent of the man-years 
and 141/2 percent of the cost of the overseas operations of the State 
Department are devoted to economic activities. 



I t  appears that the present system is cumbersome, expensive, and 
there is serious doubt whether the vast volume of reports now called 
for justifies the time and money spent. A report of the Senate Appro- 
priations Committee in August 1954 requested the Bureau of the 
Budget to make a comprehensive survey and assess the importance 
and end-use value of all types of reports being requested and pre- 
pared. To date (March 1955) the Bureau of the Budget does not 
appear to have started to make such a study. 

Alternatives to the reporting service have been suggested, for shift- 
ing the responsibility from State to other interested departments as 
has recently been done in the case of Agriculture and as some persons 
favor in the case of Commerce. However, such shifting would in- 
volve no saving in dollars or in the number of persons employed, unless 
these departments can see their way to cut down on the amount of 
reporting which they will require. I n  fact, i t  is already apparent 
that the cost of Agriculture reporting'and related Agricultural econ- 
omic activities will be increased substantially for the fiscal year 1955. 

Appropriations are the chief stumbling block in the way of pro- 
viding a service more satisfactory to the various departments since, if 
the volume of reporting is to be kept at the level desired, without 
any backlog of unfilled requests or any priority system, more people 
will be required and the number of people employed is governed by 
the appropriations. It is impossible to do away with the priority 
system so long as a larger work load is thrown on the State Department. 
than its foreign service personnel call handle. The only alternative 
to priorities is more people, or a decentralized reporting system. 

Agriculture now asstunes full responsibility for reporting in its field 
wherever agricultural attachhs are stationed. However, they are olily 
expected to be located in 59 countries or regions. A considerable 
amount of reporting has been done and will continue to be needed from 
districts not important enough to warrant the assignment of a full- 
time agricultural attach6. Until now this part-time work has been 
done by the foreign service staff, usually consular officers. I n  the 
future, some method will have to be worked out for Agriculture to 
reimburse State for these services. Furthermore, so long as the Agri- 
culture attach6 was a foreign service officer i t  was normal procedure 
for him to call on and supervise other foreign service officers in connec- 
tion with his work. Now that he is an official attached to another 
executive department he can hardly feel free to do so. 

The main issue is the extent to which this function of the State 
Department is of value to the United States Government and tZ, the 
business, agricultural, labor, and other communities. Questions are 
posed on which a number of investigators have found i t  impossible to 
arrive a t  any conclusions on this point. 



The reporting service has grown up and changed in form over the 
years through a series of experimental procedures, hasty attempts to 
cure a chronic illness by drastic treatment. The arrangement between 
State and Commerce of 1932 which authorized the commercial attaches 
to call direct upon the Consular Service for assistance was altered the 
very next year to provide that contact between the two services should 
be through the Secretary of State. The attempt in 1951 to solve the 
problem of too few people and too much work-load by setting up a 
system of priorities administered unilaterally by the Department of 
State was a typical instance of making a bad situation worse. The 
priority system by making one agency the arbiter over others could not 
help but cause bad feeling. Nor did i t  help to solve the basic problem 
of getting all the work done. It simply left it to the Department of 
State instead of the men in the field to decide what part of the work 
would be done too late o r  not a t  all. 

Earnest exhortations to screen requests carefully, to apply priorities 
judiciously, to weigh the potential value of the information and 
compare i t  with the cost of getting it, have not been fruitful. 

One of the main difficulties is the fact that appropriations for the 
reporting service, to cover the requirements of the other departments 
and agencies are part of the State Department appropriation and are 
divided and used as the State Department sees fit with not enough 
attention paid-so i t  is snid-to the needs and desires of the others. 
Furthermore, until very recently all the reporting personnel overseas 
in the Foreign Service were under the complete administrative control 
of the State Department. Now the Department of Agriculture has 
succeeded in breaking loose from this system and will have its own 
corps of agricultural attaclihs reporting to that department, but there 
is no certainty that this system will work better or will long endure. 



ANNEX TO CHAPTER VII 

EXECUTIVE ORDER 10249 

Dated June 4, 1951 

Prescribing Regulations Wi th  Respect to Foreign Service 
Reporting Functions 

By virtue of the authority vested in me by section 311 of the Foreign Service 
Act of 1946,W Stat. 1002 (22 U. S. C. 846), and a s  President of the United States, 
I hereby prescribe the following regulations with respect to the reporting func- 
tioris of the Foreign Service of the United States : 

SECTIOK 1. As used in this order, the words "foreign data" shall mean any 
tlata obtained or to be obtained, in foreign countries, including reports, statistics, 
and publications. 

SFZ. 2. Subject to the provisions of this order, the Department of State shall 
obtain for any Federal department or agency, through the Foreign Service of 
the United States, such foreign data as  such department or agency may request 
through the Department of State. 

SEC. 3. The Secretary of State is authorized and directed to prepare and 
mi~intain, for use in carrying out the purposes of this order: ( a )  A compre- 
hensive statement of the types of foreign data appropriate to be obtained through 
the Foreign Service which would be of substantial use to the United States, with 
due nttention in the preparation of this statement to the relative importance of 
the several types of data ; and ( b )  standards which shall govern the determina- 
tion by the Department of State to  transmit or not to transmit to the Foreign 
Service, for action, any request for foreign data, and which shall also govern 
the assignment of priorities by the Department of State to the several requests 
transmitted by i t  to the Foreign Servic* for action. In  connection with the 
preparation of the said statement and standards and any revision thereof, the 
Department of State shall aKord interested Federal departments and agencies 
opportunity for consultation and shall accord their advice approprinte con- 
sideration. 

SEC. 4. The Department of State may assign priorities to requests for foreign 
data, which priorities shall govern the Foreign Service in connection with the 
furnishing of the requested data;  and i t  may take such measures as  may be 
necessary or appropriate to keep the work falling upon the Foreign Service by 
reason of the furnishing of data to Federal departments and agencies within 
the resources of the Foreign Service available for such work. In  carrying out 
the provisions of this section the Department of State shall, to the extent prac- 
ticable, be guided by the determinations of any other department or agency 
requesting foreign data a s  to the relative priorities of any two or more requests 
made by such department or agency. 

HARRY S. TRUMAN 
Tlhe White H w s e ,  
(F. R. Doc. 51-6606; Filed June 5,1951 ; 10: 18 a. m.) 
Copied from Federal Register of June 6, 1951. 



VUL Problems of Foreign Service Reporting 
A study entitled "Problems of Foreign Service Reporting" has been 

r m n t l y  completed by Mr. Alan J. Kraft, of the Investigations Divi- 
sion of the Senate Appropriations Committee, under the direction of 
Mr. Paul E.  Kamerick, chief of investigations. 

Through the kindness of the Senate Appropriations Committee and 
the Senate Committee on Government Operations, which now has 
jurisdiction over this document, i t  has been made available to this 
task force. I n  part this report reads as follows : 

Blrdget Bureau Suwey 

Criticism of the State Department's handling of the reporting prob- 
lems led to a survey by the Bureau of the Budget in 1951. As a result 
of this survey, Executive Order 10249 was issued, strengthening the 
control of the Department of State. The Bureau also made recom- 
mendations which resulted in the development of the present compre- 
hensive economic reporting program (CERP) . 

Since 1950 the reporting function of the Department of State has 
been criticized by the other executive agencies concerned with that 
function. The criticisms have been mainly directed at the system of 
priorities devised by the State Department for the handling of report- 
ing requests received from the agencies. Actions by the State Depart- 
ment in that regard have been called inequitable and arbitrarg by the 
agencies concerned for the reason that budget considerations put State 
in the position of deciding the priority of requests received from the 
various agencies, and sending out the requests which seemingly were 
t,he most urgent. 

Need for Central Control 

Each of the executive agencies involved is interested primarily in 
the reporting problems directly affecting itself. I t  is certainly not 
to their discredit that the agency executives seek to obtain as many in- 
formational reports as possible for the end-users served by their 
agency; however, in order that the utmost efficiency and economy be 
obtained for the entire Government structure, i t  is necessary that cer- 
tain compromises be reached. 
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There now exists no central authority either willing or able to make 
final adjudications of interagency disputes. Too much executive time, 
therefore, is spent in negotiation and in discussion of the problem 
arising in the foreign reporting field and in efforts to seek solutions. 
As a result of the time thus spent, it is apparent that the conclusions 
of the first report on Foreign Service reporting still are largely true; 
i. e., that the present system of foreign reporting gives every appear- 
ance of being cumbersome, expensive, and of uncertain effectiveness. 

I t  is obvious also that, although the interested agencies are making 
serious efforts among themselves to contribute to the solution of the 
problem, such agencies are powerless to affect a concrete solution due 
to the lack of authority of the executives involved to resolve the issues 
conclusively. 

End-Use Survey 

I t  was hoped to include in this report the results of the examina- 
tion referred to above, concerning the end uses to which economic re- 
ports are put, which examination is being made by the Bureau of the 
Budget at  the request of the Investigations Division of the Appropria- 
tions Committee. However, since the results are not yet available, the 
illformation must be omitted at this time. It is imperative, however, 
that an examination of the end use of reporting be coinpleted with dis- 
patch, for the reason that field officers of the Foreign Service generally 
complain that too little material is received from the State Depart- 
ment in IVashington criticizing and evaluating the reports submittecl 
from the field. 

Lack of Critical Evaluation of Reports 

Tile Foreign Service is restricted by budgetary requirements to cer- 
tain prescribed staff complements abroad, and the workload, there- 
fore, must be tailored to meet the capacity of such staff complements. 
It is detrimental to efficient operation to have to resort to guesswork 
in the selection of subject matter for voluntary reporting to 7Vash- 
ington. Too often a Foreign Service official will write a lengtlly re- 
port for submission to Washington just on the chance that the ma- 
terial is such as is required, although he does not know for certain that 
in the ultimate the material is of a desirable or necessary nature. 

The State Department Division of Foreign Reporting sends to the 
foreign service posts on an annual basis a so-called evaluation report 
coilcerning the reports submitted by the post over the past year. The 
personnel abroad apparently do not feel that this provides sufficient 



direction for most effective operation. More frequent reports of eval- 
uation and correction would permit greater selectivity in the submis- 
sion of reports to Washington and would substantially reduce the 
amount of time wasted on surplus reporting. Such reduction would 
allow much more time to be devoted to reports of a substarltial and 
desirable nature, and would thereby increase the effectiveness of the 
Foreign Service as a source of information for the Government. 

I t  is indicated that the State Department in Washington is more 
e5cient a t  lauding the merits of a report received from the field than 
i t  is at  indicating to the field that a report received from the field is 
discarded without notification to the reporting officer that such report- 
ing is considered useless. The officer, therefore, in the absence of 
constructive criticism, continues to devote time to the regular submis- 
sion of such report and of similar reports. 

This situation can and should be revised in order that useless reports 
be eliminated and more useful reports encouraged. I n  order to prop- 
erly perform this function, it is extremely important that the State 
Department be thoroughly aware of the value of each report to the 
end-user Government agency and to the customers of the end-user 
agency outside of Government, otherwise the situation cannot be in- 
telligently resolved. 

Cost of Reporting 

The same observation holds true with regard to the reports required 
on a repetitive basis by the CERP, and the spot reports required with 
such frequency as to be part of the regular function of the reporting 
officers abroad. It is virtually impossible to estimate the cost of re- 
porting as desired by the Senate Appropriations Committee or to at- 
tempt a program of substantial reduction and revision of the reporting 
program until the end uses of the reports have been thoroughly ex- 
plored. Furthermore, the very important project of attempting to put 
foreign service reporting on a more self-sustaining basis must of neces- 
sity mark time pending completion of such examination. 

Changed Status of Agricultural Attache's 

Since the publication of the first staff report on Foreign Service re- 
porting, a new problem has arisen in the field. Public Law 690, Title 
VI,  passed by the 83d Congress, 2d session, has given rise to an entire 
new set of questions and problen~s relating to the position of the agri- 
cultural attach6 abroad and to the general conformation of the For- 
eign Service operation. 



While i t  is yet too early to thoroughly analyze the situation pre- 
selited by the new orga~iizational structure, i t  is apparent from the 
research conducted by tlie Investigations Division in seven foreign 
posts abroad and in the executive agencies in  Washington that  the sep- 
aration of the agricultural attaches from the rest of the Foreign Sew- 
ice seemingly will increase rather than decrease the amount of admin- 
istrative problems, decisions, and costs. I t  is indicated that  a burden 
will be placed on tlie chiefs of mission and on the agricultural attaches 
abroad which burden will impose responsibility for resolution of issues 
which properly sliould be resolved on an executive level in 
Washington. 

Administrative Problems Created 

For example, an entire set of ad~nil~istrative probleiris arise relating 
to tlie relatioilship between the agricultural attach6 a t  a foreign post 
: ~ n d  the administrative officer at  that  post. A question arises concern- 
i11g budget:il*y and fiscal controls; and whether an overall allocatioii 
will be made fronl estimates of the agricultural attache, or from the 
Foreign Agricultural Service, or both. 

Another problem coilcerns the approval that  d l  be necessary for  
i~eallocatiori of such budgetary items if such reallocation is considered 
indicated. The degree of control exercised by the embassy admini- 
~ t r a t ive  section over the operations of the agricultural section is in 
question. Doubt exists as to wliat rules or regulatioils will govern 
tlie procurement by tlie agricultural attach6 of such housekeeping 
st.1-vices as motor veliicles, furniture, travel, etc. 

With respect to comniunications, i t  must be decided what clispatcli 
forms will be used; arrarigeme~its must be made for the handling of 
viibles between the United States and the agricultural attach4 abroad. 
IVho will sign the cables, and who will clear cables directed to the 
lTnited States from the embassy? ' Arrangements must be made for 
reimbursement to the State Department for the use of its cables and 
tlie personnel operating the communications system. 

Visits of conlmoclity specialists and other agricultural visitors 
nbroad must be provided for. Will the State Department Foreign 
Service pay tlie expenses of such visits, or  will the Department of 
Agriculture be responsible for such expenses? Physical arrange- 
ments must be made for such visitors. 

"Housekeeping" Functions 

It is the general opinion of the agricultural attach& interviewed 
abroad as well as the officials of the Departlilent of Agriculture inter- 



viewed in Washilrgloii that tlle State 1)epartnient sllould i ~ t a i n  con- 
trol over such 'bhousekeepi~lg fullctiulls" on a i.eiiiibul.str.blt! bwis, 
since that Departnlent h:is the facilities and the experience. This 
creates more problenls, such as how such reimbursement will be decided 
upon ; and the criteria to be used. Furthermore, arrangements must 
be made for appraisal of tlle reporting job done by the agricultural 
attach& in the field; and for the State Department to obtain agricul- 
tural information considered necessary for its own use but not re- 
quired by the Department of Agriculture in Washington. 

It is obvious from the foregoing questions as well as froin a multi- 
lude of other questions siniilar in nature which have arisen in the 
course of the investigation abroad and in Washington, that the ad- 
ministrative problenis in the agricultural reporting field have seem- 
ingly been enlarged rather than simplified. It would appear from 
this investigation that much adn~inistrative adjustment and regulation 
must be accomplished before the United States can again present a 
unified diplomatic front abroad. 

It is difficult to perceive how the cost of foreign reporting can help 
but increase under the new systenl of dual coatrol, much less be re- 
duced in accordance with llie expressed wishes of this Committee. 

Future of Foreign Service Reporting 

I n  the course of the present investigation, there have been indica- 
tions that other agencies of Government woulcl favor following the 
precedent established by the Departnlent of Agriculture. In other 
words, a further divisioil of the Foreign Service illto its separate 
component parts seemingly is desired by at  least some of those coin- 

poilent parts. The illotivatioll seeins to be that the agencies iilvolved 
would thereby be enabled to obtain inore information more rapidly 
if encl~ agency \yere to have control over its attach&, as is now the 
case with the agricultural attach&. It is further reasoned by the 
agencies involved that the matter of obtaining appropriations for 
such reporting service would be simplified for them by dividing the 
appropriation aniong several agencies. 

Further Division Question 

It is the studied observation of this division that such further bi- 
furcation of the Foreign Service would be a backward step in the 
conduct of United States diplonlatic relations. It was the unanimous 
feeling among ITnited States officials on an executive level abroad 
that unification of the Foreign Service is a most important factor, in 
fact a vital factor, in the conduct of United States foreign affairs. 



Grave concern was expressed regarding the possible effect of the 
change in status of the agricultural attach&, and even graver concern 
over the possibility of further division of the Foreign Service. The 
impressioil received by this division was that such declarations were 
not mere self-serving observations aimed at  preserving the Foreign 
Service as such, but rather were observations of experienced and sea- 
soned foreign officers who have seen the workings of the old system 
of multiple foreign representation and have great reservations about 
returning to that decentralized system of operation. 

It is generally opined that such bifurcation of Foreign Service 
reporting would add to the financial burden of the United States 
rather than detract from it. It is felt that such action would add 
immeasurably to the burden of the chief of each inission abroad. Such 
chiefs of mission would have an uphill battle to maintain control over 
the personnel of the nlissions since the enlployees would be responsible 
to several individual agencies rather than to one central authority. 
This is bound to cause uncertainty on the part of the personnel as to 
procedure and responsibility no matter how strongly the lines of 
authority are spelled out. Tlie United States would thereby be placed 
in the position of having to air its internal problen~s in close proximity 
to other nationals, a situation not to be desired. 

The action with regard to the Department of Agriculture can be 
partially reconciled by the fact that the Department of Agriculture 
traditionally has liad more direct contact and correspondence with 
its attach& than has any other agency of the Government. The De- 
partment of Commerce, for example, has over the years had little or 
no direct contact and supervision over the personnel of the economic 
sections of the foreign missions. I n  many cases the Department of 
Commerce does not even know the names of the personnel serving 
coinmercial interests abroad, while, as aforementioned, the Depart- 
ment of Agriculture is and was in direct contact with its personnel 
a broad. 

Differenthl in Staff Complements 

I n  line with the problem of evaluation of reports received from the 
field, a question arises concerning an apparent discrepancy between 
the authorized staff complements of Foreign Service missions and the 
actual complement of workers on the job. It has been observed that 
the State Department in Washington often is under an erroneous im- 
pression that a particular post is staffed with more workers than 
actually are present. For that reason the State Department justly 
feels that a certain reporting load can be imposed on the post with 
the exception that the load can be met without overburdening the 
staff of the post. However, i t  often is found that the post actually is 



suffering from a staff shortage due to illness, leave, or merely unfilled 
positions. 

It is not infrequent that the State Department in Washington is 
unaware of the staff shortage in the field, and therefore a general 
misunderstanding arises between Washington and the field as to the 
failure of the mission to comply with reporting requirements. Fur- 
thermore, when such a condition exists in the foreign post, the neces- 
sity for meeting the required reporting schedule makes i t  virtually 
impossible to give time in sufficient quantity to the task of reporting 
on a voluntary basis such information as is vital to the smooth func- 
tioning of the United States foreign representation, and more par- 
ticularly to the collection of such information. 

More Voluntary Reporting Desirable 

,4 general feeling obtains both in the Foreign Service abroad and 
in the State Department in Washington that a more efficient system 
of foreign representation could be accomplished if the required report- 
ing schedules were reduced to an even lesser quantity than now is 
required, and the voluntary reporting enlarged beyond the present 
practice. I n  order to give effect to this plan, however, directional and 
correctional material mentioned heretofore must be forthcoming 
from Washington. 

It is obvious even to the casual observer that the persons most expert 
and most aware of the foreign problems confronting the United States 
are the personnel on the spot in the areas of trouble and in the areas of 
potential trouble abroad. It is the generaI feeling that such experts 
should not be limited in the selection of material reported to their 
home office, by the imposition of too much required repetitive report- 
ing. I t  is through such curtailment that much valuable information 
often is lost, because of the uncertainty in the field as to the value 
of such material and the uncertainty as to whether or not the submis- 
sion of such data will be impartant enough to warrant higher priority 
treatment than that of a required report on which a priority has been 
placed in advance in Washington. 

Since the field personnel are the people best qualified to judge the 
importance of subject matter taking place abroad, they should not be 
limited in the scope of their reporting by maintaining burdensome 
reporting requirements on other subjects, thereby crowding the area 
of voluntary reporting into near nothingness. I n  order to accomplish 
this end in an orderly manner, however, i t  is important that the proper 
amount of evaluation material be provided by Washington as hereto- 
fore suggested, in order to aid the field officers in the proper exercise 
of their discretion. 



Too Much Administrative Reportifig 

Another factor adding to the problem of efficient and economical 
reporting is the large amount of administrative reporting required of 
the foreign nlissions by the State Department in Washington. I n  this 
area also there is room for both quantitative and qualitative improve- 
ment. 

I t  is a truism to say that time spent on administrative reporting is 
of necessity taken from time spent on economic reporting, since the 
same personnel in many cases perform both functions. The decision 
must be made as to which type of reporting is the more important and 
which is the more desirable. It is the general opinion in the field that 
the amount of administrative reporting can and should be reduced 
in favor of enlarging the area of economic and political reporting. 

A large amount of the routine economic and commercial intelligence 
reporting can be done by local employees in the foreign missions, 
whereas the administrative reporting must be done for the most part 
by American employees on an executive level. I t  follows, therefore, 
that the most desirable course of action would be to reduce to a bare 
minimum the amount of administrative reports transmitted to Wash- 
ington and enlarge thereby the other types of reporting which can 
not only be done at less cost by local employees, but which are more 
important to United States interests in these times of delicate inter- 
national diplomacy. 

Shortage of  Am&crtn Clerical Persortnel 

knother serious problem burdening the Foreign Service in its effort 
to provide comprehensive reporting from abroad is the acute shortage 
of American clerical personnel seemingly prevalent throughout United 
States foreign missions. 

As a matter of law, classified material must be handled only by 
American citizens having satisfactory security clearance. This of 
necessity limits the amount and type of work which can be performed 
by local clerical employees. The classified material then is forced to 
wait for the attention of American personnel, who often are too busy 
with more pressing matters to deal immediately with such material. 
When it is realized that this applies to the creation, transmittal, filing, 
and destruction of all classified matter, i t  is easy to see that this area is 
one in which bottlenecks can and usually do easily result. 

It is the policy of the administration and particularly of the Senate 
Appropriations Committee to minimize expenditures in every possible 
manner, but to preserve an efficient system of operation while so doing. 
I n  the case of our foreign missions, great care should be taken to 
avoid the former end being attained only a t  the expense of the latter. 



Point of False Economy 

There is in every eficieilt large-scale operation a minimum level 
below which any further reduction of funds will cause diminution 
in the efficiency sought. This level can well be labeled the "point of 
false economy." From observation of the mechanics of the Foreign 
Service abroad, it would seem that in our efforts to attain economical 
operation, we have reached and possibly even passed the point of 
false economy. 

The bottleneck created in the handling of classified data in most 
posts due to lack of American personnel greatly adds to the growing 
problem with regard to efficient submission of reports to Washington. 
Thus the State Department becomes the subject of perhaps undue 
criticism from the other executive agencies, resulting from the report- 
ing delays due in large part to the above described situation. 

As a further solutioil to this ~roblem,  however, i t  would be well 
for the Department of State to once again evaluate its system of 
classification of security data. 

Any possible reduction in the amount of classified material to be 
handled overseas would aid greatly in the clearance of the reporting 
bottleneck created by such material, and would help reduce the need 
for more personnel as herein indicated. 

Immobility of Personnel Between United States and Foreign 
Posts 

Over the many years in which the United States Foreign Service has 
existed in one form or another, a situation has been created which, 
although not a prime cause of the reporting problem, is enough of 
s contributing factor to warrant treatment in  this report. There 
seems to be insufficient mobility of Foreign Service personnel between 
the United States and the foreign missions. Cases have been reported 
in which a Foreign Service officer has spent only a few weeks in the 
United States out of the past several years, and has devoted the 
remainder of that time to acting as United States representative in 
one or perhaps several widely separated diplomatic missions. This 
gives rise to speculation as to the qualifications of such an individual 
to reflect accurately American attitudes abroad or  to select properly 
mate'rial for submission to the United States, since he himself has 
not been directly exposed to United States attitudes and problems in 
many cases for several years a t  a time. 

I n  such a case, the officer must rely on secondhand information pro- 
vided him by the State Department in Washington. Another dilemma 
is thereby created because an analogous situation is prevalent in that 
area. I t  too often occurs that the personnel in Washington relied 



upon by the field officers for advice and counsel, are themselves un- 
familiar with the problems confronting the field officers, since they 
have either never been abroad in a representative capacity, or have been 
in the United States for so long a period as to become unfamiliar 
with practical considerations which are pertient to solution of the 
problem of reporting from abroad. 

I n  order to attain a more realistic representation of American 
thought abroad, therefore, and to enable the reporting officers abroad 
to anticipate the iilforlllational requirements arising in Washington, 
it is desirable that steps be taken to correct the above described 
situation. 

Conclusions 

(1) Tlie effectiveiless of United States diplomatic representation 
abroad is seriously endangered by inadequate coordination among 
executive agencies pnl.ticipating therein and by lack of centralized 
;luthority ~l-ith regard thereto. 

(2) Too little evaluation material is received from the State Depart- 
ment in Washington wit11 regard to reports prepared in the field. 
This lack hampers the field personnel in the selection of proper mate- 
rial for reporting ancl often results in data being submitted without 
lrnowledge of its sidtability, thereby detracting from time spent on 
material of more substantial import. 

(3)  The separation of the agiicultul.al attach& from the Foreign 
Service seemingly will increase administrative problems and decisions. 
I t  is indicated that much burden will be placed on the chief of mission 
ancl on agricultural attach& for resolution of issues which properly 
should be resolved on an executive level in Washington. 

(4) Any extension of the trend established by the Agricultural 
Act of 1954 will cause further division of the United States Foreigil 
Service and would render its operation ineffectual and more costly. 
I n  the event of such further clecentralization, the chiefs of mission 
would face an uphill battle to maintain the control and supervision 
deemed necessary for maintenance of a united front abroad. 

(5) A general discrepancy is apparent between the authorized staff 
complements of foreign missions and the actual complement of workers 
on the job. This creates an unrealistic situation wherein JVashington 
imposes certain reporting requirements on the basis of the authorized 
complement, aiid the mission is unable to comply because of staff 
shortages due to illness, leave, or unfilled positions. 

(6) There is need to reexamine the amount of administrative re- 
porting required by the State Department in Washington. Time 
spent on reported material of an administrative nature necessarily 



must be taken from reporting of substantive matter, thus adding to 
the burden rather than aiding in its solution. 

(7) There exists an acute shortage of American clerical personnel 
abroad, thus creating a bottleileck in the handling of classified data. 
Herein lies partial responsibility for time lags in the submission of 
information to Washiilgton due to the amouilt of executive time which 
must of necessity be spent on clerical detail. 

(8) There is insufficient mobility of personnel between IVashington 
and the field. A situation is thereby created wherein the United States 
is represented abroad by personnel who have had no direct contact 
with United States domestic problems for many years and who must 
rely for direction upon people in Washington, who, through the same 
immobility, lack realization of the practical problems faced by our 
representatives abroad. 

Recommendations 

(1) I n  order that the United States Foreign Service present a 
unified front abroad, i t  is recommended that the Bureau of the Budget 
be directed to decide all questions of an administrative nature aris- 
ing among the various executive agencies utilizing the reporting facil- 
ities of the United States Foreign Service. 

I n  order to help effectuate this plan, i t  is recommended that an 
advisory board be established within the Cabinet, on an Under Sec- 
retary level on which board would be a representative of each agency 
involved. This board should examine each problem with broad vision 
and sympathetic understanding, and should then present its conclu- 
sions to the Bureau of the Budget for decision and action. After the 
initial period of clarification and adjustment, the board should insti- 
tute and maintain a continuing "end-use check" which would serve to 
limit the amount and type of reporting to a practicable minimum. 

(2) The Division of Foreign Reporting of the State Department 
should make available to the field more material specifically setting 
forth the type of information required by the end-users in the United 
States. Furthermore, the Division should concentrate on notifying 
the o5ces in the field in cases where reports submitted to Washington 
are considered of little or no value to the end-user. A system such as 
this would eliminate much duplication, and would allow more com- 
plete and beneficial utilization of available man-hours. 

(3)  I n  order that the above recommendation be fulfilled, i t  is im- 
portant that the Bureau of the Budget make every. effort to expedite 
the end-use survey now being conducted at the request of this Division, 
in order that the results of the survey be available to the committee 
for its deliberation on the 1956 appropriations bills. Furthermore, 



the Bureau should coiltinue its research to determine whether or not 
:ill the alternative clomestic sources of information have been ex- 
hausted before resorting to tlie overseas mission for such information. 

(4) The functioning of the IJnitecl States Foreign Service in rela- 
tion to the new status of the agricultural attach& should be examined, 
1-i-it11 l~articular emphasis on cost, efficiency, and possible duplication 
of effort resulting from the new system. Such an examination sllould 
be made joiiltly by the Department of State and the Department of 
Agriculture in order that the committee be kept current on develop- 
ments. 

(5)  I t  is recommendecl that no further division of the United 
States Foreign Service be autliorized by the Congress pending com- 
pletion of such an exainiilation as described above, and a thorough 
exploration of the pros and cons of a divided Foreign Service as 
opposecl to unificatioil thereof. 

(6)  The State Department sl~ould direct new efforts toward tailor- 
ing the workload assig~lecl each post, in order tliat a realistic balance be 
~ t t a ined  between the assigned worlrload and the actual staff comple- 
ineilt of the post. This ~ ~ o u l c l  greatly aid in elimination of baclrlogs 
in the fielcl of required reporting, and ~vould provide the necessary 
time and personnel for the preparation of voluntary reports, which 
reports are becoming increasingly important tools of international 
diplomacy. 

( 7 )  The State Department should reexamine the volume of admin- 
istrative reporting reqnired froin tlie field, arid should attempt to 
reduce such reporti~ig to a minimum, in order to expand the area of 
rubstantive reporting beyond the present practice. 

(8) An examination should be made by the State Department to 
determine wliether or not the reporting baclrlogs could be substan- 
tially reduced by the addition of more American clerical personnel 
in the field. Results of such an examination should be made available 
to the Appropriations Committee of both IIouses of Congress for 
their consideration in connection with fiscal year 1956 appropriation 
requests. 

The State Department should also reexamine its system of classi- 
fication of security data for the reason that a reduction in the volume 
of classified material would aid substantially in reducing the need for 
additional personnel, and in avoiding backlogs of reports abroad. 

(9) The Department of State should examine its system of over- 
seas assignment, in order that sufficient mobility of personnel be ef- 
fected to result in better awareness by such personnel with regard to 
American attitudes and problems a t  home, and better awareness by 
the personrlel in Washington with regard to problems of the per- 
sonnel in the fie1 d. 



IX. Foreign Affairs Career Training 

Proposals for new facilities to train foreign affairs personilel have 
taken the form of a Foreign Service scholarship training program 
patterned after the Naval Reserve Officer Training Corps contract 
system; a Foreign Service Academy patterned after West Point and 
Annapolis; and a Foreign Service Institute as contemplated by Con- 
gress in the House For-eign Affairs report on the Foreign Service 
Act of 1946. 

The Commission on Education and International Relations, estab- 
lished under the American Council on Education, has indicated 
objections to an undergraduate scholarship training program. The 
same objections would presumably be applicable to a diplomatic acaci- 
emy at the undergraduate level. The other alternative, a Foreign 
Service Institute, was autllorized by the Foreign Service Act of 1946 
and is the subject of a Wriston Committee proposal in its report of 
June 1954. 

Preliminary Statement 

The general problem of staffing American embassies and consular 
establishments w-it11 specialists from the foreign affairs departl~~erlts 
and agencies of Government involves : (1) the substitution of a sim- 
plified overseas personnel system for the nunlerous varying personnel 
systems currently employed, and (2) a clarification of the position of 
the ambassador, in his role as representative of the President, in order 
that the United States Government might speak with "one voice" 
abroad, the voice of the ambassador in each country. 

There is an urgent need for career training facilities for the per- 
soilnel of the above-mentioned simplified overseas personnel system. 
This would include the foreign affairs personnel of the Departments of 
State, Commerce, Agriculture, Labor, Treasury, Interior, F0,4, 
USIA, and possibly others of t.he fifteen-odd agencies which employ 
Americans in foreign areas. 

The President's budget message to Congress on January 17, 1955, 
included the following statements : 



A prerequisite to the achievement of all  our international affairs and finance 
programs is dynamic, positive, and dedicated leadership by the Department 
of State. 

This budget recognizes the essentiality of a stronger and better trained career 
corps of Foreign Service officers. More comprehensive commercial, labor, and 
other economic data  a re  necessary to assist American businessmen to increase 
their foreign trade and investment. 

As a result of the recommpndation of the Committee on Government Opera- 
tions of the House of Representatives and a committee of distinguished citizens, 
we a re  starting a series of improvements in the foreign service. The foreign 
service will be expanded to cover departmental positions ; officers will be rotated 
more regularly between the United States and foreign posts; and training will 
be improved. 

A report on European missions during September-October 1954 
by a consultant to the subcommittee on Armed Services, United States 
Senate Committee on Appropriations, made the following observa- 
t i o n s  o n  the n e e d  f o r  d i p l o m a t i c  c a r e e r  t r a i n i n g :  

Effective foreign policy can only come about when our Secretary 
of State is backed by a chain of alert and competent Foreign Service 
officers in the field, capable of maintaining effective coordination 
between policies developed in the National Capital and performance 
in the areas of American interests overseas. Weakness or incom- 
petence a t  any one point in the chain of command can undermine the 
entire structure. 

Our apparent failure to provide our State Department and our 
Foreign Service wit11 adequately trained personilel stems from three 
factors. We have not maintailled training facilities capable of pro- 
viding personnel in either numbers or quality necessary for our For- 
eign Service needs. TVe have given too little stress to the Foreign 
Service as an honorable career. Tlie have maintained salary levels 
that discourage able young people from considering the Foreign 
Service as a career to be pursued on a long-range basis. 

Scholarship Training Program Proposal 

The proposal of the Secretary of State's Public Committee on Per- 
sonnel (the Wriston Committee), in its report of June 1954, for a 
scholarship training program is primarily a recruitment measure with 
only incidental importance attached to the training features. I t  was 
put forth by one of the Committee study groups looking for some 
dramatic measure that would inspire public and congressional con- 
fidence in the Foreign Service. According to the Wriston Committee 
staff papers, proposal No. 4 was selected from the following numbered 
alternatives : 

(1) Continue the present system, but solicit greater congres- 
sional interest in selection of candidates. 



(2) Allow Congress to appoint directly to the Foreign Service 
Officer Corps. 

(3)  Establish a Foreign Service Academy, appointments to be 
similar to Academy standards of the Army, Navy, and Air Force. 

(4) Develop a scholarship and training program in prepara- 
tion for FSO examinations patterned after the Naval Reserve 
Officer Training Corps contract system, with appointinents to 
such scholarships and training to be made by the President, Sec- 
retary of State, Members of Congress, and others. 

(5) Develop a scholarship and training program without con- 
gressional appointments, but open to any and all qualifying 
candidates. 

According to the Wriston Committee report, its proposal for a 
scholarship training program is "patterned after the Navy's highly 
successful contract system for its Reserve Officer Training Corps. 
* * * The idea, as under the Naval Reserve Officer Training Corps 
~ystem, is to enlist promising candidates into a 2-year training pro- 
gram at the end of the sophomore year.!' 

The scholarship training program was presented by llie State De- 
partment to the commission on Education and International Rela- 
tions (CEIR) for review and comment. This group was established 
under the American Council on Education to consider, in behalf of 
institutions of higher education, the growing variety of problems and 
programs in the international field, which involve or are of substantial 
interest to colleges and universities. 

CEIR felt a scholarship program a t  the graduate level would be 
preferable to an undergraduate program and that i t  would be easier to 
defend for the following reasons: 

(1) A student at  the end of his sophomore year is not likely 
to know definitely that he really wants or is suited for a Foreign 
Service career. A high percentage of dropouts could be expected 
before the Foreign Service examination. 

(2) Too early specialization is undesirable. 
(3) A contract with a sophomore to enter the Foreign Service 

would have little value. It was also suggested that contracts 
with minors were difficult to handle. 

(4) Graduate work would tend to assure a better quality stu- 
dent for the Foreign Service. 

(5) Graduate work would make possible a training directed 
toward Foreign Service requirements that is not possible in un- 
dergraduate work. 

(6) A program limited to the undergraduate level might lower 
the educational qualifications of Foreign Service officers who 
would be likely to enter on duty with only a bachelor's degree 



rather than added graduate s-tudies which the majority brings to 
the Service. 

(7) Although a program of graduate scholarships would in- 
volve annual stipends of $1,200 at a minimum, the actual cost 
might be less than a program of $900 undergraduate scholarships, 
since the dropout would probably be insignificant and since a high 
percentage of graduate students could be expected to pass the 
Foreign Service entrance examination. Furthermore, a graduate 
program could be reduced to a 1-year program, if necessary. 

CEIR also expressed vigorous opposition to any from of govern- 
mental supervision or guidance of a scholarship grantee's education 
:is proposed by the TVriston group. The supervision of the student 
must be left to the educational institution, even though he is receiving 
a Government-financed scholarship. 

Despite the foregoing views of the Commission on Education and 
International Relations, the Wriston group favored the scholarship 
plan at the undergraduate level. The Wriston scholarship proposal 
is addressed solely to the requirements of the State Department and 
Foreign Service with no provision for the overseas specialists from the 
other foreign affairs departments and agencies. This is a t  variance 
with another finding of the Wriston report that the Foreign Service 
Officer Corps "is also critically deficient in various technical special- 
ties-notably economic, labor, agriculture, commercial promotion, 
area-language, and administrative--that have become indispensable 
to the successful practice of diplomacy in its vastly broadened mid- 
20th century meaning." 

One of the complaints of the other departments, particularly Com- 
inerce and Agriculture, has been that the Foreign Service has not had 
:idequate facilities for training specialists who are to handle their 
functions in the overseas missions. 

Foreign Service Academy Proposals 

Several bills for the establishment of a "Foreign Service Academy" 
have been introduced in the House of Representatives at each session 
during the past few years. One of these bills, sponsored by a mem- 
ber of the Rouse Foreign Affairs Committee in the current session of 
Congress, proposes the establishment of a "United States Academy of 
the Foreign Service" in order to promote peace, greater understand- 
ing, and good will throughout the world and to provide for a trained 
force for the Foreign Service of the United States. I ts  Board of 
Trustees would consist of the Secretary of State and two Members 
from each House of Congress. I ts  committee on faculty would consist 
of educators selected from a list nominated by the governors of the 
States. 



Appointments to the Acadeiny would be by the President and Mem- 
bers of Congress for a 4-year period of undergraduate study. Grad- 
uates from the Academy would be available for overseas assignments 
in the Foreign Service or for foreign affairs positions in the Depart- 
ments of State, Commerce, Agriculture, and Treasury. 

Another bill introduced in the House in January 1955 provides for 
orientation and training of personnel for the Foreign Operations 
Administration as well as for the Foreign Service of the United States. 
Under this proposal, graduates of the Academy who have been trained 
for service with FOA or for special technical service will be assigned 
for a period of specialized study at a training center in the particular 
foreign country in which they will be assigned. Upon satisfactory 
completion of such period of study they will be appointed as foreign 
technical service officers under FOA without examinations if trained 
for FOA, or be assigned to duty by the departinent or agency con- 
cerned if trained for special tecllnical service. 

Foreign Service Institate Proposal 

The Wriston Committee Report contains a proposal for strengthen- 
ing or reforming the Foreign Service Institute. This Institute was 
initially conceived as an educational institution for advanced training. 
The services of the Institute, as authorized by Congress in the Foreign 
Service Act of 1946, were to be rendered not only to officers and ern- 
ployees of State and the Foreign Service, but also "to other officers 
and employees of the Government for whom training and instruction 
in the field of foreign relations is necessary." The House Foreign 
Affairs Committee Report on tlie Foreign Service Act, assert,ing that 
State Department training services mere no longer adequate, stated 
that the instruction of the Foreign Service Institute would compare 
"to that provided for Army and Navy officers in command schools, and 
the Army and Navy War Colleges." 

Tlle Wriston committee Report found that congressional provision 
for a Foreign Service Institute has not been carried out; that the 
State Department has never developed a clear concept of the training 
requirements for the officers of the Foreign Service, just as it has never 
had a program of career planning and development. I t  has not pro- 
vided the Institute with the kind of director the Congress stipulated. 
I t  has not staffed the Institute with the sort of faculty that was ex- 
pected. It has not assigned to the Institute students of the grade 
capable of taking full advantage of the kind of facilities that the 
Congress intended to supply. 

The Wriston committee strongly recoinmended that the purposes of 
Congress as expressed in the Foreign Service Act of 1946 be fulfilled; 
that the Institute be given a status equal to that of the war colleges; 



that the faculty be re-created at once, and the curriculum be revised; 
and the direction be committeed to a man of first-class ability. 

I n  re-forming the Institute, i t  could be established with schools at 
two levels. A lower school at the graduate level could be substituted 
for the proposed scholarship training proposal to provide training 
and instruction for candidates preliminary to their examination for 
entrance into the Foreign Service. An upper school could provide 
advanced training to promising career officers to prepare them for 
the heavy responsibilities of the positions of counsellor, minister, and 
ambassador. There would be distinct advantages to having the two 
schools on a single campus. The experienced career officers in the 
upper school would be available for instructing, tutoring, lecturing, 
and counseling the lower school students. The problems of obtaining 
competent direction and faculty would also be simplified. Comrade- 
ship could be encouraged in all phases of activity, in the dining, 
library, recreational, and other facilities. 

The services of the Foreign Service Institute could be rendered to 
train not only State Department and Foreign Service personnel, but 
also other officers of the Government for whom training and instruc- 
tion in the field of foreign relations is necessary. This would meet 
the broader need for providing career training to the overseas person- 
nel of the departments and agencies staffing the American embassies 
and consular establishments and engaged in foreign affairs functions. 
It would include the foreign affairs persoi~nel of the Departments of 
State, Commerce, Agriculture, Labor, Treasury, Interior, FOA, 
USIA, and possibly others of the fifteen-odd agencies with personnel 
in foreign areas. 



X. Summary and Findings 
The United States has become engaged postwar in a host of intricate 

foreign-aid activities and related overseas economic operations, during 
mhich period the problems of personnel administration in foreign af- 
fairs have grown in urgency and complexity. Despite the numerous 
major studies made in this field, none of these have resulted in the cre- 
ation of a comprehensive system which would provide a program of 
personnel administration for all overseas civilian specialists. 

The complexity of the situation to be covered by such a system is 
indicated as follows. Foreign aid and related activities cover many 
fields of endeavor including politics, economics, commerce, industry, 
;igriculture, finance, labor, public health, education, and information. 
United States agencies engaged in these activities include FOA, the 
Departments of State, Commerce, Agriculture, Labor, Treasury, In- 
terior, Defense, and HEW, and USIA and GSA. Foreign-aid activi- 
ties and related overseas economic operations constitute integral 
aspects of diplomatic relations which the United States conducts with 
some 77 nations through 68 embassies, 9 legations, and 167 consulates 
maintained in 105 countries. Foreign-aid activities have been con- 
ducted in most, but not all, of these nations. 

The first Hoover Commission, the Brookings Institution, the Rowe 
and Wriston Committees strongly support the concept of a "Unified 
Foreign Service" through an integration of the personnel of the State 
Department and Foreign Service, above certain levels, into a single 
foreign affairs personnel system administered separately from the 
general Civil Service, and an inclusion of the overseas specialists of the 
other foreign affairs agencies in this system. 

A t  present several agencies have separate personnel systems which 
tend to disunify the conduct of overseas operations and add to the 
burden of administration imposed on the ambassador. This group 
includes the FOA, USIA, Agriculture, and Treasury. I n  the interest 
of strengthening the ambassador's position and of unifying the con- 
duct of overseas economic operations, these separate personnel systems 
should be abolished and provisions made for enrolling the required 
number of specialists into a reformed Foreign Service Reserve Corps. 
This Corps should be reformed to constitute a career service for the 
overseas economic specialists of the foreign affairs agencies, as well as a 
service in which short-term technicians could be placed, by removing 
the existing statutory four year limitation on tenure and by continuing 
the authority of the Secretary of State to make appointments to the 
Reserve Corps administratively. This measure would be in conformity 



with the principles advocated by the first Hoover Commission and the 
President's Personnel Advisor and is deserving of support. Many of 
the specialists of these separate personnel systems have been assigned 
to special missions overseas, which operate independently of the 
cmbassy. I n  the interest of further strengthening the position of 
the ambassador, these separate missions should be eliminated and the 
specialists serving in them integrated into the regular organizatioilal 
units of the embassies and consulates to be administered by the am- 
bassador through his deputies and under the established line of com- 
mand. As representative of the President, the ambassador should be 
vested with the same line authority over personnel in his country that 
the President enjoys in the United States. Furthermore, there should 
be only one ambassador assigned to each country as the President's 
representative. Where additional representation in his country is 
1.equire.d for a regional organization, he should be given the responsi- 
bility, assisted by a senior deputy as necessary, preferably not above 
the rank of minister. 

The likelihood of bureaucratic conflicts being aired publicly abroad, 
to the embarrassinent of this Nation and its envoys, could be reduced 
by simplified personnel arrangements designed to resolve the ad- 
ministrative problems confronting the foreign affairs agencies in 
IVashington. As the staff arm of the President in foreign affairs, the 
State Department should negotiate standardized agreements with the 
other agencies concerned to replace existing arrangements governing 
overseas personnel procedures, which differ for each agency and un- 
iiecessarily complicate problems of personnel administration. As 
stated before, the provisions of these agreements sliould support the 
concept of a "Unified Foreign Service,:' administered by the State De- 
partment, but assign roles to the other agencies commensurate with 
their participation in overseas economic operations. Specifically, 
these provisions should stipulate that each agency would : seek appro- 
priations from Congress for its specialists as part of the regular For- 
eign Service budget; indicate the disposition of such appropriations 
by posts and countries; participate in making personnel decisions con- 
cerning the enrollment, assignment, transfer, selection-out, and pro- 
motion of its overseas economic specialists in a career service pro- 
vided by a reformed Foreign Service Reserve Corps; and assist in 
establishing a reporting service capable of meeting the needs for the 
determination of foreign policy and for the guidance of business, 
agriculture, labor, and other segments of the American community. 

Finally, effective planning and conduct of complex aid programs 
and related activities require an adequate number of trained and quali- 
fied personnel. Career development and training should be oriented 
toward providing competent program operators and administrators, 
as \\-ell as observers, negotiators and reporters. Programs must be 



administered by personnel with skill, ability, and a clear understand- 
Ing of our national interests. A constructive program of career de- 
velopment and training is necessary to develop this personnel. 

Summing up, there are a number of measures that could be adopted 
for the purpose of enabling the United States to speak effectively 
with one voice abroad, the voice of the ambassador in each country, 
11-llich in  turn would strengthen our hand in dealing with foreign 
governments on foreign aid and related econoruic matters. Foremost 
among such measures would be : the development of an efficient "Uni- 
fied Foreign Service" under the administration of a single agency, the 
State Department ; the institution of simplified and standarclized per- 
sonnel agreements between that Department and other foreign affairs 
agencies in Washington to govern the administration of the overseas 
specialists; the assignment of specialists under a single foreign affairs 
personnel system to the staffs of the regular embassy and coi~sular or- 
ganizations; the elimination of all special economic missions outside 
the embassy organization; a tern~ii~ation of the separate overseas 
personnel system administered by other agencies; a creation of new 
facilities for the recruitment and training of career foreign affairs 
officers, to begin at  graduate level, in Ihe form of either a scholarship 
plan, a foreign service academy, or  a reformed Foreign Service 
Institute. 
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Selected Country Aid Programs 
Foreign aid is, in its objectives, its actual operations, and its results 

a11 overseas program, and can be properly evaluated only in terms of 
its effectiveness as an instrument of United States foreign policy. An 
examination of the actual operations overseas in some or all of the 
recipient couiltries must therefore form the principal basis of any 
comprehensive study of the program. 

ITithin the time and with the facilities available i t  has been im- 
practicable to attempt to examine the entire overseas aid programs and 
operations carried out by the Unitecl States Government in each re- 
cipient country. I t  has been necessary, therefore, to  proceed on a 
selective or sampling basis, and for  this purpose ten countries were 
selected as representing different geographical areas, various types 
of objectives and programs, and diverse stages of economic and po- 
litical development. They also illustrate various economic staffing 
patterns and administrative arrangements. I n  view of the shift in 
emphasis in foreign aid programs to the F a r  East, special attention 
has been given to that area. 

The countries chosen for special examination are listed in the fol- 
lowing short tabulation which also indicates the relative financial 
position of these countries in the foreign assistance programs. It 
mill be noted that during the entire postward period-July 1, 1945, 
through June 30,1954--total net grants and credits (nonmilitary) of 
the United States overseas amounted to $34,666 million of which 
amount the 10 selected countries received $15,552 million, or nearly 
45 percent of the total. These countries also received 46.1 percent of 
the total net grants and credits in fiscal year 1954. 

Net Grants and Credits1 to Selected Countries in Postwar Period 
[In millions of dollars] 

United Kingdom. ............................................................ 
Franee.. ........................................................................ 
Spain ............................................................................ 
Israel.-. ....................................................................--..- 
Iran ............................................................................. 
a ...................................................................... 
Korea ........................................................................... 
Formosa ......................................................................... 
Philippines ...................................................................... 
Pakistan.. ...................................................................... -- 

Total I0 selected countries.. .............................................. 15,652 JZ ~HI 
Total all countries ................................................... ......I 34.666 1,650 

I-- 
10 selected countrics, percent of total ....................................... 44.0 I 46. 1 

1 Actual net deliveries or payments, other than military. 
a July 1,1945 through June 30, 1854. 

SOURCE: United States Department of Commerce, Office of Business Economics, Survey of Current 
Bwfncss, June 1954. 
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The above countries, as already indicated, were selected as repre- 
sentative of various aspects of the foreign assistance programs as well 
as representative of the various organizational arrangements for the 
carrying on of the Government's overseas economic operations. The 
United Kingdom, for example, not only has been the largest recipient 
of foreign aid but the United States Government's economic establish- 
ment in the United Kingdom is one of the largest permanent estab- 
lishments maintained overseas. I n  general, the economic and financial 
relationships between the United Kingdom and the United States are 
probably more diverse, of greater scope, and of overall importance 
a t  least as great as with any other country. 

Prance is also not only one of the largest recipients of foreign 
assistance, economic and military, but, as in the case of the United 
Kingdom, represents very large and diverse economic relationships 
with the United States, and has some features which are rather dif- 
ferent from those obtaining with the United ICingdom. I t  is, for 
example, the center of various and numerous regional arrangements, 
both emergency and permanent, in which the United States 
participates. 

Spain represents a new program of both military and economic 
assistance, while India and Iran both represent very large and rather 
complicated technical assistance and economic aid programs in coun- 
tries considerably less developed economically than those selected in 
Europe. Iran is also an example of special budgetary support con- 
siderations. Korea of course represents a war reconstruction and 
rehabilitation area and one having a very complex administrative 
structure, and is also an economically underdeveloped country. 

Israel and Pakistan are both newly established countries which for 
various reasons have had exceptional difficulty in getting established 
financially. They have had innumerable economic needs to be satisfied 
but essentially the aid program in each country has probably been of 
greatest assistance in direct or indirect budget support. Both also 
represent ecoi~omically unclerdeveloped countries and in both the 
element of relief as well as reconstrllction has been present in the aid 
programs. One essential difference is that the program in Pakistan 
has included military aid, which has been absent in the program for 
Israel. Programs in Formosa and the Philippines are interesting 
illustrations of combined economic and military assistance and 
technical cooperation. 

Some of the principal problems which have arisen in the operation 
of the aid programs in these selected countries are discussed briefly 
in the following section. 



Some Problems Encountered in Country Aid 
Operations-United Kingdom and France 

The country aid programs for the United Kingdom and France 
marked the high point of the massive "Marshall Plan" type of foreign 
assistance. These two countries had suffered not only very large 
physical damage as a result of the war, but also widespread and al- 
most catastrophic disruption of their economies. Since they had not 
only been our principal allies in the war, but were also economic lead- 
ers in Europe and indeed in the world, i t  was natural and appropriate 
that they should receive a large share of whatever emergency economic 
aid the United States mas able to give. Actually the two countries 
received from the United States from the end of the war to the end 
of fiscal year 1954, $11,852 million (United Kingdom $6,870 million 
and France $4,982 million net) of direct economic assistance, or more 
than a third of the total nonmilitary aid extended by the United 
States to all countries during that period. I n  addition, both countries 
have received very large amounts of indirect, but effective economic 
help through military disbursements, private aid channels and other 
means. 

Background 

Even before the war was over, strong pressures arose in the United 
States for a quick return to normal conditions of international trade 
and commercial exchange, and we took a number of steps in the hopes 
of achieving this return to normalcy. An official trade mission mas 
sent to Algiers to negotiate with the Provisional French Government 
for a return to conditions of private trade, almost immediately after 
that government was established and even before its return to the 
home country. Similar approaches were made to the British, and once 
the war was over vigorous efforts were made to reduce or eliminate 
the maze of trade and economic restrictions which had necessarily 
been established during the war period. Particularly strong efforts 
were made in consultation with the British for an early return to gen- 
eral currency convertibility. When it became apparent that the 
United Kingdom would be unable within its own resources to re-estab- 
lish sterling convertibility, various steps were taken to assist, includ- 
ing the large loan of $3,750 million in 1946. Even with this assistance, 
however, the British were unable to maintain convertibility for more 
than a very short period. Other efforts in this general field included 



nuinerous specialized attacks on international trade restrictions, in- 
cluding a coinprehensive international conference held at  Geneva i11 
1947 for the negotiation of multilateral tariff reductions. This con- 
ference concluded a general agreement on tariffs and trade (G-4TT) 
and was almost immediately followed by a second conference at  
Havana for the specific purpose of negotiating a charter for a world 
trade organization. While GATT was in some degree successful and 
remains in operation, the International Trade Organization Charter 
failed of adoption. A significant indication of the substantial lack of 
success of these various efforts and others in restoring economic health 
to war-shattered economies and indeed to world economy in general 
was the fact that even in normally prosperous Canada a serious bal- 
ance-of-payments crisis developed in 1947. An ironical result was the 
simultaneous announcement by Canada effective January 1, 1948, of 
the tariff concessions negotiated at  Geneva and a series of drastic im- 
port restrictions which were necessary to stop the severe drain on the 
country's gold and dollar resources and which far  more than offset 
the beneficial effect of the tariff concessions, at  least for the moment. 

Not only were these efforts to return to "normal" conditions unsuc- 
cessful, but the general prospects for improvement in the economic 
situation in m'my European countries were actually worsening as the 
cumulative effects of war and prewar economic difficulties mounted. 
A t  a psychological time in the continuing series of frustrated attempts 
to restore world economy, Secretary of State Marshall in June 1947 
made his famous speech at  Harvard suggesting what developed into 
the large Foreign Aid program known as the "hlarshall Plan" ad- 
ministered by the ECA (Economic Cooperation Administration), and 
which came into operation following the passage of enabling legisla- 
tion in April 1948. 

United Kingdom 

Obviously, the United Kingdom was a key country in the re-estab- 
lishment of ilorinal econo~nic coilditions not only in Europe but 
throughout the free world. The reasons are too well know to need any 
detailed reiteration here. I t  is probably sufficient to note that i t  was 
considered important that the program for the United Iiingdom in- 
clude not oilly very large sums in the form of materials and equipment 
to re-establish productive capacity, help correct the international bal- 
ance of payments, and restore normal living standards, but also to 
provide miscellaneous assistance in the areas of productivity and fiscal 
affairs which it was hoped would more quickly enable the United 
Kingdom, the commonwealth and associated countries to carry on 
without the necessity for long-continued extraordinary aid. 



It is  relevant t o  point out, however, that in addition to  war-caused 
troubles, the British economy was subject to deep-seated and long- 
standing difficulties which the two world wars accentuated in nnmer- 
ous ways but did not cause. 

Deficient in natural resources except coal to support a major indus- 
trial economy, the United Kingdom had built up over many years a 
large scale processing economy based on enormous imports of indus- 
trial raw materials and of foodstuffs and on world-wide exports of 
manufactured goods. Even before the first world war, there were 
indications of future disruptions in this very successful (up to that 
time) arrangement. Some evidence appeared to indicate that the 
long time trend in the terms of trade might be going against the 
United Kingdom. Competitive large scale manufacturing was de- 
veloping in the United States, Germany and elsewhere. Boom and 
Lust cycles were exerting pressure on primary producing countries 
to develop better balanced economies and hence less dependence on 
United Kingdom exports. ,411 of these and numerous adverse 
tendencies were accentuated by the first world war, and the intervar  
period saw continued decline in major British industries-textiles, 
iron and steel, shipbuilding and others. Currency difficulties 
mounted. London as the world's financial and trading center was 
seriously challenged. Obviously the British type of economy is par- 
ticularly vulnerable to the disruptions of war, and the second world 
war put the finishing touches on much of the damage caused or  accent- 
uated by the first. 

Internal Adjustment and External Aid 

Consequently, when the country turned its x~eakened energies to 
the task of reconstruction, i t  mas faced with both the need for  restora- 
tion of a war-damaged economy and the long term problems of a more 
evolutionary nature. Major long term readjustments as well as emer- 
gency aid were required. 

The problem of making the internal adjustments necessary to estab- 
lish or  re-establish a self-snstaining economy is common in varying 
degrees of urgency to practically all countries receiving United States 
aid. I t  is of particular inagnitude in the United Kingdom, riot only 
because of the nature and tenacity of the economic difficulties within 
the country itself, but also because i t  involves a host of complex rela- 
tionships--political and social as well as financial and economic-with 
the Empire, the Commonwealth, the sterling bloc countries, and others. 

Very large amounts of emergency assistance have been extended as 
already indicated above. I n  addition to economic aid as such, the in- 
direct but effectively beneficial economic results of military aid (the 
latter including American troop expenditures and funds for  infra- 
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structure construction for example) need to be considered in any eval- 
uation of the British aid program. Up to the present the overall 
results may well be described as encouraging, as indeed is the case 
throughout most of Europe. Certainly, the emergency economic aid 
programs may be, and generally are, considered to have been com- 
pleted and to have accomplished their purpose. What impact, if 
any, these programs may have had on the more deep-seated problems 
of the United Kingdom, is more difficult to evaluate. The issue is 
blurred by the fact that substantial direct and indirect economic aid 
from outside-mostly from United States and Canadian sources-is 
still being received. 

Certainly the enormous sums which have been poured into the 
United Kingdom since the war for various primary objectives and 
through numerous channels have eased and facilitated the country's 
postwar readjustment. Whether these funds have at the same time 
served in any degree to facilitate the necessary long term economic 
and financial adjustments will be more clearly discernible when the 
dollar funds now being received from military and other adventitious 
sources are no longer available. 

Other Features o f  Aid to United Kingdom 

Development of industry competitive with American export indus- 
tries; providing budget support under various guises and devices 
(e. g. so-called Lisbon type aid) with consequent confusion of objec- 
tives and of administration ; the widely criticized use of counterpart 
funds for national debt retirement, and the continuation of programs 
and of organization and staff beyond the period of apparent usefulness 
are among the developments encountered in the study of the United 
Kingdom program. 

One of the possibly minor but interesting and instructive features 
of the aid operation in the U. R. was the use of that country as a test- 
ing ground for new ECA techniques. h case in point was the estab- 
lishment of a "Dollar Export Board" with the very desirable objec- 
tive of reducing the need for dollar aid by increasing dollar receipts 
on trading account (the "trade not aid" idea). The board was com- 
posed of prominent businessmen and other public spirited citizens, 
and inaugurated a vigorous export campaign. The idea seemed to 
be taking root, and gave promise of accomplishment (although there 
is considerable doubt as to its ultimate effectiveness). 

The consequential step on the part of the ECA was a campaign to 
establish similar "Dollar Export Boards1' throughout Europe ap- 
parently without consideration of the fact that country psychologies 
are by no means uniform. This type of organization is pretty much 
an Anglo-Saxon concept, and is not an effective technique for other 



than Anglo-Saxon countries. The campaign to establish a series of 
such boards did not succeed. 

This is one of numerous illustrations of what has been frequently 
criticized as a major weakness in American aid planning and admin- 
istration-namely, inflexibility to take adequately into account the 
widely differing psychologies and conditions in recipient countries. 

France 

Prance enjoys a basic economy much more nearly self-sufficient than 
that of the United Kingdom. French agriculture is well diversified 
(except possibly for some undue emphasis on viticulture), sonnd, ancl 
vigorous, even though much of i t  is not well modernized. The coun- 
try has an abundance of iron ore and substantial coal deposits, as well 
as other important and varied natural resources to form a sound base 
for an advanced industrial economy. Prance has an appeal for 
traveling Americans which is unsurpassed in the world, and which 
translates into very large annual dollar earnings-far exceeding, in 
fact, the total of normal dollar earnings from all other sources com- 
bined. 

Despite these and numerous other favorable circumstances, French 
economy suffers the unhappy heritage of a long series of wars and 
occupations, up to and including the late war in Indochina. The large 
and recurring drains on the country's financial, economic and human 
resources had placed France, after the last World War, in a position 
where extraordinary aid of substantial proportions was needed to sup- 
plement her own recovery efforts. The Indochina war accentuated and 
prolonged this period of necessity. 

Furthermore, France, like the United Kingdom, has structural 
weaknesses in its overall economy which are the result of gradual 
long term developments and whic.h in the main must look to internal 
adjustments rather than external aid for their solution. 

Both France and the United Kingdom have for a good many yeaiv 
(especially since the first World War) resorted to closed-economy 
measures as major instruments in the attempt to control and remedy 
their economic difficulties. Accordingly, a basic question confroilting 
the administrators of the aid program in these countries was the ex- 
tent to which an external aid program might be effective, if at all, in 
moving toward the solution of these long term problems and toward 
the adoption of new and expanding economic remedies in place of the 
old restrictive measures. That question still remains. 

Prance, as the United Kingdom, benefited materially from the 
massive aid programs extended to i t  by the United States, and as 
indicated in the country paper, reached at  least temporary status of 
comparative economic stability in 1950, prior to the outbreak of hos- 



t,ilities i11 Korea. This ill t1u.11 11:~d lecl to sollie relaxatio~i ill French 
trade aiid fi~iaiicial restrictio~ls witliin tlie OXkX gl-oup. One of tlie 
rnajor objectives of the general United States aid program was to 
liberalize trade progressively between the O E E C  countries, which 
were those countries receiving United States aid in Europe. While 
this created some difficulties as  between the O E E C  countries and 
others, nncl did in fact in some respects represent an international 
trade policy contrary to the established policy of the United States 
for the liberalizing of tracle generally, sonle progress was made in the 
direction of liberalized trade within the regional group. However, 
when tlie various economic ancl financial strains developed following 
the outbl.eak of war in Korea, plus the worseniilg situation in Indo- 
china, a resmnption of large scale aid from the United States was - 
requested ancl extendecl and concurrently, special exceptioils were 
lunde by tlie OEEC for the reimposition or cxteilsioii of various trade 
~.estrictions in France. 

'L'lie q~es t ion  naturally arises as  to the extent to whicli any new 
ecoiioiiiic or fii;~ncial strains from ~ ~ l l a t e v e r  source may result in  rb- 
11e\vet1 requests for aid, and the further tightening of tlie closed ecoii- 
only. This also poses the consequential questio~i as  to liow far  tlie 
IJnited States sliollld take into consideration the ~ ln ture  and extent 
of all3 remedial steps talcen by rrcipient,~ anti prospective recipients 
of aid, before aid is extended. 

Znjrastructure Questions 

France is one of tlle countries participating in tlie European infra- 
~ t~ruc ture  program. Certain questions liave arisen about the operatioil 
of this program, one of which is that tlie iilfrastructure construction, 
even tliough intended primarily for military objectives does con- 
stitute in fact a kind of econornic aid. As far  as the United States 
contributions are concerned, which amount to approximately 38 per- 
cent net of the total costs, payments up to the present have been made 
in dollars, these dollars coiltributing to the international balance pay- 
~rients of the country of expenditure, and serving the other purposes 
of any dollar receipts. Furthennore, the facilities themselves may 
coilstitute capital assets ancl may proch~ce cominercinl operating rev- 
enues in peacetime for the couiitry in which located. Furthermore, 
the question has been raised as to wliether United States coiltributions 
ought to be co~ltinued to be made in dollars sliould further slices be 
approved, since the expenditures are Inrgelg in the local currencies of 
the respective countries. 

As to the first point, i t  would appear that  many economic benefits 
derived from the dollar contributions to the infrastructure programs 
are incidental and cannot be adversely criticized although they do, of 



course, need to be taken into account in gaging the respective countries' 
general economic situation. 

With regard to the second point, the gain of capital assets and oper- 
ating revenues, i t  appears that reasonable efforts have been made to see 
that no country benefits unduly in any commercial way from the use 
of these facilities. This is probably the kind of problem however 
which needs continued attention. On the third-point-the payment 

a ion of the United States contributions in c l o l l a r ~ f u r t l ~ e r  consider t' 
would appear to be in order. 

Other Questions i n  Fra1zce 

An important criticism of aid administration in France has been due 
to the loss of United States control over the disposition of counterpart. 
Counterpart funds accrued in very large amounts and apparently were 
for the most part simply turned into the French Treasury and so lost 
their identity. This is probably the principal illnstration of large 
scale direct buclget support. Other criticisms of the French opel-ation 
(in part common toAthe European program generally) have included 
multiplicity of objectives with consequent confusion and loss of effec- 
tiveness; over-staffing, especially with administrative personnel, fre- 
quently coupled with a shortage of competent technical personnel. 

Aid Problems in Other Countries 

The United States aid program in India has been, from its inception, 
one of the more highly controversial operations in the nonmilitary aid 
field. Except for very minor items of prior assistance, the present 
program dates from 1951, and has consisted mainly, apart from a 
large wheat loan in 1951, of a combination of technical assistnnce and 
special economic grant aid, sometimes referred to as development ns- 
sistance. Primarily, the program has been tied in to India's own 5- 
year plan for economic development. Other stated objectives of the 
United States program are to counteract communist influence in a key 
neutral country and to carry out humanitarian purposes. 

Controversy regarcling the program has arisen and continues as to 
its basic philosophy, its administration, and its effectiveness. One of 
the major questions widely discussed is whether the program as i t  has 
been carried out mas primarily in response to Indian requests and de- 
sires, or whether i t  was initiatecl and continued mainly as the result of 
United States stimulation. A related consideration is whether the 
program financing has been in excess of the country's ability to absorb 
it. A final question is whether the aid has been really necessary. 



"lllustrative Programs" 

India is a good example of the FOA practice of presenting to Con- 
gress so called "illustrative programs" in support of requests for ap- 
propriations, rather than specific, well thought-out programs backed 
in detail by engineering and other appropriate technical data and 
which have been requested by, or a t  least agreed with, the recipient 
country. This practice is frequently criticized on the ground that it 
results in the giving of excessive administrative latitude in the ex- 
penditure of public funds. It also may result, and this has been true in 
the India program, not only in the utilization of aid funds for pur- 
poses other than those presented in the "illustrative programs," but 
also in slow utilization of available funds which in turn may render 
the operation less effective. 

Iiladequacies of the "illustrative program" technique have beell 
recognized by FOA, and some efforts appear to have been made to 
develop a more precise method of programing and presentation. That 
this is feasible has been demonstrated by the United Nations in the 
preparation of its annual programs. The U. N. technique requires ap- 
proval of detailed project plans before undertaklhg the program. 

The Tubewell project in India is an illustration of difficulties which 
continually arise from hasty or inadequate planning. The project mas 
tleveloped to increase ground water for agricultural and household 
uses ultinlately throughout India. I n  planning the project, however, 
the lack of electric power and pumping equipment to operate the 
completed wells mas overlooked, with the result that i t  was impossible 
to put the wells into operation as completed. Other failures, due to 
faulty planning, also occurred in conilection with this project. While 
the errors in this particular project have now been pretty well cor- 
rected, the general problem of ensuring careful and thorough planning 
remains. 

Another aspect of poor planning is reflected in the purchase and 
shipment of excessive quantities of merchandise, with the result that 
funds and goods are wasted or a t  best inefficiently utilized. Illustra- 
tions include the procurement authorization issued in December 1954 
for 6 million pounds of DDT (about a 2 years supply) for Indin and 
the shipment to Pakistan in 1953 of over 600,000 tolls of wheat, more 
than half of which is reported to have been placed in storage as sur- 
plus to the need. 

Difficulties for American Private Firms 

,4 long standing problem for American firms desiring to participate 
in industrial or other projects in India has been the difficulty of obtain- 
ing adequate bid specifications and in sufEcient time to submit bids. 



This difficulty is reported to have continued in connection with 
projects carried out with American financing under the technical as- 
sistance program. Apparently the FOA authorities do not retain 
sufficient control of the projects, in some cases at least, to assure satis- 
factory opportunity for participation by American firms in the supply 
of required materials and equipment and in construction opera.tions. 

Retention of United States Administrative Control of Projects 

As pointed out in the preceding paragraph, difficulties result frorn 
failure to retain sufficient administrative control of :L project to assure 
the safeguarding of American interests and objectives. On the other 
hand, difficulties of a different nature frequently occur whenever ar- 
rangements are such as to prolong unnecessarily the period of United 
States control, as appears to be the case where revolving loan funds 
are established with United States funds or their equivalent in local 
currency. Also, controversy is apt to arise when the exercise of United 
States control is such as to constitute undue interference in the internal 
affairs of the recipient government. Such a situation could easily 
occur when, as in India, United States aid is incorporated into or 
closely related to the host country's own long range development 
program. 

United States Aid Not Identified 

Another complaint is that in many cases assistance received from 
the United States is not identified as such at the operating level and 
the effectiveness of our contribution is accordingly to a degree nulli- 
fied. 

Since the technical assistance program in India has, from the begin- 
ning, been tied into the country's own "5-Year Plan for Economic 
Development:' there is increased risk that it will not be identified 
in the public mind with its American source. 

Lack of Cooperation by Recipient Country 

One of the problems common to many of the foreign aid country 
Frograms is the apparent failure of the recipient country to cooperate 
satisfactorily in promoting what would seem to be mutually advan- 
tageous objectives. Promotion of private investment is a case in point. 
I t  is one of the major policy objectives of the United States frequently 
stated and restated by authoritative sources, to encourage and promote 
private investment in countries receiving aid, thereby developing a 
self-sustaining economy on sound financial and industrial bases, and 



eliminating the necessity for continuing extraordinary assistance. 
Many countries receiving grant aid, however, maintain restrictions, of 
varying severity, on the entry of foreign capital and yet have taken no 
steps, or wholly inadequate steps, to remove or ameliorate these 
restrictions. 

India is understood to be in this category, and the question is fre- 
quently raised whether aid should continue to be extended on the 
current substantial scale to a country which is apparently unwilling to 
make a reciprocal contribution which is within its power to do. 

Effectiveness of Aid in Neutralizing Communist Influence 

Great stress is placed by FOA authorities and by others supporting 
the foreign aid programs on the importance of such programs in 
offsetting Colnrnunist influence in the recipient countries. I n  fact, this 
has come to be one of the major substantiating argulnents for prac- 
tically all aid programs irrespective of their nature or locntion. Ad- 
mittedly, tliis is an area in whicli conclusiolls ancl decisions must be 
based on judgment rather than on factual demonstration, but question 
is frequently raised as to whether, in all countries and in all circum- 
stances, the validity of this argument can be supported. Aicl to com- 
bat the Communist menace has become virtually a slogan and slogans 
can become dangerous and misleading yardsticks. They offer an es- 
cape from thouglltful planning. 

The question is, of course, a vital one in so important a neutral 
country as India and is worthy of the fullest possible consicleration. 
Many thoughtful observers contend that India's attitude rests on other 
bases and is probably influenced little, if at  all, by the United States 
aid program. One argulllent advanced for this point of view is that 
the Indian Government is largely indifferent to the program, any 
gratitude for the financial or other benefit received being offset, so it 
is held by those taking this view, by reluctailce to be uilcler official 
obligation to the United States. 

Extension of Technical Assistance to Large Scale Grant Aid 

One tendency in a nurnber of countries, including India, is to en- 
large and extend the technical assistance program, not only into 
practically all fields of human endeavor, but also beyond the training 
area into that of the supply of capital equipment. This extension 
of program into the area of "development assistance" sometimes tends 
to overshadow the original technical assistance operation, and this is 
overwhelmingly the case in India. I t  does not necessarily follow that 
the enlarged program cannot be justified, but again i t  is n develop- 



ment which should be carefully examined whenever further funds are 
requested. 

Scarcity of Competent SpeciaEists 

One important feature of technical assistance is the number and 
variety of high-grade technical personnel required for effective oper- 
ation. I n  much F O A  planning this requirement has apparently been 
ignored or given insufficient weight, with the result that programed 
projects have been held up for lack of suitable technicians or  the 
projects have been carried out by inferior, if not incompetent, 
personnel. 

Too Wide  Coverage 

One of the most controversial aspects of the overall tecl~nical as- 
sistance program, and one mhicli is well illustrated by the country pro- 
gram in India, is its all-inclusiveness. It attempts to deal with almost 
every phase of econornic, health, social, industrial, agricultur.al, and 
educational endeavor, with tlie obvious question as to whether i t  is 
not spread so thin as to be of little practical or lasting effect in any 
field. 

The problem of coordinating all these various projects into a co- 
herent program, of obtaining the necessary staff to man them, and 
even to administer them effectively, is great. I t  is frequently 
and vigorously contended that a more restricted, better planned, and 
better staffed series of projects would procliice far  rnore effective 
and lasting results. 

I t  is doubtless safe to suggest that most objective students of the 
overall program are agreed that less complicated, shorter term, and 
more specific projects are likely in general to be more effective, both 
in the training of underdeveloped peoples and in actual direct improve- 
ment in the local economy. 

I f  rather definite and specific limitations are not continuously 
imposed, projects tend to become self-perpetuating as well as self- 
expansive. 

Budget Support Programs 

Israel and Pakistan Bre illustrations of young countries, each having 
a very difficult time financially in getting established. While the aid 
program in each country has varied in detail the principal effective 
objective in each has been financial support of the government, directly 
or indirectly, or  "budget support." The principal difference in the 



programs in the two countries is that in Pakistan military assistance 
is included, but not in Israel. 

Arising from the above-mentioned considerations is, in  the first 
instance, the question as to whether official financial support of a 
newly established country is a legitimate objective of an economic aid 
program, and second, whether the competition for equalized United 
States aid b e t ~ e e n  neighboring and son~e~vhat  antagonistic countries, 
or groups of countries, is likelg to result in benefit to the United States' 
position and standing in those countries, 01. otherwise. 

I n  the sense that Israel and Pakistan are both undeveloped coun- 
tries, technical assistance looms large in the aid programs in each 
case, and much the same proble~lls arise as discussed earlier in the 
case of India. Among other problems which might be specifically 
mentioned in these countries is the interest of each in rapid industrial- 
ization and the possibility that projects \ ~ i t b  this objective may well 
be pushed faster than ~ a r r a n t e d  by the country's capabilities to absorb. 

Korea 

Possibly the most complex combination of aid programs in any 
country exists in Korea. A t  the moment essentially a country in an 
inlmediate postwar reconstruction period, the country is at  the same 
time in tlie undeveloped category, and hence a complex of economic 
and military objectives has developed, perhaps unequalled anywhere 
else. 

Administratively, there is not only confiision as between American 
authorities, civil and military, but also as between national and inter- 
national authorities. Perhaps the first and greatest need is for some 
simplification and more careful delineation of both aid objectives and 
:iclministrative procedures. 

Philippines 

This again is an example of postwar reconstruction, which, however, 
llatl been largely carried out before the current series of aid programs 
began. The Philippines stands, of course, in a rather special relation- 
ship to the United States and so may well have some special claim to 
assistance tllrougll the aid mechanism. Perhaps, because of this spe- 
cial relationship there has been greater tendency than elsewhere to 
carry the administration of the aid programs into actual internal 
operation in the country to a degree which should be given special 
further consideration. Perhaps also, because of this special relation- 
ship, there has been some tendency to program aid in larger amounts 
than, in the judgment of many observers, could be effectively utilized. 



Although not a young country, the aid program in Iran has had 
much the same primary objective, namely, budget support, in whatever 
form it  may have been extended. From the standpoint of Govern- 
ment finances, an emergency situation existed, with the Government 
practically bankrupt. I n  the actual administration of the various 
programs i t  seems probable that too many and possibly too visionary 
projects may have been undertaken with too little preparation and too 
little understanding on the part of the local administration and offi- 
cials, and with too little absorptive capacity in the country. 

With the conclusion of the petroleum agreement the situation of 
Iranian Government finances seems to be well on the way to  solution. 
The situation surrounding the development of aid projects has also 
been largely corrected. 

What remains in doubt is whether t.he basic programing techniques 
have been corrected in order to prevent a continuance of the same type 
of mistakes in other countries. 

Spain 

The aid program in Spain is, of course, of a very special character, 
being limited in scope and serving a primary military objective, and 
the program must be evaluated in terms of that objective. 

Formosa 

The aid program in Formosa makes i t  possi'ble for a largely artificial 
economy to support primary political and military objectives. These 
objectives differ from those in Spain in that they are much more 
comprehensive and form a major support for the entire economy. 

The above are some of the problems which have developeci in the 
selected country programs and which are discussed in more detail ill 
separate country papers, as well as in the individual program studies. 
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United Kingdom 
The United Kingdom is second only to France in the total amount 

of postwar aid, military and economic, received from the United 
States, and is first in receipts of nonmilitary aid, which totaled 
$6,870 million up to the end of June 1954. The United Iiingdom, 
moreover, is a key country in the achievement of many of the United 
States postwar economic objectives, such as restoration of normal in- 
ternatioilal trade aiid the reestablisllmeilt of currency convertibilities. 
,Q review of the aid programs for the United Iiingdom, accordingly 
reflects most of the administrative and policy problems, successes and 
failures, of the overall aid operations, and can well serve as a guide to 
:uiiy further aid activities ill any geographic area. 

Backgroulzd 

Tlie United IZingdom has been for many years the hub of a world- 
wide economic and financial empire, based on a highly industrialized 
economy at home. Since Great Britain is deficient in industrial raw 
materials, except coal, ancl is unable to feed its crowded population, 
its industry is essentially a processing one, basecl on very large imports 
of raw materials and foodstuffs and correspondingly large exports of 
~naiiufactusecl goods and of services. 

IVeakenilzg Economy 

Even before the first World War, this illdustrial structure was be- 
ginning to show weaknesses here and there. Coillpetitive export 
industries were developing in other countries, notably Gerinany and 
the United States. Long time trends in the terms of trade appeared 
to give some evidence of going against the United Kingdom. Self- 
sufficiency objectives stimulated the industrialization of many British 
export markets. Old established and intrenched iildustries lacked 
the flexibility to make the necessary adjustments to changing con- 
ditions. 

Tlle first and seconcl World JJTars aggravated all these problems. 
The interwar period mas one of largely unsuccessful attempts to  ac- 
commodate to growing economic and financial difficulties. Conse- 
quently, the country emerged from the second Worlcl War suffering 
not only from severe war damage, tangible and intangible, but also 
from structural stresses and strains which had been accumulating over 
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a much longer period and which in some respects were perhaps even 
more severe than the direct efforts of the two mars. Naturally, i t  is 
not possible to isolate the one group from the other. The important 
result is that the combination of the two effectively prevented-the 
United Kingdom (as indeed was in varying degree the case through- 
out Europe) from recovering as rapidly or  as successfully as had at 
first been hoped, once the war was over. 

I t  became increasingly evident if American economic objectives 
mere to be achieved within a reasonable period, or even mere to be 
achieved a t  all, some economic assistance, in addition to relief opera- 
tions, must be given, probably on a considerable scale. The first 
major effort was the loan of $3,750 million to the United Kingdom 
in 1946, with a similar loan of $1,250 million already extended by 
Canada. When these and other economic measures failed to produce 
the desired results, the "hlarshall Plan" mas inaugurated in April 
1948 and, as noted above, the United Kingdom was one of the principal 
beneficiaries. 

EC-4-MSA-POA allotments to the United Kingdom, 1948-54 fis- 
cal years, by type of aid were: 

United Kingdom Allotment Summary, 1948-54 
[By type of aid and fiscal year] 

Apr. 
July 
July 
July 
July 
July 

MSAIECA 

, . - -  
I-- 

................ Cumulative totals (1948-1954) 3 ' 3,785.6 2,810.3 

Pro- 

322 .7  294.61 .......... 
14.2, 85.81 .......... 

. .  150.0 
47.9 I .......... I:::::::::: 

grammed 
use of 

Total Condi- local 

I Includes allotment for oversens territory derelopment. 
4 Programmed uses of local currency proceeds arising from sale of surplus agricultural commodities under 

sec. 550. 
a Does not include the loans 01 $6 i40,000 from United States portion of counterpnrt or $10.0 million loan 

of FOA dollnrs lor basic materia~s'derelo~ment projects in dependent overseas territories, in flscsl year 
1953. 

Does not include military ottshore procurement. 

S ~ n ~ c e s . - F 0 A  Monthly Operations Report, Washir~gton, D. C., June 30, 1954, p. 31. P O A  AZlotme?Us 
Avlhorizations and Paid Shipmenla Data as of June 30 1054 Washington D. C p. 2. F O A  Procuremenl 
Avthortzations and Allotments was ope an and Far ~ a ; t  ~rdgrnms) ~ a t a ' a s  of jbne 30, 1953, Washington, 
D. C., p. 6. 

These dollars were spent on a great variety of commodities, about 
40 percent being for raw materials, 33 percent for  food, 12 percent 
for petroleuin products, 7 percent for machiilery and vehicles, and 8 
percent for other goods. In  addition, there was a series of indus- 
trial projects, of which the dollar component \\-as financed by the 
ECA and the much larger sterling component by the British in part 
from counterpart resulting from United States aid. Six projects 
with total equivalent dollar cost of $415,783,000, with United States 



dollar aid totaling $50,435,000, are described in  an exhibit of this 
report. By 1950, the U. I<. was well on the way to completion of 
the war-damage restoration prograin and an encl to dollar aid seemed 
to be in prospect. On January 1, 1951, the U. I<. became the first 
nation to propose a suspension of E C h  dollar aid. 

But consequences of the outbreak of hostilities in Iiorea and subse- 
quent military developments there caused a serious setback to British 
recovery. The terms of trade took an unfavorable turn with increases 
in the price of the food and raw materials that Britain nlust import 
and no corresponding rise in price of her exports or compensating 
increase in denland. Accordiiigly, Britain found i t  increasingly dif. 
ficult to  shoulder her share of the accelerated defense program for 
lJTestern Europe. 

I n  1951, $112 million was allotted to the U. K. to finance the pur- 
chase of machine tools for the manufacture of airplanes, tanks, guns 
and naval vessels, and an additional $8 million was allotted to over- 
seas territories to increase the flow of strategic raw materials to the 
United States and U. H. by March, 1952, gold and dollar reserves hacl 
fallen so far  as to severely endanger, in the British view, the eco- 
r~omic stability of the country. As a result, a full dollar-aid pro- 
gram mas resumed in 1952 with the Mutual Security Agency (MSA) 
granting $302 million in 1952 and $410 million in 1953. These new 
fnnds were used only for the purchase of essential industrial com- 
modities such as metals, petroleum, machinery, e t ~ .  With this addi- 
tional aid the U. I<. was able again to increase its dollar reserves 
and makes its agreed contribution to mutual defense. 

Britain also benefited from large O S P  orders placed in the U. I<. 
by the United States Department of Defense, totaling $630.2 million 
by the end of 1954. 

Cumulative figures for the Foreign Aid Program for the U. K. 
from April 3, 1948, to June 30, 1954 (latest figures available) by 
principal components are : 

Total Cumulative Program-AuthorizationJ 

[April 3, 1948-June 30, 19541 
In millions 
01 dollars 

Food and agriculture commodities - - - - - - - - - - - - - - - - - - - -__  1,493.4 
Industrial commodities . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,968.4 
Unclassitied commodity reductions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  -2.4 

Commodity t o t a l - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  3,459.4 

Technical s e r v i c e s - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  8 . 0  
Technical eschange- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  6.3 
Ship d i s b u r s e m e n t s - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  2 . 0  
Assistance via European paynlents union ............................ 91.9 
Direct forces s u p p o r t - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  85.0  



In  nlillions 
of  dollar8 

Ocenn freight - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  67.9 

Noncommodity to ta l - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  281.1 

Grand t o t a l - - - - - - - - - - - - - - _ _ - - - - - - - - - - - - - - - - - - -  3,740.5 

Comlnodity groups included above : 
Food, feed, and fertilizer - - - - - - - - - - - - - - - - - - - - - - - - - - - -  929.4 
'uel - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  416.0 
l inw materials and semifinished products ...................... 1,530.3 
l lacl~inery and vehicles - - - - - - - - - - - - - - - - - - - - - - - - - - - -  332.1 
Miscellaneous - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  251. G 

S o r ~ n c ~  : FOA l lonthlg  Operations R e ~ o r t  J u l y  31, 1054, p. 47. 

The total IJnited States grant :tic1 given to the United I<ingdom 
in the pcriod Ju ly  1, 1045-June 30, 1054, n m o u n t c d  to $2,494 million. 
I n  aclclition, during tlie same period net credits totaled $4,269 million. 
Thus, there was a total of aid to the U. I<. in net g ra i~ t s  and credits 
nmounting to $6,870 mi1lion.l 

The RIDAP (military) program has provided equipment for cer- 
tain ground forces, and was planned to overcome deficiencies in  com- 
munications, motor transport, engineering nncl electronics equipment. 
Training equipment ancl ammunition are also inclucled. The  British 
Nary has beell provided Kith equipment and compoileilts for the 
modernization of sllips, and naval air squaclrons have been equipped 
\\-it11 modern jet aircraft. Calenclar years 1055, 19% and 1057, the 
ISritish Air  Force (RAF) and the air arm of the NATO countries 
are to be provicled wit11 additional combat aircraft and spare parts. 

Tlie conlbinecl military and economic progranl for fiscal year 1954, 
iilvolving transfer of dollars to the U. I<., Kas as follon-s : 

Offshore contract of military aircraft and related material to 
be manufactured in Great Eritain -------------------------- $109,200,000 

Offshore contracts for Army and Navy materiel --------------- 73,200,000 
Financing of military planes under a special aircraft prograln to 

he managed by FOB ------------------------------------- 65,000,000 
Colnmoditg assistance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  53,000,000 
Surplus agricultural commoclities to be sold for pound sterling--- GG, 000,000 

(The sterling proceeds were aqsiglied ;IS grant :lid, tlie equiva- 
lent of $60 million being rt,lrased to the British defense 
budget and the equivalent of $3 million for developnient 
l~rojects in British overseas territories.) 

Total esclia~ige------------------------------------------------ 314,000 

'"Foreign grants and credlts by t he  United States Gorernment" J u n e  1051 Quarter. 
(Department of Commerce, Office of Business Economics.) 

2 Thls does not lnclude military end ltems shipped from the  United States. 
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The current program for the fiscal year 1055 maintains the same 
pattern. No econoinic aid is ~rogramed for this year, and budgetary 
support is confined to $35 million appropriated for the special air- 
craft program in the form of surplus agricultural commodities to 
be sold for pounds sterling. However, some deliveries remain to be 
made against fiscal year 1954 commodity aid. I n  addition, there 
sliould be s~~bstantial payments on offshore procurement contracts 
previously made by the Department of Defense with the British 
Government. Besides aircraft, the most important OSP contract 
is for Centurion tanks to be turned over to continental NATO 
countries. 

Infrastructure is a term used to identify a NATO program for 
construction of military facilities (and the facilities themselves) 
including airfields, oil tanks and pipelines, radar installations, navi- 
gatoilal aids, etc. Approval has been given by the NATO Council 
for an infrastructure construction program in the United Kingdom 
through the calendar year 1955 in the amolmt of $27,722,000. The 
United States net share of these costs is approximately 38 percent. 

I n  the Rfutual Security Act of 1954 (Sec. 402, Law 665) i t  was 
provided that not less than $350 million of the funds authorized to be 
made available pursuant to that act should be used to finance the 
export and sale during the fiscal year 1955 for foreign currencies 
of surplus agricultural commodities or products thereof produced 
in the United States. The amount programed for the U. I<. for 
1955 is approximately $100 inillion ~ ~ l l i c h  is being negotiated for 
the sale of fats and oils, fruit, coarse grains and cotton. Ocean 
transportation on these commodities is also to be paid. The pound 
sterling equivalent of this amount was programed to be used for 
the procurement of military equipment about $55.3 million; for 
payment for aircraft for the RAE', $35 million. 

Uilder Law 480, the sum of $700 million of surplus agricultural 
colnmodities are to be sold abroad prior to June 30, 1957, by the 
FOR, State and Agricultnre Departments in cooperation. About 
$47 millioil is under negotiation for sale in the United Kingdom 
in 1055, chiefly tobacco, with some minor amounts of wheat, rice 
and beans. The United States Goverilmeilt seeks to have the sterling 
proceeds used by the United States Department of Defense to build 
housing for American soldiers in the U. K. ($15 million) and for 
the purchase of strategic materials for the United States stockpile 
($22 million) in the U. K. or in the British Empire. Among the 
commodities which might be purchased are (a) chromite ( b )  indus- 
trial diamonds (c) bauxite (d) cobalt (e) manganese ores ( f )  tin (g) 
platinum (h) mica. U p  to $6 million is to be devoted to promotion 
of the sale of United States agricultural products through publicity, 



advertising, and exchange visits of United States and U. K. 
officials concernecl with the problem. 

Technical Exchange 

As of Jnne 30, 1954 (last figures available), the following expendi- 
tures had been made in this field. 

Technical Exchange Expenditures-United Kingdom 

[Thousands of dollars] 
1 9 4 8 4 9 - - - - ~ - - - - - - - - - - - - - - - - - - - - - - - - - - -  107.1 

494.7 
195Ml---------------_----------------------------------- 1,018.2 
1 9 5 1 - 5 2 - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  969.4 
1 9 5 2 - 5 3 - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  1,317.2 
1 9 5 3 - 5 4 - - - - - - - _ - - - - - - - - - - - - _ _ - - - - - - ~ - - - - - - -  1,193.3 
1954-55 (.July 3 1 ) - _ - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  87.1 

' 5, 187.1 
1 Total of 8u1n of rounded 0gures. 

The expenditures by types of projects were divided as follows: 
[Thousands of dollars] 

Industry and labor (Chieflr) : 
Productivity teams . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4,266.2 
A g r i c u l t u r e - - - - - - - - - - - - - - - - - - - - - - - -  227.0 
Development of ox-ers~as territories .................... 312.5 
Distribution 34.0 
Transportation & communications ....................... 44.7 
Public service . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1.1 
Operating costs & miscellaneons (in unrounded figures) ---- 300.2 

' 5,187. 1 
Total of sum of rounded figures. 

SOURCE : FOA Monthly Operations Report-July 31, 1954, p. 58-57. 

A very large part of the Technical Exchange expenditures went 
for groups (called "teams") of industrial specialists and technicians 
sent from the U. I<. to the United States to acquire the "know-how" 
of United States incl~lstry in order to show British management and 
labor how to increase productivity (production per man-hour), and 
so improve Britain's trade position in the world market for manu- 
f actured goods. 

To carry out a program of technical assistance aimed at increasing 
productivity of British inclnstry, the Anglo-American Council on 
Productivity was organized, representing management and labor in 
both the United Kingdom and the United States. The council worked 
out a program of dispatching British groups (called type A teams) 
to the United States for intensive stndies of American production 

a Technical Assistance and Technical Cooperation. 



methods. From 1949 through August 1954, 67 teams with a total 
membership of 924 Britons representing a cross section of British 
industry drawn from the supervisory, technical and workshop levels 
visited this country for an average period of 6 weeks. Their visits 
to United States manufacturing plants and exchanges of informa- 
tion concerning United States production techniques were carried 
out under guidance of the Anglo-American Council on Productivity 
a t  the invitation of the council. Most of the principal British indus- 
tries sent a t  least one team. There were 47 industrial teams; 20 
specialist teams were also sent to the United States to study questions 
which were of interest to a number of different industries. The fol- 
lowing, among other subjects, =ere studied by specialist teams : freight 
handling, materials handling in industry, packaging, retailing, train- 
ing of operatives and supervisors. I n  all, nearly 2,000 United States 
industrial plants were visited. 

After completing the United States visit, each team prepared a 
report on its observations and findings, together with recommendations 
for  improvements in British production and operating methods and 
suggestions, for adopting such American techniques as might be help- 
ful in increasing British productivity. More than 650,000 copies of 
these team reports were printed and distributed throughout British 
industry constituting in effect a storehouse of information on which 
thousands of firms in the U. I<. are now drawing. Summarizing its 
program in 1952, the Anglo-American Council said : ''this experience 
in international, industrial and human relations will result in  tangible 
znd intangible benefits for years to come," and called it, "an entirely 
new form of international public relations and adult education." 

The costs of this program in 1949-52 were approximately $2,364,- 
000 of which the U. K. section of the council on productivity and the 
British industries concerned contributed in sterling the equivalent of 
$897,012 and the United States section, $1,467,480, provided by ECA, 
later MSA. By August 1954, the American contribution, from MSA, 
later FOA, had increased to $5,187,100. 

Another type of project provided for  the purchase with foreign aid 
dollars of scientific and laboratory equipment and instruments to be 
used in scientific testing and research work-in some cases under Gov- 
ernment auspices, in others in laboratories created and maintained by 
industrial associations. I n  all cases the equipment was only approved 
for purchase with dollars if not obtainable from a nondollar source. 
Counterpart funds were deposited by the recipients of the material. 

I t  should be noted that there is a marked difference in emphasis be- 
tween the technical exchange programs in the developed countries of 
Europe (the U. K. in particular, where the emphasis is on industry and 
labor), and the technical cooperation programs in underdeveloped 

'The final report of the Anglo-American Council on Productivity-September 1952. 



countries where more of the activity is in the fields of agriculture, 
health, and education. 

Counterpart 

The sale in Great Britain of goods ancl coinnlodities purchased with 
ECA4 dollars and resolcl for pounds sterling produced a large amount 
of local currency-so-called counterpal.t funds-nllich xere  used, with 
the approval of the E C A  ancl MSLZ for British debt retirement in the 
period from 1948-1952. After the outbreak of the Korean war, the 
need for increased military procluctioil became so urgent that the re- 
maining and new counterpart funds were devoted primarily to that 
purpose. 

[As of June 30, 19541 

Total deposits (dollar equivalent) ........................... $2,597,700,000 
Total withdrawn . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,333, 700, 000 

Use : 
Debt retirement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1, TOG, 700,000 
hIilitary production . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  611,SOO,000 
Promotion of production and productirity projects--------- 18,300,000 
Transportation of relief packages ......................... 1,900,000 

The following relating to the use of counterpart funds is taken in large 
part from a "Report on Review of Certain Activities of European Mis- 
sions Foreign Operations Administration" made by the United States 
General Accounting Ofice, clivision of audits, elated October 1954. 

I n  approving the I3ritisll application for tlie witlldra~val of counter- 
part  furids for the retirement of public clebt, the National Aclvisory 
Council n-as influenced principally by tlie fact that this program would 
combat the illflationary impact of the recovery progl*arn in England. 
Document number 88, dated December 15, 1950, issued by the National 
Advisory Com~cil, stated that the decision mas consisteilt with the pur- 
poses of tlie bilateral agreement because it permitted: 

(1) A n  equivalent reduction in the Treasury securities held by 
conlmercial banks. 

(2) Commercial banks to replace the Treasury securities with 
industrial and commercial investments without increasing the 
total of deposit money outstanding. The moneys so released were 
used to support the recovery program. 

The intent of Congress did not preclude the use of counterpart funcls 
for public debt retirement, as indicated by the Senate Committee on 
Foreign Relations in reporting on the bill (S. 2202 and 11. R. 4840, SOth 
Cong., 2d sess.) ~ ~ h i c h  subseq~ently became tlle Economic Cooperation 
Act of 1948. 



After the release of counterpart funds for debt retirement, the ECA 
Alission controller's office verified by serial number, the cancellation 
of each U. I<. Treasury note. 

For the fiscal years 1953 and 1954, about $84 million of counterpart 
funds were programed for use as defense budget support, which is 
about 7 percent of the total English defense budget for these 2 fiscal 
years. 

The Mission controller's office does not have access to the accounts of 
the military services; therefore, no direct verification can be made as 
to the actual use of these funds. An attempt is made, however, to 
reconcile the amount of expenditures with the quarterly NATO re- 
port and with the annual statement of expenditures certified to by 
the U. K. Auditor General. 

By agreement, FOA released counterpart funds in the amount of 
$12.6 million for use i i i  coilnectioil with programs for the development 
of dependent overseas territories of tlie Uiiited Kingdom. As a con- 
dition of this aid, it  was agreed that the counterpart funds will, in the 
cilse of each individual project, represent not more than 50 percent of 
the total cost of the project. Quarterly reports, as submitted by the 
British Government, are reviewed by the Mission. Occasional spot 
checks are made at the project sites by mission officials and periodic 
reports are received also from the local United States consulates. 

Industrial Projects 

;I description of sollie of the industrial projects in the United Icing- 
cloiil financed in past with ECLI/RISA dollars is contained in Appen- 
clis A of this report. Tlie total value of all projects was in dollar 
equivalent $415.7 mill ion ; R4SA approved dollar financing was $50.4 
or al)proxiiiiately 12 percent. 

United Kingdom Aircraft Program 

I11 the early part of April 1953, a coiltract was made between the 
United States Governnleiit arid the Hritisll Ministry of Supply for the 
p~~rcliase of 465 Hawker Hunter fighters to be manufactured in the 
IT. I<. and delivered under allocation to the air forces of various NATO 
countries. This was charged to fiscal year 1953 funds. Later in the 
same "year period (fiscal year 1954 and 1955) an informal Executive 
agreement was reached between the United States Government and 
the British Government, under which the former agreed to finance 
nnder various formulae a large number of three different types of 
British fighters and several types of bombers some of which were al- 
ready under procurement by the Ministry of Supply. The financing 



was to be provided partly through offshore purchase contracts made 
between the Departnlent of Defense and the Ministry of Supply, partly 
tllrough t,he counterpart of commodities furnished under the economic 
assistance program, and partly with funds provided by the special 
aircraft program administered by FOA. Later, due to the reduction 
of requested appropriations by the Congress for fiscal year 1954, sur- 
plus agricultural commodities to the value of approximately $60 
million were allocated to the U. Ii. to be sold for pound sterling and the 
proceeds released as grant aid to the British defense budget. The total 
of the surplus agricultural commodities thus allocated equalled ap- 
proximately the amount of the reduction effected by Congress in the 
appropriation request. 

I n  fiscal year 1055, Congress again reduced the appropriation request 
intended to support this program, and limited assistance to the special 
aircraft project to $35 millioi~ in the form of surplus agricultural corn- 
modities, to be sold for pounds sterling. However, the Executive 
agreement of April 1053 contemplated $75 million for the special air- 
craft project in fiscal year 1955 and again the difference seems to have 
been made up through the allocation by F O A  of additional surplus 
agricultural commodities. 

This program, as can be seen, is exceedingly complex and has many 
ramifications. I t  does not lend itself to any short description or out- 
line. Some of its complexities can be perceived by the following sum- 
mary of the major program components : 
1. The OSP contract of April 1953, financed by fiscal year 1953 

funds for 465 Hawker Hunter fighters amounting to approxi- 
m a t e l y - - - - - - - - - - - - - - - - - - - - - - - - - - - - _ - - - - - - - - - - - -  $141,000,000 

2. An OSP contract of June 3954 for additionnl Hnwker Hunter 
fighters amounting to approximately ........................ 22,000,000 

3. A conditional 0 S P  contract of June 1954 for a large number of 
Javelin fighters amounting to about $65 million. (This con- 
tract was subject to an evaluation and acceptance of the 
Javelin a s  a combat-worthy military aircraft by the United 
States Air Force. This evaluation has not yet been made, due 
to delays on the part  of the manufacturers in  providing a 
satisfactory production model for the tests.) The funds obli- 
gated under this contract remain dormant and unavailable 
for other purposes - - - - - - - - - - - - - - - - - - - - - - - -_ - - - - - - -  65,000,000 

4. Appropriated fiscal year 195.5 funds earmarked for the purchase 
of a large number of additional Javelins and subsidiary m a t e  
rial under the informal Executive agreement of April 1953, 
assuming that evaluation is satisfactory, approximately----- 100,000,000 

5. The special aircraft program in its 2 annual slices as  described 
above amounting to approximately $120 million ($85 million 
appropriated in fiscal year 1954 and $35 million of surplus 
agricultural commodities to be sold for  pound sterling appro- 
priated in  fiscal year 1955) -,------------- ------- ---------- 120,000,000 



6. Surplus agricultural products to be sold for sterling in  fiscal year 
1951 and amounting to approximately $60 million or the gen- 
eral equivalent of the reduction made by Congress in the U. K. 
appropriation request for fiscal year 1951 ------------------ $60,000,000 

7. Commodity assistance provided in fiscal year 1954 out of appro- 
priated funds under the informal Executive agreement reached 
between the United States and United Kingdom governments 
in April 1953, for the support of the British military aircraft 
program, the counterpart being released to the British defense 
budget. The amount of this aid totaled .................... 55,000,000 

The grand total of these items being the amount of our sup- 
port of the British military aircraft program during fiscal 
years 1953, 1954, and 1955 is approximately -------------- 463,000,000 

The aircraft program has not been free from serious difficulties. 
The three fighter planes, the Hawker Hunter, Javelin, and Swift, have 
been so long in de~elopment and found to have so many limitations 
and deficiencies that, by the time they are fully acceptable, deliveries 
cannot be made in full before the planes have become obsolescent and 
unsuited for first line duty in competition with truly supersonic fight- 
ers of the latest United States and reported Russian designs. This 
fact is widely accepted by aviation experts in the United States and 
the United Kingdom. 

( N o T E . - - ~ o ~  further discussion of this program see Report of the Investigation 
Division of the Senate Appropriations Committee, July 1954, entitled "United 
States Aid to British Aircraft Program." For later comment on the status of 
the program, seen Appendix B of the present report.) 

General Objectives of Aid to Ultited Kingdom 

Aid to the United Kingdom under EC14 was directed primarily to 
stimulate the economic recovery of Great Britain and more specifically 
to provide the dollars necessary to meet a large and persistent, even 
chronic, dollar deficit and so to permit needed imports of food and raw 
materials which were essential for British recovery, if not for survival. 
The closing of the "dollar gap'' was a prime objective of the early 
programs, which included the importation of large quantities of 
foodstuffs, raw materials, and capital goods financed wit11 ECA dollar 
grants. After the outbreak of the n7ar in Korea and during the 
progress thereof, the early objectives were in large measure ac- 
complished, and the emphasis was shifted to the building up of 
rearmament and military strength. 

The size of the normal current and prospective "dollar gap" is no 
longer of immediate importance in planning programs for the United 
Kingdom, so long as substantial extraordinary contributions toward 
covering the gap continue to be made by such items (fiscal year 1954) 
as: military expenditures of (United States troops in Great Britain) 



$164 million; payments for offsllore procurement $182 million; and 
defense support expeiiditures $167 million; a total of $513 million; 
thus permitting a substantial increase in Britain's golcl and dollar 
reserves by the end of the fiscal year. But, closing the dollar gap is 
no longer of great immediate urgency as long as J l D A P  or other pay- 
inents in dollars more than cover the dollar tracle deficit or  approach 
such coverage. 

The serious question is the longer term one. Structural weaknesses 
in the British ecoiion~y, as \\ell as in the sterling area and other British 
international relationsl~ips, are of sucli magnitucle and persistence 
that  relatively sinall adverse de~elopinents may quicldy bring on 
anotller "crisis" ant1 requests for further econolnic assistance. 

Even ~vithout anotllcr crisis, it is an open questioii whether, once the 
current adventitions sources of economic aid are terminated, the 
United ICingclom cnn n~nintain its fillnilcia1 ailcl econoillic responsi- 
bilities without aclditional and major iilternal adjustments. 

For  the time being, aid to tlie United IZingclom will apparently 
comprise : 

(1) Jlilitn1.y Defense A4ssistai~ce Program (AIDLIP). The 
s u ~ p l y  of end-use itcnls aild military 'liarcl~~,-are" by our Depart- 
nleilt of Defense. 

(2) Offshore Procurement of military items, including aircraft, 
tanks, ammunition under contracts enterecl illto by the United 
States Department of Defense x i t h  inanufacturers in Great 
Britain. 

(3) Some direct econo~nic aid in 1956 to complete the SAC 
program, unless that program is cancelled. 

(4) An amouilt for tecl~ilical assistance, possibly in the 
neighborhood of $300,000 per annum. 

Great Britain is our most importailt ally, and it is of vital im- 
portance to the defense of the United States that hcr eco~~only be 
maintained in a viable condition. 

Department of  State 

The Department of State operates in the United Kingdom through 
the American Embassy in London and consular offices in eight of 
the most important cities in the British Isles. A large part  of the 
embassy work is conceriled with trade promotion, economic reporting, 
and related activities. The reports fall into three categories: 

1. Single-time requests which answer inquires for commercial and 
trade inforillation sent to the e~nbassy through the Department of 
State in ITashington on behalf not only of that  department but for 
tlle departments of Commerce, Agriculture, Treasury, Interior, Tariff 



Commission, etc., as well. A large proportion of the single-time in- 
quiries are for trade lists and world trade directory report prepared 
for the information of the American business commuility by the De- 
partment of Commerce. 

2. Besides the single-time requests, the embassy, assisted by the 
consulates, prepares periodic comprehensive economic reporting pro- 
grams (CERP) covering economic activities and developments in the 
United Kingdom. The CERP's are prepared at  varying intervals, 
depending upon the nature and urgency of the subject matter. For 
tlle year July 1, 1953-June 30, 1954, of a total of 453 single-time re- 
quests for economic reports which were received from various United 
States Government agencies, 302 originated with the Department of 
Agriculture. 

3. Voluntary reports include reports by ecoilomic officers of the 
embassy and consulates on subjects which are known or assumed to 
be of interest to the State and other departments in TVashington. 
During the year July 1,1953-June 30,1954, a total of 3,437 economic 
reports was received by the Department of State from the embassy and 
consulates in the United Kingdom, of which 795 were on Agriculture, 
730 on transport and communications, 356 on export control, 283 on 
commerce and industry, 221 on finance, and the balance on various 
other subjects. 

The embassy has a staff of 40 persons engaged on economic activi- 
ties, of whom 26 are United States nationals and 14 are foreign 
nationals, mostly British. Key officials in the economic field are: The 
Minister for Economic Affairs (who is also the Director of the For- 
eign Operations Mission), tlle Counselor of Enlbassy for Economic 
Affairs (who is also the Deputy Director of Foreign Operations 
Mission), the Commercial Attach& the Agricultural AttachB, the 
Civil ,4ir AttachB, the Labor Attach& a Science AttachB, and a 
Treasury representative. 

The cost of the economic section for fiscal year 1055 is estimated 
a t  $215,000 plus $45,000 in allo~vances and $60,000 for operating and 
other expenses, a total of $320,000 per annum for ccoilomic activities. 
This compares with a total annual cost of embassy operation for the 
fiscal year 1955 of $1,200,000 and total embassy personnel of 207, of 
whom 85 are Americans and 122 are locals. i 

The consulates are staffed by 104 persons, of whom 26 are American 
and 78 are locals. They engage in trade promotion, handle busiiless 
complaints, cooperate with the American business community, and 
obtain economic information required to answer trade inquiries and 
prepare the more elaborate CERP's. 

Social Security officials cooperate with the Department of State in 
a number of international activities which have special significance 
for the exchange of information internationally in the social welfare 
and maternal and child health fields. 



Department of Labor 

The Department of Labor operates primarily through the Labor 
attach& of the United States embassies abroad. The programs and 
objectives being generally similar for various countries, there is no 
separate prograin for the United Iiingdom. I n  general, these pro- 
grams include : 

(1) A reporting service on labor developments and activities 
generally in the international labor field. 

(2)  Providing inforination on American ideas about labor and 
management practices, and cooperating with other countries in 
the achievement of improved working and living conditions. 

(3)  Contact with International Labor Organizations, carried 
out primarily through Labor attach& and also through a group 
of Labor specialists assigned abroad through BOA on a reim- 
bursable basis. 

(4) Program visits of foreign labor representatives and tech- 
nicians brought to the United States by FOA. 

Department of Agriculture 

The Department of Agricultiire, besides carrying out an elaborate 
reporting service on agricultural competition, supply and demand, 
through the Agricultural Attach6 and his assistants, participates very 
actively in economic operations through the sale of American surplus 
agricultural products. I n  effecting these sales, specialists of that 
department work in close cooperation with the staff of the embassy 
and the F O A  Mission. As mentioned above, prospective sales of 
agricultural commodities on a worldwide basis may reach over a 
billion dollars over a 3-year period. An undetermined amount will 
be sold in the United Kingdom. I n  making such sales, precautions 
must be taken to safeguard usual marketings of the United States 
and to assure that such sales will not unduly disrupt the world price 
of agricultural commoclities. To this end, it is necessary to use pri- 
vate trade channels as much as practicable and to  develop and expand 
the demand abroacl for United States agricultural commodities. 

To  slake eff ectirre use of the pounds sterling received from the sale 
of agricultural cominodities in the United Kingdom, it  is desired to 
use them not only to procure military equipment, materials, facilities, 
and services for the common defense, but also to develop new markets 
for United States agricultural commodities; to purchase strategic 
critical materials; to finance the purchase of goods or  services for 
other friendly countries; to pay United States obligations abroad; 
and to finance international educational exchange activities. 



A total of 10 marketing specialists visited the U. K. in the period 
July 1-November 1, 1954, to investigate: (1) The possibilities for ex- 
panding the United States exports of livestock products; (2) increas- 
ing the export of cotton to the U. K. ; (3) to estimate the demand and 
market requirements for United States fruit and fruit products; (4) 
to evaluate the effectiveness of United States marketing programs and 
policies for disposal of grain, feed, and seed; and (5) to increase ex- 
ports of United States tobacco to the U. R. in "normal trade," and to 
study tax rates and their influence on tobacco consumption in the 
U. -I(. 

Department of Health, Education, and Welfare 

Another department of the United States Government which con- 
ducts economic operations in the U. I<. is Health, Education, and Wel- 
fare, where the office of education arranges technical training pro- 
grams for educators and provides orientatioil and training for teach- 
ers brought to the United States under the International teacher edu- 
cation program, described elsewhere in the report of this task force. 
The Office of Education arranges for the exchange of Eilglisb and 
American teachers, and i t  is expected that during the currei~t  fiscal 
year 109 educators will be brought to this country from the United 
Kingdom. This office also examines the applications of educational 
institutions in the United Kingdom. 

Summary of Embassy Organization 

1 .  Department of State 

State Department economic operations carried out in the Economic 
Section, Embassy, London, and in the Economic Sections of the Con- 
sulates in the United Kingdom. 

2. Foreign Operations Administratiorz 

Independent mission partially integrated with economic section of 
Embassy with the Chief of F O A  Mission serving concurrei~tly as 
Minister for Economic Affairs and the Deputy Chief of Mission serv- 
inu concurrently as Counselor for Economic Affairs. (Carries out 

9 
assistance programs.) 



3. Department of Commerce 

Maritime Administration. (Maritime attache having status of 
Foreign Service reserve officer and charged with investigating costs of 
ship coiistruction and ship operation). 

4.  Treaslcry Department 

(a)  Treasury Representative (Finance). This officer serves con- 
currently as iiiiance advisor to the Ambassador nncl as finance advisor 
to the Chief, F O B  Rlission. IIe is a direct representative of the 
Treasury Department. 

( b )  Treasury Representative (Customs). This officer is also direct 
representative of Treasury Department. 

5 .  Department of Agricrdture 

(a)  Foreign Agricultural Service (Agricultural Attach6 and 
staff). Direct represelltative of Agricn1tul.e Department. Functions 
described, pages 21 and 22. 

6. Department of Defense 

(a)  Department of the Army. (Military Attach6 and staff). 
(6)  Department of tlie Navy. (Naval Attach6 and staff). 
(c) Depart~llerlt of the Air Force (Air Attach&-military-and 

staff). 
(d) Military Assistance Advisory Group (MAAG) . All three 

Departments of the Departlneilt of Defense are also represented in 
the RfAAG, and the chief of the RIAAG is one of the officers com- 
prising the so-called couiltry team along with the Ambassador and 
the Chief of the BOA mission. 

7 .  General Services Admkistration 

(a)  Direct representative heading a regional office concerned with 
the purchase of strategic materials (with personal rank of Minister). 

8. United States Information Agency (USIA) 

(a)  Public Affairs Officer, Cultural Affairs Officer, and staffs. This 
is an illdependent mission directly responsible to the USIA. 



9. Department of Health, Edtlcation, and Welfare 

As described on page 22; no direct representation. 

10. Department of Labor 

Labor Attach6 who is a Foreign Service Officer. Prograin is de- 
scribed on page 21. 

Szlmmary and Conclusions 

An evaluation of so comprehensive a program as that carried out 
in the United Kingdom is necessarily of limited value unless a careful, 
current on-the-ground survey can be made, and in  the present study, 
this was not feasible. However, some conclusions can be drawn from 
actual previous field experience with this and other Europeon pro- 
grams, from available current documentation and from other sources 
of information. Subject to these qualifications, the following obser- 
vations are submitted. 

Temporary Recovery 

As already described, the economic shocks to the United ICingdom 
resulting from two closely successive wars added to those resulting 
from long term adverse business and financial trends have been 
immense. Remedial measures to be successful would need to be heroic. 
Those taken may perhaps be considered as in this category, and they 
would appear to have had some measure of success (a) in helping the 
country to achieve a t  least temporarily a reasoilable stability in its 
international balance of payments and, ( b )  a comparatively high 
level of activity in its industrial operations. Immediate war darn- 
age to physical facilities as well as to channels of trade and other 
intangible segments of the economy has been substantially repaired. 
Whether the more deep seated problems, financial and economic, which 
have confronted the community for several generations, are merely 
quiescent, or  have, in fact, been met in any material degree remains 
to be determined. The enormous capacity of the British people for  
adaptability to changing circumstances is a most hopeful portent. On 
the other hand, the outlook is less clear than i t  will probably be when 
some further economic strain appears, or  when present adventitious 
aid from various sources is terminated, or when both of these develop- 
ments occur. 



Present Aid Programs 

"Economic aid" in current FOA terminology, appears to mean grant 
aid extended for direct and ackno~vledged economic objectives. "Eco- 
nomic aid" in this sense is no longer being programed for the United 
Kingdom or indeecl for most countries of Western Europe. Similarly, 
no aid in the form of "technical cooperation" under that name is cur- 
rently programed for the United ICingdom. However, a program of 
technical assistance, under the title of "technical exchange" is being 
extended, and economic benefits to a substantial amount are being 
received by the United Kingdom from military assistance operations, 
from various special programs, etc. The economic benefits may be 
incidental to some other objective (e. g., military) or the economic 
objective may be the primary one, but under some other name, as to a 
degree has occurred in the so-callecl "Lisbon-type" aid. Originally 
applied in the case of France, this type of aid is intended primarily 
to extend budget support to the recipient country, with the ultimate 
objective of enabling that country to maintain a certain level of mili- 
tary activity. Whether the appropriate justification in such cases is 
military or economic may be subject to differing opinion but in any 
event the immediate objective would appear to be economic, and cer- 
tainly economic benefit does accrue and needs to be taken into account 
in any evaluation of the recipient country's economic situation. 

I n  the case of the United Kingdom, the funds appropriated or 
allocated for the purchase of aircraft to be delivered to the British Air 
Force illustrate this type of aid, as explained in the above report. 
Offshore procurement programs provide dollar exchange, as do any 
other aid programs, whatever their title or nominal objectives, which 
bring dollars into the country, or which provide goods or services for 
which dollar exchange would otherwise be required. 

)That emerges from the above described situation is that a careful 
review of existing programs and practices, in the United Kingdom 
as elsewhere, would seem to be urgently needed to bring some order out 
of the present confusion of objectives, procedures, and terminology. 

Building Competitive Zndzlstry 

As in France and some other industrial countries, the reconstruction 
of industry and of the general economy in the United Kingdom has 
led to criticism by American industry that taxpayers' money is being 
used to develop competitive industry abroad. The contention is, of 
course, correct to the extent that the aid program is successful. The 
more successful the program in establishing a self-sustaining economy, 
especially in a great exporting country such as the United Kingdom, 
the greater the competition produced. This is one of the important 
problems illustrated by the United Kingdom program, and which 



would appear to point to the necessity for a con~prehensive reappraisal 
of the whole foreign aid operation-both policy and administration. 

Other Problems 

One of the most widely advertised portions of the aid operation in 
the United Kingdom was the productivity program. An Anglo- 
American productivity council was set up and numerous exchanges of 
technical personnel took place. The program was well, even enthusi- 
astically, received in British industry, and i t  is generally agreed that 
results were encouraging. 

To evaluate this program, however, it is necessary to place it in 
perspective. The Anglo-American exchange of technical skills 
(LLknow-l~ow" etc.) and the exchange of persons in this field, is as old 
as the United States, and it has from the beginning been on a sub- 
stantial scale. Originally the principal direction of flow was west- 
ward, but as the United States developed industrially, the exchange of 
"know-how" became more genuinely an exchange and has so remained 
for many years. I n  some respects, as in applied research (industrial 
research) the United States has undoubtedly forged ahead of the 
United Kingdom and in such fields this advanced knowledge and re- 
lated skills can be shared with the United Kingdom and other indus- 
trial countries with benefit to the latter. Undoubtedly, to this extent 
the productivity program conducted in the United IKingdom by the 
ECA and its successor agencies, was helpful in assisting post-war 
recovery. I n  gauging its importance, one needs to consider the ex- 
tent to which the program merely supplanted the technical exchange 
which mould have occurred in any case; the extent to which skills 
transplanted to a different environment often become less efficient, 
and many other factors which help to determine the effectiveness of 
the program. 

Perhaps the most disturbing fact is that even granting the most 
favorable results claimed by its proponents, British production and 
productivity increases, so far as they can be measured or estimated 
on a comparable basis, have been at a slower rate than in the United 
States during the same period. 

Technical assistance programs are being vigorously promoted 
throughout the free world, in industrial as well as other fields almost 
as cure-alls for all economic, social, and political ills. This could con- 
stitute a dangerous illusion. There is room for doubt as to whether 
the ECA-FOA technical assistance program in the United Kingdom 
has had quite the practical results sometimes claimed for it. I f  this 
is indeed the case in probably the most receptive climate in the world 
for industrial LLknow-how," a compreheilsive reappraisal elsewhere 
would seem to be urgently in order. 



APPENDIX A 

Present Status of United States Aid to 
British Military Aircraft Program1 

There are presently available approximately $200 million of appro- 
priated but not yet finally committed fiscal year 1054 and fiscal year 
1055 funds which have been conditionally committecl or earmarked 
for the purchase or fillancing of the Javelin and S v i f t  fighters, the 
Canberra light bomber ancl one or more of the medium bombers (Vali- 
ant, Vulcan, and Victor). 

These funds are divided into approximately $170 million of MDAP 
appropriations with procurement to be effected by defense, and $35 
million of s ~ ~ r p l ~ ~ s  agricultul-a1 commodities to be financed by 
FOA, the sterling proceeds to go into the 13ritish budget under the 
existing agreenients between BOA and the Ministry of Supply for 
the support of the military aircraft program. I t  may be that some 
supplementary agreement will be necessary. The earmarking or con- 
templated use of these funds, in accordance with the executive agree- 
ment reached in April 1053 ancl supplementary understandings ar- 
rived a t  with the British, are under the general coordination of FOA. 

The Javelin has not yet been evaluated and approved by the United 
States Air Force. This evaluation and approval is a condition prec- 
edent to any h a 1  commitment for this plane out of either fiscal year 
1054 or fiscal year 1055 funds. We are informed that the produc- 
tion model which was earmadied for evaluation in November crashed 
and that another model will not be ready for several months. I n  
this connection, reference is made to an article that appeared in the 
London Daily Express of December 6, 1954. 

The Swift is reported to be in very serious difficulties due to lack 
of stability and there is even a strong possibility that the ship may 
be cancelled out by the Ministry of Supply. 

The Canberra is a good light bomber which is reportedly nearing 
obsolescence and is not regarded highly as n weapon according to 
United States standards. Her Alnerican counterpart, the B-57, which 
is being produced by Glenn Biartin Co. under license from the English 
Electric Co., is stated to be a marked improverr~ent in design, speed, 
armament and general capability. TVe are informed that the B-57 
is a superior plane to the Canberra and has a longer life expectancy 

=As of January 11, 1955, based upon lnformntion obtalned by the staff from depart- 
mrnts of the Corrrumcnt nnA other sources regnrdctl as reliable. 



in terins of frontline service. It has also been stated that if orders 
had been placed for the B-57 instead of the Canberra, which we are 
helping to finance for NATO use, i t  ~vould have meant jobs for be- 
tween 12,000 and 15,000 workers a t  the Glenn Martin plant for 1 or 
2 years. 

I n  addition to the planes mentioned above, the present program 
iilcludes offshore purchase of Hawker Hunter fighters. Produc- 
tion of the Hawlrer Hunter has been greatly retarded by deficiencies 
in the plane which have not yet been eliminated. The few Hawker 
13unte;s that have been accepted for squadron service are flying under 
very strict lin~itatiolls and there are reasonable grounds to fear that one 
or more major fixes may still be required, thus further delaying de- 
liveries of an acceptable plane. Articles appearing in the ~ o i d o n  
Standard of August 28, 1954, and the Daily l3x11l.e~~ of December 6, 
1954, bear upon this point. 

The Hawker Hunter and Swift are reported to have appeared as 
prototypes in the early part of 1951. The Javelin No. 1 prototype 
is stated to have appeared very late in 1051 or in the early part of 
1952. Due to the lapse of time in converting the prototypes illto an 
acceptable production model, and the rapid develop~nent of the art, 
i t  is generally conceded that when and if these planes can be finally 
delivered under our existing and proposed contracts, they will be 
obsolescent planes with a very brief period of first line usefulness. 

Three questions suggest themselves in the light of the known or 
generally accepted facts : 

1. What does the Director of Foreign Operations intend to do with respect 
to the utilization of some $200 million of appropriated funds, earmarked or con- 
ditionally committed for this program, but not yet finally obligated? 

2. What, if any, steps are being taken to review the contract placed in April 
1953 under an earlier program for 465 Hawker Hunters upon the ground that 
past delays in development and production will result in the delivery of obso- 
lescent and therefore competitively inferior planes? The total of this contract 
amounts to $141 million financed with fiscal year 1953 IlDAI' funds under 
reported MSA coordination. First deliveries were scheduled for March 1955 
but can not be met with acceptable planes. 
3. Assuming that existing contracts for the Hawker Hunter should be can- 

celed, in whole or in part, and that no new commitments for the Javelin and 
Swift should be made, how does the Director of Foreign Operations propose to 
use the released funds? 

NOTE.-As of June 15. 1955, the status of the offshore procurement ~ ~ o r t i o i ~  of the  
British military aircraft program appears to be as follows : 

A recent evaluation of t he  Hawker Hunter fighter by the United States Air Force has 
sntisfied our  Air Force that the limitations of this plane con be cured by certain flxes or 
modifications which the British hare agreed to install. Therefore the Department of 
Defense has agreed to  accept deliveries under the 1953 offshore contract with the under- 
standing that the  fixes will be made a t  a later date. The fact remains that while the 
Hawker Hunter, when corrected, may turn ou t  in certain respects to be an improvement 
on the F-86, it is in the snme class, subsonic in level fligllt, and has been so long in 
development that when fu l ly  delivered to the front line it will  be approaching obsolescence. 
It will certainly be Inferior to the F-100 and other types of supersonic United Staten 
and Russlnn fighters that may be expected to be in f ront  line service and in quantity 



production by 1968. Unless the Brltlsh can afford to replace the Hawker Hunter with 
quantitlea of a new deaign, which seems unlikely, they will not have a modern-day 
flghter a t  the end of 4 years. Accordlngiy Unlted States aid to the Brltish Air Force 
Plan K may turn out to he an unwise venture. 

The evaluation of the Javelln has been postponed. A combat-equippea production 
model w111 probably not be available for  test flylnp before late autumn. Thls will he a 
year later than orldnally planned. The flscal year 1956 funds earmarked for Javelin 
procurement have been reprogramed, and i t  la understood tha t  new appropriations will 
be sought for flscal year 1956 to carry out  the executlve agreement of AprU 1963 In 
support at the British military aircraft program. 

Daily Express-London, December 6,1954 

WHERE ARE THE R. A. F. ~ Q H T E B B ?  

By W. A. Waterton 

The new fighters-Hunters, Swifts, and Javelins-are worrying the R. A. F. 
Only one squadron of Hawker Hunters (No. 43) and one squadron of Super- 
marine Swifts (No. 56) are in service with Fighter Command. 

Both units have lost planes in crashes. Other planes crashed a t  experimental 
nni ts. 

Swifts were grounded for controls to be modified. The early Hunters were 
held up to have a i r  brakes fitted-something the R. A. F. insisted on. I unaer- 
stand also that the Hunter's undercarriage has  given trouble. 

Meteors Eltill 

The Hunter and the Swift have been produced in hundreds, yet not 20 are 
in squadron service. Meanwhile, Fighter Command carries on with outdated 
and outpaced Meteors, Vampires, and Venoms. 

Eren the Venom, a n  old-fashioned design, is not trouble free. This de 
Havilland fighter has had to be strengthened and is a t  present restricted in 
operation. 

The night-fighter Venom's replacement is the all-weather delta-winged Gloster 
.Javelin. 

Three of these aircraft have been lost in crashes, killing two test pilots. 
The last was on October 21, when Flight Lt. R. J. Ross was lost in the Bristol 
Channel. His  Javelin spun out of control. This crash had many features 
in common with that which killed test pilot Peter Lawrence in June 1953. 

Outclacrsed Already 

The grave view taken by the authorities was revealed in the size of the 
naval operation employed in an effort to locate and salvage the wreckage. 

Ten ships, frogmen, and divers were used with latest underwater detection 
devices. The operation did not succeed, due to extremely d a c u l t  conditions. 

The causes of the crash are unlikely, therefore, to have been established. 
Troubles are to be expected with new planes. Britain's new fighters a re  

having more than their share. Particularly as  the latest R. A. F. fighters are 
already outclassed by American types in service. 

Evening Standmd-London, Augwt 28,1954 

In 1954-55 Britain will spend f1,632 milion on defense. More than f628 mil- 
lion will go to the Army, f403 million to the Navy and feOO million to the Air 



Force. These fabulous figures stand for a great part of the nation's resources. 
And no question calls for more constant review than : Is Britain obtaining value 
for money? 

* * 
Britain has quite lost the preeminence she held in the days of the Hurricane 

and the Spitfire, and which her pioneering of the jet ought to have ensured to her 
for a long future. I t  is four years since the Hunter and the Swift first mere 
shown a t  Farnborough. Only now are they being supplied to squadrons, and 
they are obsolescent compared with the supersonic fighters going to the American 
forces. The only British airplane to compare with these latest American fighters 
is the new prototype P. 1. Will another 4 years go by before the P. 1 flies in 
squadrons? 

London Financial Times 

By Our Forelgn Editor 

With the recent placing of an  order for some $40 million (about f141/2 million) 
of ammunition with factories in this country, the United States offshore nlilitary 
procurement program in Britain has almost come to an  end. 

There may still be one or two smaller contracts to come-another for ammuni- 
tion is in fact a t  present under consideration-but there a re  no plans for any 
further large-scale purchases of U. K. arms or military equipment on behalf of 
other NATO countries, after this summer. 

On the other hand, British companies have some $500 million (about f 1 7 8 s  
million) of off-shore orders still in hand, a s  a result of business placed here in 
the past 3 years. I t  will take a t  least until the end of 1957 before the last of these 
is worked off. 

Last year Britain's dollar earnings from these offshore orders doubled, to over 
$100 million. They should continue to increase fast during the current year, a s  
deliveries begin on several big contracts placed some time ago, and might a g  
proach $200 million if the aircraft production program this year goes a.ccording 
to plan. 

HAWKEB HUHTEBS 

So f a r  none of the Hawker Hunter aircraft ordered by the Americans under 
oEeshore arrangements have been delivered. Exceptionally, the American au- 
thorities had agreed to make progress payments in this one case, in advance of 
deliveries; but so f a r  a s  is known, Britain has not, to date, received any dollars 
for the Hunters in this form either. 

It is confidently expected, however, that  a considerable sum, perhaps $50 
million or more, will be paid over as  aircraft are  delivered during the second half 
of this year. 

This represents a little under a quarter of the total value of outstanding con- 
t r a c t ~  for British aircraft, which a re  due to be delivered between now and the 
end of 1957. 

A portion of the aid which the United States Government arranged to provide 
for the reequipment of the R. A. F. is included in this total. This means that  
some aircraft and other air equipment ordered from British factories under the 
offshore program will be handed back to the British Air Force, after delivery 
has been formally made to the Americans. I t  is, in fact, just a rather clumsy 
method of making a grant of cash. 



There is a little over $100 million involved in this deal, the bulk of i t  earmarked 
for Hunters and Javelins. In  addition the United States Goverument has al- 
located $120 million of direct aid to the R. A. F.-$85 million out of the 1953-54 
budget and $35 nlillion out of the 195&55 budget---of which less than half has 
so f a r  been received by Britain. 

TWO-YEAR PROGRAM 

I t  i s  believed that the 2-year program of special assistance for tlie reequipment 
of the R. A. F., started in 1033, envisaged a larger sum of dollar grants to Britain 
than the $220 million which has so far  been allocated. There may, i t  is thought, 
be another $100 million or so to come, in one form or  another, if the original plan is 
fulfilled. 

That would bring total United States expenditure on the R. A. F. program to 
something around $300 million. But the form in which the remainder of the 
money mill come to Britain will not, it  is now clear, be another offshore order for 
aircraft. 

The method of aid most favoured by the United States a t  the moment is the 
surplus commodity deal. Under this arrangement Britain would buy American 
surplus commodities and pay for them in sterling, and then the Americans would 
wipe out their sterling balance by handling the money over to the British Govern- 
rilent to help meet a part of the Air &Iinistry's budgetary expenditure. I t  is, in 
other words, a roundabout way of making a straight gift. 

Editorial, London Financial Times 

The United States program of aid for the reequipment of the Royal Air Force 
is  one of tlie outstanding exaniples of the current American technique of doing 
good b j  stealth. About 3 years ago it  looketl as  though Britain mould be com- 
pelled, through financial stringency, to cut down expenditure on the production 
of new lnilitary aircraft, for which plans were all ready. This would have 
been a loss to the Western Alliance, and moreover, one of most wasteful kind, 
since the physical resources and skill required to make the new aeroplanes had 
already been mobilized in Britain. The American 2-year program of special aid 
to the R. A. F, started in 1053 mas desigued to prevent that waste. 

But it  has operated in such devious ways that few people a re  even aware of its 
esisteilce. The offsllore purchase technique was so adapted that  Britain not only 
received dollar payment for the aircraft produced for  a NATO ally, but was also 
chosen a s  the NATO ally to receive the aircraft themselves. More recently, the 
dollar aid has been wrapped up in a surplus commodity deal. 

All told, sonie $220 million have bee11 allocated to Britain in this way. I t  is 
believed that the sunl envisaged by the original program was rather more than 
this, and there may be as much a s  another $100 million to add to this figure. So 
fa r  only some $50 million out of the estimated total of $300-million-odd have 
actually accrued to this country. The remainder is equilavent to a little less than 
twice the sum actually received in dollar grants from the United States in 1954. 
Together with some funds left over from previous years' appropriations, and not 
yet used, there is enough here to keep this source of dollars going a t  the present 
rate for a t  least another 2 years. I t  adds a very useful reinforcement to the 
British balance of payments. 



APPENDIX B 

United Kingdom Industrial Projects ' 
1 .  Steel Company of Wales, Ltd. 

For the modernization of facilities for the manufacture of tin plate 
and sheet steel in South Wales, to which products the industry in that 
area is by tradition chiefly devoted, Port  Talbot was chosen for the 
location of the main works. The objective, to increase production to 
meet U. R. requirements for slieets and tin plate ancl leave a surplus 
for export. The estimated total cost of the ~ r o j e c t  was in dollar 
equivalent $240 million. The Unitetl States fu~ ids  allotted by ECA 
were $27 million. The clollars actually espencled were $25,373,000, 
and the overall cost of the plant to date in dollar equivalent is about 
$206 million. 

The completed plant is excellent from the standpoint of constructioii 
ancl operation. The intended production has been exceeded, and the 
plant is operating at full capacity. A profit of 12 million pounds 
sterling was estimated (June 1954) for the year 1954. The plant is 
making a substantial contribution to the economy of the U. I<. 

2. National Oil Refineries Ltd., Plant 
At Llandracy, South Wales. This plant is operated by the National 

Oil Refineries Ltd., a subsidiary of the Anglo-Iranian Oil Co. Ltd., 
which is owned 56 percent by the British Government. The refinery 
manufactures over 30 different kinds of products. It employs about 
2,800 people and occupies a total of some 900 acres. 

This project was designed to increase the crude charging capacity 
of the refinery from 7,500 to 48,300 barrels per day. This goal has 
been exceeded and the plant is now handling crude oil a t  the rate of 
about 80,000 barrels per day. 

The required dollar financing as originally established was $7,700,- 
000. This was divided $2,600,000 for  United States materials and 
equipment and $5,100,000 for design, engi~ieering know-how, etc. The 
JiSA approved dollar financing of $7,250,000, which represented 15 
percent of the estimated total dollar equivalent cost of $18 million. 
Actual dollar expenditures were $5,050,000, but the dollar financing by 
IlSA was 011ly $2,828,000. 

lDescriptlon, evnluation and recommendations, when included, are taken from the 
project report8 of Maurice R. Scharft and Franklin V. Leerburger, ob 366 Madison Ave., 
New Pork 17, N. Y. Made June-November 1964 for the Foreign Operations Administration. 



The purposes for which the project was designed have been and are 
being achieved, and its objectvies cxceecled by a considerable margin. 

By making available the dollar eschange when and as needed for 
United States material and services, this project was completed most 
opportuilely in time not only to make a substantial contribution to the 
U. Ii. balance of payments ailcl to U. R. industrial recovery, but also 
to make a useful contributioll to the supply of petroleum products 
v-hich were needed for defense purposes by the Free World after the 
loss of Iranian supplies ancl during the Korean War. 

3. Petrochemical Plant of British Petroleum Chemical Ltd., at 
Grangemouth, Scotland 

This company is a ''50-50" partnership of the Anglo-Iranian Oil 
Co. and the Distillers Co. Ltd. 'l'his project was an important part 
of a plan to develop a petroleum chemicals industry in the U. Ii. I t  
comprised a naphtlia crack, a gas separation plant, an ethanol and 
an isopropanol plant. The objective, to save imports and to provide 
increased supplies at lower prices. The final estimate of dollar cost 
was $6.5 million. The actual total equivaleilt cost of the project was 
$15,960,000 and the dollar element of $5,929,000 represented 37 percent 
of the whole cost. Construction was started in August 19-19 and mas 
completed in March 1951. Production was started in May 1951. The 
project has achieved its objectives and has provided the nucleus for 
well-planned developments into higher capacities and increased num- 
bers of products. The output of the plant has had the effect of stabi- 
lizing U. Ii. prices of the chemicals manufactured. 

A greater percentage of equipment might have been obtained in the 
U. K., thus reducing the dollar element, if delivery times had not 
been excessive in comparison with those obtainable in the United 
States. But, the dollar savings of the project justified the higher dol- 
lar expenditure for United States purchases. 

4 .  Shell Haven Refinery Expansion, Londolz 

This is the largest of four Shell refineries in the U. R. The ex- 
tension, subject of this project, is situated upstream from London 
and is separated from the old Shell Haven refinery. The extension in- 
corporates facilities for the manufacture of distillates and fuel oil 
only. The total cost of the expansion was estimated a t  $34 million 
equivalent, of which $1,751,000 was in dollars for United States 
equipment and materials and $808,000 in dollars for engineering and 
fees. 

The principal objectives of the project were: (1) to improve the 
British balance of payments through the sale of additional petroleum 



products; (2) to release part capacity of Shell's large West Indies 
refinery at  Curacao, West Indies, for sale in dollar markets; (3) to 
provide increased raw materials for the manufacture of chemicals 
and thereby reduce imports; (4) a strong addition to British industry 
which would contribute to U. K. industrial recovery. 

The actual total cost of the project was $30,261,000 equivalent. Of 
this total cost ECA dollar expenditures were $548,543 for engineering 
and fees, and $1,180,529 for equipment and materials, a total dollar 
expenditure of $1,729,072. Thus, the rate of ECA dollar expenditures 
to total actual cost was 5.7 percent. 

The contribution of this project to the U. K. balance of payments 
and to U. K. industrial recovery should be considerable, due to the 
savings resulting from the importation of crude rather than products 
and to the proceeds from export sales. However, the dollar saving is 
difficult if not impossible to quantify because of many variable factors. 
This is a s~lbstantial difference between the cost of importing the 
quantity of products manufactured in this project when operating a t  
capacity and the cost of importing crude for the manufacture of these 
products. As an index of this difference the delivered value of the 
products manufactured when operating a t  capacity is currently the 
equivalent of some $75 million per year, whereas the current delivered 
value of the crude required to manufacture the products is the equiva- 
lent of some $42 million. From the difference of some $33 million 
1 ~ 1 -  nnnum should be deducted the refining cost, which is in sterling. 

5.  Ford Motor Co. Ltd. Plant at Dagenham 

This project consisted of retooling the motor car plant a t  Dagen- 
ham, England, to permit production of two new types of motor cars 
and a new heavy tractor. I t  was also to accomplish an increase of 10 
percent in production. The total estimated cost of the project was 
$13,583,000, of which $4.5 million, about 33 percent, was approved 
under hfSA dollar financing. 

The original estimate was exceeded and the actual amount spent 
was $15,795,000. Only $2,510,200 of MSA dollar financing was uti- 
lized, about 15.8 percent of the actual cash expended. 

I n  spite of the small ratio of MSA financing to the project, the ma- 
chines furnished were the essential key to the improved efficiency and 
production increase of the entire plant. 

Comparative Productiolz and Export Figures 

All types of vehlcles 1 1950 1 5  1 1954 1 

-1 
1- I-- 
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France 
Fraiice has been the largest postwar recipient of American aid, in- 

cluding both military and economic assistance taken together. France 
has also received the largest amount of economic grant aid extended 
to any country ($3,055 million), with the United Ringdoin in second 
place with $2,494 million in net grants. TotaZ nonmilitary grants and 
credits to France (,July 1, 1045, to June 30, 1054) amount to $4,982 
million, which puts her in second place in this respect to the United 
Ringdoin whose total of $6,870 million includes the large 1946 loan 
of $3,750 million dollars. 

France has also played a very prominent part in the orgaiiization 
and distribution of all European aicl. She was one of the leaders in 
the orgailization of the O E E C  (Organization for European Economic 
Cooperation) which was set up as a conditioil precedent to the extensioil 
of aid to Europe ancl which has its headquarters in Paris. 

France has furthermore been a leader or  key country or  both in 
practically every organizational unit or related movement connected 
with the aid program. The European Payments Union, the European 
Coal and Steel Community, the ill-fated European Defense Com- 
munity, ancl many others have all borne in one respect or  other, an 
unmistakable French imprint. 

I n  addition, the headquarters of the United States Aid Orgarlization 
for  Europe have been and still are located in Paris, as well as an 
operations mission for tho community itself. Also, some of the most, 
difficult problems associated with the extension of aid have arisen in 
France, or  in connectioil with aid to France. Altogether, i t  is prob- 
able that France looms larger in the overall aid picture than any other 
country. 

I n  a report dated March 1953 on the French program by an evalua- 
tion team appointed by the director, Mutual Security Administr a t' ion 
and headed by Joseph P. Spang, Jr., the program was summed up 
with the statement "the ECA/MSA program as a whole has played a 
decisive part  in the rehabilitation of the French economy * * * I t  
has been a vast unclertaking involving the expenditure of many bil- 
lions of dollars ancl employing many thousands of people. Any new 
endeavor of this magnitude inevitably makes many mistakes. The 
MSA Program has had its share * * * The problems and the organi- 
zations set up to cope with them are extremely complex. No business 
could possibly operate effectively under similar handicaps." 
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Natzcre of French Aid 

Aid extended to France included practically all kinds of both mili- 
tary and economic assistance in the governmental programs, plus sub- 
stantial amounts in the relief and rehabilitation sectors from the Red 
Cross, voluntary aid societies and other nongovernmental sources. 

As was general in Western Europe, the first large scale aid mas de- 
voted to physical restoration of war damaged or destroyed production 
facilities. This rapidly enlarged to a program of rebuilding or reno- 
vating the entire industrial plant insofar as this was physically 
practicable, thus illustrating one of the continuing major problems in 
aid administration-namely, the apparent inability to complete and 
terminate a project or program as originally projected. -4 complica- 
tion which developed in the later stages of industrial reconstruction 
was the allegation on behalf of France and of other former allies, that 
industrial reconstruction in Germany, with United States assistance, 
was developing a much more modern and efficient productive plant 
than in other Western European countries, leaving the allies in a 
n-orse competitive position t h a i ~  the former enemy. 

As elsewhere, reconstruction was accompanied by large scale ship- 
ment, as grant aid, of industrial raw materials and equipment and 
consumer goods, to tide over the period until normal European produc- 
tion could lx resumed. Technical assistance and other types of aid 
have also been well represented in France. While i t  is true that the 
"Marshall plan" type aid is officially considered to have been com- 
pleted, except for some pipeline, both the regional Economic Agency 
in Paris (Economic section of USRO) and the United States Opera- 
tions Mission to France continue to be maintained with no apparent 
termination in view. Although the economic section of USRO may 
have other than aid functions, presumably this would not be true of 
the FOA Mission to France. 

Categories of Ai&By Azcthorizations 

Authorizations, as distinct from actual net payments or deliveries, 
totaled $3,198.3 million, according to statistics supplied by FOA. 
Following is the distribution by principal categories. 



Total Cumulative Program for Fra~ce-Authorizatio~s 

[April 3, 1948June SO, 19541 
Milltone of 

dollare 

Food and agricultural commodities -----------------------------  815.7 
Industrial commodities --------------------------------------------- 1,794.0 
Unclavsifled commodity reductions ............................... -6.7 

Commodity total - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  2,633.0 

Technical s e r v i c e s - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  13.7 
Technical e x c h a n g e - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  5.6 
Ship d i s b u r s e m e n t s - - - - - - - - - - - - - - - - - - - - - - - - -  2 . 0  
Assistance via European payments union . . . . . . . . . . . . . . . . . . . . .  89.0 
Direct forces s u p p o r t - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  85.0 
Ocean f r e i g h t - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  370.0 

Noncornmodity total - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  565.3 

Grand t o t a l - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  3,198.3 

Commodity groups included in aboae: 
Food, feed and fertilizer 303.5 
F u e l - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  704.9 
Raw materials and semiflnished products ........................ 951.7 
Machinery and v e h i c l e s - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  611.5 

61.4 

The sum of $1,313,400,000 was allotted to Prance during the first 15 
months of E C A  and expenditures authorized for close to this amount 
for such items as food and agricultural products, raw materials and 
eemimanufactured products for Prench manufactures, machinery, ve- 
hicles, and fuel comprised in a great number of separate items. 

I n  addition a series of industrial projects, of which the dollar 
component was financed by the E C A  and the much larger local cur- 
rency component by the Prench, (partly from counterpart funds) 
greatly increased the electric power output, the production of steel and 
tin plate, and the operations of the oil refineries. Railroads were also 
rebuilt and modernized. 

By 1950 the economic situation in Prance had considerably im- 
proved. The gold and dollar reserves temporarily showed promise of 
stability at  a reasonable level, while international trade accounts were 
brought closer to a balance. The goal of the E C A  planners, a "viable 
economy," seemed a not remote possibility. Then came the outbreak 
of hostilities in Korea, together with intensification of the war in 
Indochina, and the situation changed rapidly for  the worse. Terms 
of trade moved unfavorably for Prance: and additional military 
expenditures were required at  the same time that Prench commitments 
to the NATO build-up of defensive strength in Europe imposed new 



strains on the national economy. Because of the antiquated industrial 
system in France this cliailge in terins of trade was particularly dis- 
~s t rous ,  not oilly to tracle with the dollar area but within the European 
area as well. Foreign tracle restrictions \\-llicll llad been somewhat 
eased were again incl.eased ailcl extended. Since the emphasis on 
American aicl s l l i f t~d  from e,co~lomic recovery to clefense, aid to France 
has beell devoted in largest measure to helping her fulfill her NATO 
obligations ailcl in maintaining military forces in Iudocllina, (until 
the Lirinistice there). 

Allotmeilts of ECLi/RISA and F O A  for economic aid to France 
lmder the foreign aid program have been as follows : 

France-Allotment Summary 
[Apr. 3, 1948-Feb. 10, 1055 in millions of dollars] 

Total M D A P  

194840 (15 months) .................................. 1,313.4 1,131.7 172.0 9.7 .......... 
194%50 .............................................. 698.3 636.2 51.7 .......... 

.......... .............................................. 1050-51 1951-52 433.1 1 389. 4 ! 1 43.8 

.......... .............................................. 261.5 207.3 43.2 11.0 
1952-53.. ..-......................................... 397.5 
1953-54.. ..-......................................... ...... .......... .......... 
1954-55 (Feb. 10) ----- 

Cumubtive total (1048-55) .................... 1 3,188 9 1 2.847.1 I 255.6 I 61.4 I 54.8 

Thc  above figures do not inclnde allotments undcr the following progralns: 
( a )  Fiscal year 1054 Direct Forces Support-$785 million in support of French and Associated Statcs 

Military forws in Indochina. 
( b )  Fbcal year 1954 section 5,W Public Law 118 Propram-$15.82 million. $10.85 million of the local 

I currency proceeds are'to be used b) the Depnrtnlmt of Defonse to pay for OSP h~ France and thc balance 
is to he used for development of French dependent overseas territories. 

(c) Technical Exchange Program. 

SOURCE.-FOA Special Compilation. 

(Note.-The nllotments totaling $785 n~illion undcr (a) above were to include some $40 million in counter- 
part funds.) 

Since the armistice in I i~c loch i~~a  \\-as signed before the $785 million 
allocated to France for that country \\-as expended, i t  might have 
been expected that the remaining funds \\*oulcl have beell released for 
use elsewhere (by ilegotiatioil with the French if necessary) ancl 
would serve to rednce subsequeilt al>propriation requests or nlterna- 
tively \~oulcl have beell simply returned to the treasury. Keither 
of these courses appears to have been follo\~ed, altllough available 
illformation is incomplete. 

I n  1054, tlie allotment for ecoiloinic aicl was orlly $85 million, plus 
military items ancl training. Tecllrlical assistance ainountecl to about 
$1,380,700. 

The  current program for  the fiscal year 1055 continues a similar 
pattern. No economic aid, as such, is programed for this year, but 
some payments are still being made through the pipeline. A sub- 
stantial amount of military aid will be forthcoming, and about 



$300,000 for the techiiical excliange program. I n  addition, there xvill 
be payments on offshore procureinel~t contracts previously entered into 
by the Department of Defense amounting to $1,027.8 million through 
Deceniber 1954. Since O S P  brings (lollars into the country vi-here 
the contracts are placed, they have economic benefit as in the case 
of any other dollar eaniings. nThei-e the production is also included 
in the natioilal budget, tliey also p r o ~ i d e  budget support. I n  addi- 
tion, $700 inillion was appl.opriatec1 for use in support of F~bance and 
tlie Associated States Forces in Indochina. This anionnt was also 
unexpended at  the cessation of hostilities, as in the case of unexpe~lded 
balance of the preceding year's allotn~ent, the disposition of tliis 
:tmount remains uncertaiii. Par t  of it (some $200 million or more) 
is stated by F O B  to hare been reprogramed i11 Asia, but apparently 
n-ithout resulting in any reduction ill al)pl.opriation requests for 
fiscal year 1956. 

Infrastructure 

Infrastrncture is a term used to indentify a NATO program for 
the construction of niilitnry facilities (and the facilities thelnselves) 
including airfields, oil tanks and pipelines, radar installations, tele- 
communications, harbor installations, narigatiollnl aids. The United 
States contribution to\varcl the c~onstruction of the infmstrllctnre is 
expressly authorized by Congress ill tlie foreign aid acts, anti n very 
substantial ainouut \\-ill presulnably be spe~it  in France in tlie fiscal 
year 1055. Approval lias been given by the XIZfL'O C'ouilcil for an 
infrastructure constructio~l progr:~lil in F~-:tnce (not inclueling North 
Africa) tl~i-ougll the ~t~le11clr~r year 1055 in t!le unlount of $748,130,000. 
The United States share of tllese costs is :~pproximntely 38 11ercent.l 

Surplus Agricultural Commodity Sales 

I n  tlie hlutu:~l Security Ar t  of 1051, it \ ~ t s  provitled tliat not less 
than $350 niillion of tlie fnncls antllol*izecl to be nlade available pur- 
suant to tliat act slioulcl be usctl to fi~iance tlie export and sale during 
tlie fiscal year 1053 for foreign currencies of surplus agricultural 
commoclities or products thereof purcl~ased in tlle Unitecl States. 
During fiscal 1055 substantial cottoll sales under section 402 of the 
Mutual Security Act will be nlade to the franc procee[ls being 
used in support of tlie I'nitecl States progranl in Vietnam. As of 
February 1055, '$25 n~illion of sncli sales had been liegotiateti. 

I For a detailed discussion of the infrastructure program, In France and elsewhere, see 
separate report entitled "NATO Infrastructure program." 



Counterpart 

The sale in France of goocls ancl commoclities purchased 1~it11 ECA 
dollars ancl resold for  francs procluced a large amount of local cur- 
rency-so-called counterpart funcls-wliich were used, n-it11 the 
aplxoval of the ECA and AISA, for finallcing a number of economic 
development programs. Out of the clollar equivalellt of $2,82'7,000,000 
counterpart funds \\-itlic1ra~~-n, $G54,G00,000 or 23 percent was used for 
tlle l)urchase of military iteins, mostly in the last few years. The 
balance was used for a variety of projects including land reclamation 
$100 illillion; extractive industries $308 inillion; manufacturing $231 
illillion; i.ail~*oncls $123 illillion; electric, gas, and power facilities $564 
nlillioli ; lionsing ancl public buildings $359 million ; and debt retire- 
ment $17 1 million. 

As n general rule, coui1terp:lrt funcls withdram-n are commingled 
wit11 other funds available to tlie French treasury and consequently 
cniiilot be ~vllolly iclentifiecl wit11 specific projects. 

~4pl1rosimately 60 pel-cent of tlle total counterpart funds are stated 
to have been utilized in making loans to the various sectors of the 
French ecoilonly as \\-ell as to certain French overseas territories. 
These loans \\-ere made by government agencies either directly to the 
borrou-ers, as in tlie case of certain natioilalized industries, or through 
normal banking cliannels, as in the case of private industry. The 
major portion of the loalls were macle to ilationalized industries, such 
as tlie rnilro:~cls, public utilities, and coal mining, \\-hereas the steel 
inclnstry \\-as tlie largest recipient in the private industry group. 

The coiliniiilgliilg of counterpart funds TI-it11 those of the French 
Treasury in the financing of loan projects cloes not lend itself to satis- 
factory auclit of couilterpart utilization. 

Our rerien, of tlie report of eud-use investigations on loans disclosed that, 
because of their geuerality nnd inconclusiveness, they are  practically valueless. 
One of the difficulties eucountered by the Controller's office in trying to determine 
the end use of loans was that counterpart fund loan applications could not be 
distin~uished from applications for loans from other sources. We also noted 
thnt the F O d  n~issioii does not attempt to verify the expenditures made from 
loan proceetls or the control thereof.' 

Fluncls for  military end iteins were released on the basis of review 
of the annual French military budget, selecting therefrom various 
military encl items to be supported as agreed to between the French 
Govel*ninent ancl the Cou1lt1.y Team (composed of representatives 
of tllc ECA/JISL1 mission, tlie Departinent of State, and the United 
States military.) Primarily the items selected were for the use of 
the French troops in Inclocliina. 

a R e l ~ o r t  on reriem of certain n c t l ~ i t i e s  of European missions, Foreign Operations Admln- 
ietr:~tlol~. By U. S. General Accountillg OEce, Division of Audlts ,  dated October 6, 1954. 



No real control is exercised by the F O A  niission over the counterpart 
funds attributed to militaiy end items. Furthermore, no end-use 
checks have been made nor are any proposed to be made. h pro- 
cedural study conducted by the mission controller, of fund control 
within the French Ministry of Defense, revealed that counterpnrt 
funds and budgetary funds are commingled and that the controls in 
effect are applicable to the entire military budget. 

Since almost all counterpart funds released to the French Government are  
commingled with Its budgetary funds, end-use inspection and related examination 
of the purposes for  which such funds are  reportedly used are  ineffective.' 

End- Use Znspection 

From April 1948 through June 1952, 1,037 end-use investigations 
involving $100 million of commodities had been made by the Con- 
troller's office. Of the value of commodities subjected to investigation, 
approximately 6 percent resulted in reports that required f o l l o ~ u p s  
by the mission or  reimbursement by the French Government out of its 
free dollar account. 

The purpose of the end-use investigations is to determine that the 
commodities are eligible for ECA/kISA financing, and that the com- 
modities are promptly utilized and not stockpiled, but are coiisuined 
or  put into production within a reasonable time after arrival a t  a 
French port. Inspection reports are designated as satisfactory or 
unsatisfactory depending on the results of tlie end-use investigation. 

During our review we noted that adequate follo~rup action mas not talien on a 
number of unsatisfactory reports.' These were brought to the attention of the 
mission controller who assured us that  the necessary corrective action would be 
taken. We felt that  the reports designated ns satisfactory were incollclusire. 
There was no indication as  to what records were examined a t  the offlce of the 
end user; and quite commonly the reports did not indicate whether the com- 
modity hnd been physically inspected in the course of the ir~rest'gation. I t  np- 
pears that investigations were confined more to contacts with prillcilx~l ( f f l  .ink 
of the company than to physical inspections or examination of apllropriate 
records. 

Zndzdstrial Projects 

From the earliest days of the ECA, much attention was deroted to 
the programing and prepnl.ation (inclucling planning and engineering 
stuclies) of inclnstrial projects calculatecl to increase procluction as 
well as procluctivity in France or provide aclclitional material par- 
ticu1:lrly snitable for  export, thus contributing to the improrenlcnt of 
the general economy. I n  the case of most projects a substantial c1oll:lr 

'Report on rerlew of rerteln actlritles of European mlsslons. Foreign Cjperntions Admin- 
istration. By U. S. General Accounting Once, Division of Audits, dated October 0, 1954. 



element of the planning and engineering fees, machinery and equip- 
ment purchased in the United States was financed by the E C A  or 
I\ISA. The  balance of the cost-usually the fa r  larger part, such as 
construction and labor costs and equipment purchased in local cur- 
rency-was financed by the recipient country in varying degree out of 
counterpart funds. 

I n  France tllere were 41 active industrial projects for  a total cost 
estimated in dollar equivalent of $096,431,000, of which $158,551,000, 
or 15 percent was approved for financing by E C A  or RISA, and 
$138,433,000 of procurement was authorized. U p  to June 30, 1954, 
$131,053,000 paid shipments had been made. The ECA-financed 
dollar element of tllese projects covered : mining, $104 million; iron 
and steel mills, $70 million; petroleum refining, $17 million; auto- 
motive products, $104 million; electric power facilities, $22 million; 
air trailsport facilities, $9.3 t nil lion (mostly United States-m:ulufac- 
tured conlmercial aircraft).  

Onc of tlle princi1,:rls of tliesc ljrojects is tlle SOLLAC steel rolling 
mill in Tarraine. SoT,r,.lC (Societa Lotarccine cTc Laminage Continu) 
is a new or,rranization of nine existing corporations m l ~ i c l ~  producecl 
before tlie war about 39 percent of Ille France-Saar output of steel, 
and np  to 95 percent of the tinplate. 

SOLLAC was created by these companies as their subsidiary to 
convert the metal supplied by them into sheets and tinplate by 
improved, model-n procluction metllocls. The necessary equipment 
had to be procured in the United States and advantage taken of 
American 1\-110~~-11om. h basic problem n7as therefore that of 
exchange, which could only be solvecl by the use of E C A  dollars. 
Tho original project application for E C A  funds was approvecl in 
June  1949. The estiillatecl total cost of the project \\-as originally 
$147,072,000, but tlle fintll cost rose to $246,885,000. E C A  funds allo- 
cntecl to the project anlounted to $57,834,000, or about 23 percent. 

L l l t l~oug l~  i t  appears that the plant should be well adapted to accom- 
plish the purposes for n-liich i t  mas intended, numerous problems 
of sales promotion, marketing, and reduction in prices remain to be 
solreel before the plant can make its full potential contribution to the 
economy of the country. The project is also an example of inadequate 
planning and supervision. Apparently, the MSA mission in France 
was inadequately staffed to esercise normal controls over the expendi- 
tures of the funds and the progress of the operation. This lack of 
adequate followup and supervision mas cllaracteristic of much of the 
aid operation in Prance. 

Another important project mas the Union Siderurgiqw du N o ~ d  
cle la France (USINOIZ) at  Denain and Montataire. This involved a 
continuous hot-rolling mill to be installed at  Denain and a cold-rolling 

4 The lnrgest slngle MSA-financed Industrial project in the  world. 





have been financed. These projects involved 2,261 individual 
participants. 

Some of the French teams mere composed of agricultural specialists 
who 1-isitecl the United States to study agricultural methods with s 
view to increasing the productive ponTer of French agriculture by 
teaching and encouraging the use of more modern and more efficient 
methods. 

Teams composed of labor representatives Kere sent to the United 
States to study relations betveen management and labor in this coun- 
try, with the primary ol~jective of showing the non-Communist unions 
11o\v to maintain their inclepenclence of Communist control and the 
Communist-controlled unions how to achieve independence of the 
C'omm~~nists. 

A t  tlie present time the technical assistance program is greatly 
redlicetl :111tl is lin~ited in scope. Funcls allotted to this activity for  
fiscal year 1935 are ollly $300,000. Witliin this ceiling funds allotted 
to the industrial sector have been greatly reduced, but to the extent 
that they nrse earmnrlced they are largely in connection with increased 
rni1itnl.y production. There is continued emphasis on the support of 
free French labor ullions and mallagelnent training. 

Technical Exchange Expenditares irt France, Apr. 3, 1948-Dec. 31,1954 

[Thousnnds of dollnrs] 
104M0------------------------------------- ------ 
1 0 4 0 - 5 0 - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  350.6 
1950-51 1,108.1 
10.51-59----------_----_-------------------- 1,096.5 
1 0 5 2 - 5 3 - - _ - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  997.4 
1 0 ~ 3 - 5 4 - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  847.0 
105&55 (Dec. 31)----------------_-__-------------- 219.3 

The expenditures by types of projects mere divided as follows: 

Industry and labor . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $2,898.3 
A g r i c u l t u r e - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  440.9 
Development of overseas territories . . . . . . . . . . . . . . . . . . . . .  116.6 
Public s e r v i c e - - - - - - - - - - - - - - - - - - - - - - -  121.1 
Distribution . . . . . . . . . . . . . . . . . . . . . . . . . . . .  135.4 
Transportntion and comi~~unications - - - - - - - - - - - - - - - - - -  55.9 
Operating costs and miscellaneous . . . . . . . . . . . . . . . . . . . .  '851.7 

1Excludes misslon operntlng cost niter flscal gear 1054. 
SouRcr : FOA speclal compllntion. 



Dollar Gap 

The so-called dollar gap in normal balance-of-payments items 
amounted in 1954 to $680 million, but was covered by the following 
extraordinary dollar receipts : (1) United States military expendi- 
tures, $360 million. ( 9 )  O S P  payments, $276 million. (3)  Mutual 
security expenditures, $210 million, a total of $816 million. (4)  Indo- 
china forces support $275 million. A total of $1,121 niillion resulting 
in an increase in French gold and dollar reserves of $433 million. 

The dollar gap for 1955 (before extraordinary receipts) Ilns been 
estimated at  $600 million. However, closing tlle dollar gap is no 
longer an immediate problem since mutual assistance payments more 
than cover the deficit. The basic problem as in the case of the United 
Iiingdom is whether the internal adjustments necessary to correct 
the structural imbalances are being nlnde so tliat when the end of 
extraordinary aid arrives, the country will be able to maintaill its 
econoiny with its own resources. 

Present Objectives of Aid to France 

The decline in econoinic aid has had the effect of reducing tlle need 
for a large F O A  mission. What  fui~ctions remain are almost entirely 
military and are handled in largest part by tlle Departinent of Defense. 

When the Marshall Plan began in 1018, many people llad grave 
doubts that the nation could survive as a democracy. American aid 
probably saved France from falling into totalitarianism by assisting 
the recovery of French industry, thereby providing inore emplo~.ment 
and a higher standard of living for the French people. 

However, there is much that the French must still do for them- 
selves. The idea of productivity did not take hold until lately, but 
recently there has been evidence of greater deternlination on the 
part of the French to increase their output per man-hour. I t  is iiotable 
that the funds devoted to this objective by the French have increased 
whereas the United States contribution llas decreased. Agricultural 
production in certain lines llas not increased as much as i t  should. 
There has been little improvement in the Tages and living coilditions 
of the working class. The voting strength of the Communist Party 
is still strong. 

There has been some criticism of the foreign aid program in France 
on the ground that  its benefits did not reach, and so were not under- 
stood and appreciated by, tlle middle-class businessmai~, tlle worker, 
the masses in general. I t  is difficult to  evaluate the soundi~ess of such 
criticism. It may be that  the policies and administrative methocls of 
E C A  and MSA were at  fault, altllough no clearly better alternative 
appears to have been suggested. Or, perhaps, the aid program was 



hindered in its effectiveness by certain iilhereilt flaws in the French 
social and industrial economy which were impossible of correction in 
the short space of 6 years. I n  any case, such flaws if they existed 
could only be corrected by action of the French people theinselves and 
clid not lie ~ ~ - i t h i n  the scope of any prograil~ administerecl fro111 abroad. 

The intensive study of the United States operations in France under- 
talien by the MSi4 survey team in 1053 recommended the abolition of 
the separate operating agency and absorption by the embassy under the 
ambassaclor of all the functions of RfSA and responsibility for all 
United States operations in France. This  recommendation has been 
only partially carried out through some integration of the FOL4 mis- 
sion and the einbassy under tlle United States Ambassador. The 
Director of tlle FOiZ mission is also the Rfinister of Economic ,iffairs 
of the einbassy. IIo\rever, a separate F O A  mission is still inaintainecl. 

It appears that  economic stability has been achieved under existing 
conclitions. Prices are stabilized; there is no serious inflationary pres- 
sure; there is a temportlrily well balanced economy ~~-1licll permits 
France to fulfill her comnlitments under the mutual defense program. 

However, we must face the fact that this apparent ecoilonlic balance 
exists p~iinari ly because of United States dollar paynlents for  military 
aid, and for other pul.poses. Any substantial decrease in such aid 
would be promptly reflectecl in a clecrease in the ability of France to 
contribute her agreed share to European rearmament, and a recur- 
rence of foreign paymeilts probleil~s and of domestic economic prob- 
lems temporarily in abeyance. 

Other United States Economic Operations 

The Department of Health, Education, and Welfare 

Conclucts economic operations in France in the same manner as 
described in the paper on the Unitecl Icingdom. 

The Office of Education expects to arrange this fiscal year for  116 
educators to be brought to the United States for training, and pro- 
grams of observation ancl training have been planned by the Office 
of Vocational Rehabilitation for 30 specialists. 

French labor teams and procluctivity teams have talien a great 
interest in the United States social security program, and have had 
instruction and cliscussion of United States provisions in this field. 
Through the International Educational Exchange Service program, 
leaders whose programs are being planned by other organizations have 
come to the Unitecl States Social Security Administration to learn 
about social welfare programs wllicll offer services along the same lines 
as those sponsored by the French Government. 



The Department of Agriczlkzlre 

(1)  Proinotes the sale of United States agricultural commodities 
in France; (2) reports on foreign agricultural competition, supply 
:~nd  demand; and (3) clisseininates United States agricultural in- 
formation regarding foreign agricultural production, trade, and 
consumption. 

The Department inaiiltains a permanent ~nission in France consist- 
ing of an agricultural attach&, an assistant agricultural attach&, and 
several clerks. total of 11 marketing specialists have visited 
France since July 1954 and carried on iilvestigations a i d  discussions 
similar to those described in the paper on the United ICingdom. 

The Department of Labor 

Through a labor attach6 in the Embassy, carries out its programs 
and objectives, some of which, being similar for various countries, 
are described elsewhere. 

From 1950-53, the Department of Labor provided nine 3-month 
programs for French groups in the fields of labor statistics, settle- 
n ~ e n t  of labor disputes, productivity, women's role in trade unions, 
employment services, and apprenticeship. I n  addition, numerous 
French procluctivity teams have received one-half- to 1-day programs 
covering various aspects of the Department's ~vorlr. No long-term 
programs have been arraiiged by the Department since 1953, but pro- 
grams of short duration continue to be provided. 

Since mid-1953, the Department has assigned on reimbursable de- 
t a i l  four productivity specialists from the Bureau of Labor Statistics 
to the European Productivity Agency of the OEEC in Paris. These 
specialists are paid out of F O B  funds and provide technical advice 
on productivity programs to member countries of the OEEC. 

The Department of State 

Operates through the American Embassy in Paris and consular 
offices in seven important cities. A large part of the Embassy ~ o r l i  
is concerned with ecorlonlic reporting, as described in the paper on 
Economic Operations in the United I<ingdom. For  the year July 1, 
1953June 30, 1954, of a total of 524 single-time requests for eco- 
nomic reports which were received from various United States Gov- 
ernment agencies, 428 originated with the Department of Commerce, 
66 with the Department of State, and 16 with the Department of 
Agriculture. 

Including voluntary submissions, 1,852 reports mere received by 



the Department of State from the Embassy and consulates in France, 
of ~ h i c h  153 were on matters relating to agriculture; 223 on trans- 
port and communications; 439 on export control; 01 on commerce 
and industry; 185 on finance. 

The Embassy has a staff of 44 persons engaged i n  economic ac- 
tivities, of \rhom 25 are American, and 19 are foreign nationals, mostly 
French. Key officials in the economic field are: the economic minis- 
ter (who is also the director of the Foreign Operations Mission), the 
Deputy Chief of the Economic Section (who is also the deputy di- 
rector of the Foreign Operations Mission; the commercial attach6, 
the agricultural attach&, the labor attach6, and several economic offi- 
cers, together with representatives of the Treasury and Maritime 
Commission. 

The cost of the economic section for fiscal year 1955 is $222,000 for 
salaries, plus $113,000 for allowances nncl administrative expenses, 
:L total of $335,000 per annum for economic activities. This com- 
pares with a total annual cost for Embassy operation for the fiscal 
year 1955 of $1,350,000, and Embassy personnel totaling 190, of whom 
93 are American and 97 are locals. The consulates are staffed by 
72 persons, of whom 23 are American and 49 are locals. 

The economic work of the Embassy in Paris is handled within the 
Office of the Minister for Economic Affairs, who is also director of 
the Foreign Operations Mission (USOM). He  has an integrated 
staff in which Embassy and FOA personnel work together, in sec- 
tions handling trade, agriculture, labor, commerce, production, and 
productivity. This organization was adopted pursuant to a reor- 
ganization of the economic work carried out by the Minister for Eco- 
l~omic Affairs as of September 1, 1954. Major problems dealt with 
hy the Embassy personnel within this integrated staff are the 
following : 

(1) The administration and direction of United States as- 
sistance programs concerning France. 

(2) The administration of the Battle Act in France. 
(3) Analysis of the current economic policies and programs 

of the French Government. 
(4) Fulfillment of the comprehensive economic reporting pro- 

gram and reporting of commercial intelligence as well as special 
reports. 

The Foreigm Operatioms Admimistratiom 

This agency has a staff of 67 people in France, 34 of whom are 
United States nationals and 33 are foreign nationals; 54 of these 
employees perform administrative duties and 13 are on program op- 
erations. 



The cost of operating the FOA mission in Paris has declined con- 
siderably from $1,181,861 in 1953 to $743,696 in 1954, and an esti- 
mated $534,530 for 1955. 

Summary Observations 

As one of the major recipients of economic assistance, France has 
experienced in one form or another many of the problems arising 
in the planning and execution of aid programs. 

Budget Support 

As has been indicated elsewhere, the French economy is basically 
much sounder than that of many other countries receiving financial 
and economic assistance from the United States. There are some 
structural weaknesses in the French economy, but much of the French 
need for assistance arises from budgetary needs rather than from 
needs of the national economy. Budget support for  the French 
Government has become a major feature of the French aid program. 

This has been effectively the case in the use of counterpart. As  has 
been described above, much of the enormous French counterpart funds 
has simply gone into the national budget and intermingled with funds 
from other sources and used for various governmental expenditures. 
It has consequently been difficult, if not in many cases impossible, to  
exercise the degree of control over the expenditure of counterpart 
funds in France that hacl been contemplated by the Congress and 
the administration. 

Another type of budget assistance is what has come to be known 
as Lisbon-type aid, since i t  was first worked out a t  a NATO con- 
ference in Lisbon. This type of budget support consists of pur- 
chasing from the recipient government a specified quantity of military 
supplies and then returning these supplies so purchased to the re- 
cipient country for its own use. The rationalization for Lisbon-type 
aid is that the recipient country is unable without such aid to provide 
the level of military cooperation jointly agreed to as its proper 
proportionate share. I t  is, in other words, a device to provide the 
recipient country with financial assistance (budget support) on the 
group of military necessity. It is not the purpose of this paper 
to discuss the merits or otherwise of the military necessity alleged in 
this or other cases. I t  does seem desirable to point out that in the 
administration of the aid programs in France and elsewhere, a great 
many devices have been adopted to provide various kinds of aid to  
such an extent that the entire program becomes extremely confused. 



Technical Assistance 

Another illustration of the use of various devices in the adnlinis- 
tration of the foreign aid program, with resulting confusions of 
~ a r i o u s  kinds, is in the administration of technical assistance in France 
as elsewhere in Europe a t  the present time. Strictly speaking, there 
is no technical assistance or tech~iical cooperation program in France 
or else~rhere in Europe. No funds are requested from Congress for 
this purpose. However, a program is in fact being carried out under 
the name of "technical exchange," and in quite a separate and unre- 
lated account, funds are requesteel for this purpose. These exercises 
in semantics can undoubtedly be plausibly justified, but they do make 
i t  extreinely difficult to determine w l ~ a t  kinds of aicl programs are 
going on in various countries. 

Offshore Procuremertt 

France is one of the princip:ll beneficiaries of aid via the so-called 
offshore procurelnent program. The phrase "o~shore  procurement" 
is  in  itself an exercise in semantics. Originally, in the very early 
days of ECA, i t  was used to desigiiate the purchase of goods outside 
of the United States (principally in Latin America) for the imple- 
mentation of aid programs. Subsecluently i t  Tas  used to describe the 
purchase in  Belgium of goods for distribution in other European 
countries. Currently the phrase is used to clesignate the purchase of 
military goods in Europe for distribution to NATO countries as a 
part of the joint defense program. I t  has, however, also been used 
currently to inclucle the purcliase of any rrlilitary goods in Europe 
by the United States, inclucling purchases for its o ~ v n  forces. This 
is probably incorrect use of the p111.ase; it adds to the confusion and 
some rather serious clisagreements have arisen because of it. 

The current offshore procurement program appliecl in its restricted 
meaning of purchase of military supplies or equipment in Europe by 
the United States for  delivery to other NATO countries \\-as intended 
originally, in  France and elseml~ere, to provide a broadened base for 
NATO military production in Europe. Obviously, i t  would have 
certain incidental economic beliefits such as providing dollars which 
would be of assistance in tlie balance of international paylnents of the 
recipient countries. However, the device was quickly seized upon as 
a possible means of achieving Inany more objectives, ecoi~omic and 
political. Inability to achieve several objectives a t  once, has, in the 
opinion of many observers, jeopardized the success of the prilnary 
objective, not only of offshore functions but in the operation of most 
of the foreign aid program as a whole. 



The infrastructure program, also discussed elsewhere in this paper, 
as developed particularly in France has been the subject of considera- 
ble discussion and a good deal of criticism. Obviously infrastructure 
disbursements, as in the case of offshore procurement purchases, have 
certain incidental economic and financial benefits to the recipient 
country. I f  delivered in the form of dollars, they help to redress any 
deficiency in the balance of dollar payments; if paid to the govern- 
ment of the recipient country, they tend to provide budget support. 
A further complaint has been made from time to time that infra- 
structure installations also provide economic benefit by increasing 
the capital assets of the country in which installed and in some cases 
of providing current coll~nlercial operating revenue. This charge was 
directed among others at certain telecomn~unications installations in 
France. The problem has been reviewed, so i t  is understood, and pro- 
vision made for certain appropriate refunds by the French Govern- 
ment to NATO in respect to peacetime operating revenues derived 
from the use of these facilities. Apparently the settlement was con- 
sidered satisfactory by the parties concerned. I t  is mentioned here, 
not to belabor a dead mule, but as an illustration of some of the types 
of problems which have arisen and which presumably will continue to 
arise in similar forms in current execution of aid programs. 

A further question in relation to infrastructure is whether United 
States contributions need to be made entirely in dollars since dis- 
bursements are understood to be, for the most part at  any rate, in 
local currencies of the couiltries in n-hich the facilities are constructed. 
Should the program be continued, this point will presumably be given 
appropriate consideration. 

Disposition of Indochina Funds 

One of the considerations which might well be given careful review 
is the dispositioil of funds appropriated but unexpended for which 
the original need no longer exists. The appropriation of funds for 
assistance to France in the prosecution of the war in Indochina is an 
illustration of this point. As a result of the cessation of hostilities in 
Indochina, a considerable sum, in fact the major part of the $745 
million contained in the last appropriation, was no longer needed for 
this purpose. Inquiries have elicited the statement that these funds 
have been reprogramed for use elsewhere in southeast Asia. It might 
have been thought that they would either have been returned to 
the Treasury as no longer needed for the purpose for which appro- 
priated or that if reprogramed for use elsewhere they might serve 



to reduce by a corresponding amount any request for subsequent ap- 
propriations. Neither of these courses appears to have been followed. 

Contkuance of Aid Organization 

One of the difficulties in conducting any extensive program such as 
the foreign aid program is the unwillingness or the inability to set 
a termination point when the mission has been accomplished. I n  the 
case of France as in the case of most other European countries, i t  is 
generally conceded, by F O B  as well as others, that in substance the 
aid program has been completed insofar as i t  is possible to do so. The 
postwar reconstruction and rehabilitation has been done, on the whole 
successfully, but nevertheless in various forms i t  continues, on a re- 
duced scale of course, and, perhaps more significant, the organization 
for administration of the program has been maintained more or less 
intact, although again in reduced numbers of personnel. I f  the 
charge of self-perpetuation is not to be substantiated i t  would seem 
that the organization should be disbanded and certainly individual 
missions in the various countries which have been the recipients of 
aid should be closed. 
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I. Background 

The Country Itself 

Metropolitan Spain is composed of the mainland, the Balearic 
Islands in the Mediterranean, the Cailary Islands in the Atlantic, and 
five ports in Spanish Morocco. The rest of Spanish hIorocco and 
Spanish West Africa are considered overseas territories. 

Spain's most striking topographical features are its height and its 
internal division by mountain and river barriers. Spain rises sharply 
from the sea wit11 only a narrow coastal plain except in the *4nd:~lusian 
lowlands. The greater part of the peninsula is a vast high plateau 
divided by mountains and broad shallow depressions. There are few 
bays, virtually no islands, and a scarcity of natural harbors. Nearly 
three-quarters of Spain has been classified as arid with less than 20 
inches of rainfall annually. Northern and northwestern Spain, how- 
ever, resemble England in climate, mith slight variations in tempera- 
ture and plentiful rainfall, and the coastal regions in the east and 
south enjoy a typically Mediterranean climate. The area of Spain is 
196,607 square miles, approximately equal to that of Colorado and 
Oregon combined. 

Spain's once imposing colonial empire has been reduced to a handful 
of strategically located but economically undeveloped areas in Africa. 
These overseas territories comprise the Spanish zone of the pro- 
tectorate of Morocco; the territory of Ifni, an enclave in French 
Morocco along the northwestern Atlantic coast of North Africa; the 
Spanish Sahara; and Spanish Guinea. 

By law and in practice, the processes and institutions of the Spanish 
Government are controlled by General Francisco Franco, who has 
been Chief of State since 1939. Franco is also Commander in Chief 
of the Spanish Armed Forces; Head of the Falange Party, the only 
legal political organization in Spain; and President of the Cabinet, 
whose members he appoints. The Cabinet, or Council of Ministers, 
meets periodically to consult mith General Franco on matters of gen- 
eral policy; all important decisions are noimally cleared with the 
Chief of State. The membership of the 475-deputy Cortes, or parlia- 
ment, depends directly or indirectly on General Franco, who can 
exercise a veto over any legislation i t  considers. 

Spain's population, which is predominantly Catholic, totals approx- 
imately 29 million. The population density is roughly equivalent to 
that in New England and is lower than in most European countries. 
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There is a serious imbalance of the sexes, with only 92.8 males per 
hundred females. 

Spain is predominantly an agricultural country, and the per capita 
income is only about $250 per year. It has the lowest standard of 
living and the lowest per capita income of any country in Europe. 
Its major exports are foodstuffs, textiles, and minerals. Its imports 
consist primarily of fuels, raw cotton, fertilizers, and machinery. The 
United States and the United Kingdom are Spain's principal cus- 
tomers, each country purchasing about one-fifth of Spain's total 
exports. The United Statw is Spain's leading supplier. I ts  gross 
national product in recent years has been about $7.5 billion to $8 billion 
per year. Approximately 4 percent of this amount, about $325 million, 
is allocated for military expenditures annually. 

United States Policy Toward Spain, 1946-50 

I n  keeping with a 1946 resolution of the U. N. General Assembly, 
many nations imposed diplomatic saiictions and recalled their 
ambassadors from Madrid, leaving their missions under chal.g6s d' 
affaires. The United States left vacant the position of Ambassador 
to Spain, which had been unfilled since the resignation of Mr. Norman 
Armour on December 31,1945. 

The growing threat of communism and Spain's basic opposition to 
it resulted in a movement in the United States and the United Nations 
to end these diplomatic sanctions against Spain, and the U. N. General 
Assembly repealed its resolution on November 4,1950. On December 
27,1950, Mr. Stanton Griffis was appointed United States Ambassador 
to Spain. 

Beginnings of United States Aid to Spain 

Even before the restoration of full diplomatic relations, the Con- 
gress took note of Spain's opposition to Communism and of its stra- 
tegic position in Europe and authorized a $62.5 million loan to Spain 
(Public Law 759 of the 81st Congress, approved on Sept. 6, 1950). 
This loan was administered by the Economic Cooperation Adminis- 
tration through the facilities of ithe Export-Import Bank. Of the 
total made available, $35.7 million has been approved for capital 
development and $27.8 for commodity assistance. About $8 million 
still remains unexpended. 

I n  addition, the Export-Import Bank made two short-term loans 
of $12 million each ito Spain in 1952 and 1953 to finance the purchase 
of United States cotton. Both of these loans have been completely 
expended. 



The more common type of United States grant aid was initiated for 
Spain by the 82d Congress in fiscal 1952. Apparently without prior 
authorizing legislation, the Mutual Security Appropriation Act for 
fiscal 1952 (Public Law 249 of the 82d Congress) provided $100 
million for economic, technical, and military assistance to Spain, to 
be administered under the discretion of the President for the general 
objectives set forth in the Economic Co-operation Act of 1948 and the 
Mutual Security Act of 1951. 

This appropriation was extended on what might be termed a quid- 
pro-quo basis. The United States wanted to construct strategic bases 
on Spailish soil behind the Pyrenees, which form the best natural 
defense line on the continent, and to secure Spanish participation in 
the defense of Europe. On the other hand, Spain wanted the best 
price i t  could get in return for these concessions. The result was a 
protracted series of negotiations between the United States and 
Spain, taking almost a year and a half, during which time the 
appropl-iated $100 million could not be programed. The Congress 
authorized its carryover into fiscal 1953 and added $25 million in new 
money. 

The Bilateral Agreements 

The lengthy negotiations finally resulted in three agreements, all 
of them dated September 26, 1953, which provide respectively for:  
(1) Economic and technical assistance; (2) military end-item assist- 
ance; and (3) the construction and use of military facilities in Spain 
by the United States. 

Spain thus became eligible on its part for economic, technical, and 
military assistance under the mutual security program. The United 
States was in turn authorized to develop, build, and use certain mili- 
tary airfields and naval facilities in Spain, jointly with Spanish forces. 
(All three agreements are printed in full on pages 698-710 of the 
transcript of the hearings before the House Foreign Affairs Corn- 
mibtee on the Mutual Security Act of 1954.) 

United States foreign aid is thus given to Spain through two 
programs, namely, the economic aid program and the military aid 
program. The base construction program is not an aid program in 
itself but is rather a part of the United States defense buildup abroad 
for the world-wide deployment of United States Armed Forces. All 
three of these programs will now be described separately. 



11. Economic Aid Program 
Nature and Scope 

Under the Ecollomic Aid Llgreeineilt, the United States is to furnish 
such economic and technical assistailce as may be requested by tlie Gov- 
ernment of Spain and approved by the Goveri~ment of the United 
States under the terms of applicable United States law. I t  reniains in 
force until June 30, 1056. I t  does not contain any monetary provi- 
sions indicating the estent of tlie United States commitment. How- 
eyer, testimony before the House Foreign Affairs Committee last 
spring inclicates that the United States promised to Spain economic 
aid totaling not less than $115 million. Chapter 3 of Title I of the 
3futual Security Act of 1054 describes such ecoilomic aid as &'defense 
-upport," because i t  is directed a t  aiding the Spanish economy in such 
w way as to strengthen its defense effort. 

Relation to Base Construction Program 

The economic aid program has an important impact on the base con- 
structioi~ program. I t  improves the value of the bases because i t  allots 
substantial funds to rehabilitate Spanish railroads and highways and 
LO compensate the Spanish economy for the drain caused by construc- 
tion of the bases on its steel, coal, and cement resources. Of inajor 
importance, too, is the fact that 60 percent of the counterpart generat- 
ed by the import of comnlodities under the economic aid program is 
used to defray local costs of constructing these bases. Finally, the 
ccollo~riic aid program is designed in part to  offset the inflationary 
:cspects of the base construction program and to insure that i t  will not 
be hindered by any general deterioration of the Spanish economy. 

Program for Fiscal 1954 

I n  the mutual-security legislatioil for fiscal 1054 the Congress re- 
appropriated $75 million for economic aid to  Spain out of the $125 
nlillion previously made available. An additional $10 million was 
alloted by FOL4 for the same purpose out of the general defense-sup- 
port appropriation for Europe. This $85 million was programed 
as follows: 
Raw ~ t t o n - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  $14,800,000 
-4griculture and Hydroelectric Works ............................ 10,500,000 
Transportation ................................................ 14,700,000 
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Electric P o w e r - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  $12,500,000 
Coal 2,000,000 
Steel Industry . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,000,000 
Cement I n d u s t r y - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - ~ - - -  2,000,000 
Munitions Industry 2,390,000 
Other Industry------------------------.---_----_-~-----_---___ 1,010,000 
Technical E x c h a n g e - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  600,000 
Industrial Itaw Materials . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16,500,000 

Total ............................................. _--_-  85,000,000 

As indicated in the above table, most of these funds have gone into 
projects for industrial development, mainly for the procurement of 
capital equipment and raw materials. The Spaniards chose to use 
their own foreign-currency resources to import the uilusually large 
volume of agricultural commodities which were needed during fiscal 
1954 because of the drought and freeze. 

Procurement authorizations had been issued by May 31, 1954 
against all of these funds, but $39.3 million was still awaiting subobli- 
gation as of January 31, 1955, including $7.5 million for 2 hydro- 
electric power plants, $4 million for a steel rolling mill, and $4 million 
for locomotives. Paid shipments against these authorizations as of 
November 30, 1054 amounted to $21.5 million. F O B  officials esti- 
mated at the hearings last spring that goods in the value of $65 million 
would have been delivered by the end of fiscal 1955, leaving only $20 
million in the pipeline for delivery in fiscal 1956. This estimate now 
appears to have been overly optimistic. 

The relatively weak showing in final obligations and paid shipments 
should be viewed against the long lead-time required for the prepara- 
tion of specifications prior to letting the contracts and for the manu- 
facture of such heavy industrial equipment. 

Raw Cotton 

Raw cotton in the amount of $14.8 million was included in the pro- 
graming of the $85 million under the provisions of section 550 of the 
Mutual Security ,4ct of 1953, which directed the use of surplus United 
States agricultural products for aid to Spain. Cotton is not produced 
in Spain and is normally imported. Unlike other commodities im- 
ported under this aid program, not only 60 percent but the entire 
amount of the pesetas generated by the sale of this raw cotton is ear- 
marked for the use of the base construction program. 

Because ram cotton is easily procured, this item accounted for the 
bulk of United States aid shipments to Spain during fiscal 1954 and 
the early part of fiscal 1955. $13.6 million of the programed $14.8 
million was actually delivered by October 20, 1954 and the remainder 
was canceled. 



This operation, which was financed by FOA, has been rather s& 
verely criticized by the International Operations Subcommittee of the 
House Committee on Government Operations in its recently published 
LLReport on Procurement of American Cotton by Spain." This re- 
port states that, by virtue of a decree of the Spanish Government, all 
cotton imported from the United States and from other countries is 
purchased through an agency at  Barcelona composed of 31 Spanish 
cotton importers and known as the National Cotton Center. Procure- 
ment is handled on a bulk basis and contracts are invariably awarded 
to the lowest bidder. The program is criticized because the grade 
and quality of the cotton shipped by American suppliers have prac- 
tically always been below that specified in the procurement contracts. 

The report notes that, although the undergrade cotton is not re- 
turned to the United States, the prices are renegotiated so that the 
United States suffers no direct financial loss. However, this proced- 
ure reportedly works to the detriment of the textile mill operators, 
who require better cotton to produce the variety of textiles in demand. 

I t  is stated in the report that the Spanish Government instituted 
this procedure to prevent the speculative buying and selling by mill 
owners which had in the past so adversely affected Spain's peseta ex- 
change rate and sharply reduced its textile production. It is further 
noted that FOA's general policy has been to permit procurement ac- 
cording to the practices of recipient countries and that'it has therefore 
not sought to alter these procedures. 

The report recommends that American cotton growers and shippers 
devise a code of ethics to eliminate the present practice of sham bid- 
ding, that POA encourage the Spanish authorities to return to normal 
direct buying practices under adequate safeguards against uncon- 
trolled speculation, and the FOR endeavor in the meanwhile to work 
out improved procurement procedures with the national cotton center 
to insure proper bidding and compliance with requirements and speci- 
fications. The report also recommends that all cotton be inspected 
and certified by the Marketing Service of the United States Depart- 
ment of Agriculture or by some agency of the Spanish Government 
before shipments are made from the United States. 

Special Wheat  Sale 

A severe drought in the summer of 1953 followed by a damaging 
freeze in January 1954 caused a serious shortfall in the 1954 wheat 
crop. This required Spain to import much larger amounts of wheat 
than normally. I n  view of this heavy drain on Spain's foreign-ex- 
change resources, $20 million worth of this wheat mas supplied by the 
Commodity Credit Corp. in the spring of 1954, quite outside the agree- 
ments and the economic aid program. This wheat was paid for in 



pesetas, all of which were to be used to defray the costs of the base 
const,ruction program as described below. 

Program for Fiscal 1955 

The Congress provided $30 million for economic aid to Spain in 
fiscal 1955, thus bringing the total funds appropriated for this pur- 
pose to $115 million, which apparently fulfills the total United States 
executive commitment. These new funds have been progra~ned to  
include $10 million for industrial raw materials and $20 million for 
capital inr7estment. Ample United States funds are available from 
other sources to finance Spain's needs for agricultural iinports this 
fiscal year. 

Procurement authorizations have been issued for all $10 million of 
the industrial raw materials but for none of the development projects. 
No deliveries against these funds are anticipated before fiscal 1956. 

The Congress also went beyond the request of the F O A  and of the 
administration by providing in Section 109 of the Mutual Security 
Appropriatioil Act for fiscal 1955 that $55 million of the unobligated 
balances continued available under that act would be used oilly for the 
procurement and sale of surplus agricultural commodities to Spain. 
This had the effect of increasing the appropriation for economic aid 
to Spain in fiscal 1955 to $85 million, the same as in fiscal 1954, with- 
out making available any addditional mutual-security funds. 

Negotiations with the Spanish Government have produced agree- 
ment to date for use of $20 million of this $55 million for additional 
cotton and $6 million for cottonseed oil. The remaining $29 million 
has get to be programed. Under the terms of this legislation, 80 per- 
cent of the counterpart pesetas resulting from these sales is to be used 
to strengthen the Spanish economy and 20 percent for United States 
use, which in effect means for purposes of the base construction 
program. 

The Congress has rarely increased aid funds for any country above 
the amounts requested by the administration, so that this action with 
respect t o  Spain is relatively unusual. The economic aid program 
for Spain has in fact many aspects which set i t  apart from other aid 
activities of the United States Government. These cannot be discussed 
mithout mention of the late Senator hlcCarran of Nevada, who offered 
the provision to make an additional $55 million in surplus agricultural 
commodities available for Spain in fiscal 1955. I Ie  supported this 
proposal by the following argument, as found on page 128 of the 
transcript of the hearings before the Senate Appropriations Com- 
mittee on the Mutual Security Appropriation Act for fiscal 1955: 

We entered into a n  agreement as  regards the mihitarizing of Spain. That  
took a long time to work through, and i t  was opposed by a great segment of 



the people of Spain. But when they were giren $85 million for economic de- 
relopment, that was a great inducement for them entering into the  agreement. 

Now, when the Government of Spain says to its people, "We are only going 
. to get $30 million," I hare been advised that it  has been a shock to the people 

of Spain, and that it is liable to create n condition over there not healthy to 
carrying out our agreement. I t  seems to me that we should do either 1 of 2 
things. If you say limit it to 30 million in dollars, then we should come up to 
the $85 milalion with additional amounts of surplus commodities. In  other 
words, you will appease that situation to my way of thinking. 

Related Agricultural Support Sales 

Again, quite outside the Agreements and the economic aid program, 
the United States a few months ago offered to sell Spain some $21 
million of additional agricultural surpluses, such as cottonseed oil, 
cotton, tobacco, and dairy products, under the Agricultural Trade 
Development and Assistance Act of 1954. The Spanish Government 
for some time showed little interest in this offer, apparently preferring 
to purchase such products under the program just described, wherein 
the pesetas are largely available for their own economic needs, rather 
than under programs generating pesetas to be used largely for de- 
fraying construction costs of the United States bases. However, 
FOA now reports that prospects for completing these negotiations 
satisfactorily are currently quite favorable. 

Negotiations are almost completed by the Commodity Credit Cor- 
poration in behalf of the Department of Defense for the sale of $5 
million worth of feed grains to private importers in the Federal 
Republic of Germany. The Department of Defense will pay dollars 
to the Commodity Credit Corporation for these deutschemarks and 
use them for the purchase of German equipment for t h e  base  construc-  

tion program in Spain. 

Technical Exchange and Productivity 

United States economic aid programs customarily include some 
aspects of technical assistance, whereby United States technical ex- 
perts are sent abroad and foreigners are brought to the United States 
for specialized training and instruction. The economic aid program 
for Spain also includes this type of exchange activity, which is quite 
distinct from the educational exchange program conducted by the 
Department of State. 

Actual operations under the technical exchange program amounted 
to $616,000 during fiscal 1954 and are estimated a t  $885,000 for fiscal 
year 1955, according to the following breakdown furnished by POA:  



B y  Eeld of actlvlty: 
Industry and business ....................................................... $470.300 
Agriculture ................................................................. 145,700 1 2. 
Labor ................................................................................... I 5.000 

The program for fiscal 1954 involved sending 23 American techni- 
cians to Spain and bringing 160 Spaniards to the United States for 
technical assistance in the fields of electric power; coal mining; the 
producing of steel, cement, and munitions; railroading; highway con- 
struction ; civil aviation; and many phases of agriculture. Spanish 
participants included workers, specialists, engineers, foremen, and 
executives. United States agencies having proficiency in the various 
technical fields assist in the training of Spanish participants under 
interagency agreements with FOA. 

Total ...................................................................... 

By type of activity: 
Pertidpants to United States ................................................ 
United States technicians- .................................................. 

Total ...................................................................... 

Estimated Program for Fiscal 1956 

I t  was originally anticipated that the appropriation of $30 million 
for fiscal 1955 would be the last appropriation requested for economic 
assistance to Spain, since this fulfilled the commitment made to Spain 
in connection with the signing of the three agreements. However, 
during the hearings on the program for fiscal 1955, FOB officials stated 
that there might be further need for economic-aid funds in fiscal 1956, 
largely because of the adverse economic developments in Spain grow- 
ing out of unpredictable weather. 

Since then, FOA has indicated that the President would request 
about $22.5 million for economic and technical aid to Spain in fiscal 
1956, of which $20.5 inillion is to be for economic assistance and $2 
million for technical exchange. 

This request should be considered in the light of an FOA estimate 
that $50 million in aid goods will be in the pipeline as of June 30, 
1955, for delivery in fiscal 1956. About $20 million of these goods will 
be from fiscal 1954 and $30 million from fiscal 1955. 

There might well be additional goods in the pipeline representing 
orders under the availability of the $55 million in agricultural sur- 
pluses for Spain during this fiscal year, as well as such goods as might 
ultimately be ordered under the support program of the Commodity 
Credit Corporation, 

610,000 

402.700 
213,300 

616,000 

865,000 
=- 

500.000 
385.000 -- 
885,000 



111. Military Assistance Program 
Nature aad Scope 

The essential provisions of the Mutual Defense Assistance Agree- 
ment provide that the United States is to deliver end items of military 
equipment to Spain and provide military training for Spanish armed 
forces for the mutual defense of the two countries. This brought 
Spain within the worldwide United States Mutual Defense Assistance 
Program (MDAP). The MDAP operation in Spain is to be con- 
sistent with the charter of the United Nations and utilized exclusively 
for the promotion of international peace and security. It is based 
on the force goals and military programs of the Spanish armed forces, 
as approved by the United States Joint Chiefs of Staff and the Secre- 
tary of Defense. The United States is to be charged no taxes in its 
administration. 

Out of the total which the United States has agreed to make avail- 
able in aid to Spain in military assistance over tl period of 4 years, 
$141 million was appropriated for this purpose in fiscal 1954 and 
$74 million in fiscal 1955. The balance remains to be programed for 
fiscal 1956 and 1957. 

Program for Fiscal 1954 

The $141 million in military aid funds for fiscal 1954 mas made 
available when the agreement was signed in September 1953. The 
3 United States military services immediately began to develop a 
program in the amount of $5 million, so that some deliveries of mili- 
tary equipment could be made almost before the ink was dry, in the 
hope that this would impress the Spaniards. Because of delays in 
developing the full program, only this $5 million mas actually obli- 
gated by the end of fiscal 1954. The first shipment of United States 
military equipment under this small impact program took place on 
January 9,1954, consisting of such items as artillery, tanks, and motor 
transport vehicles. A minesweeper was later turned over to Spain on 
February 16, 1954. 

Program' for Fiscal 1955 

The illustrative program of the Department of Defense for mili- 
tary assistance to Spain during fiscal 1955 called for approximately 
$74 million, which was approved in its entirety by the Congress. The 



unobligated balance from fiscal 1954 was also continued available. 
Tlie rate of obligatio~l of these funds increased steadily during the 
early illo~ltlls of fiscal 1955 and deliveries also began to arrive in in- 
creasing quantities. Completed shipments of military hardware in 
Spain totaled $33 million through October 1954. 

A slow rate of progress is usually inherent in any military build-up 
and the United States military aid program in Spain appears to 
offer no exception to this rule. The program is also slowed by the 
necessity for overall modernizatioil and training. For instance, jet 
planes cannot be furnislled until airfields are in operational readi- 
ness and until Spanish pilots are trained to fly them. 

Participation of  he Three Services 

The military aid program for Spain is broken down fairly evenly 
among the three United States military services. Of the $141 million 
available in fiscal 1954, $42 million mas allocated for  procurement by 
the Army, $41.8 million by the Navy, $64.9 million by the Air Force, 
and $2.3 million left undistributed. Of the $74 million available in 
fiscal 1955, $20.7 million is to be procured by the Army, $17.8 million 
by the Navy, $31.6 million by the Xir Force, and $3.9 million left 
undistributed. 

The Army program is mainly directed toward providing organiza- 
tional and training equipment for approved Spanish ground units. 
The Navy program is designed to develop Spain's naval potential in 
support of United States defense plans; i t  is understood that  top- 
priority projects include the modernizntioil of a number of Spariish 
destroyers, submarines, and minesweepers and the construction of 
some new minesweepers and net tenders. The Air Force prograin 
calls for equipping a number of Spanish jet-fighter squadrons, pro- 
viding limited air-sea rescue equipment, and furriisliiilg additional 
training facilities wllicli tlie Spanish Air  Force needs during its 
transition from propellor-driven to jet aircraft. 

United States Military Assistance Advisory Group 

The rnilitary aid program in Spain is administered a s  in other 
countries by a United States Military Assistance Advisory Group 
( J IASG) ,  the head of which is also the Chief of the Joint United 
States Military Group for the base coilstruction prograin which re- 
mains to  be discussed below. Tlie operations of this MAAG are much 
like those of the ?riAAG1s in other countries with which the United 
States has coi~cluded mutual-defense tre  a t '  ies. 

Certain doubts liave been expressed as to whether JIDLZP deliveries 
to Spain are based on speciiic deficiencies in Spanish military tables 



of orgailization and equipment, or whether such deliveries are simply 
giveaways in return for the right to construct and maintain the new 
bases. However, no evidence has been encountered in this study to 
indicate lack of control in the handling of tlle military assistance 
program. The military aid program in Spain may possibly differ 
from that in other countries because Spain is not a member of NATO. 
I n  any event, there has been no opportunity to follow up  this ques- 
tion with a field survey. Besides, an inquiry into purely military 
considerations is outside the scope of this study. 

Offshore Procurement in Spain 

Contracts for the 1~roduc~tion of military end-items unde~. the mili- 
tary aid program have been awarded to Spanisll firms under the off- 
shore procurement program. As of September 30, 1954, a total of 
$9.7 million in O S P  contracts had been let in Spain, of which $7.2 
million was for ammunition and equipment for  artillery and fire 
control procured by the United States Army, and $2.5 million for 
anlmuilition procured by the Uilited States Navy. Nothing has been 
procured in Spain under O S P  by the United States Air  Force. 



IV. Base Construction Program 
Nature a d  Scope 

Under the Defense Agreement, the United States contracted to ex- 
pand and develop certain existing Spanish military airfields for the 
joint use of their air forces, and to modernize Spanish naval facilities 
for the joint use of their navies. Even though Spain is not a member 
of NATO, these bases are to provide peripheral support for the NATO 
military establishment. The United States is charged no rental for 
land used for these bases. Additional military facilities may be 
developed as future conditions require. The military areas to be thus 
jcintly used will remain under Spanish sovereignty. The agreement 
runs for 10 years, with the provision that i t  may be extended for 2 
additional 5-year periods. 

I n  a technical sense, as has been noted above, the base construction 
program is not a foreign-aid activity but a purely military function 
of the Department of Defense. I t  is therefore financed not out of 
mutual-security funds but out of regular appropriations of the De- 
partment of Defense. Similar United States base construction pro- 
grams have been undertaken in other parts of the world, notably in 
French North Africa. 

The Secretary of Defense has designated the Secretary of the Air 
Force as the Department of Defense's executive agent for Spain. I n  
this capacity he is responsible for the administration of all United 
States military programs in Spain, including the base construction 
program. The Secretary of Defense has created a Joint United States 
Military Group for Spain (whose chief also heads the MAAG), to 
coordinate the complex functions involved in planning and carrying 
out this program. The United States Navy is strongly represented in 
this group and is responsible for constructing the bases for the United 
States Air Force as well as its own naval and air bases. The United 
States Air Force is responsible for the construction of its own facilities 
for communications and supply, such as the jet-fuel pipeline. 

A directive issued on January 14,1954, by the Chief of Staff of the 
United States Air Force sets forth the responsibilities of the chief 
of this group, which are essentially to coordinate the program; to 
undertake negotiations under the general direction of the United 
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States Ambassaclor for the conclusion of adclitional technical schedules 
under the basic agreements; to supervise all United States military 
activities in Spain, including those of the service attach& in the 
United States Embassy ; and to keep the United States Ambassaclor 
informed of military matters which may affect United States foreign- 
policy objectives or Spanish-American relations. 

Contractors 

Tlle agreements proricle that the United States may select American 
priine contractors but that subcontracts n-ill he awarded to qualifiecl 
Spanish firms. Two priilie contracts have been amarcled, one for the 
architectural-engineering phase ancl the other for the construction 
phase. Both n-ere awarcled on a cost-plus-fixed-fee basis to joint 
ventures composed of several olltstandii~g A~~neric:xil firms. - 

Since the architectural-engineering subcontracts are for profes- 
sional serrices, they are negotiated, \-ihereas the construction subcon- 
tracts are usually awarded on a competitive basis. Spanish firms 
appear to be generally capable of performing most of the projects 
presently authorized or contemplated under this program, but are 
nevertheless required to post performance bonds, which is reportedly 
quite an  innovation for Spain's business practices. 

Funding 

The Departments of the Air  Force and Navy present their own 
portions of the base construction program t o  the Congress each year 
and request their own dollar appropriations for annual increments 
of the program. These appropriations are then transferred to a joint 
 ork king account under the United States Kavy's Bureau of Yards 
and Docks, for obligation and expenditure by the Bureau under the 
overall directions and control of the Chief of the Joint United States 
Military Group for  Spain. 

This joint v-orking accoui~t uses some rather unusual techniques to 
secure the pesetas i t  needs to pay construction costs in Spain. I t  does 
not purchase them on the ope11 market or through normal foreign- 
exchange channels. Instead, i t  buys thein from four peseta accounts, 
mllich result from various Unitecl States economic aid activities in  
Spain : 

I. Counterpart Pesetas 

Sixty percent of the total counterpart pesetas generated by the sale 
of commodities furnished to Spain under the $115 million economic 



aid program is earmarked, under the terms of the economic aid agree- 
ment (except the raw cotton, which is discussed separately in the next 
paragraph), to pay for the costs of the base construction program. 
These funds are released by the Bank of Spain to pay current bills 
on demand. However, in order to keep its accounts straight, the 
United States Navy's Bureau of Yards and Docks must transfer the 
dollar equivalent of these pesetas from the joint working account into 
a separate frozen account. These dolars then become unavailable for 
any purpose unless reappropriated by the Congress. The use of these 
counterpart pesetas results in an equivalent reduction of net dollar 
disbursements from the United States Treasury. The remaining 40 
percent of the total counterpart pesetas are available for general pur- 
poses of the economic aid program under normal procedures govern- 
ing the use of counterpart funds. 

2. Cotton Pesetas 

All of the peseta proceeds resulting from the sale of $13.6 million 
worth of raw cotton to Spain under section 550 of the Mutual Security 
Act of 1953 belong to the United States and are deposited in  an account 
of the United States Treasury. All of these cotton pesetas may be 
used to defray local base-construction costs, the equivalent amount of 
dollars being transferred at the same time into the frozen account, as 
with the counterpart pesetas. 

3. Wheat Pesetas 

All of the peseta proceeds resulting from the sale of $20 million of 
wheat to Spain by the Conlmodity Credit Corporation in the spring 
of 1954 are likewise deposited in an account of the United States 
TI-easury. Dollars from the joint working account are used to pur- 
chase these wheat pesetas, and the dollars then return to the capital 
fund of the Commodity Credit Corporation, which originally paid 
for the wheat. All of these wheat pesetas are available to pay for 
costs of the base construction program. As noted above, this trans- 
action was quite outside the agreements and the economic aid 
program. 

4 .  Other Pesetas 

Twenty percent of the peseta proceeds resulting from the sale of 
agricultural surpluses to Spain under the $55 million authorization in 
section 109 of the Mutual Security Appropriation Act for fiscal 1955 
are likewise deposited in an account of the United States Treasury 



and are available to pay for costs of the base construction program 
and for other United States purposes. 

Because counterpart pesetas are held in the Bank of Spain in the 
name of the Spanish Government, whereas the cotton, wheat, and 
other pesetas are held in accounts of the United States Treasury, the 
former are used preferentially for base construction disbursements 
and the latter only when the counterpart pesetas are exhausted. 



V. Other Economic Activities 
There are a number of economic activities conducted by the United 

States in Spain which are outside the economic aid program but 
have a close relationship to it. Three of these activities are discussed 
below. 

Development of Trude 

Spain has been short of foreign exchange since the end of the 
Spanish Civil War. Consequently, the Spanish Government has been 
compelled to require that all imports and all purchases of foreign ex- 
change be licensed. Since Spain suffers from an acute shortage of 
dollars, licenses are granted very sparingly for imports from the 
United States. According to FOA, the main hope for long-run im- 
provement in this situation lies in increased Spanish dollars earn- 
ings and a return to conditions under which Spain can convert into 
dollars some of the currencies with which it is better supplied. 
United States aid expenditures contribute to easing Spain's dollar 
shortage, but these funds will probably be insufficient to eliminate 
the need for a limitation of dollar imports. 

Spain is not a party to the general agreement on tariffs and trade 
and there is is no reciprocal trade agreement between the United 
States and Spain. However, all trade-agreement concessions nego- 
tiated by the United States are generalized to all other countries, 
with a few exceptions, so that Spanish products enbring the United 
States receive most-favored nation treatment. 

According to the economic aid agreement, Spain is to "use its best 
endeavors * * * to facilitate and stimulate the growth of international 
trade by reducing barriers which map hamper such trade when the 
attainment of the agreed program may be effected." There is no evi- 
dence of any concrete Spanish effort to achieve this objective. This 
may be due in part to the bad weather conditions which seriously 
damaged Spain's 1954 export citrus crop and forced her to import 
increased amounts of wheat. This caused a deterioration of her for- 
eign-exchange reserves and undoubtedly delayed progress toward im- 
proving the trade situation. 

Private Foreign Investment 

I n  the field of investment, Spanish authorities have considered that 
they cannot afford to make dollars available for the conversion of 



even normal profits of private foreign capital or for the repatriation 
of such capital. This restriction is imposed despite Spain's need 
of foreign investment, both for capital evpansio~i and for the technical 
assistance which usually accompanies capital. FOA officials reported 
as  follows on this subject to the House Foreign Affairs Committee 
during its hearings on tlie Mutual Security Act of 1054 (p. 714 of the 
transcript) : 

Efforts by Spain to improve the environnirnt and incentives for private invest- 
ment would probably be adrantageous for the country over the long run. The 
ability of foreign investors to repatriate capital and profits would be an essential 
feature of any such efforts. 

According to tlie economic aid agreement, Spain is to endeavor to 
reach further agreement with the United States to permit tlie pro- 
pessive conversion of accumulated peseta balances of United States 
iiatioilals and companies. FOA noted during the hearings last spring 
tlint negotiations looking toward such an agreement will be held as 
soon as circumstances appear favorable but that, for the moment, the 
illterisificatioil of Spaill's foreign exchange problem resulting froin 
its abnormal mlieat requirements and loss of citrus exports makes 
favorable action unlikely. The Department of State recently reported 
that the Spanish Minister of Cominerca has indicated that Ile takes this 
objective seriously and hopes to be able to move forward toward im- 
proving the investment climate in the near future. 

Discouragement of Cartels 

According to the ecoiiomic aid agreeinent, the Spanish Government 
is to "use its best endeavors to discourage cart,el and monopolistic 
husiness practices and business arrangements which result in restrict- 
ing ~ roduc t ion  and increasing prices or which curtail international 
trade." Certain general criticisms have been made that  this specific 
a.greement has not been carried out as effectively or as energetically 
:is possible. 



VI. Organization and Staffing 
FOA and Department of State 

The United States operations mission in Spain is closely integrated 
~ r i t h  the economic section of the United States Embassy. The United 
States Minister for Econonlic Affairs heads both of these organiza- 
tions, and the two staffs function as a single unit. F O h  has indicated 
that such integration has beell brought about to a inore conlplete 
degree in Spain than in any other country. 

As of November 30, 1954, the United States operations mission in 
Spain had 32 personnel on its staff, half being United States citizens 
and half Spanish nationals. The United States Embassy at  that time 
had 11 iimericails and 5 Spaniards in its econonlic section, engaged 
for the most part in ecoiloinic and commercial reporting. 

Other United States Agencies 

The activities of the Department of Defense in Spain have already 
been described. 

The Department of Labor and the Department of Health, Educa- 
tion and Welfare are responsible for limited activities in connection 
with technical and educational exchange programs for Spain. 

The Foreign Agricultural Service of the Department of Agriculture 
~naintains EL permanent mission in Spain, consistiilg of nil agricultural 
attach6 aild an assistant. Eiglit marketing specialists visited Spain 
during the first half of fiscal 1055 to assist in promoting the sale 
of *4nlerican agricultural products. 

Operations Coordinating Board 

I n  conclusion, illention might be inade of the responsibilities and 
Junctions of the Operations Coordinating Board (OCB) under the 
National Security Council (NSC). Spain is the first country on 
which OCB has developed a full scale operational plan to coordinate 
the work of all agencies in the Executive branch which bear responsi- 
bilities under NSC directives regarding Spain. 

This operational plan was approved by OCB on February 2, 1955. 
It not oilly sets forth the specific responsibilities of each agency for 
carrying out NSC directives but also establishes a target date for 
completion of the action indicated. 



VII. Summary 
Findings and Conclusiolzs 

1. The Spanish foreign aid program is justified on the strategic 
location and anti-Communist policy of the Spanish nation. It was 
undertaken as a means of securing base rights on the Iberian Penin- 
sula. Determination as to whether or not the United States was 
justified in this matter involves a military judgment, is outside the 
scope of this paper, and is probably impossible a t  this time because 
we may not have received the full bill. 

2. By means of the economic aid program and, to a certain extent, 
of the military aid program, the United States is fulfilling its part of 
the deal with Spain. Deliveries under the economic aid program 
have been notably slow, except for raw cotton, and that program has 
been plagued with the deficiencies noted by the International Oper- 
ations Subconunittee of the House Committee on Government 
Operations. 

3. The original United States commitment for economic aid, 
amounting to  $115 million over a 4-year period, has now been over- 
fulfilled by $55 million, but there is already considerable eviclence to 
indicate that the Spanish would not be pleased with its termination, 
despite the fact that they have received all they were promised. The 
Spanish are apparently good traders and, because use of the United 
States bases in Spain is contingent on continued Spanish goodwill, 
they hold powerful trading stock. 

4. The iilclusion of Spain in the economic and military aid pro- 
grams may well indicate one of the greatest weaknesses of the pro- 
grams, namely, trying to do too much and to  reach too many objectives 
with a device which ought to have clear limitations. Our basic objec- 
tive in Spain was to secure air and naval base rights a t  the cheapest 
possible price, while the Spanish wanted the greatest amount of aid 
benefits in return. One can seriously question the widsom and econ- 
omy of using a continuing foreign aid program to meet this kind of 
situation, when some other means, such as a cash arrangement, might 
have been considerably more effective from the standpoint of United 
States-Spanish relations as well as from that of the foreign aid 
program. 
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I. Background and United States Policy 
Objectives 

I n  the fall of 1951, before Congress appropriated funds to aid 
Israel in the resettlement of refugees, the technical cooperation ad- 
nlinistration was requested to send a team to Israel to determine how 
the expected appropriation of $65 million could be best used. Israel 
had originally requested a much larger sum and had whittled this 
down a t  the request of the Department of State to $73 million, of 
which more than half was for capital expenditures. The ol*iginal 
administration recommendation was for $15 million. Congress itself, 
a t  the urging of the Israel Government, increased the amount to $65 
million. 
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11. Situation in Israel in 1951 
When the TCA team of three reached Israel in October 1951, they 

found the following situation. The country, in the 3% years sinca 
the formation of the State in 1948, had taken in more than 675,000 
Jewish immigrants on a base Jewish population of only 650,000.' 
These 675,000 immigrants, the majority of whom were penniless Euro- 
peans, had to be transported, housed, fed, and furnished capital equip- 
ment with which to earn their keep. The Israelis estimated that it cost 
$1,540 in foreign exchange to integrate one immigrant into the econo- 
my, or a total of $1 billion over a period of years to cover immigrants 
already admitted as of the end of 1951. As a result, Israel was faced 
with recurring unfavorable trade balances in excess of $300 million; 
i t  had completely exhausted its foreign exchange reserves ; and for 
all intents and purposes, the country was bankrupt. 

It had to meet before the end of the year outstanding short term 
obligations and commitments of at least $17 million in excess of cur- 
rent and foreseeable foreign exchange receipts. Moreover, these 
obligations were of such a nature that they could not be reduced or 
canceled. There was a current short term indebtedness of $100 million 
which could only be met by either extending the loans or by getting 
new short term credits. I t  was becoming increasingly difficult to 
negotiate either; a constantly increasing number of maturities had to 
be liquidated as they fell due. 

There was a drastic food shortage, with no food in the pipelines, the 
ordinary method of distribution being from ship to market. All food 
was rationed and the rations were not being met. Most of the people 
were living on a bare subsistence diet of 2,100 calories or less a day, of 
which 80 percent was carbohydrates. As a result, vicious black 
markets were rampant. The value of the currency was plunging 
clownward; the Israel pound (IS) had already declined on the black 
market from $2.80 to $0.60, and internal prices were rising accordingly. 

There was an extreme housing shortage. Sixty-eight thousand 
people were living under canvas and twice that number in temporary 
huts. It was estimated that housing had to be built for 41,000 families 
immediately. 

Morale was at an extremely low ebb. The Government's austerity 
program which had been adopted to increase capital accumulation and 
to cut to a minimum the importation of consumer goods was being de- 

The total population of Israel a t  the time of the last census (November 8, 1953) was 
1,671,000. Od these 1,483.000 were Jews, 127,000 Moslems, 42,000 Christians, and 19,000 
Druze. 
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feated. Savings were going into the black market, and the desire of 
the people to work was diminished. 

There was such a severe power shortage that industrial plants could 
not be operated efficiently for even one shift. I n  addition, plants 
were being temporarily closed don-n for lack of raw materials and 
spare parts with which to operate. 



Recommendations Made at That Time 
As the result of their on-the-spot appraisal of the foregoii~g situation, 

the TCA field team made the following recommendations, which mere 
somewhat at variance with its instructions with respect to the em- 
phasis to be placed on aid for capital expenditures. 

(1) Past due obligations were to be paid up immediately 
in order to restore the deteriorated credit of the State, to be 
accomplished by financing maturing obligations covering the pur- 
chase of industrial ram materials, food and fuel. 

(2) Immigration should be limited to those who urgently 
needed refuge in Israel. 

(3 )  An increased amount of food must be made immediately 
available for health reasons to improve morale and to destroy 
the black market. 

(4) The current policy of capital expenditures for increased 
food production and preservation should be continued. 

(5)  The rate of capital expenditure for industrial produc- 
tion and housing should be slowed down until the State had a 
chance to regain its strength. 

(6) To alleviate the adverse effects of (5) above, emphasis 
should be placed on (a) Power; (b )  spare parts and industrial 
ram materials to better utilize the capital plant already avail- 
able; (c) encouragement of further private foreign investment; 
(d) practical technical assistance in on-the-job training and use of 
facilities. 

These recolnmendatioi~s were not well received by the Technical 
Cooperation Administration, which still believed that the major 
United States emphasis should be on the provision of capital equip- 
ment. Had the Israelis been allowed to see these recomn~endations 
i t  is very probable that they too would have had serious objections 
because of their firm policy of sacrificing the current welfare of the 
people for the future development of the State. The Israel point 
of view is illustrated by the fact that despite the 1951 food and finan- 
cial crisis, 40 percent of all 1951 expenditures of foreign exchange were 
for capital goods. All proceeds from the Israel bond drive, which had 
just been inaugurated in the United States, were to be used for capital 
projects as well as the proceeds from $135 million of Export-Import 
Rank loans executed in 1949 and 1950. 



Under these circumstances, it was felt by the field team which had 
had a chance to appraise the situation first hand that desirable as 
capital expendit~~res might be in theory for the eventual self-suffi- 
ciency of the state, it  was necessary, for the time being at least, to 
modify the nsual foreign aid approach and to allow Israel time to 
catch its breath. 



IV. Immigration Policy 
No government in Israel conld survive which publicly adopted as a 

policy the restriction of Jewish immigration. That Israel should be 
a refuge for any Jew anywhere was the reason for the formation of 
the st,ate. However, the fact is there has been a sharp decline in 
immigrants beginning July 1, 1951. By January 1, 1952, inmigra- 
tion had fallen to an insignificant number. For the entire year 1952 
there were only 23,000 immigrants, and 10,000 in 1953. Preliminary 
figures for 1954 indicate that there was a still further decline. This 
does not take into account emigration from Israel, the figures for 
which are incomplete. It is believed, however, that the net increase 
from immigration in the last 3 years has been minimal. When the 
last 3 years are compared with 1949,1950, and 1951, when respectively 
239,000,169,000, and 174,000 people came into the country the change 
has been all the more remarkable. This improved immigration situ- 
ation, whether a considered policy or not, has been the main factor 
in saving Israel from bankruptcy and from inviting attack by its 
Arab neighbors. 

Had the latter event taken place i t  would have resulted in another 
danger spot in a most strategic area of the world. The principal 
reason for granting aid to Israel has been to prevent it. There is 
little doubt that aid was necessary to save the country even with the 
stoppage of immigration. On the other hand, i t  mould have been 
useless if immigration had continued. There could not have been 
enough of it. There is still a real danger that if serious pressure to 
emigrate to Israel is put on Jewish communities anywhere in the 
world the doors will again be thrown open, and all the gains made by 
the country through the aid of the United States Governineilt and 
the United States Jewish community will have been wasted. Israel 
is still in no position to absorb mass immigration even with the 
ndvances it has made since 1951. 

However, an undertaking by the Israel government to limit immi- 
gration cannot be made a quid pro quo to United States aid. No 
government could stay in power 24 hours that signed such an 
agreement. 



V. Progress Made Since 195 1 
Since 1951 the country has made considerable progress. Foreign 

exchange reserves have been built up to more than $20 million. The 
short term debt, while still troublesome, is no longer a serious threat, 
and has been reduced to about $40 million. However, either reserves 
are expected to decline somewhat or debt to rise moderately from 
this level before the end of 1955. While intermediate and long term 
foreign debt has increased, neither has gotten out of hand. Total 
external obligations amount now to slightly under $400 million, as 
compared with about $365 million in 1951. The effective rate for  the 
Israel pouild (I£)  has been stabilized a t  55 cents. United States coun- 
terpart deposits are based on that rate. The official rate is $1. While 
prices increased 60 percent in 1952 and 20 percent in 1953, they were 
held to about a 5 percent increase in 1954. Food, except for meat, fats 
and oils, coffee, sugar, poultry, and certain dairy products, is relatively 
in fair supply but many items are rationed, the black market is no 
longer an important factor. There is a food reserve of staple items of 
about 3 to 4 weeks' normal consumption. 

Land under cultivation has increased from about 837,000 acres to 
more than a million acres, and irrigated land from 110,000 to about 
200,000 acres. Production per acre has also increased. As a result, 
while Israel had to import about $75 million of its food supply in 1951, 
the 1955 budget calls for imports of $48 million. The food production 
index has risen by more than 50 percent. Production of wheat and 
barley have trebeled and potatoes doubled. Peanuts, a new crop, are 
being exported. Some cotton and tobacco is being grown. I n  addi- 
tion, production of citrus fruit, an export crop, increased from 8,098 
cases in 1951 to 11,500 in 1953 when there was an unusually good crop 
year, and an estimated 9,600 cases in the crop year 1954. This decline 
is the result of a natural fall off after an unusually good crop. 

Industrial production figures show an increase from $153 million 
in 1951 to $357 million in 1953. Preliminary 1954 figures indicate a 
further increase. These figures must be accepted with considerable 
reservation, however. I n  the opinion of the writer they are greatly 
overstated. Suffice i t  to  say, there has been a considerable increase. 
Use of power for industrial purposes is up by about 75 percent. 

Value added figures, which are probably the most important index 
for appraising Israel's chance of reaching economic self-sufficiency, 
are equally as encouraging provided they can be relied upon. They 
have increased from $68 million in 1951 to $155 million in 1953. No 
data are available yet for 1954. These latter figures have been ad- 
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justed to current price levels. I f  accurate, they indicate that in 2 
years Israel has reduced its net foreign exchange requirement by some 
$85 million from increased value added through the manufacturiiig 
process. Israel has its own merchant marine of approximately 
120,000 tons and its own international airline. 

While impressive as these advances may seem statistically, it should 
be remembered that Israel was not chosen as a national homeland for 
Jews because of its economic resources; i t  is an uneconomic state with 
no proven mineral resources or other raw materials, except chemical 
salts. It has insufficient water and land to grow its own food without 
heavy capital expeilditures for water development and irrigation. It 
has no coal or petroleum for fuel and no cleveloped hydroelectric 
power. It still has an unfavorable trade balance of about $210 million 
a year. This unfavorable trade balance is being presently made up by 
grants from the United States Jewish community, German repara- 
tions, proceeds from the Israel Government bond issue floated in the 
United States, certain invisible items, and from United States grant 
aid. 

To become self-sufficient, one of the first things i t  must do is to elimi- 
nate the need for importing food by bringing more land under culti- 
vation, by settling more people on the land: and by carrying through 
on its irrigation program. All of these things cost a lot of money. 
For example, i t  is esimated that i t  costs about $500 in foreign exchange 
to irrigate 1 acre of land, of which $120 to $150 is for the original 
capital investment in power. An additional 28,000 acres were irri- 
gated in the crop year 1953-54, and this is expected to be stepped up to 
between 30,000 and 35,000 acres a year. There is a planned power 
program calling for additional capacity of about 50,000 KW's a year. 
This is exclusive of any possible future hydroelectric development. 
The planned irrigation program alone requires from 25,000 KW's to 
30,000 KW's of additional power a gear. The present installed ther- 
mal capacity is about 230,000 KW7s. 

Since Israel not only must import food but the raw materials for 
almost everything else i t  requires, foreign exchange has to be earned 
to pay for these imports. This can only be accomplished by the 
importation of raw materials and turning them into finished manu- 
factured products which can be exported. That is why the value 
added figures are so important. Not only does this process earn 
foreign exchange but foreign exchange is saved by importing raw ma- 
terials rather than finished goods. While i t  is known that considerable 
progress has been made in this respect, the data are unfortunately 
both sketchy and unreliable. 

The figures for actual exports of manufactured goods, however, are 
~upposedly reliable. Exclusive of industrial diamonds such exports 

1 About 350,000 or 23 percent of Israel's Jewlsh populatlon Is settled on the land. 



have increased from $8,900,000 in 1951 to $11,420,000 in 1952, $21,850- 
(100 in 1953, and an estimated $10,000,000 (first 8 months projected) in 
1954. There is still a long way to go. 

The balance of trade figures in millions of dollars by calendar years 
follows : 

Also on the debit side, a lot of money is being spent in drilling for 
oil on a wildcat basis and ~ r o s ~ e c t i n g  for metals. The oil drillers 
include three small United States firms; so far results have been nega- 
tive. While some copper, iron, manganese, and other metals have 
been found, present indications are that the mines cannot be worked 
commercially. The chemical industry, on which great hopes were 
pinned, has been slow in developing, even with proven sources of raw 
materials. Despite the slow start, production of chemical fertilizers 
has reached 4,000 tons a month. There has been laboratory scale 
production of uranium from phosphate, but results have not yet justi- 
fied a commercial operation. 

I f  any of these projects should succeed, Israel's eventual economlc 
self-sufficiency will be just that much nearer accomplishment. 

Imports ................................................ 
Exports ................................................ 

Deflclt ........................................... 

1851 

$388.12 
46.76 

341.36 

1853 

$287.28 
. 68.64 ---- 

227.64 

1852 

$309.88 
45.36 

264.32 

1854 1 

$280.00 
80.00 

210.00 



VI. General Considerations Respecting 
Administration of the 
United States Aid Program 

It is pointed out that United States Government aid to Israel has 
in the past represented from one-quarter to about one-fifth of Israel's 
normal annual foreign exchange requirements. S o  long as Israel was 
using its total foreign exchange resoLlrces in a way satisfactory to the 
United States, i t  did not matter too much what particular thing 
United States funds were used to finance. The United States objective 
was to see that Israel mas headed in the right direction and that all 
its resources mere being utilized t.o accomplish this. It might be well 
to quote in full the conclusion in the =port of the original team which 
~ ~ e n t  to Israel in the late fall of 1951 : 

I t  should be emphasized that  this is primarily not a program to make up the 
lsraeli balance-of-payments deficit. The deficit on current account is ordinarily 
met by capital transfers from various sources. The funds provided by this 
program comprise only between one-quarter and one-fifth of such total capital 
transfers. The planned current account deficit can ordinarily be expanded or 
contracted a s  budgeted capital availabilities increase or decrease, by limiting 
or increasing capital expenditures requiring foreign exchange. (Even if foreign- 
exchange resources were substantially increased, i t  is doubted that the austerity 
program would be greatly modilled.) U ~ d c r  ordinary circun18tances the funds 
provided by the TC.1 program could not be considered either the balancing or 
the controlling factor in the situation. 

I t  happens, however, that  a t  this particular time no further contraction of 
import commituients is feasible. Israel has already committed and even over- 
committed its various other foreign-exchange arailabilitirs for  fiscal 1952. 
Certain funds, moreover, such a s  receipts from the independence bond issue, have 
been lower than expected. The United States aid program through force of 
these circumstances does in fact represent right now the halancing factor in 
the situation. For  this reason, the United States may never again have a s  Ane 
an opportunity, as  is currently presented, for exerting its influence in Israel 
through such a program. I t  should make the most of that opportunity. 

There seems little about that the United States has exerted a con- 
siderable influence in Israel, but whether i t  has been as strong as i t  
should have been, or  always in the right direction, is difficult to say 
sitting here in Washington. Generally speaking, however, United 
States policy objectives have been met. 

The broad policy has been to grant aid only to the extent that  the 
standard of living in Israel would not materially be increased above 
that of its eastern Mediterranean neighbors, or above its own 1950-51 
standard. Another consideration has been the relationship of aid to 

PKEVIOUS PAGE BLANK 



Israel and that to its Arab neighbors. While it  was recognized that 
additional dollar aid for development would bring about self-su5- 
ciency at an earlier date, there was simply not enough money available 
to help both Israel and the Arab States to that extent. For  that 
reason the major portion of the aid to date, so far as dollars are con- 
cerned, has been to maintain the bare existence of the State rather than 
to directly assist in its future development. On the other hand, the 
local currency generated from this aid has been used almost entirely 
for development purposes; the major part for the development of 
agriculture, transportation, and communications. These segments of 
the economy have received 88 percent of all counterpart funds allo- 
cated in Israel (1$151,915,625) from the beginning of the program 
through November 1954. 

Total dollar aid through fiscal 1954, exclusive of technical assistance, 
has amounted to $186 million; $63.5 millioil in 1952, $70 million in 
1953, and $52.5 million in 1954, almost all of which has actually been 
expended. I n  1955 it is planne4to allot $40 million of aid, of which 
$30 million has already been promised but not utilized. Technical 
assistance funds obligated through fiscal 1954 have totaled $5.1 million. 

While part of these dollars has gone into large projpcts in the form 
of equipment, the projects themselves were financed to a considerable 
degree by other dollar and local currency resources, so that few com- 
pleted projects can be considered monuments to United States aid. 
As an example, part of the large power program was financed with 
United States dollars in the form of turbines and generators. On 
the other hand, similar equipment was purchased in the United King- 
dom and Germany with other foreign-exchange availabilities. Sim- 
ilarly, the raw materials to make some of the pipe and other equip- 
ment for the huge Yarkon-Negev irrigation project was paid for 
with United States dollar aid funds, but the installation itself cannot 
be said to be a United States project. This project is a good example 
of what Israel has been doing to bring additional land under culti- 
tivation. The project diverts the Yarkon River north of Tel Aviv, 
and with the help of 3 pumping stations and 3 control reservoirs takes 
the water 75 miles through a 66-inch pipeline to irrigate thousands of 
acres of the Negev Desert. I t  is expected to be completed by August 
of this year. The United States mission is consulted with respect to 
such projects, and its technicians are available for advice. I n  this 
case the engineering was done by the Israelis. 



VIL Part Played by United States Aid in 
Israel's Financial Recovery 

As stated previously, Israel might have encountered the gravest 
difficulty without United States aid. I ts  creditors were pressing hard, 
and large suppliers were making inquiries with respect to the size 
and type of United States aid before accepting orders. Ships with 
cargoes of food were being diverted when payments could not be met. 
A total of $65 million of United States grant aid has been in the form 
of cash disbursements to Israel to meet short-term maturing obliga- 
tions which could neither be refunded nor extended. Approximately 
$17 million was expended in this may in fiscal 1952, $31 million in 
fiscal 1953, and $17 million in fiscal 1954. These payments in gen- 
eral were made to cover purchases of food, fuel, and industrial raw 
materials; a minor amount for liquidation of obligations for indus- 
trial equipment and spare parts. In  each case the expenditures mere 
documented, and were for eligible items which would have been 
financed in any event. I t  is believed that this type of aid, unorthodox 
as i t  might be, was required at the time is was granted. 

It is pointed out, however, that this in effect meant that aid dollars 
\{-ere expended for purchases made by Israel in excess of its financial 
capabilities at the time of purchase, and which had not received prior 
United States approval. 

The financing directly affected Israel's short-term debt. This debt 
otherwise would have been considerably higher at the time of Israel's 
refunding operation in late 1953 and might have jeopardized its suc- 
cess. At that time i t  amounted to about $75 million. More im- 
portant, the debt by force of circumstances had to be reduced; loans 
were in effect being called and the banks were not accepting additional 
Israel paper. 

FOA reports that this short-term debt, and the handling of i t  by 
meeting maturing obligations with grant-aid funds, was perhaps the 
most important point of friction between the United States mission 
in Israel and that Government from the beginning of aid until the 
fall of 1953. While under the circumstances the United States mis- 
sion recognized that Israel had to be bailed out, i t  exerted the strongest 
pressure not only to make certain that Israel imported nothing that 
was not actually required, but that adequate foreign-exchange con- 
trols were set up to assume that the country knew on a daily basis 
exactly where it stood with respect to its foreign-exchange require- 
ments and availabilities. I t  also wanted to make certain that there 



would be no unpleasant surprises such as had occurred in the fall of 
1951 when the first crisis arose. The government a t  that time was 
faced with meeting letters of credit and other cormnitments which i t  
did not even know existed. The commitmeilts had been made by the 
Ministry of Defense and other Israel officials on their own respon- 
sibility and without immediately reporting them. 

It was not until late in the calendar year 1953, however, that BOA 
made i t  clear to Israel that the $17 million in cash which was promised 
at  that time would end such emergency help. Israel had requested of 
the United States a long-term loan to refund the short-term debt. 
BOA refused and said that the refunding should be curried out with 
the aid of the United States Jewish community. That  is the way it 
was accomplished. The F O A  advance was to tide Israel over until 
fulids from the refunding operation began to flow in. 

I n  addition to its normal allllual contributioil of arouild $40 million, 
the Jewish Community of the United States was asked to pledge at  
least another year's contribution. The communities in each city nego- 
tiated bank loans with United States financial institutions, based on 
the credit of and endorsed by the leaders of the commnnity, repayable 
over a 5-year period from the proceeds of tlle pledges. The United 
States banks advanced the full amount of the loan upoil execution of 
the loan agreements. I t  was understood that United Jewish Appeal 
coiltributiorl for the next 5 years would be reduced each year by the 
annual amounts pledged by the members of tlie respective Jewish Com- 
munities to the IJnited States banks. I n  this way, in addition to the 
usual $40 million contribution, Israel received in the first quarter of 
calendar year 1851 almost $60 million, \~-hich is used to pay oft' n por- 
tion of the short-term debt and to build up a foreign exchange reserve. 
This was a tremendously successful operation but i t  obviously will 
have to be paid for. Future contributions from private United States 
.Jewish sources will be reduced by about 20 percent arinually for the 
next 5 years. The aclvantages, however, greatly outweigh this clis- 
advantage, and i t  is believed that the flow of German reparations over 
this period, and Israel's own better foreign trade situation, will par- 
tially offset this future reduction in foreign exchancre receipts. '=. 

I t  might well be asked why this successful refinancing operation mas 
not undertaken sooner. 

I t  was not nlltil early in 1953 that the new system began to work 
properly, and i t  was shortly thereafter that TC-1 wns transferred to 
FOA. The latter, supported by the Department of State, took the 
strong positioil which resulted in the refinancing operation. 117lether 
the setting up of these coiltrols should have taken so long, and why 
TCA did not take a stronger position earlier, are questions that can't 
be answered from a desk in nTashington. Action was taken, however, 



almost immediately after transfer of the TCB operations to the For- 
eign Operations Admillistration in the fall of 1953. 

Until the refunding operation mas accomplished the first priority 
of business of the Lnited States aid program in Israel was to meet an 
acute financial situation. Had this not been done, the ultimate conse- 
quences 11-ould have been unforeseeable ; but i t  is certain that nothing 
could have been purchased on credit, and the whole economy of the 
country wonld have been seriously disrupted. The cost of repairing 
the damage would have far  exceeded anything contemplatect or pos- 
sible through United States aid. The chances of internal disturbances 
and external aggression (and i t  is the policy of the United States to 
prevent the latter) would have been great. 



VIII. The United States Dollar Aid 
Program Summarized 

There is attached as exhibit 1 a summary of the United States 
Economic Aid Program to Israel from its inception through fiscal 
1954. The program for the first two years emphasized the importance 
of food and agricultural development. There was a change in direc- 
tion in fiscal 1954. I n  1952 and 1953, however, of total economic 
assistance of $133 million, $58 million or 43.6 percent was for food 
for human consumption; $12.1 million or 9 percent was for fodder, 
fertilizer, etc. ; and $14.6 million or 11 percent for direct agricultural 
development. Thus, a total of $84.7 million or 63.6 percent of the 
total went for food and the means to produce it. This does not take 
into account part of the raw materials imports that were processed 
in Israel and thus indirectly went into the agricultural program. 

The United States Mission to Israel did not really begin to operate 
until early in 1952, and then only with a very limited staff. The 
1952 program generally followed the recommendations of the 1951 
field team. 

I t  was estimated in the field team report that it would immediately 
require a minimum of $15 million to pay off Israel's overdue obliga- 
tions in order to restore the credit of the State. This $15 million 
was to be used to pay off commitments for raw materials and fuel 
which could not be met. This was given first priority. Next in im- 
portance was food for human consumption, for which $25 million 
was recommended. Increased agricultural production was allotted 
$15 million, power $5.3 million, spare parts for transport and in- 
dustry $3.2 million, and technical assistance $1.5 million. 

Actually about $17 million had to be used to pay off past due 
obligations. The total amount required for food for human con- 
sumption was $35 million, or about 55 percent of the total 1952 pro- 
gram. Commodities to increase agricultural production, such as 
fodder, fertilizers, seeds, and pesticides comprised about $7.5 million, 
or slightly less than 12 percent of the program. Ram materials and 
semifinished manufactured goods (spare parts), for which together 
$18 million was recommended, actually were financed to the extent 
of about $17 million, or 26% percent of the program. Approximately 
$3.5 million or 5% percent went for power, and only $0.5 million or less 



than 1 percent for all other capital equipment. About $0.95 million 
was devoted to technical assistance. 

I n  view of the drastic food shortage existing in Israel a t  that time, 
the money going into the black market to purchase it, the rapid de- 
preciation of the currency, the inflationary pressures that were build- 
ing up, and the urgent financial crisis, little quarrel can be found with 
this distribution of the 1952 aid dollars. 

TCA sent another teain to Israel in the summer of 1952 to make a 
new appraisal of the situation and to make recommendatioils n-ith 
respect to the fiscal 1953 program. (Why the permanent mission 
(USOM) could not have done this is not known.) The fiscal 1952 
dollars had not yet had a chance to make tl~emselres felt in  the 
economy of the countl.y, and the situation had deteriorated from No- 
veinber of 1951. I t  was recommended, therefore, that  aid be increased 
by approximately $7,000,000 to $70,228,000. (The  Israelis asked for 
in excess of $100 million.) 

Since the just ended crop year had been a favorable one, it was de- 
termined to cut down on the financing of food stuffs, to increase sub- 
stantially the amounts for fuel and industrial raw materials, and to 
make a gesture at  least for providing some funds for industrial capital 
equipment in adclition to that provided for power. 

As  a result, the composition of the program 11-as somewhat, though 
not drastically, changed from that of the previous year. Food for  
human consumption amounted to 321h percent of the commodities 
financed; increased agriculture production to 11 percent; fuel and in- 
dustrial raw materials 40 percent; machinery and equipment 14 per- 
cent; and scientific equipment about 1% percent. The amount 
obligated for technical assistance was increased to $2,600,000, which 
included a $550,000 carry over of funds unobligated in the previous 
year for  that purpose. About $31 million of aicl funds had to be used 
for  the purposes outlined above in paying for past due obligations 
covering purchases previously made. 

During these 2 years the principal emphasis of the United States 
mission was on getting the Israelis to put their fi~~ailcial house in order, 
as described in the previous sectjon. There were no serio~is disagree- 
ments on other points of the total import program. The Israel Gov- 
ernment was still follonying the policy of austerity and the need for  
food, raw materials, ancl fuel was clear. There mas still considerable 
criticisin at  the time that Israel was attempting to do too much too 
fast, and there was some feeling that the mission should have used its 
influence to slow clown this process. As i t  turned out, however, the 
receipt of commodities and equipment from German reparations the 



next fiscal year, which arrived sooner than expected, relieved the long 
term situation so that the mission's appraisal may have been right. 
The Israelis themselves took the continued austerity without serious 
incident, but there is some evidence that the individual worker 
productivity did decline. There were no riots, but some strikes. 
Workers had no way to spend their pay except in the black market. 

I n  fiscal year 1954, the mission for the first time had some disagree- 
ment with the Israel Government on the nature of the latter's total 
program. This was partly due to a change of ministers. The Con- 
servative (General Zionist) free enterprise party had been given a 
greater voice in the government. Despite the expected immediate 
receipt of German reparations, an improved food situation and in- 
creased industrial production, the Israel Government not only wanted 
considerably more funds than the mission thought it  should have, but 
for the first time planned for more food and other consumer goods im- 
ports than the mission thought was justified. For its part the 
Government felt that the point of diminishing return had finally 
been reached with respect to austerity, and that the rigid existing con- 
trols were costing more than they were worth. The Government also 
wanted additional aid to help it  meet its latest financial crisis. 

I t  took a lot of persuasion and some pressure to get the Israel Gov- 
ernment to agree not only to modify its ideas with respect to its total 
foreign exchange budget, but in particular to reduce imports of food 
and raw materials for the production of consumer goods. The United 
States missioil felt that not only was the Israeli standard of living 
improving beyond that of its eastern Mediterranean neighbors, but that 
it was close to the level maintained before the 1951 crisis with the ac- 
companying food shortage. There is considerable doubt, however, 
that a t  the time this appraisal by the mission was justified. 

The United States aid program was reduced from $70,228,000 to 
$52,500,000. Food imports were drastically cut to $8 million, or about 
17 percent of the total grant. The amount allotted for increased agri- 
cultural production was also severely reduced to 9 percent of the total. 
Scientific instruments and miscellaneous items made up the small bal- 
rnce. I n  addition $1.5 million was allotted for technical assistance. 

The purpose of the mission in the allocation of its aid was apparently 
to reemphasize the old austerity program and the importance of the 
value added concept; and to depend on German reparations, counter- 
part projects, and the proceeds of the Israel bond issue to take care of 
additional industrial expansion, irrigyztion, and land reclamation. 
This was the orthodox view. 



It would appear, however, from an examination of Israel's total 
import program (see next section) that  the mission was trying a t  that 
time to get blood out of a turnip in its pressure on the government 
with respect to consumer goods. An analysis of the program indi- 
cates that  Israel was devoting a very minor portion of its foreign ex- 
change resources to such items. Food comprised 20.2 percent of the 
total budget compared IT-ith 22.6 percent the previous year, and other 
direct consumer goods to 4.7 percent compared with about 4.1 percent. 

However, the mission's efforts to cut down total imports was cer- 
tainly in order in view of Israel's financial difficulties, and especially 
in view of later events. There was a considerable body of opinion 
:it the time, however, which felt that  Israel was heading for serious 
trouble. Food was still short and the total import program called for 
a reduced amount. Once again, however, the predicted dire results 
from continuation of the austerity program did not follow. Israel 
survived the year in better shape than i t  began, partly due to a better 
than expected food crop. The mission's on the scene appraisal was 
apparently sounder than that of its critics. 

Fo r  fiscal year 1955, $30 million has been allotted to Israel on a firm 
basis, with the understanding that if feasible another $10 million will 
be made available. Due to the fact that $15 million for food will be 
on a loan basis under the surplus agricultural disposal program, and 
since the loan has not yet been negotiated, the program a t  the present 
time is not firm. I n  addition, i t  is contemplated that  a t  least $5 mil- 
lion of the provisional $10 nlillion will be on a loan basis. 

I t  is planned that  the balance of $15 million of the firm grant for 
other than food stuffs will be comprised of $9 million for fuel and 
industrial raw materials, $1.8 million for repairs and maintenance 
(spare parts),  $4.5 million for agricultural development, $0.5 million 
for power, and $0.5 million for transportation and communications. 
I f  the additional $10 million should become available i t  will be divided 
about equally between fuel and raw materials. 

Israel requested $60 million, but the TlSOM and the Government, 
after together reexamining the budget, item by item, came up with a 
reduced request for $48 million. 

It is pointed out that  for the first time about half of the total Israel 
program will be on a loan basis. Also for the first time, Israel will be 
getting considerably less than the total allotted to its Arab neighbors. 



IX. Israel's Total Import Program 
There is attached as exhibit I1 a table breaking down by cate- 

gories and percentages Israel's total import program for fiscal year 
1954, as originally submitted in the budget, and the actual expendi- 
tures under that budget for the nine months of fiscal 1954 ending 
March 31 compared with the approved budget for the same period, 
and the budget for the entire fiscal year 1955. Prior to fiscal year 
1954 the accounting was on a June 30 fiscal year basis. It was ad- 
justed in 1954 to conform to the Israel fiscal year and the imports 
for the first three months of that year were included in the prior year 
figures. The year 1954 is taken as the example to be studied because 
it was the year that the mission felt that the Israelis were letting up on 
their austerity program. ' The Israelis say that the point of diminish- 
ing returns had been reached, that inflationary pressures were severe, 
that too much money was going into the black market, and that the 
supply of consumer goods had to be increased. This had been the ap- 
~ r a i s a l  of the field team 15 months earlier. 

An examination of the program, however, discloses that the Israelis 
came up with a very tight budget indeed. Of the $225 million spent 
for imports in this nine month period, 19 percent went directly into 
long term development, and 16.5 percent for imports specifically ear- 
marked for processing purposes, to be exported in the form of finished 
goods. Food and the materials for producing it required 18.3 percent 
and direct consumer goods only 4.4 percent. (As originally sub- 
mitted, food required 20.8 percent and other direct consumer goods 
4.7 percent.) The Israelis report as "imports for consumption," raw 
materials for reprocessing within the country, to be used only in part 
for consumer goods. I n  the same category are included maintenance 
and repair items, and equipment used for agricultural production. 
All these items, together with the fuel to run the industrial plant, 
total 23.5 percent. 

Of the proceeds to meet this budget, 20 percent came from exports; 
7 percent from invisible items such as remittances, services, and 
tourism; 24.6 percent from Jewish institutions; 11 percent from the 
bond drive; 18 percent from German reparations; and the balance, 
19.4 percent from United States grant aid. 

I t  was stated in the previous section that there was some evidence 
that the mission had exerted its influence on the Israel Government in 
the preparation of, and expenditures under, the 1953-54 budget, and 
in seeing that expenditures were kept at as low a level as possible. 
This has been confirmed by the Israelis. This influence took the form 



of weekly conversations with the various ministries, particularly the 
Ministry of Finance, even before the original budget presentation. 
While there is no evidence that total expenditures that year were less 
than originally budgeted (in fact the reverse is true), there is some 
indication of a change in direction. 

The original budget called for imports of $265 million, and actually 
$225 million was imported the first nine months. This relative in- 
crease mas due in large part, however, to the receipt of German repa- 
rations in fiscal 1954 covering fiscal 1953 requirements as well as those 
of 1954. Direct investment, however, was increased from 18.4 percent 
of the total to 19 percent; imports for the purpose of exports from 
11.6 percent to 16.5 percent; while imports of food were reduced from 
20.8 percent to 18.3 percent; and direct consumer goods from 4.7 per- 
cent to 4.4 percent. The portion of indirect consumer goods imports, 
that is, industrial r a m  materials, spare parts and fuel for the plant, 
were reduced from 26 percent to 23.5 percent. 

The proposed 1955 import budget is even more austere than that for 
1954. During the preceding year inflationary pressures had lessened, 
the food situation had eased, and the black market was no longer a 
serious threat. The Israelis themselves felt it  was time to resume 
fully the drive for eventual self-sufficiency. Direct investments are 
increased to 28.8 percent from 19 percent; food and material for proc- 
essing it  declined to 15.7 percent from 18.3 percent; direct consumer 
goods to 4.1 percent; and defense and other services to 15.9 percent. 
Indirect consumer goods in the form of ram materials. maintenance 
and repair, fuel, etc., to maintain the plant for processing them remain 
relatively stable a t  22.1 percent of the total. Imports of raw materials 
and semi-manufactured goods for purpose of export declined to 13.4 
percent. 

A major point of controversy within Israel itself is the actual 
amount of foreign exchange earned from the imports of semifabri- 
cated items for assembly in Israel for the purpose of reexport. As 
far  back as 1951 the Israelis were thinking about a technical assistance 
project to go into this whole question on as scientific a basis as possible. 
.A technical assistance team from Stanford Research Institute has been 
in Israel since late in 1953 to make such a study. It is assumed that 
the decline in the 1955 budget for the items "imports for exports" was 
to await the findings of this team. Certain industries in Israel are 
adapted to earn foreign excllange in this way, but the difficulty with 
the limited foreign exchange available is to find just which ones will 
produce the best results. There were great hopes, for example, that 
exports by Kaiser-Frazer, which has an assembly plant in Israel, 
would result in big foreign exchange earnings. I t  is not at all certain 
now that this operation has not resulted in a foreign exchange loss. 
The whole capital investment program will eventually be geared to 



the findings of the Stanford study, which is going over the situatioil 
iridustry by industry. 

So long as Israel attacks its foreign exchange problems in this way, 
and so long as it maintains its austerity program, no very serious errors 
should result from the method of operation of the United States Mis- 
sion in Israel. Unlike the situation in many countries the Israelis 
are completely realistic, and the chances of their purchasiilg gold 
plated bathtubs are almost nil. They have a well-staffed purchasing 
group in New York composed of very tough traders indeed. Under 
tlie circunlstances the missioil could only have made major errors of 
omission rather than conlmission. 



X. Local Currency Portion of United 
States Aid 

As stated previously, about one-third of the Israel internal budget is 
used for development purposes. For fiscal years 1952,1953, arid 1954, 
335.5 million I £  had actually been spent for development, and for 
fiscal 1955 the budget calls for 196 million. Of the 335.5 million I£, 
something less than 118 millioi~ I £  were from United States grant aid 
counterpart funds. A11 additional 32 million I £  had been allocated for 
development but unspent. The Israeli figures are as of March 31, 
1954; the United States figures are through November 1954. 

Counterpart funds are generated not only from United States aid 
but also from German reparations. I n  addition to the large amounts 
mentioned, the United States Jewish philaiithropic agencies in effect 
sell their aid to Israel for Israel pounds, and these funds are dso used 
for development. The latter are administered by the Jewish agency 
for Palestine and are devoted in very large part to water development, 
irrigation, and agriculture. The programs are closely coordinated 
and for all intents and purposes are one program. 

For counterpart purposes the Israelis pay 1.8 Israeli pounds for a 
dollar of United States aid. German reparations counterpart funds 
are sold either at  the equivalent rate of 1.8 pounds to the dollar or 1 
pound to the dollar, depending on the use to which the articles received 
as reparations are sold in Israel. 

An examination of the 1955 development budget discloses that 
despite the very large amounts expended by the Jewish agency for 
Palestine on agricultural development, about 30 percent of the Govern- 
ment's budget is also for agricultural purposes. About 12 percent is 
allotted to transportation; 10 percent to building construction; and 11 
percent to industry including electric power. The balance is scattered. 

Only 1.89 million I£  are earmarked for loans for commercial enter- 
prises. This is surprisingly low in view of the urgent need for both 
short and long term credit in Israel. Apparently the reason is that 
the Israelis, with the appzrent agreement of the mission, feel that the 
problem of defeating inflation is more important than that of easing 
credit to industry. 

Another surprising feature is that only 9.45 million I£  is devoted to 
the exploration and development of mineral resources, including petro- 
leum. One reason for this is that all exploratory oil wells are financed 
by private capital on a wildcat basis. Israel has a liberal natural re- 
source development law which was drawn up with the assistance of 
Americans employed for that purpose by the Israel Government. 



BOA counterpart funds, since they are in efl'ect a part of the develop- 
ment budget, have generally been nsed for about the same purposes as 
that of tlle program as a whole. Special emphasis, however, has been 
put on agriculture, \rhich llas accouilted for about 461/2 percent of the 
counterpart expended since the inception of the program, and on 
transportation, which accounts for 41 percent. Most of the balance 
has gone into industry. 

The emphasis on transportation is due to the fact that most of the 
lsrael railroad system of 330 miles is worn out and inadequate for its 
purpose. I n  addition, most of the potash, phosphates, and other 
mineral salts come from the extreme sontheastern l~ortion of the coun- 
try and have to be transported across the desert to Haifa in the north- 
west. One of the reasons for the slow development of the chemical in- 
dustry has been the expense of transporting these products by truck. 
I t  is not conteinplated to  extend the railroad across the desert for the 
present. Whether or not i t  has been a wise decision to spend so much 
money on railroads in a country where the hauls are extremely short 
only time can answer. 

I n  addition to the railroads, coinl~aratively large sums have been 
spent on developing tlle only good port in Israel at Haifa. It is 
 understood that this port, where formerly ships were laid up in the 
outer harbor for days until they could be berthed, with the co~lsequei~t 
loss in demurrage, is now operating efficiently and with no unusual 
delays. Considerable amounts of money have also been spent on 
improving and building roads for the use of heavy trucks, which 
\\*auld seem to be the logical answer to Israel's transportation problem. 

*4 large amount of money has also been used to replace seven in- 
efficient and outmoded steam locomotives with diesels. While this 
undoubtedly saves foreign exchange used for fuel and repair shops, 
it is questionable whether such a large expenditure should be made 
a t  this time in view of Israel's serious foreign exchange situation. 
This is another matter of judgment which would be unfair to criticize 
without an on-the-spot appraisal. 

I t  is understood that the lag between the time counterpart funds are 
allocated to projects, under project agreements, and the time they are 
actually spent, has been reduced since the beginning of the 1955 fiscal 
year. Expenditures are now at  the rate of about 6 million I £  a month, 
or at  a faster rate than current allotment of such funds. 

I t  will be noted that the emphasis of this paper has been on Israel's 
foreign exchange budget and its foreign currency difficulties rather 
than the domestic budget. This has been because the latter has been 
well controlled and has caused no serious difficulties. I n  recent years 
the budget deficits have been negligible. 



XI. Technical Assistance 
Of the $5.1 million of funds obligated for technical assistance for 

some 75 projects since the beginning of the program through 30 
June 1954, only $1.88 million has beell expended. Of the latter amount 
$0.659 million was used for "program direction", that is, the adminis- 
trative cost of running the mission. Such costs were charged to tech- 
nical assistance funds under the TCA regime but have not been so 
charged since FOA absorbed TCB. This leaves $1.221 million actually 
rxpeilded on technical nssistailce projects through 30 June 1954, out 
of total obligations of $5.1 million for that purpose. Most of the 
money was obligated by entering into project agreements with the 
Israel Government, but either these projects have not been imple- 
mented or have bzen slow in getting under way. 

While n worthwhile appraisal of a foreign aid program without a 
visit to the country in question is extremely hazardous at best, an 
appraisal of technical assistance without such a visit is well nigh 
impossible. 

I t  would appear, however, that there have been unnecessary delays 
in implementing Israel technical assistance. On the surface at  least, 
the job that the United States can do in Israel with the least relative 
cost, and with great advantage, has been allotted a secondary role. 
The reasons for this are not clear. I t  is known, however, that i t  has 
been difficult to recruit United States technicians to go to Israel, that 
the field mission (at  least under its original head) did not attack the 
problem vigorously, and that requests from the field for the means to 
carry out projects have taken too long to fulfill. For example, a 
request wllicll arrived early last summer for a firm of geologists to 
make a survey of mineral resources has just now resulted in a con- 
tract with the Longyear Co. I t  will no doubt be another 4 to 6 weeks 
before the team is cleared and actually arrives in Israel. 

I n  another instance the specifications for the request for the team 
to go to Israel to make the "industrial audit" were deficient to such 
an extent that it was necessary to send an advance man to Israel to 
determine the exact nature of the job, so that a contract defining the 
+cope could be written and the proper nleil chosen by the coiltractor 
to carry it out. The project itself, described in section I X ,  is of 
vital importance. 

I n  still another case in the earlier days of the program, a sanitary 
engineer arrived so long after the Israel request for him that the 
job had been completed by a technician employed by the Israelis them- 
selves. 



Israel is so hungry for United States technical aid that it spends 
its own meager resources to get it. I t  also utilizes United Nations 
assistance which has totaled about $1.5 million. There is actually a 
waiting list of such projects. The Israelis realize they are deficient 
in the mechanical and intermediate managerial skills. Wheil a new 
plant is built, the coiltract ordinarily calls for a United States super- 
intendent and foremen to put it ill operation, run it the first year 
and train the personnel. I t  is not believed that FOA is financing 
many, if any, projects of this nature. 

Israel trucks and busses are out of commission about a third of 
the time for lack of good mechanics. Although i t  was proposed as 
early as 1951, i t  is understood that a project has only recently beell 
started to set up central repair and maintenance shops with personnel 
trained by United States mechanics. 

Most technical assistn~lce contracts in Israel are between the United 
States and the contractor, not between Israel and the contractor. 
This ordinarily makes for divided authority and fuzzy working rela- 
tionships. Such coiltracts also tend to accomplish what the mission 
wants, rather than what the Government wants. It lessens the Israeli 
interest in the job, since it is not their project. These disadvantages 
would not be present if such contracts were direct ones between 
lsrael and the contractor, but approved and financed by the United 
States. Sufficient United States control could be maintained through 
the approval and letter of commitment procedures described in the 
staff paper on "FOA Procurement." 

The FOA has recently entered into a $1,815,700 contract with the 
Research Foundation of the State U~iiversity of New York covering 
a 3-year period. Of this amount $753,000 mas obligated late in fiscal 
1954, and little has been accomplished as yet. The contract provides 
for a minimum permanent staff of 23 persoils to be resident in Israel, 
znd such other personnel as are required as consultants. The broad 
technical assistance fields to be covered are agriculture, health and 
sanitation, education and industry. 

This is rather a large order and carries with i t  the question of 
whether or not the purpose of the contract is not simply to supple- 
ment the mission's staff as a result of recruiting difficulties. 

The fuzzy relationships between the contractor, the mission, and 
Israel are present in this contract. The work of the foundation is to 
be "performed under the general supervision of * * * USOM pur- 
suant to work plans to be agreed upon jointly by FOA and the Foun- 
dation." "* * * the foundation shall consult with * * * USOM on 
matters relating to (its) operations, coordination of activities with 
other technical cooperation activities in Israel, (and) relations with 
the Governmnt of Israel * * *" Nowhere in the contract is it spelled 
out just what the relations of the contractor are to be with the Israel 



Government although that Government is supposed to be the recipient 
of the assistance. I t  is believed that this is a fairly typical case. I n  
the opinion of a good many Israelis, this is not the way to handle tech- 
nical aid. These people want direct contracts. 

This is not to say that the technical assistance program has not pro- 
duced any results, or that there have not been good projects. There 
just have not been enough of them. The present Mission Chief to 
Israel, Rfr. Lincoln Hale, in a speech delivered November 11, 1954, 
in Israel, said frankly that economic aid could not continue indefinitely 
and that i t  mould gradually be decreased. He stressed, therefore, the 
importance of technical assistance. He  particularly pointed to a proj- 
ect in the Negev Desert where minter rainwater from the mountains, 
flowing through dry river beds is spread, so that crops can be gro\lTn 
in the desert in Rfay and June. He said that 2,000 years ago through 
this method 10,000 people mere supported in this locality where prac- 
tically none can live now. He believes that 25,000 acres of land could 
be reclaimed in this manner. He pointed out that rocky hillsides, 
where agriculture has been impossible, have been converted through 
the aicl of American technicians into suitable grazing land for the pro- 
duction of cattle. Good breeding stock is being imported to improve 
the beef quality of native cattle; nearby fields are being irrigated so 
that they can produce alfalfa to feed the stock through the three dry 
months of the summer; and a training school has been set up to train 
young Israelis to take care of the herds. Such projects fire the 
imagination. 

Public health teams are working with local officials to set up com- 
munity health centers in various parts of the country. ,4 United 
States physician, nurse, and sanitary engineer make up the group in 
one of these centers, and they in turn train Israelis to staff the 
remainder. 

The project for a geological examination to determine whether or 
not the known deposits of phosphate, copper, and manganese in the 
Negev Desert have con~n~ercial possibilities, and to try to uncover as 
yet unknomn deposits, is a good project, even if it took too long to get 
under way. The same can be said of the industrial audit which, if 
successful, will earn and save Israel millions of dollars in foreign 
exchange a year. There are undoubtedly many other such worthwhile 
undertakings in the overall program. 

To give an idea of the nature of the program, the actual fiscal year 
1954 obligations may be profitably examined. Of the total, $787 thou- 
sand, or 53 percent, was obligated for agriculture and water resources; 
$181 thousand, or 12 percent was devoted to health and sanitation; 
9 percent to education (vocational training schools in part) ; $118 
million, or 8 percent, to industry and mining; 4 percent to transporta- 
tion; and the balance to a variety of undertakings. Whether or not 



all of this money was, or  will be, spent advantageously depends to a 
great extent on the character of the people doing the work. There is 
little question, however, that the need for the great majority of them 
is present. I t  is pointed out, however, that of the total funds obli- 
gated, about half was for the contract with tlie State University of 
N e i  York discussed in this section. 



XII. German Reparations as a Factor in 
the united States Aid Program 

An important factor in tlie industrial recovery of Israel and in tlie 
reduction of United States aid has been reparations received from 
Germany. Deliveries began in the late fall of 1952 and will continue 
until 1964. Israel received considerably more from reparations in 
fiscal 1954 ($80 million) than it did from the United States, and this 
will continue to be an increasingly more important factor vis-a-vis 
United States aid over the next few years. Receipts from reparations 
in fisc:bl 1954 were greater tliaii normal, however, because of delays 
in receiving 1953 materials. 

Under the terms of tlie agreement reached between Israel and 
Germany, signed a t  Luxembourg on September 10, 1952, the West 
German Republic agreed to pay to the Government of Israel a total 
of approximately $822 million: $50 million a year until fiscal 1955 
and $75 million annually thereafter until the Israel fiscal year 1964, 
when $65 million will be paid. Of the larger installments about $12 
million a year must be released by Israel to Jewish claimants throug11- 
out the world. The Israel purchasing mission in Gennany placed 
orders immediately for tlie $100 million of goods and equipment to 
be delivered by hlarcli 31, 1954. 

Apart from $19 million of fuel oil purchased from Great Britain 
under a three-party arrangement, which began arriving in the late 
fall of 1952, actual shipments did not begin reaching Israel until 
August of 1053. During the period ,July 1, 1953, to June 30, 1954, 
however, $80 million of goods and equipment had actually been re- 
ceived there. Among items procured the first year were $24 million 
cf heavy industrial and mechanical equipment, $11 million of ferrous 
:ind nonferrous metals, $9.2 million of other industrial goods, and 
$2.5 million of agricultural items. I n  addition, reparations are being 
utilized for purchases in third countries for about $6 millioil of such 
raw material as rubber from Malaya, hides from Argentina and Brazil, 
and lumber from Austria. The Israelis handled this matter on their 
own, and from the standpoint of good planning and execution it  was 
a fine achievement. It could not have been accomplished a t  all without 
the cooperation of the Germans. 

Apparently Israel is ordering its equipment items on the basis of 
priorities. Water resources and irrigltion equipment head the list, 
followed by electric power, trailsportation, development of mineral 
and oil resources, and support of manufacturing industries already 
in existence. 

It is interesting to see that the emphasis of the United States coun- 



terpart fund program generally follows this pattern, a further indica- 
tion that the United States and Israel are in close agreement on the 
direction the program should take. 

All the large equipment items are being ordered on the basis of 50 
percent payment on date of delivery and the balance spread over the 
next 3 years. Future reparations receipts are thereby committed in 
advance in order to insure against a change in reparations policy 
should a new German Government come to power with different ideas 
v i t h  respect to reparat,ions to Israel. 

The German Government has indicated that  $60 million of commodi- 
ties will be delivered in Israel's fiscal year 1955, ending March 31, and 
as of the end of the first 5 moilths Israel had actually received some 
$45.4 million of the total of $60 million. Deliveries fox fiscal 1955 
are broken down as follows: fuel, $1'7.8 million; ferrous and nonfer- 
rous metals, $10.2 million; equipment, $9.5 million ; raw materials, 
$11.2 million; agricultural products, $7.1 million; and services, $3.6 
million. The breakdown for fiscal 1956 is not yet available. 

Foreign exchange to cover the purchase to date of some $160 million 
of these necessary items of material, equipment, and commodities, 
would simply not have been available except for the reparations 
agreement. Israel \ ~ o u l d  have had to do \~ i thout  most of it and the day 
of Israel's eventual self-sufficiency would have been postponed by 
just that much. 

The availability of this foreign exchange, together with an improve- 
ment in Israel's general position as a result of the capital previously 
invested, has made i t  possible for United States aid to be reduced from 
t,he high of $70 million in fiscal year 1953, to $52,500,000 in fiscal year 
1954, and $40 million in fiscal year 1955. Unless reparations are cut 
in the future, further cuts in United States aid to Israel will be in 
order. The extent of such cuts will depend to some extent on how soon 
i t  fits United States foreign policy for Israel to reach self-sufficiency. 

The character of the German reparations (set by the Israelis them- 
selves) supports the point that if the Israel foreign exchange budget 
as a whole meets with the approval of the United States, i t  should not 
make too much difference just what part of it the United States 
finances. It is apparent that what the United States might refuse to 
finance could be financed with reparations or other foreign exchange 
availabilities. I t  should be the aim of the mission to influence Israel 
in such a way that  its whole program is acceptable. I f  an agreement 
cannot be reached v i th  Israel on the program as a whole the alterna- 
tive of withdrawal of aid might be used as a lever to accomplish our 
purposes. Fortunately, such an impasse has not been reached (al- 
though the implicit threat of this lever may have been the reason), 
and the Israel Government has worked closely with the United States 
mission. 



XIII. Other Factors Affecting Eventual 
Self-Sufficiency and Possible 
United States Aid 

Proceeds of bond sales in the United States and contributions of tho 
United States Jewish Coinmunity here have averaged about $80 mil- 
lion a year. Almost all the proceeds of the bond drive have been 
used for capital investmeilt, as were the proceeds of the 1949-50 $135 
million Export-Import Rank loans. These investments are beginning 
to pay off in increased agricultural and industrial production. This 
is a result in large part of the strong will, drive, energy, imagination, 
:~nd capacity for hard work of the people themselves. The Govern- 
ment has also contributed through its austerity program and it,s policy 
of looking primarily toward the future. 

Nevertheless, the fact that Israel is in effect a labor state, where the 
largest capital accuinulations are in the hands of labor unions, has 
had a retarding effect. Wages are comparatively high so that i t  has 
been difficult for Israel to compete in international trade without 
export subsidies. The unions also supply from their o~vn ranks the 
managerial personnel for their enterprises. These people are un- 
trained in management, and their performance is not always top 
flight. There is little likelihood that this situation will cliange ma- 
terially. The labor unions hold control or have a large financial in- 
terest in a majority of existing industries in the country, so that any 
improvement in the economic situation mill only make them financially 
stronger. They will probably be the largest source for future internal 
capital requirements. 

This mixed capital, nlanagemeilt and labor role, however, has given 
the unions a sense of responsibility which has influenced their demands 
and actions. This is true even though, in effect, the unions control 
the party in the government having the largest plurality. When a 
strike gf transport workers threatened some time ago to tie up the 
principal port at  Hafa, the Government broke the strike by having 
the Army move the trucks and operate the trains without any real 
opposition from the unions. 

I t  mould not appear to be feasible for the United States aid mission 
in Israel to attempt to do anything about this situation. Even a 
threat to stop all aid would have no effect. The leaders of the unions 
are for the most part the early, idealistic agricultural Zionist settlers 
who came to Israel, not because they had to, but because they wanted 



to. Tliey represent olle of tlle most stable and strongest elements in 
tlie country. 

Another factor whicli'llas slot\-ed down recovery is tlle failure of the 
private illvestmelit program. I t  was hoped by the 1951 field teain 
to Israel that l,ri\-ate irivestn~eiit iiiigElt s111)~ly a. large part of the 
foreign excllailge required for industrial clevelol>ment. This has not 
proved to be tlle case. Fro111 tlie forniation of the State until the 
end of 1951 about $ l j0  illillion of private foreign capital liad gone into 
Israel. Since tlien, llo\\-el-er, tlie aiiiount has been reduced to n trickle: 
$20 to $25 nlillioii ill 1952, $15 to $20 million in 1853, n~ld  a lesser 
aiiiount i11 1954.' Most of tliis iiloiiey was invested by ,Jews from 
sentiii~ental rather than L)u.;iness reasons, ancl to :lid inembers of their 
families 1v1io were refugees to Ismel. 011 the otlier liaiicl, soirie large 
American coliilxmies, sucli :IS (:enera1 Tire, General Shoe, l'hilco, arid 
1C:liser-Frnzcr, :Inlong otll~l'i;, have investeti ritlier clollars or lrilow- 
ilow, but in tlie aggregate s~lcll investments have not beell large. 

While the Israel Gorernnleiit set np an illvestment center to en- 
courage foreign iiivestliients, and wllile the l a ~ v  covering foreign invest- 
ments n:ls c1rsign:lted to encourage tlieni, tlie program has been far  
fro111 suc.cessfn1. Tlie men rllnlliiig t l ~ e  investment center have not 
been too good. -inlong othelxs, Ford, International Harvester, and 
\'Testii~ghouse, seriously considered investing i n  Israel, but as the 
result of restrictive decisions made by the investnlent center, negotia- 
tions broke do\\-n. 
,I new investment lam is now before I'arliament whicli \rill give to 

foreign investors adclitional privileges in the field of taxation and 
repatriation of capital. I n  :iddition to local tax exemptions, i t  is 
prol~osecl to exempt approved corpor:~tions engaged in nlanlifacturing 
for exports fro111 paylnent of inconic taxes on undistributed profits, 
and to allow repatriation beyond the current ceiling of 10 percent. 
Whether these added incentives mill have the desired effect is qlles- 
tionable, in view of tlie strained ,\rab-J~\J-ish relations which so f a r  
have shown little signs of iniprovenlent. I n  view of this, and the 
fact that Israel is tecl~nically still a t  war with the Arabs, i t  is cloubt- 
fu l  if tlie United States mission to Israel can influence to any great 
extent the movement of private United States capital to Israel. It is 
not knovn what part, if any, the mission played in inflntnciug tlie 
(4overnment to liberiilize tlie nen- law. 

-1notller possible factor in tlie small anlount of foi-eigll 1)rivate 
capital being inrested in Israel, and one that has seriously affected 
the derelol>iiient of Israrl's dolnestic inclustry in general, is the short- 
age of short term bank credits ancl an eren greater shortage of long 
term credit for capital iiilprovements. Interest rates as a result are 

IThesc figure\ are f r o m  ail offic.ial 1sr:ieli source The figures used In the "Iqrael Fact 
Book" are rery much less. 



very high. I t  is reported that the rate for long term credit, even for 
good risks, is about 2 1  percent a year. The Government has recognized 
this situation and will make some funds available from the develop- 
ment budget for both short and long term industrial loans. The  
amount has been negligible to date, but the United States Operating 
Mission also is planning to approve the release of increased all~ounts of 
counterpart funds for this purpose. I t  would appear that the mission 
might have acted more promptly and more aggressively on this, but 
i t  undoubtedly had in mind the importance of tight credit as a weapon 
against inflation. 

There has also beell criticism of the Government that i t  is favoring 
companies controlled by the unions in supplying tlieir import re- 
quirements for spare parts and ram materials. This is particularly 
true with respect to the disposition of receipts from German repara- 
tions payments. On the other hand, there has been criticism from the 
labor unions that the administrators of the German reparations ac- 
counts are bending over too far backward to avoid this criticism, 
and for that the reason the union controlled companies are not get- 
ting wl~a t  they are entitled to. You can take your choice. So far  as 
is known, the United States mission there has not talren a position 
on the matter. 

While the Labor Party is the dominant party in Israel its principal 
partner in the present coalition government is the conservative free 
enterprise party. The strength of this party also stems from the 
early agricultural Zionist settlers. The two work very well together. 
The reason for their political coalition is that they both share a com- 
mon general background and are united in their opposition to  ex- 
tremists on the right and left. Both parties strongly espouse demo- 
cratic principles, and in that respect Israel is a bul~varlr of strength 
in the Middle East. The press, radio, and cafe orators can publicly 
damn the Government, and do, without fear of reprisal. The Com- 
munist influence in Israel is negligible. There are four Communist 
members of Parliament of a total men~bership of 120. Of these 4, 2 
are Arabs and 2 are Jews. Israel is strongly pro-American. Its 
official position, however, is only guardedly so. It is afraid of what 
might happen to the millioils of Jews still bellind the Iron Curtain. 



XIV. Personnel 
One of the difficulties in carrying out the program in Israel is in the 

recruitment of good personnel and the time required to fill vacancies. 
The Israelis themselves using their own funds have employed a num- 
ber of Jewish economists and engineers as advisers who, in a sense, 
are duplicating the work of the United States Mission there. 

The present Uilited States Mission Chief, Dr. Lincoln B. Hale, an 
Indiana educator, has apparently gotten off to a very good start. 
He succeeded Mr. Bruce McDaniel, a California agriculturist, who 
was the first USOM director. It is not believed appropriate to make 
an appraisal of the work of either of these men. 

The aid mission is not housed in the embassy. Appropriate per- 
sonnel attend embassy staff meetings, however. The embassy eco- 
nomic staff welcomed the arrival of the USOM. They had much 
more to do than they could handle. Aid matters have gradually been 
turned over completely to USOM, except that all formal aid agree- 
ments are negotiated by the embassy. Also all incoming and out- 
going cables are received and transmitted through the embassy. The 
ambassador has veto power reflecting any important actions. 

I n  the FOA mission to Israel there are 59 United States nationals, 
of whom 18 are administrative persoilnel and 41 program personnel. 
There are in addition 72 Israeli nationals, of whom 17 are administra- 
tive and 55 program personnel. On the State Department payroll, 
9 United States nationals 15 Israelis are charged to the mutual se- 
curity program. These State Department people, however, are for 
the most part FOA's nllocation of "housekeeping" personnel, such as 
code clerks, marine guards, etc., who contribute time to both FOA 
and State. The United States has no military personnel charged to 
the mutual security program in Israel, since the United States gives 
no military aid to that country. The total cost of maintaining the 
staff in Israel for the fiscal year 1954 was $309,339, and for 1955 the 
estimated cost is $340,000. So far as is known there are no permanent 
representatives from other United Staes Government departments 
in Israel. 

The problem in Israel is too few, not too many, personnel, and also 
the quality of the personnel. 

Attached as exhibit I11 is a breakdown of the Staff. 

PREVIOUS PAGE BLANK 



XV. Conclusion 
Whether or not future aid to Israel other than technical assistance 

should be continued depends on United States foreign policy objec- 
tires with respect to the future of that country. Immediate objectives 
have been reached. Immigration has stopped, temporarily at  least. 
The country is not in acute financial distress or in danger of becom- 
ing so in the immediate foreseeable future. There is no serious in- 
Lernal mealiness in Israel that would invite Arab attack; and no im- 
portant pressures within Israel to at,tack the Arab States. There is 
no immediate apparent clanger that the armistice agreement obliga- 
tion of the United States (along with that of Britain and France) 
to maintain the present boundaries between Israel and the Arab 
States mill lead to the involvement of this country. 

On the other hand, the United Staes may have some moral obliga- 
tion to Israel since i t  exerted a strong influence in the decision to set 
up an independent nation and a national home for the Jewish people 
there. The country has made rapid progress, but i t  still has some 
years to go (possibly 7 or 8) before i t  becomes economically self-suf- 
ficient, even at  the level of the present low standard of living. I n  
the meanwhile i t  must depend on reparations, loans, and gifts from its 
friends abroad. Until i t  achieves viability i t  mill be a potential 
danger spot. Present United States policy is tb relieve reasons for 
tension between Israel and the Arab States as rapidly as possible. 
Economic assistance to both sides will increase United Staes influence 
and make its task of preventing war in that strategic area that much 
easier. 

The extent and form of future United States assistance to  Israel, 
if any, should be based on a TJnited States foreign policy decision, 
developed in part from recommendations of the National Security 
Council. 

From its inception to the present, United States economic aid to 
Israel has influenced events there and has played an  import:znt part 
in bringing about the present fairly satisfactory situation. It has 
been administered in  as satisfactory a manner as could be expected. 

Much more, however, could have been accomplished with better 
administration of the technical assistance program. Since technical 
assistance will probably continue for some time to come, and since i t  
can accomplish results substantially greater than the amount of funds 
expended, this type of United States aid in Israel should be given 
greater emphasis. There is some indication that the present United 
States mission chief recognizes this, and will devote greater attention 
to this phase of activity in  the future. 
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The cost of the Israel program, $186 million for economic aid, $1.2 
million for technical assistance, and $1 million for administration, 
does not seem too great a price to have paid for preventing that coun- 
try from going bankrupt with the concomitant risk of Arab attack 
and war in this strategic area of the Middle East. Undoubtedly some 
mistakes have been made, but in relation to the amount of money ex- 
pended and the results achieved, they do not loom too large. 

Finally, it is repeated that to appraise a foreign aid program, even 
with all the facts available and an on the spot examination, is a haz- 
ardous task at best. So far as this report is concerned, i t  was neither 
possible to get all the facts nor to make the on the scene inspections. 
It should be read with this in mind. 

EXHIBIT I 
FOA Financed Imports 

[In thousands of dollm] 

Commodity 

I 
Programed 

Fiscal year Fiscal year 1 Fiscal year 1 1952 1 1953 1 1954 

Food, fertilizers, etc .................................................. 1 42,047 28,625 1 12,790 

Iron and steel mill matertals and products ...................... 2,403 7,180 8,342 
Medicinal and pharmaceutical preparations ................................. 375 

....................................................... Pesticides 1 M i  % 195 
Natural Fibcrs .................................................. 3,103 2,925 3,180 
Other..- ........................................................ 2.404 4.750 8.757 

Food ........................................................... 
Fodders.. ...................................................... 
Fertilizers- ..................................................... 
Seeds. .......................................................... 
Othcr~ ...................................................................... 

Fuel-. .............................................................. 

-- I-- 
Machimy and uehides- ............................................. 1x1 11,434 1 4 , 7 1 6  

8,850 
5,486 4,023 2,960 

. 
765 

I _  

9,056 ( 13,055 13,400 

--- 
.............. Construction, mining and conveylng equipment-. 551 

Electrical apparatus, generators, motors. ...................... 1 3 1 3 1.250 
Industrial machinery.-. ................................................... 3,352 721 

............ ..................................... Tractors (nonagricultural). ............I 200 1 
.............................. Motor vehicles, engmes, and parts 1,038 

Agricultural machinery. ........................................ 1 ........ G-1 ? & ! 550 
Other ........................................................... 785 , 600 --- --- 

............ Miscellaneous and unclassified. ...................................... 1 1,233 755 

Raw materials and semifinished products .............................. 1 8,455 1 15,881 20,849 

..... Scientific and professional lnstrumcnts.. ........................ 110 
...................... Miscellancous Iron and steel manufactures 200 

Miscellaneous commodities for education and scientific uso ...... 
Other ........................................................... ............ 

Total. ... ..................................................... 



EXHIBIT I1 
Israel's Total Import Program 

IDollars in millions] 

Total budget ................. 

Budget 
(12 mos. end. 

March 31, 1954) 

Less debt service, amortization and 
reserves 

Net available ................. 

Budget ap- 
(' mOs. "" gth 311 

Direct investment ................... 49. 18.4 36.8 18.8 42.9 19. 88. 28.8 
Imports for purpose of processing to 

imports ............................ 1 31. 1 ll.Bl 21.51 11. 1 37.11 16.51 41. I 13.4 
Materials to maintain Investment 

Expenditures 
u d e r  ap- 

proved budget 
(9 mos. end. 

March 31.1954) 

EXHIBIT I11 
Selected Country Datu-FOA 

Budget 
(12 mos. end. 

Mnrch 31,1955) 

in plant and keep it running for 
processing consumer and api ta l  
goods .............................. 

Food and ~naterials for producing it. 
Other diroct consumer goods ........ 
Services (including defense) ......... 

1. Cost of Operating FOA Mission (Administrative) 

Fiscal Tear 1953 .................................................... (I) 

Fiscal Year 1954-------------------------------------------------- $309,339 
FiscalYear1955 (est.)--------------------------------------------- 340,362 

tX 6 
55. 
1 2  4 
49. 

Flgures for 1053 are not available on a bas16 comparable to  the definltlon of adminls- 
t r a t i ve  expenses utiliaed i n  1954 and  1955. 

2. Employment for MSP Activities as of June 30, 1954 

2 .  5 1 4  
20.8 41.6 
4.7 8.7 

18.5 1 36.0 

I F o A  State Defense 

26.3 11 7 
41.2 '1:: 1 !3.8 

18.3 41.3 

1 No employment for Department of Defense for MBP actlvitles. 

23.5 
18.3 
4.4 

18.3 

United States nationals ............................................. 
...................................................... CivUian.. 

Administration personnel .................................. 
Program personnel .......................................... 

MUitary ............................................................................... 
Foreign nationals ................................................... 

Adminlstration personnel ....................................... 
Program personnel .............................................. 

Total military personnel ................................................................... 
Total administration civulans-. .................................... 
Total rogram clvUians ............................................. 
Total ~ S P  civilians ................................................ 

22.1 
I 

48. 15. 7 z: 1 4.1 
48.5 15.9 

59 
59 
18 
41 

72 
17 
55 

35 
96 

131 

9 
9 
9 

........... 
15 
15 

- - - - - - - - . - - . 
24 

........... 
24 
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INTRODUCTION 

I ran  is a colistitutional mon:~rchy. The king (Shah) is Rionhanmnled 
Reza Pahlevi, the son of Reza Shah v h o  founded the Pahlevi dynasty 
in 1925. Parliament coilsists of a Senate (convened for the first time 
in 1050) and an Assembly (Majlis) ; the normal term for the Senate 
is 6 years, the Majlis 2. Half of the senators are appointed by the 
Shah;  the other half of the senators and all of the deputies (Majlis) 
are elected by male voters over 20. A new parliament has recently 
been elected and convened. 

Executive power rests with the Crown and cabinet. Although the 
Shah appoints the Prime Minister who appoints the cabinet, the cabi- 
net and Prime Minister (but not the Shah) are responsible to the 
Parliament. I ran  is divided into 10 provinces (ostans) ; administra- 
tion is highly centralized and is handled primarily by the Ministry 
of Interior. 

The present Prime Minister is General Zahedi, who replaced Dr. 
Ifosadeq last August. Zahedi has taken a firm stand in suppressing 
interiial disorder and adopted a friendly attitude toward the West. 
The Government has restored cliplomatic relations with the U. K. I t  
also has made reasonable overtures toward a settlement of the oil 
controversy recently successfully consummated. 

Before the nationalization of its oil industry in the spring of 1951, 
I ran  received approximately two-thirds of its foreign exchange and 
one-third of its Government budgetary income from oil operations. 
Since then I ran  has been incurring a gross budgetary deficit of about 
50 percent of total Government expenditure requirements. 

I ran  has financed its basic needs since 1951 by a number of short- 
term methods including borrowing from its gold and foreign exchange 
reserves, borrowing from Central Bank or Government accounts, ex- 
panding the note issue, postponing payments and depleting corn- 
tnodity stocks, as well as by curtailing imports. The combination of 
deficit financing, decreased imports, and increased money supply re- 
sulted in inflation. A t  the same time the Government has been under 
constant pressure to make good its promise to raise living standards 
and to expand economic development, particularly in such fields as 
transportation, agriculture and industry. 



I. Technical Cooperation and Development 
Assistance 

Progress to Date 

The technical cooperation and development assistance programs in 
Ira11 have been a stabilizing factor in Iran's economy during tlie criti- 
cal period since 1951 when oil revenues were almost entirely cut off. 
Note: The Technical Cooperation Administration was merged with 
the Foreign Operations Administration in August 1053. During this 
period, United States assistance in these programs has totalecl $130.8 
million, distributed as follows: fiscal year 1951, $1.5 million; fiscal 
year 1952, $23.2 million; fiscal year 1953, $22.6 million ; and fiscal year 
1954, $83.5 million. During fiscal year 1954, $11.4 million in develop- 
ment assistance funds mere used to supplement $12.1 million in tech- 
nical cooperation funds, to provide necessary supplies and equipment 
for joint project operations, and to continue the previous level of reg- 
ular program activities. A t  this point the entire previously planned 
program of $23.1 million divided between technical cooperation and 
clevelopment assistance became a technical cooperation program. 
Subsequently, an additional $60.0 million of development assistance 
was utilized to provide emergency budgetary support and financial 
assistance to the present government. 

Regalar Program 

Projects have been directed toward Iran's specific problems of low 
food production, uneconomic manpower utilization and lack of gen- 
eral economic and social development. Iran's limited rainfall is not 
used efficiently. Iran's own best seed varieties are not widely used, 
and farming methods and tools are primitive. Malaria, intestinal dis- 
eases and trachoma afflict large numbers of the population. Less than 
10 percent of the people are able to read or write. Industrial devel- 
opment has been retarded by the lack of private investment capital, a 
very small industrial worker class, and inadequate power supplies : 
Iran's poor roads and its worn out railroad system are serious bottle- 
necks to progress toward better production and distribution. A 
feudalistic land ownership system restricts the farmer's incentive to 
increase crop production, and is a main cause of the extremely low 
living standards. Iran's Governlnent organization has been highly 



centralized in Tellran ancl, in the absence of a systematic development 
program, inadecluate to meet provinci:~l and village iieecls. During 
tlle past 3 years, tlie tecllnical cooperation and development assistance 
program has attacked these basic l~roblen~s and appears to llave made 
measurable progress, clespite tlie ecoilomic cleterioratioil a n ~ l  political 
~ ~ p h e a v a l  which. llas characterized the period. 
h new pattern of decentralized aid operatioils has been intl.ocluced 

into the Irailiail Government structure tliroagh the 11 regioilal mis- 
sion ofices ~vliich coilcluct the country-wicle PO,% technical coopera- 
tion program. Throngl~  joint-fund clianiiels, and the establisl~ment, 
within the Iranian ministries, of Iran-United States cooperative de- 
partnlents, the iilstitutioils required for tecliilical and econonlic de- 
velopment activities have been progressively introduced illto the 
Government a t  both headcluarters ancl proviilcial levels. 

The Ministry of Agriculture has established n nxtiorlnl extrnsioil 
service as a result of Uilited States assistance in directing a i d  fi- 
~!ancing the training of extension workers in 1952 and 1953. Nation- 
wide demonstmtion projects in crop procluction, livestock illanage- 
ment, and agricultural engiileeriilg have provided the physical and 
technical bases for  the increase of Iranian agl.icultura1 production. 
IZaraj ~ ~ g r i c u l t u r a l  College llas been assistecl to becoiile a relatil-ely 
modern agricultural trailling ancl research center for the nation. 

School constructioil and organiz:~tion. and teacher training in xgri- 
cnlture, the trades, home-making, ailcl llealtli, have been carried on 
jointly by tlie FO,\ niissioil ailcl the JIiilistry of Education. Abont 
3,000 rural ailcl nrban teacliers have bee11 ti3ainecl at  centers set 1111 a11cl 
supervised by the F O A  mission. A Public Health Cooperative 11as 
been created in the hIinistry of IIealth to clirect countrywide sanita- 
tion, rural health programs, ailcl the lnalaria control program. One- 
third of all villages in I ran  have already benefited from the malaria 
control work. 

Lancl tenure reforms initiated by tlie Shah arid the Government 
were furthered by the United States program for  helping to clevelop 
local rural institutions and to improve rural living standarcls. As- 
~istance has been given in establislling cooperative creclit institutiolls 
for  the new owners of the Shah's lands, together with technical guicl- 
ance in the formation ancl initial activities of village councils. One- 
tenth of the lanclowner's share of each liarvest is given to village coun- 
cils for use in rural community improvements. 

The I<uhrang irrigation tunnel mas co~llpleted joiiitly in 1953. 
Plans for  the multipurpose Icaraj Dam near Tehran mere clevelopecl. 
The grounclwork has been laid for central planning of efficient land 
and water use. 



Emergency Assistance 

When Prirne ACiilister Zahedi assunled power in Aug~lst 1953 he 
faced an immediately serions financial crisis. The Government had 
borrowecl tlle legal maximum from the Central Bank. I n  addition, it 
had boi~owed from Government accounts such as trust funds. Pay- 
rolls mere behind in payment and contractual obligations were con- 
siclerably in arrears. The currency had been expanded withont legal 
~nthori ty.  Tlie Government had been forced drastically to curtail 
imports. A11 these factors combined to exert serious inflationary pres- 
sures on the Iranian economy resulting in a generally unstable 
condition. 

I11 this situation, and in response to a desperate and urgent plea 
from the Iranian Government, President Eisenhower authorized the 
immecliate furnishing of $45 million of emergency assistance. Ten 
nlillion dollars of this amount was used to finance imports of essential 
comn~odities such as fooclstuffs, drugs, cement, iron and steel prod- 
ucts, and repair parts. Twelve million dollars was used to buy and 
send to Iran 100,000 tons of sugar which was i11 great demand and 
could be sold quiclcly. The remainder of the $45 million mas used to 
finance additional critical imports and as temporary budget support. 
Six and one-half illillion dollars of suppleineiltary emergency assist- 
ance was granted for tlle same general purposes in Feblwary of this 
year. The total effect of these various forms of assistance has been 
to provide the Government of Iran with a source of local currency with 
~ ~ h i c h  to help meet Government operating expenses, and to carry out 
n1ii1il1lum essei~tial projects in housing, road improvement, water 
supply and Ilenlth. 



11. United States Aid-Fiscal Year 1954 
During United States fiscal 1954 $23.5 million were spent for "regu- 

lar" United States technical assistance and an additional $60 million 
for an "emergency" aid program to the new Iranian Government, 
making a total of $83.5 million. A first part of the emergeilcy pro- 
gram, $45 million, was approved by the President in September 1953. 
Of this, $10 million n7as given to the Ministry of Finance to be made 
available to the Bank Alelli for sales of exchange for the importation 
of essential commodities. The rial equivalent (960 million) was paid 
into a special account available for use by the Iranian Government. 
Another $10 million was paid to the Ministry of Finance to support 
the currency and for later purchases of rials. The remaining emer- 
gency fund of $25 million was used for essential imports, the counter- 
part of which, in rials, was deposited with the Ministry of Finance 
and used for the support of the Government's budget. Up to the 
middle of July 1954, $14 million of this fund had been used for the 
importation of sugar and much of the remainder for the importation 
of other essential commodities. Of the total of about 6 million rials 
made available through the emergency aid program, by far the largest 
part was used by the Iranian Government for the support of its gen- 
eral budget. 

Besides the original emergency aid of $45 million, additional emer- 
gency assistance of $6 million was granted in April 1954 and an- 
other $9 million in May 1 9 5 L a  total of $60 million for the fiscal year 
as emergency aid in addition to the $23.5 used for the regular pro- 
gram. 



111. United States Aid-Fiscal Year 1955 
Current United States Go~~eriunent tliilll<ing is that, for political 

reasons, substantial assistaiice must be given to Iran cluring fiscal 
1955 and until oil revenues are sufficient to make Iran's economy 
viable; that because of the oil settlement, such United States aid call 
and should be mainly in the form of loans rather thail grants; and 
that, because of greater ease of liandling and approval by the hfajlis, 
loans i~iade for wllatever purpose should be concentrated in one "pack- 
age" and llanclled by one United States agency-the Export-Impel-t 
Bank. 

As recently agreed upo11, plans for United States Goverliliieilt 
assistance to I ran  during Unitetl States fiscal 1055 call for the 
following : 

M i l l i o ~ ~  
A. Budgetary s!lppo,‘f dollar8 

(1 )  Already p r o v i d e d - - - - - - - - - - - - - - - _ _ - - - - - - - - - - - - - - - -  15.0 
( 2 )  To be provided np to Uec. 31, 1054 . . . . . . . . . . . . . . . . . . . . .  7.8 
(3)  To be prorided from Jan. 1 to June 30, 1055 --------------- 30.0 

52.8 - 
B. Basic econonzic p rogram 

(1) Technical assistance . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8.5 
(2)  Tecli~iical develol~ment assistance - - - - - - - - _ - - - - - - - -  13. 0 

(1 )  Knrndj Dam ----------------.--------------------- 15.0 
( 2 )  Other clevelopment projects ............................... 35.0 

r \ l o t a l - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  53.0 

Grand total 127.3 

Of the budgetarj support described under A above, items 1 and 2 
have been or will be provided by FOA on a grant basis; i tem3 is to be 
provided through an Export-lmport Ballli loan, the funds for wl~icll 
will be fu~~i i i s l~cd to the bank by FOA. 

The "basic eco~loinic progl*am" described unclel- I3 coilsists of 'LPoint 
IV" type technical assistarice and of developlnent work immediately 
associatetl with it. Tlie cost of both these itenls is to be financed 
through FOl l  grants, with the exception of $2 million of item B-2 
~ ~ ~ h i c l l  are to be financed on a loan basis. The total of A and B above 
is $74.3 million which coi.responds to the total fiscal year 1955 FOA 
prograln given in detail on the following page. 



The cost of C above is to be financed entirely througll an approved 
Export-Import Bank line of credit against which individual projects 
will be considered on merit. The best present estimate of both the 
United States En1b:~ssy ancl the FOB in Tehran is that  a mininluin of 
$5 million n month in buclgetary assistailce mill be needed between now 
and the end of Uilited States fiscal 1955, and possibly up to January 
1, 1956, when oil reveliues are expected to increase subst:untially with 
the aclveilt of tlle secoilcl 12 months periocl follo~ving tlle oil settlement. 

Commitnlellts coilsidered essenti:~l wllen made, the Embassy in 
Tehran reports, liave generated the need for a t  least $25 million by 
the l'lan Organization cluring the relnninder of Iranian fiscal 1333 
(ending Rfarch 'LO, 1955), a total corresponcling almost exactly to 
preliminary estimates of oil inconle for that same period. 

I'lnn 01-g:~nizatioii is n long establisllecl Irailian Goverllnlent agency 
with respol~sibility for clirectiiig the eco~lolnic development of the 
couiltry wit11 the rcvenue accruing froill the oil industry. 

However, ill the opinion of Uilitecl States illissioi~s in Tehran, i t  
mill be iinpossible to maintain the austere budgets plaiulecl for this 
period unless clevelopment loans are also made ~ ~ h i c h  will lxrmit some 
nen- econonlic clevelopnleilt progains to get nncler ~ ~ ~ a y .  

Fiscal Year 1955 Operating Programs According to FOA 
[ I n  thousands of dollnrsl 

A. Technical cooperntion projects ............................. - - -  8,500 

Agriculture and natural resources . . . . . . . . . . . . . . . . . . . . . . . . . .  1,299 
Industry, mining and labor ................................. 035 
Transport and communications - - - - - - - - - - - - - - - - - - - - - - -  598 
Health and sanitation . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,772 
Education--------------------------------------------------- G37 
Public administration . . . . . . . . . . . . . . . . . . . . . . . . . .  1,916 
Community development . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4G8 

T o t a l - - - - - - - - - - - - - - - - _ - _ - - - - - - - - - - - -  8,500 

R. Development assistance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  65,800 

P~~ojec t  assisl:~nce . . . . . . . . . . . . . . . . . . . . . . .  13,000 
Nonproject budgetary support grant assistance --------------- 22,800 
Konproject loan assistance for budgetary support -------------- 30,000 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  65,800 

Project assistance: 
Agriculture, natural resources . . . . . . . . . . . . . . . . . . . . . . .  2,163 
Industry, mining, labor .................................. 1,487 
Transport, communications, power ........................ 3, % 
Health and sanitation - - - - - - - - - - - - - - - - - - -  2,898 
E d u c a t i o n - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  1,842 



B. Development assistance-Continued 
Project assistance-Continued 

Public administration . . . . . . . . . . . . . . . . . . . . . . . .  346 
Community development .................................. 464 
G e n e r a l - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  494 

T o t a l - - - - L - - - - - - - - - - - - - - - - - - - - - - - - - - - -  13,000 

Nonproject assistance: 
Loan for budget support ................................ 30,000 
Sugar . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5,000 
\ V h e a t - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  2,800 
Railroad equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,200 
Industrial m a c h i n e r y - - - - - - - - - - - - - - - - - - - - - - - - - - - -  3,600 
United States goods in customs .......................... 10,000 

The above fiscal year 1955 program is subject to minor modifications 
during the remainder of the fiscal year. A $30-million loan, pro- 
gramed above, is now being negotiated. Of this loan, $10 million 
is available from lllilitary assistance funds, under section 401 (Public 
Law 665) transfer provisions. A further loan of $2 million for de- 
velopment projects is being negotiated, and is included in the project 
scheduled above. 

It should be noted that practically all items under project assistance 
in  B above are cornplementary to technical cooperation projects in 
A above and that in  fact both together constitute technical cooperation. 
This distinction was required by the Mutual Security Act of 1954 
providing funds for fiscal year 1955. 

Regular Program 

The $8.5 million for technical cooperation is required to meet the 
costs of technicians' salaries, contracts with United States colleges 
and other nonprofit institutions, training grants and other costs of 
a similar nature. 

I n  the field of Agriculture and Natural Resources a technical cooper- 
ation program is proposed, the major part of which will be devoted 
to livestock improvement, plant production and forestry, agricul- 
tural extension, and land and water-use projects. For Health and 
Sanitation there are proposed projects in the fields of public health 
administration, environmental sanitation, and municipal water sup- 
plies. For education efforts mill center on teacher training, educa- 
tional facilities, and student exchange. 

I n  view of the acute deterioration of Iran's rail and highway facil- 
ities and the critical need for power, the fiscal year 1955 program 



calls for greater emphasis on the n1ainten:rnce and improvement of 
transportation and conin~unications and in the del-elopment of munici- 
pal power facilities. 

The lack of technical competence coupled with the almost com- 
plete absence of private investment capital for  small enterprises 
lias been a great problem in Iran's economic development. Accord- 
ingly, the fiscal gear 1955 program pl-ovicles for assistance in the indus- 
trial and mining fields, with emphasis on processing facilities for agri- 
cultural products, and handicraft industries. 

To help meet the Iranian Gorerninent's desire to remedy some of 
its organizational and operatioilal n-ealmesses, a public administra- 
tion program has been planned for fiscal year 1955. The fnnds would 
be used to support a governmeilt statistics cooperative, a public ad- 
ministration school, and the improvement of basic Government 
sel.vices. 

Vigorous reforms of land-tenure practices have been undertaken 
in I ran  and, with the formation of village councils possessing funds 
for community projects, have affected most of the 43,000 villages in 
the country. Land-reforill measures have given rise, however, to  the 
need for trainecl Iranian personnel to carry out land-reform programs 
and to help villages n ~ i t h  their new problems of land ownership and 
community clevelopment. I n  order to assist in  attaching these prob- 
lems, a community development prograill is proposecl for fiscal year 
1955. 

Plans and Objectives of the Fiscal Year 1955 Program 

I n  stating the plans and objectives of the fiscal year 1955 United 
States aid program for I ran  based largely on statements and informa- 
tion provided by FOA, considerable care is necessary to distinguish 
between plans and objectives as such and their accomplisllment in 
fact. A common characteristic of these statements is the suggestion 
by implication, inference, and broad, all-inclusive generalizations of 
the approval or acceptance of n plan or objective as synonymous with 
the successfully completed project or operation. Records of past per- 
formances in I r an  and e l s e ~ ~ h e r e  demonstrate that once a plan or ob- 
jective has been deciclecl upon, i t  is subject to continnous change, 
adjustnlent, and reorientation, and that seldom, if ever, is a speciflc 
criteria of accomplishment precleternlined for the termination of the 
operation set in motion by the approred plans or objectives. 

I t  is also necessary to distinguish between very broad generalized 
objectives, such as "combating illiteracy1' and the concrete specific 
plans or projects intended to implement so far  as practicable the 
general objecti~e. The folloming is intended as a summarization of 
specific objectives for fiscal year 1055. 



Educatioa 

F O A  assistance to education has contributed to the adoption of a 
revised and modernized curriculum for the elementary and secondary 
schools, ancl concurrently tlle training of teachers in agriculture, pub- 
lic health, the trades and vocations, lloilienlakiilg and recreation. The 
objective is to train approxin~ately 10,000 rural and urban teachers 
in centers that the USOM has helped to set up and supervise. 

Health 

Within the Rliilistry of Hcalth, the USOM created and will con- 
tinue to assist a nationwide public health service that has initiated 
the first sanitation, llealth education, and rural public health pro- 
gram, iilcluding ilialaria control, in the history of Iran. 

Agriculture 

I n  agriculture, the USOM has helped the Ministry of Agriculture 
establish a ilatioilal Agriculture Extension Service, and has directed 
the training of esteilsion ~vorkers. The Service's threefold activities 
in plant prod~~ction,  livestock, and agricultural engineering n-ill pro- 
vide pure seed, breeding stock, ancl introduce new inethods. Wit11 
F O A  assistance, tlle only agrjcultural college in the c o ~ ~ n t r y  is ex- 
pected to become a modern trailling and research center to train agri- 
culturists and serve agriculture tl~roughout the country. 

Land Reform 

Long overdue land reforms on which the Iranian Goverilment has 
cautiously embarged, and the coiltinuatioil of the Shah's lands distri- 
Lution, greatly increase the need for health, agriculture, and educa- 
tion programs. FOA mill provide land and ~ ~ i x t e r  resources data that 
\\-ill be of coilsiderable d u e  in the quick development of the Govern- 
ment's recently announced plans for distribution to peasants and mar- 
ginal owners of a large area of public domain lands in the I<husistan 
plaiils area in southern Iran. 

The comnlui~ity clevelopinent program7s rural improvement and 
rural cooperative training projects are being incorporated into the 
new Iranian Development Board that will serve as the planning and 
operations arms for effective working of the law for increasing the 
farmers7 share. 



Public Admi~istrafkon 

I n  the field of public administration, the Public Statistics Cooper- 
ative, established with the operations mission help and operating 
under its supervision, mill service all ministries of the government and 
has laid the groundwork for a pilot project census in  the Kashan 
area. Within the University of Tehran, a Public Administration In-  
stitute to give inservice training for graduate students and Govern- 
ment employees will coiltinue to be conducted by the University of 
Southern California under an BOA contract. 

Steps are now being taken through joint fund channels to incor- 
porate all these activities directly into the ministries a t  headcluarters 
and ostan (provincial) levels, and to assist the governors general in 
the planning and direction to make these reforms of lasting benefit 
to the people and to the Goverilineilt of Iran. The 11 regional offices, 
2 of them now under Iranian regional directors, will have as their 
primary responsibility to work with the governors general in the task 
of integration, servicing, and planning. 

The Potential for Ouerall Eco~omic Deuelopme~t 

Events within I ran  this year have led to some changes in planning 
for BOA assistance in the economic development of the country. The 
threatened near collapse of rail facilities between the principal port 
of Khorramshahr and Tehran, the curb on any considerable industrial 
expansion with the present shortage of power, tmnsportation, and 
commui~ications, ant1 the continuing reluctance of private Iranian 
capital to invest in industrial enterprises, all indicate a need for 
strengthening the economic base. 

Power development for the city of Tehran and rehabilitation of 
the Ichorramshahr-Tehran railway line, although not to be financed 
by BOA, are essential to continuing operation of established indus- 
tries, and mill permit and encourage industrial expailsion in the 
vicinity of Tehran. 

The immediate and most important requirement in existing manu- 
facturing and industry is improved management. To help meet this 
need, the USORf is attempting, without success to date, t o  secure a 
management task force by contract for  service with Government and 
with what privately operated industry exists, to work in plants re- 
ceiving F O A  assistance, and others as  well. I t  is also planned in 
fiscal year 1955 to  create a similar task force in labor-management 
relations, and to  assist the GO1 in nlodernizing its labor laws, setting 
up labor and employment services, and improving apprenticeship 
training. 



Promising fields for expansion, which require comparatively little 
additional electric power, and mould greatly increase agricultural 
and rural incomes, are food and agricultural products processing and 
handicraft industries. When machinery now on order in the United 
States arrives for dried-fruit preserving and packing, date processing, 
fish canning, fruit canning, and handweaving, projects started in these 
:tctivities should open the door to increased trade and investment. 

The operations mission is providing demonstrations for cottage 
industry now equipped with primitive machinery and accompanied 
by purchasing and marlreting practices that are ruinous to the crafts- 
men. It is planned this year to cany  out a systematic study of handi- 
crafts and small industry to explore the possibilities for increasing 
production and finding larger markets. 



IV. United States Agency Participation- 
Technical Cooperation 

The statements which follow are substantially as prepared by the 
United States Departnlents of Labor, Interior, and Health, Educa- 
tion, and Welfare, respectively, and deal with their relationships to 
the above objectives of the United States aid program in Iran. They 
are given in considerable detail because of the relative importance of 
t,echilical cooperation in the Iranian econoilly. 

Labor Program 

Under the Technical Cooperati011 Administration, Department of 
State, beginning approxin~ately May 1050, the Department of Labor 
had a major role in the lnbor program in Iran, including program 
development, recruitment and hiring of personnel, technical support 
and training of Iranian nationals in the United States. Beginning 
with the assignnlent of a specialist in industrial training, approxi- 
matelj May 1950, tlie basis of a acceptable labor program in terms of 
Trailinn needs was initiated. Since the Foreign Operations Adininis- 
tration came into being, August 1053, the Department of Labor con- 
tinued functions described above, during the transition, but working 
through the Foreign Operations Administration. The labor prograin 
in Iran now iilclucles ( I )  lnbor training, ancl (2)  1:~bor services. 

Labor training Iiirs the obj~ctive of extending technical assistance 
to the Governnlent of Iran, I rania~l  industry, salaried einployees and 
m-orkers for the purpose of instituting and improving job and super- 
visory training techniques which \\.ill improve the skill and under- 
standing of worliers, apprentices, and supervisors. The training 
should increase the earning pomer, improve the employability, increase 
the prod~ctivi t~y of the worker, benefiting both the country and 
workers economically. Subprojects are: ( I )  Supervisory training, 
(2) apprenticeship traini~ig, (3 )  trade skill improvement, (4) worker 
education anci literacy instruction, and ( 5 )  worliers' training center. 

Lzbor services has the objective of extending technical assistance 
to the Governmneiit of Iran, Iranian iildustry and labor in the general 
fields of labor law enforcement and labor-management relations. The 
hIinistry of Labor will receive assistance in organization for labor 
law enforcement; developmeilt of inanpower analysis, services, and 
controls; the proinotion of voluntary compliance with essential labor 
laws based upon the education of nlanageinent in modern industrial 



relations concepts and the development of an appreciation of the value 
of an enlightened as well as skilled labor force in a free nation. Sub- 
projects under labor services are: (1) Labor standards, (2) labor- 
management relations, ancl (3)  employment security. 

The staff, recruited and employed originally by the Department of 
Labor, presently in Iran consists of chief, Labor Development Divi- 
sion; specialist, employment services; specialist, labor standards; 
specialist, labor training (011 meclical leave in the United States) ; and 
inclustrial training specialists in the fielcls of textile master mechanic, 
carpenter-milli~~ai~, inclnstrial master iliechanic, electrician, plumber, 
anto ~nechanic, and molcler-founclryman. During November 1954, 
incumbents of the first three positions inclicatecl above were transferred 
to the rolls of the Foreign Operations Sclministr a t' ion. 

During fiscal years 1052 through 1054, approximately 21 Iranian 
nationals were programed in various inclustri:ll training and technical 
labor subjects in the United States by the Department of Labor. 

The role of the Department of Labor in the Iranian labor program 
is now limited to technical backstopping of tecllnicians in the labor 
fields. 

Criticisms-Labor Program 

I .  Departmelzt of Labor Role ilz the Labor Aspects of Programs 

Except for one recent meeting, the Department of Labor has not 
been invited by FOA to participate in the development and review 
of overall labor programs for particular areas. 

2. Recrzlitilzg of ColzszlZta.nts 

The Department of Labor has not received primary responsibility 
for recruitment of labor specialists for foreign. assignments. The 
Department is used as simply one source of recruitment, even in fields 
within its special competence, since the Department does not possess 
authority to make job offers or offer assurailce to a qualified candidate 
that he can reasonably count upon being accepted. The effectiveness 
of the Department's recruiting activities are reported to be badly 
hamstrung particularly in the technical labor fields. 

3. Commulzicatiolzs Betweelz the Departmelzt of Labor and Labor 
Techlzicialzs Overseas 

Labor technicians on F O B  rolls in o17erseas positions may not com- 
municate directly ~ ~ i t h  the Department of Labor on anv program 



question. This situation constitutes a hindrance to the free and con- 
stant flow of informat,ion between the technician and the Department 
necessitated by ef'rective backstopping. 

4. Detailed Review of Training Programs by FOA 

Although the responsibility of F O A  for evaluation of training 
programs carried out by the Department of Labor is clearly recognized, 
i t  would seem that sucli function could be carried out satisfactorily 
with less consultation, reporting aiid documentation than is currently 
required. I n  general, a greater degree of reliance might well be 
placed upon the Department of Labor for efficient performance. 

While the above comments on FOA relationships were suggested 
by the Department of Labor, they apply rather broadly to FOA's 
relations with all United States departments and agencies. 

Interior Department 

I n  tlie FOS-sponsored water resources development program in 
Iran, the Bureau of Reclamation presently furnishes well-qualified 
engineering specialists to lend technical assistance and advice in the 
broad field of river basin development planning, including both surface 
water development and the exploration, development, and utilization 
of ground water. 

Of immediate importance is the assistance being provided to help 
I ran  in getting started with design and construction of tlie Kara j River 
project,. The dam, powerhouse, and irrigation facilities will provide 
storage of water and make possible its economical use for  domestic 
water, irrigation, and power. The five technicians froin the Bureau 
of Reclamation, now on assignment to Iran, have diverted n~uch  of 
their recent activity to helping tlie 1Caraj River project. The remain- 
der of their time is devoted to water resources development problems 
throughout the country, wherever they can be of greatest assistance 
to the teclinicians of the Iranian Government. 

I n  support of the foregoing, the Bureau of Reclamation provides 
the services, when required, of the Denver laboratories and engineering 
staff for analysis of ma t~r i a l s  or engineering problems requiring equip- 
ment or  technical resources not available in  Iran. 

Geological Survey currently has three engineers in Iran, and Fish 
and Wildlife Service one, all under FOA-sponsored programs. 



Health, Education, and Welfare Department 

The Ofice of Edacation 

This Office \\,ill arrange training programs for 30 educators during 
the current fiscal year. Twenty-nine educatioilal specialists on duty 
in I ran  were recruited by the Office of Ecl~~cation. 

Social Security Ad~ninistration 

Assistance from the Social Security Administration lias been 
requested through the Foreign Operations Adlilillistration in connec- 
tion with Iran's con~inuility development program. 

The Colnniunity Developnient Division of USOM/Irnn is con- 
cerned witll two major factors: The cron-11 lands progranl ancl the 
village council program. 

A request has been received for Chief, Community Organization 
Branch of Community Development Division, Iran. Tlle focus is 
on commuility developnieilt coordinated with Iraniail Governinent 
programs in land tenure and inlprovenleilt of social and ecoilolnic 
conditions in rural Iran. 

The Community Orgai~izatioil Brancli is divided into f o l ~ r  sections : 
the Distributed Lands Section, presently coilcerned with administra- 
tion of the cromil lands program; the TTomen's Activities Section, 
devoted to fostering increased participation of women in rural com- 
munity affairs; the Eeports and Evaluation Section, respoilsible for 
internal reporting and all and survey worlr connected \\-it11 
Divisioil activities ; and the Village Couilcil Section, the primary staff 
unit for coordination of Divisioil activities in, and supervision of, 
field operations in tlie village council program. 

The cliief of the Colrlmuility Organization Branch has direct super- 
vision over personnel and activities of each of these four sectioils and 
responsibility for these to the chief of the Division. 

Cooperation wit11 I r an  has included providing technical services 
to training participants brought here by the Foreign Ol~eratioils 
 idm ministration. An Iranian here at  this time has requested training 
in social welfare activities as carried on t l~rough a province ancl a 
municipality. Participants have also had programs in maternal and 
child health, enlerge~lcy relief programs in disaster :ireas, and other 
social services. During 1954, the Foreign Op~rat ions  hdministra- 
tion has sent three trainees in social welfare so far  this p a r ,  and 
tlie International Educational Exchange Service has sent allother 
Iranian social worker for training. 



Public Health Service 

1. Projects. 

Health activities of the United States operations mission in I ran  
are carried out by a joint Iranian-United States Public Health CO- 
operative established in the Ministry of Health. The program of 
this central cooperative is implemented through the ~ u b l i c  health 
cooperatives which have been set up in the Ministry of Health of 
each Ostan. Projects in operation include : 

Malaria control.-Malaria-control control spraying operations are 
being conducted in five regions of Iran, and surveys to determine 
the extent of the malaria problem elsewhere are being made in a 
number of villages. 

EnuironmentaZ sanitation.-Engineering activities at various loca- 
tions throughout the country include construction of water distribu- 
tion systems and reservoirs, shallow and deep wells, sewerage systems, 
and community bathhouses. Bonds are being sold to finance the 
construction of many of these projects. 

Nursing education and public health nursing.-The American nurses 
are participating in the planning and conduct of midwife training 
courses ; the preparation of training materials; and in communicable 
disease and epidemic control programs by providing immunizations 
for such diseases as diphtheria and typhoid. 

Petblic health education.-Health education activities in various 
regions in the country include health and sanitation training for 
village women; health training for army personnel and elementary 
school teachers; and health lectures, films, and other visual aids for 
children in the schools. 

Health centers.-Health centers have been established in a number 
of locations supplemented by mobile health units to provide inocu- 
lations, laboratory tests, health education training to local villagers, 
and outpatient treatment. 

Laboratory.-In May 1954 the central cooperative established a 
laboratory which, in addition to performing usual laboratory proce- 
dures, will serve as a training center for laboratory technicians for 
service in the health centers. 

T7z'tal statistics.-The vital statistician on the staff of the United 
States operations mission serves as an adviser to the Iranian Govern- 
ment in developing systems for  the collection and compilation of 
vital statistics. 



2. Xtaf (as of September 30,1954) 
----- I Filled 1 

Vacant I I em- j 
1 officers ployees 1 

Physicians .......................................................... 
Eng~neers 
xurses.. .......................................................... 
Other ................................................................ 

Sanitarfnns.. ................................................... 
Veterinarian.. .................................................. 0 

...................................................... Scientist.. 
................................................ Vital statistician 

3. Health Personnel Trained i,n the United Xtates. 

During fiscal year 1054,25 Iraniaii health worliers received training 
in the United States. Of these, 21 were sponsorecl by the Foreign 
Operations Admillistration a i d  4 by the World Health Organization. 
I n  addition to these numbeis, 1 Iranian received 12 inonths' training 
in  vital and health statistics and has no\\. returned to his country to 
work with the Iranian Statistical Cooperative. 



V. Development Assistance-Past and 
Current 

The statements in this section have been abstracted from a report 
prepared by a source believed to be authoritative. 

The economic development program for Iran in 1952 was originally 
organized with four branches: Industry, Cooperatives, Labor and 
Manpower, and Public Administration. Later, 1953, the Labor and 
Manpower Branch was transferred to Education and Training as a 
division. Public Administration also became a separate division. 
Due to extraordinary delays by MTashington in recruiting technical 
l~ersonnel, those tecllnicians in the field \vere and are required to 
"carry on" as experts in fields not their own. I n  the sugar-beet- 
lwocessing plants, $1.G million in equipment was provided for 3 plants, 
but no technicians have been provided 2 years later (October '1954) 
to supervise utilization of this equipment. Over $8.5 million has 
been provided for the projects of the economic development program 
in the fiscal years 1952, 1953, and 1954, as indicated in the following 
list : 

Project Agreements Under Program Agreement No. 6 of May 12, 1952 
Including Amendment Increases 

No. 1 
KO. 4 
KO. 7 
No. 8 
No. 16 
No. 17 
No. 31 
No. 37 
No. 53 
KO. 56 
No. 61 
No. 65 
No. 68 
No. 69 
No. 79 
No. 81 
No. 82 
No. €3 
No. 85 
No. 86 

Completion Fars  cement plant ........................... $1,100,000 
Construction Fassa sugar plant ......................... 
Shiraz power plant------------------------------------- 
Expansion Tchitsazi mills (amdt.) ...................... 
Expansion Rey cement plant ............................. 
Tehran slaughterhouse-----------~---------------------- 
Dried fruit  plant--------------------------------------- 
Wool scouring plant ..................................... 
Automatic loom for Tchitsazi mills ....................... 
Gulf fisheries------------------------------------------- 
Improvement hnnd looms industry ....................... 247,700 
Construction of 2 sugar refineries ....................... 931,355 
Community canning ................................. 115,000 
Date curing and packing plants .......................... 326,818 
Professional services . . . . . . . . . . . . . . . . . . . . . . . . . . . .  175,000 
Cotton classing and ginning improvement - - - - - - - - - - - - -  45,000 
Lumbering operation------------------------------- 275,000 
Bonded w a r e h o u s e - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  435,000 
Tea processing plant ................................... 20,000 
Automatic bottlemaking ................................. 125,000 

Total allocation-------------------------------- 8,698,745 
Obligated as  of Aug. 1, 1954 ........................... 6,378,817 



These projects have had three distinct objectives : 
1. Increased production to~varcl country's needs and utilizing in- 

digenous raw lriaterials to save foreign exchange (Nos. 1, 2, 8 and 16, 
53, 65, 82, 85) ; 

2. Modernized production and improved qualities through im- 
proved inetllods (Nos. 1'7,37, 56,61, G8,69,86) ; 

3. Demonstration projects througll modern methods of marketing 
and grading facilities (Nos. 31, G9,81, 83). 

The program as planned is intended to meet the present needs 
of the country, coordinated \vitll the projected aims of the other di- 
visions (mainly agriculture) and falls in line with the logical long- 
term economic developn~ent of the country's assets and resources : that 
is (1)  to emphasize the developlnent of industry in I ran  that will 
process the incligenous ~ : L T Y  materials into finished products presently 
being imported as finished materials (~vhereas excess raw materials 
are now being exported), thus saving foreign exchange for other 
economic production requirements; (2) to process and improve qual- 
ity, packaging, gr:lding, ailcl illarketing of Iran's export products, 
thereby to regain the rel>utation of Iranian commercial integrity and 
to obtain larger benefits for the sale of its exportable products; (3) 
i11 all projects to train Iranians by deinonstration in all phases of 
model-11 industrial practice, labor, both technical and financial man- 
agement, and others, for the improved employinent of their man- 
power, tools, and opl~ortunities for exploitation of all economic assets 
and resources. 

However the ecoiloinic program gives evideilce of such broad, diver- 
sified and all-encompassing objectives as to be impossible of accom- 
plishment. 

The division has sent 11 men to the United States and other nations 
for training. Twenty-four other recolninendations lTith Iranians 
selected and approved by the GO1 are still awaiting notice from FVash- 
ington (13 for fiscal year 1953 and 11 for fiscal year 1954). 

The report cited goes on to express the opinion that  much money 
has been unwisely spent by both the United States and Iranian Gov- 
erninents in the coilstruction of plan facilities. Many of these pl~ys- 
ical assets hare become liabilities to Iran, due to the fact that there 
are not enough men trainecl in the required slrills, knowledge and 
ability to maintain and use the equipment and lnechinery in an efficient 
and econo~nic manner. The lack of these slrills, I;nowledge, and 
ability still exists and a further expansion of its ecoilo~nic industrial 
development and the investment of capitd in industrial equipment 
will greatly accentuate this need. Intelligent planning has been and 
still is needed to execute a program to meet these needs. So  far  i t  
has not been done. Bluch remains to be done in preparing personnel 
for the operation of the projects before the development can be suc- 



cessful. This should be the objective of the USOM/Iran contribu- 
tion from now on. 

Examples 

P~ojec t  No. 8,? corers the construction and operation of a bonded 
marellouse at  Illlorramslialir for goods for export. An important 
phase of the bonded warehonse, nonexistellt at  present, is tlie financing 
of export goods ~vllile awaiting sale or shipment, thus giving financial 
facilities to  expoi-ters and processors. The negotiations for site are 
incomplete. 

Project No.  79. The difficulty experienced in recruiting capable 
specialists and technicians, aggravated by liecessary delays in investi- 
gating possible candidates, suggestecl the possibility of obtaining con- 
tract personnel through established coi~sulting or engineering firms. 
737itb that in mind, this project proricles for professional services and 
was prepared, presented, and signed on ,Janua~y 7,1951. No progress 
reported to date. It took all of 2 fiscal years before January 7, 1954 
to get approved a professional service contract (not yet consummated 
wit11 outlook very doubtful for ultimate activation). 

For instance, in September 1053 the finishing equipment (textile 
mill) was ordered through l~Tasliin@on. I n  October 1953 papers left 
Iran requesting TYashington purchase. I n  April 1954 they were re- 
turned for further cliscussion and review in Iran. Protracted dis- 
cussions took place in Iran. They mere as of October 1954 in Wash- 
ington for purchase on all excepting one item for which new bids 
were requested. This machinery should now be in Iran. Its delivery 
is at least 8 to 9 month? xmny. 

Staffing pattern decisions were i~npossible to get approved in the 
fall of 1952. Not until the spring of 1953 was one approved which 
carried the statement that it was subject to  changes then being con- 
sidered. 

I n  the sugar industry, not sufficient study or time has been given 
to plant location ancl to eco~iomic plniit capacity by the Iranian Gov- 
ernment. 

The Ministry of National Economy set up a Bank of Export De- 
velopment to handle export financing, processing and warehousing 
with a potential capital of 600 million rials. The bank is not yet in 
operation and will need technical and financial advice. 

There is still no adeqnate provision for power for either the Reg 
Cemel~t Plant (Project So.  16, fiscal year 1952) or Tchitsazi (Project 
No. 8, fiscal year 1953) though both should be in partial operation 
in 4 months. I n  fiscal year 1952 assurance (later to become an as- 
sumption) was given that sufficient power would be provided in fiscal 
year 1953. I t  has not yet beell provided nor under present programs 



will i t  be available over 24-hour periods until the Kara j  Dam power 
plant becomes active. an estimated 5 or more years in the future . 

Serious lack of planning coordination and program execution is 
indicated in the following table contrasting date of project approval 
with estimated dates of completion . 

Project No . 
Project 

agreement 
signed 

Date of operation 

Mareh 1955 . 
Novemher 1954 . 
April 1955 . 
January-July 1955 . 
Dccernber 1954 . 

1 ............................................................. 
4 .......................................................... 
............................................................. 7 

8 ............................................................. 
16 ....................................................... 
17 ............................................................ 
31 ............................................................ 
............................................................ 53 

56 ............................................................ 
61 ............................................................ 
65 ............................................................ 
68 ............................................................ 
69 ............................................................ 
79 ............................................................ 
81 ............................................................ 
82 ............................................................ 
U ............................................................ 
85 ............................................................ 
86 ........................................................... 

(9. 
1955 . 
July 1955 . 
January 1955 . 
January 1955 . 
October 195.5. 
January 1955 . 
1955 . 

June 23, 1952 
June 21.1952 
Jur~e 24, 1952 
June %, 1952 
June 28.1952 
June 29, 1952 
Apr . 15, 1953 

. Apr 22, 1953 
Jurie 3.1953 
May 6, 1953 
June 28, 1953 
June 30.1953 
Jurie 30.1953 
Jan . 27.1954 
Jan . 27.1954 
Jar1 . 27.1954 

. Feb 2.1954 . Apr 10, 1954 
Mar . 31, 1954 

(9. 
December 1954 . 
June 1955 . 

(1). 

I Part Sept . 1954; balance 1955 . * No progress . 
3 No estimate . 



VI. Outlook for United States Aid-Fiscal 
Year 1956 

After March 21,1955, the ne-w Iranian fi~cal year, Iran will, accord- 
ing to the United States Embassy and FOA mission in Tehran, be 
in a situation characterized by the following facts: (1) Income from 
the first full year of oil operations mill be required to meet outstanding 
plan organization commitments and increased expenditures for army, 
gendarmerie, police, teachers, and other salaries which it will be im- 
possible to postpone any longer; (2) the so-called normal budget 
deficit of about $5 million a month mill continue and will have to be 
met from outside sources until increased oil revenues will make further 
budgetary assistance unnecessary. 

On the whole, given a continuance of adequate United States aid, 
Iran's financial situation, though still difficult, is likely to improve 
gradually until income from oil will obviate f u ~ t h e r  United States 
assistance. With the oil settlement approved and a responsible Gov- 
ernment in power, tlie chances seem good that the country's present 
financial difficalties will be successfully overcome and Iran will be 
able to finance both the needs of its budget and those of its develop- 
ment effort from an expanding flow of oil revenues. An amelioration 
of Iran's financial position would, however, unquestionably be aided 
by a tl~orough overhauling of the country's antiquated budgetary 
and fiscal system and the establishment of it  on a sound, businesslike 
b a s i s a  project in the realization of which, if a loan to Iran is made, 
the Export-Import Bank may possibly have an opportunity to  play 
a significant part. 



VII. Proposed Iranian Economic 
Development 

The Export-Import Rank has recently approved a $53.0 million line 
of credit for the Iranian government. Each of the individual projects 
to be financed under this line of credit will be approved on individual 
merit only, after proper field examination by representatives of the 
Export-Import Rank and under such conditions as are mutually 
acceptable to the Rank and the government of Iran. 

The individual projects to be financed by this line of credit appli- 
cation recently submitted to the bank by the Iranian government may 
be summarized as follows : 

[In millions of dollars1 

1. Karadj D a m - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  $18.0 
2. Cement P l a n t - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  4 . 0  
3. Doroodzan D a m - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  8 .0  
4. Telecommunications . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 . 0  
5. Agricultural Nachinery-------------------------------------------- 11.0 
6. Diesel L o c o m o t i r e s - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  11.0 

T o t a l - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  53.0  

1. Karadj Danz is to be a multipurpose development benefiting about 
1.5 million people and providing essentially: for a water supply for 
the city of Tehran, for regulated water supplies for certain irrigated 
lands in the ICaradj river valley, and for hydroelectric power for the 
city of Tehran. 

Construction of the project is planned in two successive stages. The 
first provides for the construction, within a 5-year period, of a con- 
crete, arch-type dam about 610 feet in height creating a reservoir with 
a storage capacity of 166,194 acre feet; relocation of the Karadj- 
Chalus road around the dam and reservoir; and construction of a 
33,000 kw power plant and transmission line to Tehran. The second, 
and later, stage provides for additional power and irrigation facilities. 

The estimated total cost of work on the first stage of the project, 
the only one now contemplated, is, at present prices and exchange rates, 
the equivalent of $31,770,000 of which $18 million is expected to rep- 
resent actual disbursements in United States dollars. I t  is for the 
financing of the latter that the Iranian Government is applying to 
the bank. The terms suggested by the applicant include repayment 
of the loan in 18 approximately equal annual installments, beginning 
on March 21,1960, with interest at  an annual rate of 4% percent. 
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2. Cement P l a n M 4  million. Cement is a product very badly 
needed in Iran. The government intends to set up a plant for pro- 
duction of 300 tons of cement per day; but of 3 probable sites, the final 
decision as to the location has not as yet been made. 

3. Doroodzan Dam-$6 million. This, a 58% meters high, multi- 
purpose, earth-filled dam, containing 6 million cubic meters of fill, 
situated about 70 kilometers north of Shiraz. 

4. Teleconzmunicatiom43 million. This project is for the purpose 
of making possible the purchase of wireless telephonic and telegraphic 
conlmuilication equipment for the BIinistry of Post, Telegraph, and 
Telephone of Iran. Existing facilities are not at  all adequate to meet 
the present demands. 

5. Agricultural Machinery411 million. Agricultural equipment 
is urgently needed in Iran. The Minister of Agriculture-together 
with the plan organization and the agricultural bank-are working 
on a project whereby agricultural equipment may be purchased and 
resold to the farmers on an installment credit plan. 

6. Purchase of Diesel Loconwtiues--$I1 million. The Iranian 
state railway is in need of rehabilitation, and the proposal is to buy 
about 30 diesel-po~vered locomotives to be used for passenger and 
freight cars on the Anclimeskh-Dorood line, in the mountainous sec- 
tion of the Trans-Iranian railway. 

During recent high-level discussions within the United States Gov- 
ernment, of both the political and economic aspects of the Iranian 
problem, it was decided that United States budgetary assistance to 
l r an  should be continued but that after Janllary 1, 1955, because of 
the resumptioil of oil productioil in Iran and the expected growing 
illcome therefrom, such aid should take the form of loans rather than 
grants. 

It was deteririined also that, because of the political advantage to 
be derived therefrom, all loan assistance to Iran shol~ld be extended 
in one "l)ackageV and administered by a single United States agency- 
fhe Export-Import Bank. Funds for a total of about $30 million 
are therefore expected to be iilade available to the bank by the F O h  
for the purpose of a loan for budgetary support to be extended by 
the bank to the Iranian Government and to become available effective 
as of January 1,1955. 

It was also decided that $2 million of $13 million included in the 
FOA's basic economic program for Iran-a program consisting of $8 
million for technical assistance and $13 million for associated develop- 
ment assistance-should be on a loan rather than grant basis and that 
this loan should also be included in the aforementioned overall 
package. 



It; is understood that the total prospective loan commitment now 
before the Export-Import Bank for consideration may, therefore, be 
summarized as follows : 

Million 
dollar8 

F'rom Ezport-Import Rank Funds 
Karadj d a m - - - - - - - - - - - - - - - - - - - - - _ _ - - - - - - - - - - - - - - - -  18 
Other development projects---------------------------------  35 

T o t a l - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  53 

From POA Funds 
Budgetary s u p p o r t - - - - - - - - _ _ - - - - - - - - - - - - - - - - - - - - - - - - - -  30 
Basic economic program------------------------------------------ 2 

32 

Grand t o t n l - - - - - - - - - - - - - - - - - ~ - - - - - - - - - - - - - - - - - - - - -  85 



VIII. Lran's Present Economic Position and 
Prospects 

The element of basic importance in the Iranian economy today is 
oil. The sizable revenue derived froin i t  in the past was used by the 
Iranian Government as an aid in meeting current expenditures and 
in financing the beginnings of an ambitious developmeilt program. 
With the nationalization of the oil industry in the spring of 1951, 
however, oil production and the income therefrom have virtually 
ceased; as a result, the country has been confronted, since then, with 
growing ecollomic and financial difficulties. 

After the blunders of the hiossadegh regime, the present Iranian 
Government is clearly aware of the fact that the key to the ecoilomic 
and financial rehabilitation of I ran  is the reestablishmeilt of the coun- 
try's oil production, exports, and income. Soon after the Zahedi Gov- 
ernment came into power in August 1953, work was begun to bring 
about an oil settlement. Only recently, however, on August 5, 1954, 
after protracted negotiation, was a settlement in principle arrived a t  
between a consortium of eight of the world's largest oil companies and 
the Iranian Government. On October 21, 1954, that  settlement 
received the approval of the Rlajlis, the lower Honse of the Iranian 
Parlianment. With recent approval by the Senate and the Shah's 
signature, the long controversy has been brought to a close and no fur- 
ther obstacles stand in the way of an immediate resumptioil of pro- 
duction and exports of Iranian oil and of a growing flow of income 
therefrom to the Iranian Government. 

It has been estimated by the oil companies and publicly announced 
when the oil agreement was initialled by the compaiiies and the Gov- 
ernment that total income to Iran froin the increasing scale of opera- 
tions conten~plated for the first 3 years, follon~ing a starting-up period 
of 3 months, mill be £150 million ($420 million) on the basis of present 
prices and costs. The estimated annual figures begin a t  £31 million 
($86.8 million) for the first full year of operation, increasiilg to £52 
million ($145.6 million) in the second, and to £67 millioil ($187.6 
million) in the third year. I n  addition i t  is estimated that an amount 
equivalent to $34 million per year mill be available to the Iranian ex- 
change authorities from purchases of local currency (rials) made by 
the oil companies to meet their local expenditures. 

Following the third full year of operations i t  is the publicly an- 
nounced policy of the oil companies to continue taking from Iran 
quantities of crude oil which will reasonably reflect the supply and 
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clemancl trend for Middle East oil, assuming favorable operating and 
economic coilditioils in Iran. The general expectation is that this 
will involve future production and sales on a scale at  least equal to the 
amounts attained in the third year of full operation of the oil 
agreement. 

A recent agreement between the British and Iranian Treasuries, fur- 
thennore, provides that sterling income from consortium oil opera- 
tions, comprising tax :1nd royalty payments as \I-ell as local currency 
pay~nents by consortium companies, mill be freely converted into 
United States dollars by the Bank of Eiiglancl u p  to 40 percent of 
the total. The United States Treasury has, moreover, recently ob- 
tained direct assurances from the Treasury of the United Kingdom 
tliat dollar excliaiige will be macle available against sterling to pay 
interest and nmortization on any advances made by United States 
Gover~lnle~lt agencies to the Gover~lment of I n n .  This is in addition 
lo the 40 percent just referred to in the prececling sentence, if addi- 
tional convertibility is necessary. 

After the cess:~tion of United States aid and the beginning of an 
ample flow of oil income, tlie future of Iranian fillarlces and of the 
Iranian economy generally, will clepend mainly upoil the wisdoin and 
firmiless with which the Iraninn Government administers the coun- 
try's financial affairs, its fol*eign trade ancl exchange activities, and 
its economic developillent programs and plans. An encouraging indi- 
cation of tlie present Government's unclerstancling of this crucial ques- 
tion and of its apparent willingness to bend every effort toward the 
~naximization of the benefits which Iran is to derive froni its prospec- 
tive oil income, is represented by the formal assurances which the 
Iranian Go\~ernment has very recently given to the Government of 
the United States, to the effect that provisioils will be promptly made 
by i t  for a reform of its fiscal system, and for the establishment, at  
the highest governmental level, of macliinery for effective coiltrol and 
coordination of economic development projects so as to avoid, in 
future, conlmitments of rescurces made without regard to the priority 
needs of the Iranian economy. 

With urgently required administrative and fiscal reforms thus in 
prospect, with current fiilanciill difficlilties to be relieved through 
United States aicl ancl a gradually rising oil income, with oil produc- 
tion expected to be fully restored in about 3 years' time, ancl an esti- 
rnated ailnl~al incollie therefrom equivalent to nearly $200 inillion 
flowiilg to the Iranian Treasury, there appears to be good prospects 
that equilibrium i11 the Iraiiian economy will be fully restored in a 
reasonably s1iol.t time, and tliat, barring unforeseell economic a ~ l d  
political difficulties, tlie c o u ~ ~ t r ~  will be fully able to repay tlle budg- 
etary and development loans requested at  the present time. 



IX. United States Personnel 
As of June 30, 1954, the follo~ring are personnel we employed for 

the Mutual Security program in Iran:  

1 FOA State 1 Dehnw 
- -  ~ 

United States nationals ............................................. 235 
Civilian ........................................................ 235 

.................................. Administration personnel 
Program personnel .......................................... 1 211 

Mflltary ....................................................... 1 ........... 
Foreign nationals.. ................................................. 

Ad~nlnistration personnel ....................................... 
......................................................... Prouam personnrl 

Total military pprsoniiel .........................................-............ 
..................................... Total administration civilian.. 

Total program riviiians. ........................................... 
Total MSP civllians~ ............................................... 

55 
55 

81 
207 
290 



X. Activities-Economic Staff, United 
States Embassy 

The major current economic problenls and activities (exclusive of 
routine reporting) occupying the attention of the Embassy include: 

1. The Oil Problem.-While an oil settlement has been agreed to 
between the consortium and Iran, settling the 31h-year dispute, the 
Embassy is much concerned with keeping i t  on the tracks. Such prob- 
lems as conversion of sterling oil earnings to dollars, oil production 
and payment arrangements continue to plague the Embassy. The 
problem is mainly one of preventing any issue from growing into a 
serious problem. A Consulate has been proposed for southern Iran 
to mairitain closer contact with the oil industry. 

2. Iranian Expenditures.-Since an oil settlement mas reached the 
Iranians have been tempted by various offers of foreign credits for 
things not appropriately fitting into a balanced development program. 
The Embassy has been engaged in advising Iranians, all the way up to 
and including the Prime Minister, of the advantages of Ilolding off 
commitments until an overall development plan has been devised. 

A t  the same time the Embassy is actively assisting American busi- 
nessmen to get legitimate Iranian contracts. 

3. FCN Treaty.-The Embassy is attempting to make the most of 
what appears to be an opportune moillent to negotiate an FCN treaty. 
The Iranians are presently aware of the advantages of producing a 
climate hospitable to foreign investment and this has induced an in- 
centive for Iran to conclude an FCN treaty. 

4. Finuncial Poli&s.-Iran's monetary laws are outmoded and 
rigid. The United States Embassy in Tehran is actively working 
with the Iranians on the problem of liberalizing their financial laws. 

Iran's exchange rate problem is a very active one. Iran appears 
to believe that devaluation is politically necessary and is inclined to 
ignore the economic complications. Dual exchange rates plague our 
Embassy and we are in the midst of attempting to get the Iranians 
to work toward a unified exchange rate. 

5. Relations with International Agencies.-Iran is rather inexperi- 
enced in dealing with international agencies such as the IBRD and 
the IMF. The Embassy frequently finds it necessary to guide the 
Iranians in their dealings with these agencies, and the problems of 
concern to these agencies. 

6. Budgetary Problem.-The fact that an oil settlement will ulti- 
mately mean that Iran will more than triple its foreign exchange earn- 

PREVIOUS PAGE BLANK 



ings makes for many budgetary problems. Our Embassy is employed 
in assessing and advising the Iranians regarding their budget. The 
fact that we are taking a new look at Iran's military potential compli- 
cates this problem. 

7.  East- West Trade.-Iran's lack of statistics and poor communica- 
tion system make i t  necessary for the Embassy to maintain close per- 
sonal contacts with appropriate Iranian officials in order to accom- 
plish our aims with respect to East-West trade. 

Multilateral Economic Programs 

The embassy, Overseas Missions Iran, and Middle East treasury 
representatives work as a team on the problem of economic aid. Prob- 
lems involving economic aid are undoubtedly the most important 
and most urgent economic work engaging the embassy's time. Since 
a defense establishment must be built on a sound economic base, eco- 
nomic aid problems necessarily involve questions involving military 
support. 

The embassy is actively and urgently engaged in questions con- 
cerning the amount of aid required, the type of aid required, imple- 
mentation of aid, etc. 



XI. Observations 
1. From the statements under technical cooperation and develop- 

ment assistance (sec. 11) and the tabular presentation of the fiscal year 
1955 aid program in section IV, it  is noted that technical mopera- 
tion and development assistance are regarded by the Foreign Oper- 
ations Administration as interrelated and for all practical purposes 
each may be regarded as a supplementary component of the other. 
,41so that budgetary support is included under development assistance. 

While the exigencies of the Iranian situation have required prompt 
emergency treatment, the above illustrates the necessity to consider, 
in this case, technical cooperation and development assistance and in 
other country programs, these two categories plus defense support 
and frequently direct forces support as aggregate sources of funds 
for a cornlnon purpose more appropriately described as economic aid. 

It is frequently asserted that this policy subverts the intent of Con- 
gress in delineating the four categories specified in the above para- 
graph, which delineation by the indicated usage is meaningless in 
practice and application. 

2. Present policy of FOL4 seems to require that a specific industrial 
or economic development project must be approved before technical 
assistance for i t  can be recruited. I n  effect, this reportedly means that 
projects are often developed, approved, and funds committed before 
qualified technicians or professioilal advice is obtained. Capital i s  
n o  s u b s t i t u t e  f o r  sk i l l  o r  experience.  

3. This tends to result in large expenditures for capital equipment 
which are unsound, uneconomic, and untimely. 

4. A continuance of this policy mill only lead to the physical prop- 
erties so provided becoming liabilities and not assets with the skills, 
knowledge, and ability to operate them totally lacking. This has bean 
best expressed by an informed observer, long resident in Iran, in the 
following words, 

Because of the widespread coverage and its possible effective improvement 
in the economic development of Iran, i t  has become my opinion that the most 
effective assistance USOlM can now give this country in the covered fields, is 
technical and financial management advice for the sound development of the 
projects and programs already undertaken. I n  addition, a more effective train- 
ing program in the fields covered by projects needs to be carried out. This 
must be done for progressive management is of greater need in the development 
than additional capital: not only to implement expansion but to repair and 
operate existing units. We need trained men now who have not even yet re- 
ceived Washington approval, though they were requested over a year ago. Sev- 
eral of the plants requiring these men will be in  operation before the requests 
made will be filed. 



5. I n  common with most FOA country programs, in Iran, there is 
little evidence of established priority or order in which objectives are 
planned for either initiation or completion. The constant expansion 
of established activities plus the aclclition of new projects or activities 
all proceeding simultaneously with varying degrees of success provides 
no precise criteria of accomplisl~ment or no orderly means of control 
or adjustment. This is most clearly demonstrated in the area of tech- 
nical cooperation. 

G .  The agricultural programs have been unusually successful. The 
University of Utah has participated in these programs and many of 
the FOA personilel in Iran are Rlormons. These are dedicated and 
~~iiselfish people of real ability who lixve proclnced results and have 
won the confidence of the Iranians with ~ h o m  they have come in 
contact. 

7 .  For political ancl other reasons, some technical assistance should 
be contiilued in Iran, but, in the opinion of a highly placed and well- 
jnforined United States official, this would not require a USOM or 
similar type of field illission in calendar year 1956. Our only function 
nlould be to recruit the personnel in the United States and pay their 
rlollar costs. They would then be attached to the various departments 
of the Iranian Gorernment a t  its specific request, and be generally 
snpervisecl by the economic officer of the United States Embassy. 

8. Economic development in the industrial area should no longer 
be financed by grant aid, but by loans approved on individual merit 
in relation to coordinatecl development, which process is now being 
initiated. 

9. High United States policy regarding the use of grant aid (United 
States public funds) to finance industrial development in the absence 
of local clear-cut differentiation between governnlentally controlled 
institutions and private enterprise, or without established provisions 
for the transition to private enterprise obviously requires greater clari- 
fication. To aid both types of institutions  here they exist com- 
petitively as in Iran, and elsewhere, Formosa, Philippines, etc., prom- 
ises increased difficulties for the future if aid is continued in the 
absence of any such understandable policy. 

10. The Export-Import Bank as a continuing governmental organi- 
zation acts as agent for loans approved by the Foreign Operations 
Administration. For example, the proposed "package" operation re- 
ferred to in section I X  of this paper iilvolves both a conventional form 
of loan application to the Export-Import Bank by the Government 
of Iran and a loan developed and funded by the FOA for which the 
bank acts as agent and not as principal in servicing the loan. The 
two types of loans are commonly referred to as "hard" loans in the 
case of the usual or common type of bank loan and "soft" loans in the 
case of those developed and negotiated by FOA but for which the bank 



acts solely as agent. The chief differences are in the n ~ u c h  longer 
terms of the "soft" loans running up  to 40 years compared to the 
usually much shorter terms of the bank loans, 3, 5, or 10 years, and an 
option of repayment in local currency or dollars in the case of the 
F O A  loans. Since the so-called soft loans are apparently expected 
to become increasingly important as a tool of United States foreign 
policy in replacing grant aid wherever possible, the criteria and con- 
ditioiis under which such loans are approved need to be established 
in greater clarity if they are not to create opportunities for disagree- 
ment and misunderstanding in the future. More detailed discussion 
of the principles involved may be found in the complete report of the 
Task Force on Overseas Ecoilomic Operations. 

11. Much criticism has been directed a t  the size of the F O A  staff 
in Iran, approxin~ately 300 persons. I n  the absence of a field investi- 
gation, i t  is impossible to make any intelligent comment on this criti- 
cism a t  this time. Undoubtedly too many types of technical assistance 
got started originally. For  many reasons, largely political, any im- 
mediate wholesale reduction in personnel or  activities during the bal- 
ance of this calendar year would appear to be unwise. Meanwhile, :L 
serious effort should be made to review the entire program. 

12. Some criticism exists of the present plans for hydroelectric 
power development in Iran. I t  has been suggested that the avail- 
ability over a number of years of reclamation engineers financed by 
TCA and FOA, in recent years directed by a nlission chief who was 
formerly Assistant Secretary of Interior in charge of reclamation, has 
led to overemphasis on hydro to the neglect of thermal sources of 
power. No evidence is readily available t~ indicate full consideration 
of both sources. Such consideration should be given to ensure a 
balanced judgment. 
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By Jeremiah J.  Kenney 
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INTRODUCTION 

A study of United States aid to Pakistan affords an interesting 
cxample of the purpose, extent, and character of the foreign aid 
programs of our Government under the unique conditions found in 
one of the world's largest and newest nations. And it is not a micro- 
scopic example. American taxpayers have spent more in Pakistan 
in the last 4 years ($250 million) than they have spent for the en- 
tire legislative branch of our Government during the same period. 

By design and necessity, our aid to Pakistan has been based on the 
economic and political circumstances existing there. These factors 
have had n major impact on tlle shape and nature of United States 
mtivities, and are therefore discussed in this paper. They also form 
the background ngt~inst which our aid has been applied, and, in the 
final analysis, the effectiveness and success of our aid can only be 
evaluated in terms of the changes, and improvements, i t  brings about 
in Pakistan. 
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I. General Background 
Pakistan, ':land of the ~ u r e , "  was created in  the August 1947 par- 

tition of British India out of the conviction of a majority of the 
Muslims that they possessed genuine national interests separate and 
distinct froin those of the Hindu majority in India. Pakistan's prob- 
lems, as a nation, started with partition and continue, little abated, 
to the present. 

I t s  geography alone poses a problem of staggering dimensions. 
The two parts of the country are separated by a thousand miles of 
Indian territory. West Pakistan contains 85 percent of the land area, 
but only about 45 percent of the total population of 76 million. A 
large part of its area is arid and its agricultural economy is sustained 
by one of the world's most intricate ne t~or l i -  of irrigation canals. 
The native language is Urdu. Many of the people, ilotably the 
Punjabi, are a strong, aggressive, and even warlike race. East Pakis- 
tan is a subtropical area, housing 55 percent of Pakistan's population 
on only 15 percent of the land area. Bengali is the national language 
and East Pakistan's residents are a different type of people, by cus- 
tom, habit, and temperament than those of West Pakistan. 

The principal cohesive force in the nation is the Rluslim religion, 
observed by 86 percent of the population. 

I n  addition to a divided nation, the partition left Pakistan with a 
great shortage of trained personnel, both for industrial needs and for 
government itself. The Indian civil service developed by the British 
was dolninated by Hindus, who did not remain in Pakistan. Fur-  
thermore, those Rfuslims who did have training in government service 
generally were not natives of the areas now comprising either East  
or West Pakistan. Many of these now hold top government positions 
despite their status as refugees. This has brought an unfortunate 
reaction, especially in East Pakistan where the slogan 'LBengal for 
the Bengali" bas gained considerable support. 

The partition itself was a bloody affair, riots and bloodshed taking 
the lives of some 500,000 persons in India and Pakistan. Rlillions 
of refugees crossed the Pakistan-Indian borders in both directions, 
leaving behind them millions of dollars' worth of property accumu- 
lated over generations. The myriad personal wounds of the partition 
have scarcely had time to heal. 

Partition also split jurisdiction over the valley of the Indus River, 
principal water source for West Pakistan, between India and Pakis- 
tan. The British had developed the Indus River system on an in- 
tegrated basis and the partition has invoked a deep controversy over 
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use of the river water. The World Rank is now trying to assist the 
two countries to resolve this problem. 

Icashmir, like the disposition of property left behind and the Indus 
waters, is a source of dispute with India. It is a Bluslim majority 
area, but as a princely state with the option of joining either India 
or Pakistan, its Hindu maharajah acceded to India. U. N. attempts 
at  settlement by a plebiscite have failed to date. 

Pakistan's relations with Afghanistan, its northwestern neighbor, 
have never been friendly because 03 a dispute over the status of tribal 
people along the border between the two nations. 

Internally, Pakistan has had a parliamentary type of government 
modeled along British lines. I11 recent months, however, the gov- 
ernor general has dissolved the constituent assembly and the power 
is now held by the governor general and a strong cabinet. 

The chief political party in Pakistan is the Moslem League. I t  is 
opposed by a number of loosely organized groups united only in op- 
position. The Moslem League, however, was defeated in provincial 
elections in East Pakistan last year and its political strength in West 
Pakistan is believed to have wailed considerably. No national elec- 
tioils have been held in 7 years. 

Pakistan's Role in the World 

Pakistan occupies a special position as both a Middle Eastern and 
an Asian nation. I t  is the largest Muslim country in the world and 
has seen itself as a leader of the Muslim world, as well as an Asian 
power. 

It is clearly and firmly aligned with the free world and has rejected 
the neutralist approach. In  addition to its military agreement with 
the United States, Pakistan is one of the signers of the SEATO pact 
and has signed a military assistance agreement with Turkey. 

Pakistan's northern border comes within 18 miles of Soviet Russia 
and i t  assumes added strategic importance from the fact. Further- 
more, internal communism is not believed to have much strength in 
Pakistan. 

United States relations with Pakistan have been increasingly close 
and harmonious. Vice President Nixon, Secretary of State Dulles, 
and FOA Director Stassen have all visited Pakistan within the last 
2 years. The Prime Minister and other high officials of Pakistan have 
visited the United States. Pakistan, too, participates actively in the 
U. N. and many of its related agencies. 



United States Objectives in Pakistan 

The broad compelling objective of the United States with respect 
to Pakistan is expressed as a joint objective of both countries: "The 
strengthening of the economy and the defense capabilities of 
Pakistan." 

I n  other terms, our objectives apparently are to aid Pakistan to 
improve its economic stability and strength in order to maintain in- 
ternal security and to realize its potential ability to become a stronger 
force in the ranks of the free world. 

Improving political stability, listed as one of the United States 
objectives, cannot be disregarded in the case of Pakistan, an 8-year-old 
nation without any history of self-government and lacking even its 
own constitution. 

Our objectives with respect to Pakistan are met by three broad 
categories of aid : 

A. Technical cooperation, developwnt assistance, and defense 
support.-Designed to supply Pakistan with some of the external 
supplies, equipment, and know-how for the construction and man- 
agement of projects for the development and strengthening of 
the economy of the country. 

B. Cornrnodity aid.-Designed to give direct assistance to the 
problems of shortages of consumer goods and industrial raw ma- 
terials. The aid is planned to meet the needs of the civilian 
economy-in short, to improve living conditions and help end the 
inflation and shortage of goods which has contributed to the 
unrest, dissatisfaction, and instability in the country. 

C. Military aid.-Contributing directly to strengthening the 
defense capabilities of Pakistan. 

Joint United States-Pakistan commnnlque lssued In Washlngton, October 21, 1054. 



11. General Economic Situation 
Pakistan's economic strength is the key factor in achievement of 

both the United States and Pakistan's own objectives. Economic 
strength is also believed essential for maintenance of a stable, free 
government. Therefore, a brief review of Pakistan's economic 
strength and weaknesses may be helpful in an analysis of United 
States foreign aid to Pakistan. 

The  1947 partition of British India cast Pakistan in the role of an 
almost completely agricultural country-a role from which Pakistan 
is now struggling to escape. Prior to partition, Pakistan and India 
formed an economic unit, one area supplementing the needs of the 
other. I n  the case of jute, for instance, most of the raw jute was 
grown in East Bengal (now East Pakistan) and processed in mills in 
Calcutta. The  harsh facts of partition and the difficult relations be- 
tween Pakistan and India left Pakistan with no facilities for process- 
ing jute and Indian mills with greatly reduced sources of raw material. 
Pakistan, at  the time of partition, was almost devoid of industrial 
facilities. Eighty percent of the population depends on agriculture 
for its sustenance, despite the fact that agricultural yields in Pakistan 
are among the loKest in the world. Rice yields are estimated at  about 
1,255 poui~ds per acre as compared to 2,640 in the United States and 
3,663 in Japan. 

Pakistan, because of the dearth of industrial facilities, has been 
forced to import vast quantities of manufactured goods, both for 
capital development and for consumer use. Even coarse cotton cloth 
is not produced domestically in sufficient quantities to meet demand. 
To meet the need for  foreign exchange, generated by these imports, 
Pakistan has two major export crops, cotton and jute, which account 
for 85 percent of its foreign exchange earnings. The Korean war 
produced an increased demand and higher price for these commodi- 
ties. This provided Pakistan with foreign exchange which was ade- 
quate for the purchase of the needed consumer goods, the external 
costs of its development program, and even a higher level of 
prosperity. 

I n  1952 the war boom started collapsing. Prices of both cotton and 
jute fell more than 60 percent. Pakistan's foreign exchange reserves 
began to drop rapidly. I n  August 1952 the Government began to 
curtail imports in order to conserve its reserves. I n  November 1952 
i t  imposed strict import controls and the level of imports dropped 
60 percent. 
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The Pakistan Government, in restricting imports, was forced to 
decide between the need for ordinary consumer goods and the needs 
of its expanding economic development program. The Government 
firmly chose to favor development needs over consumer goods, appar- 
ently feeling that this alternative offered the only long-run solution. 

After meeting the foreign-exchange requirements of the develop- 
ment program and necessary defense imports, the balance remaining 
has not been sufficient to finance fully necessary consumer goods and 
industrial raw materials. Diversion from development needs to the 
consumer segment, in the view of the Palcistan Goverment, would be 
difficult because of commitments already made and futile because i t  
would put the nation in an even more critical position after several 
years. 

This is the basic economic situation which has confronted Pakistan 
in the last 2 years and which still exists a t  this time. I k  sets the stage 
for our aid efforts. 

Several other factors also contributed to make the situation even 
worse. These will be treated in somewhat more detail later. Briefly 
stated, they were shortages of rainfall and canal water in 1952 and 
again in 1953, producing serious wheat shortages, and in 1954, the 
other extreme, floods in East  Bengal and the Punjab, causing consid- 
erable loss in crops and hardship to a great many people. 

Post-Korean Effects 

The effect of the Government's decision on imports, together with 
the drought and flood, was severe and wiclespread. Prices rose sharply 
and almost immediately. There was a tendency on the part of im- 
porters to hoard, and farmers may have held grain and food off the 
market. 

The 1954 Colombo plan report notes that "while industrial produc- 
tion showed a substantial increase, the higher output of consumer 
goods did not compensate for the decline in imports and there was 
additional downward pressure on the standard of living. A s  the 
standard of living in Pakistan is already low, this involved consid- 
erable hardship among large groups of the population." 

The Pakistan Government itself acknowledges that "the consumer 
has had to undergo a period of hardship." 

The import restrictions were so severe that imports of industrial 
raw materials fell from Rs. 335.9 million in 1952-53 to Rs. 289.6 mil- 
lion in 1953-54. "It appears that  this volume of imports of industrial 
raw materials fell below requirements, with the result that  new indus- 
trial capacity could not be fully utilized ancl some unemployment 
~ c c u r r e d . " ~  Most of Pakistan's rolling mills and foundries, for 

Colombo plan report, October 1954. 



instance, could not operate a t  capacity in 1954 because of the shortage 
of raw material. 

The restrictions on imports, necessary if Pakistan was ever to adjust 
to the realities of the world, produced considerable shortages of com- 
modities, inflation, blaclunarketing, and unemployment. The food 
shortages caused by poor crops in 2 successive years also add to the 
difficulties. 

Foreign Reserves 

Still another facet of the situation was Pakistan's fast-dwindling 
reserves of gold, dollars, and sterling, as can be seen below : 

Pakistan Gold, Dollar, and Sterling Reserves Held and Controlled by 
the State Bank of Pakistan 

[Millions of dollars] 

Dec. 31, 1 9 4 9 - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  626.0 
Dec. 31, 1 9 5 0 - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  520.0 
Dec. 31, 1 9 5 1 - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  652.0 
Dec. 31, 1 9 5 2 - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  181.8 
Dec. 31, 1953 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2015.7 
June 30, 1961 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ( a )  

Source: GOP: Central Statistical OfBce, "Statistical Bulletin," Feb. 1, 1954, for 1952 
and 1953. International Monetary Fund, International Financial Statistics, December 
1962, for 1949, 1950, 1951. Figure for June 30. 1954, represents estlmate by GOP Minister 
of Finance. However, GOP Press Release E. No. 4707, Oct. 8, 1954, provides an estimate 
of $189.2 million for that date. 

9 Not available. 

Balance of Payments 

Figures on Pakistan's international balance of payments may be 
helpful in illustrating the effect of this situation on Pakistan's trade 
and the extent of drain on foreign exchange reserves over the past 
few years. The figures, while not completely satisfactory because of 
the general lack and unreliability of the economic data, seem to show 
a relatively large drop in the volume of trade, particularly on private 
account, and apparently are a reflection of the restrictive import 
policy of the government. They may also show the rather sizable 
deficit which might draw still lower Pakistan's foreign exchange 
reserves. 

Economic Sllmmary 

The economic situation in Pakistan was examined in 1953 by a 
special study mission of the House of Representatives headed by Rep- 



resentative Chester E. Alerrow, of New Hampshire. Expressing the 
belief that Pakistan had already tightened its belt to the last notch, 
the group indicated that the alternative choices facing Pakistan, as 
outlined to the mission, were : 

1. To cut even more drastically foreign exchange expenditures on'economic 
development progranls essential to hopes of future progress. 

2. To permit ~videspread starvation. 
3. To reduce drastically defense expenditures. 
4. To obtain additional foreign aid to supplement their own belt tightening 

during this emergency economic situation. 

Better crops and more than 600,000 tons of United States wheat 
have apparently eliminated the second alternative above. Otherwise, 
the listing covers the situation which seems to have confronted Pak- 
istan in 1954 and again this year. United States aid programs to 
P a k i s t a n ,  f a s h i o n e d  o r i g i ~ l n l l y  out o f  t h e  bas ic  humal l i t a r ia i l  a i m s  o f  

point 4, have been greatly altered by the changing economic, political, 
and military situation in Palristan. -4s a result of urgelit requests 
by the Pakistan Government, revised programing on the part  of 
United States officials, and enlarged congressional authorizations, the 
United States has tried to aid Pakistan in meeting these choices on 
the best possible terms. 



III. Foreign Aid 
Since 1952, Pakistan has received substantial amounts of foreign 

aid, both from the United States and from commonwealth countries 
under the Colombo plan, for economic development. Other agencies, 
including the World Bank and the Ford Foundation, have also aided 
I'akistan's development. 

The following table sets forth the amount and nature of the aid 
extended to Pakistan 1950-55. 

Total Economic Aid to Pakistan (1950-55) 

[Millions of dollars] 

United States Government bilateral aid / I950 I 1951 ( 1952 1953 1954 1955 Total 

Total United States Government hi- 
lateral aid ......................................................................... I I I I 1  

Technical assistance and special economic aid. 
United States wheat loan (EXIX.1) 
United States wheat grant.. 
Ocean shlpping charges. 
Fulbright and Smith-Mundt program ........ 

United Nations technical assistance .27 1 1.1 1.7 .85 
........ IBRD 30.45 1 14.0 

Colombo plan: 
Canada, t r a i a  New a n  . .  . ....... ~ ;;: ; 1 ;&; 1 19.8 
United Kingdom 2 11.2 

I ........ Total Colombo plan. .................. ........ ........ ........I 1-...... 
I 

........ 
........................... 

......................................... 
............................................ 

0.02 

I 

1 
Total aid ......... .....................I ............. I ........ 1 1 461.89 

0.48 

.30 

Other aid: 
Ford Foundation .................... 
U K. r e d  .............................................. 

1 Ocean transport of wheat (approximate figure). 
2 U. K. has ngreed to release $5 million as part of loan. 
a Sterling releases (by agreement) made available annwally. 
4 Estimate. 
6 Shipping charges, voluntary agencies. 

I ........I........ I 2.85 .52 3.37 
1 ................ 280 28.0 

Offers of additional aid in the form of technical assistance have 
been received by Pakistan from Sweden and West Germany, but the 
outconle is not known. 

The  Pakistan Government describes the aid as "highly valuable, 
not only because i t  helps to provide the finance (and of course foreign 
exchange), but because i t  enables quicker import of capital and other 
tlevelopmental goods and brings with i t  the technical "know-how.': 

a Pakis tan ,  1863-64. 

10.6 
15.0 

.31 

Japanese 5-year credit ............................ I ........ ' 1 11.1 16.8 
Other .................................... 1 ........ 1 ........ 1:::::::: ........ ....... 

12.0 22.0 
............... 
70.0 ....... 

1 15.0 ....... 
.34 .35 



IV. United States Aid 
United States aid to Pakistan, indicated in the table on page 701, was 

iirst extended in 1951 as a small amount of technical assistance. 
As in the case of India, the United States aid was initially admin- 

istered by the Technical Cooperation Administration under the terms 
of the act for international development. This put TCA in the posi- 
tion of administering a program with large aspects of economic as- 
sistance under legislation designed only for technical assistance, 
permitting furnishing equipment and supplies only for demonstration 
purposes, and with an organization geared only for technical assistance 
programs. 

I n  1954, the dual character of the program was recognized in the 
nuthorization and appropriation and distinction was made between 
technical assistance and economic assistance. However, relatively 
large proportions of the funds appropriated for technical assistance 
have since been used to finance substantial quantities of supplies and 
equipment. This may illustrate the difficulty in distinguishing be- 
tween economic and technical aid. 

The level of what is termed the technical assistance program in 
Pakistan, actual or estimated, in round figures is set forth below: 

FISCAL YEAR 

5 1 1 1 1 1 1 9  1 lQ5.5 1 1956 
------ 

Technlal ssslstance allotment (In mllllons of dollars). 80.48 $10.6 $12.0 $8.16 $5.3 $10.0 

These figures would indicate that the technical assistance program 
reached a peak in the 1953 fiscal year and thereafter declined. This, 
however, does not appear to be the case. The general program for 
Pakistan, as can be seen in the table on page 701, has steadily increased 
each year. I t  has, however, always in fact been an integrated pro- 
gram in which technical, economic, and development assistance all 
have been merged at the country level into a single program, or series 
of programs. The distinction between these types of aid which ap- 
pears in the budget presentations after 1953 seems to have been super- 
imposed at an administrative and policy level in order to facilitate 
the presentation to Congress. The United States program in Pakistan 
since 1952 has each year included support generally considered to be 
economic assistance, whether actually identified as such or not. 

The program for fiscal year 1955 was illustrated to Congress in the 
amount of $20 million for development assistance, and the $6.7 mil- 
lion for technical assistance of which $5.3 million was authorized and 
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appropriated. This would have provided a total new program of 
$25.3 million for Pakistan in fiscal year 1955. 

As the worsening economic (and political) situation became more 
apparent, the Pakistan Government in June, July, and August 1954, 
urgently requested additional emergency aid from the United States. 
The request was not unexpected or unforeseen. FOA witnesses had 
advised Congress of the possibility of additional aid for Pakistan as 
early as May 6, 1954. 

I n  response to the repeated requests of the Government of Pakistan 
for additional aid, a special FOA mission, headed by Mr. H. J. Heinz 
11, was dispatched to Pakistan to review the situation first hand. 
After its study, the mission recommended additional United States 
aid, above and beyond that already programed or appropriated, to 
the tune of about $75 million for fiscal year 1955 and also recom- 
mended that substantial aid be continued for the 2 succeeding years. 
The basic economic situation which led to the recommendations of 
the mission has already been discussed. 

I n  determining the nature of the aid recommended, the Heinz mis- 
sion carefully reviewed the position of the Pakistan Government with 
respect to its foreign exchange requirements and resources, placing 
special emphasis on the availability of United States agricultural 
surpluses to meet the needs of the overall economy and the develop- 
rnent program. 

The mission recommended that the $75 million in additional United 
States aid be in the form of commodities, mostly consumer goods. 
They prepared a rather detailed estimate of the amount and nature 
of the commodities recommended as aid, based on the request of the 
Pakistan Government and their own estimates. 

The mission further recommended that the aid be accompanied by 
certain other actions, both on the part of the Pakistan Government 
and the United States Government. 

With respect to United States action, the Heinz mission recom- 
rnended among other things that: 

(1) Aid be made available as soon as possible; 
(2)  Counterpart from the aid be used for economic develop- 

ment programs. 

With respect to Pakistan, the mission recommended that : 

(1) Aid be carefully administered, with full publicity, and 
in full cooperation with the United States; 

(2) The United States be permitted to check the end-use of 
the aid ; 

(3) Pakistan make optimum use of its own resources, both 
domestic and foreign exchange; 



(4) More effective means be established by the Government of 
Pakistan for scheduling and programing economic development; 

(5) That a United States-Pakistan treaty of commerce, friend- 
ship, and navigation be negotiated and other steps taken to en- 
courage private investment. 

The principal recommendations of the Heinz mission were appar- 
ently bought on the policy level and the expanded aid program was 
publicly announced October 21, 1954, while the Prime Minister of 
Yakistan was in Wasl~ington. 

Following adoption of the Heii~z mission report, the United States 
aid for Pakistan in fiscal year 1955 was as follows : 

Fiscal Year 1955 Aid Programs for Pakistan 

Million 
Emergency flood relief ----__---. '$10.5 
Technical a s s i s t a n c e - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  5 .3  
Economic development assistance (Authorized and appropriated as de- 

fense support) ---------------------------------,------------------ '20.0 
Emergency commodity aid (about) a 76.0 

 total------------^---------------------- 111.8 
185  mllllon suppllcd under Publlc Law 480 title I1 and $5.5 mllllon under Public Law 

665. 
2 Loan. 
8 $36 mllllon plus supplled under Public Law 480 ($26 milllon plus under tltle I and 

$10 milllon under title I I ) ,  and about $40 mllllon under Public Law 665. 

For the sake of convenience the program was generally described as 
$105 million. It should also be noted that this was only the economic 
and developmerlt assistame progmm. Military aid was not included. 
I t  appears that the nomenclature again shifted at the end of fiscal 
pear 54 and the economic and development assistance program van- 
ished and a defense support program sprang up to take its place. 



V. General Considerations Affecting 
United States Aid 

Several general restrictions and conditions have generally been ap- 
plied to United States aid programs and projects. These considera- 
tions have been designed to increase the impact and success of the 
program. 

The basic consideration is that every effort should be made to insure 
optimum use of Pakistan's own resources. 

I n  addition, the general requirements which Pakistan must fulfill in 
connection with United States aid are applied as set forth in the 
Mutual Security Act of 1954 (Public Law 665). 
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VI. Extent and Nature of United States Aid 
Approval of the recommeiidntions of the Heinz mission for a greatly 

expanded aid program for fiscal year 1955 occasioned a legal and 
financial exercise of considerable dimensions in order to finance the 
$105 million program on a basis consistent with the terms of the 
Mutual Security Act of 1954 and the Agricultural Trade Act of 1954. 

Funds were obtained from military assistance authorizations in 
chapter 1 of title I and were transferred under the provisions of 
section 401 ($20 million) and section 501 ($35.6 million) to the Pak- 
istan program to supplement the $20 million for development assist- 
ance and the $5.3 million for technical cooperation provided by the 
act. The balance of the program was apparently provided by sale of 
surplus agricultural commodities under Public Law 480. 

This complicated method of financing also led to a complex series 
of bilateral agreements with Pakistan, the negotiation of which was 
not completed until January 18, 1955. With the exception of a rela- 
tively small emergency flood relief program, none of the 1955 pro- 
gram for Pakistan was covered by the required program agreements 
until after January 1,1955, halfway through the fiscal year. 

I n  the face of a delay of these proportions, i t  would seem difficult to 
carry out a fivefold expansion of the program in the remaining 6 
months of the fiscal year. 

Considering what might be called the basic aid program, consisting 
of outright grants for technical assistance and economic development, 
projects in the field of agriculture and natural resources, understand- 
ably, have received the lion's share of the aid, amounting, for instance, 
to 83 percent of the total in 1955. I n  the future, however, it is ex- 
pected that this percentage will drop in view of the progress being 
made in this field. Industry and mining has been the next largest 
category and i t  appears to be rising in importance, and the same is true 
with transportation and communication. Projects in the field of 
health and sanitation, and community development appear to be re- 
ceiving about 5 percent of the funds each. 

On the basis of budget information prepared by FOA, i t  appears 
that 85 percent of the technical assistance funds for fiscal year 1953 
were obligated for supplies and equipment, although it appears that 
the figures on which this percentage is figured include United States 
contracts as well as obligations for supplies and equipment. I n  fiscal 
year 1954, 37.7 percent of the technical assistance appropriation was 
obligated for supplies and equipment and 33.5 percent for United 
States contracts of all types. 



United States personnel costs, other than contract personnel, ap- 
pear to be taking a slightly rising percentage of the total obligations 
for technical assistance. They were 14.7 percent in fiscal year 1953, 
15.5 percent in 1954, and are estimated at slightly over 25 percent for 
fiscal year 1955. Pakistan trainees, coming to the United States or  
other countries for technical training, account for a very small per- 
centage of the program, there being no funds obligated for this pur- 
pose in fiscal year 1053 and only $2,000 in fiscal year 1954. It appears 
that  for fiscal year 1955 and later years that  about 4 percent of the 
total technical assistance funds will go for this purpose. 

It may also be of interest to note that there is evidence of consid- 
erable slippage in the Pakistan program with respect to the number 
of United States personnel and Pakistan trainees. 

Estimates submitted to Congress in May 1954 indicated an antici- 
pated obligation of $1,716,000 for United States personnel for  fiscal 
year 1954. Later figures, dated October 1954, me11 after the close of 
the 1954 fiscal year, listed obligations of $1,261,000 for this purpose, 
a reduction of more than 25 percent from earlier estimates. 

With respect to financing of trainees, the figures submitted to Con- 
gress in May 1954 estimate obligations of $500,000 for this purpose 
in fiscal year 1954. The figures of October 1954, show obligations for 
this purpose of only $2,000 in  fiscal year 1954. 

Unexpended Balance 

The fiscal rate of progress of the program is probably best illus- 
trated by the unexpended balances, bearing in mind that the Pakistan 
program has been increasing each year and in 1955 was increased five- 
fold. The unespended balances, estimated, are shown in the following 
table. 

Usexpended Balasces, Pakistas 
[In thousands of dollars1 

Date 

1 Estimates as of the fall of 1954. 

- 
July 1, 1953 ...-----.--...-.-.---..---.------.---.-.----.----..---. 
July 1, 1954. ................................................. .-.... 
July 1, 1955 ....-..-....-.-..--.-----.-.----------------.--------- 
July 1,1956.. ........-....... --...-.---..---..--...-.-.-.---------. 

I n  view of the past history of the Foreign Aid program, the ex- 
penditure estimates may easily be overstated and the balances could 
be considerably larger than those shown above. I t  appears from these 
figures that the Pakistan program was relatively slow in getting under 
way initially. From the 1951 inception of the aid program until 

$9, 6 
19.893 
14,4f% 
11,818 

. .  
$11.501 
22.000 
37, OOO 

$19,640 
31,394 
36,468 
48,818 



June  30, 1953, a total of $23 million had been allocated to Pakistan. 
Less than $3.5 million had been actually expended. I t  may be worth 
noting also that as of June 30, 1953 $11 million was not subobligated. 

As a matter of fact, the aid program in Palcistan did not actually 
get under way until sometime early in the 1953 calendar year. The 
project agreements which committed and obligated United States 
funds for the 1952 fiscal year were all signed in the closing months 
of the fiscal year, many of them on June  30,1952, the last day of the 
fiscal year. The bulk of the mission staff apparently did not arrive 
in Pakistan until the late fall of 1952. 

On the basis of this date, i t  appears that the 1952 program for 
Pakistan was larger than could be administered and this may also 
have been true of the 1953 program. Much of the difficulty with the 
inauguration of the program apparently arose from the situation in 
Pakistan, where the lack of trained personnel in the Government made 
program planning difficult and slow. I n  addition, the Pakistan Gov- 
ernment apparently desired a big, monumental aid program in the 
industrial field, in contrast to the view of the United States mission 
which felt that the needs for increased agricultural productivity were 
overwhelming. 

General Nature of Program 

Through the end of the 1954 fiscal year, F O A  and the Government 
of Pakistan had entered into project agreements for 32 projects, some 
of which included one or more subprojects. 

The following chart lists the project agreements and the United 
States funds committed as well as the Pakistan contribution for the 
project. The Pakistan contributions in the aggregate do a t  least equal 
the value of United States contributions, although this was true only 
in 14 of the 32 individual project agreements. 



Project Agreememk, Pakistam Program, 1952-54 
[Figures in thousands] 

Name 

....... ......- 

.............. ....... 
Plant protection projcct , 1 150 4 I50 / 300 1 I ,  058 
Karnafuli multipurpose project I 750 750 100 

.............. Karachi water supply ' 250 1,500 1,750 5,6W 
Agricultural organization project 1 300 135 435 ::..... . . .  l.9N 1 ................... ..... Ganges-Kobadak irrigation project 1,950 10,000 

Village agricnltural-industrial de~lopment. 
Same--1953 amendment ........................ 
Same-1984 amendmrnt ............................... 

Acquisition and distrihution of fertilizer ... 
Same-1953 amendment ........................ 
Same-1954 amendment ............................... 

East Pakistan Forest Research 1,ahoratory. 
......................... T i n  activities 

Eealth and sanitation project, 1952 .......... 
Same-1953 .................................... 

East Pakistan road development training 
program .................................. 

Samc-1954 amendmentl..: ........................... 280 1,670 .......------------- 1 Soil and water conservation (Punjab) .............. 85 . .  . 85 1 .............. 220 
Taunsa barrage project.. ......................... 700 2,800 3,500 I .............. 30.003 

.............. Agricult.urn1 workshops project ................... 250 25Q 0 1,940 
Sailaba Cultivation Baluchistan ............. 130 ....... 130 .............. 140 
Range and pasture Improvement, Baluchis- 

............. ....... tan .............................................. 5 I 200 
Diesel Idocomotive Training School ............... 20 . .  20 1 36 
Industrial Research and Dcvelopmcnt 

........................................... Center .......I 1,136 
Modern storage of foodgrains ...................... 1,485 I ....... 1,485 1 2,420 
Punjab ground water survey ....................... 743 115 858 .............. \ 2,000 

1 Pakistan rupccs converted into dollars a t  the rate of 3.3 rupecs to the dollar. 
2 Not available. 
3 Technical cooporation. 

Samc-1954 amendment .......................... 425 
Construction of fertilizer factory ............ 4, 000 ....... I - - - - -  ................. ....... Samc-1953 amcndment I ....... 

Same1954 amendment ................. I ....... .............. 
Chittagong Eills timhrr eltraction ........ . /  300 . .  400 I 

....... ....... Same--1954 amcndmerlt ............... ..'..... ......... 
.............. Int,nrcollegc exchange project ....................... 

Same--1954 amendment ........................ . .  650 
Karachi fish a r b o r  ....... ........------ 

....... Same-1954 amendment ................. ....... .....-- I, 263 
Soil Mechanics and Hydraulics 1,aboratory. ....... . .  . .  1 362 ....... 362 
East Dengal Ti~berculosis Hospital ................ ....... ........ 495 ......- 495 

.............................. 1,ocust control project ....... ....... ....... 296 
Bolan Dam project ................................ ....... .....--....... 

............................... ..................... Same1954 amendment 1,600 
............... Makhi Bhand reclamation projcctL- 500 ....... 1,900 ....... 1,900 

1 60 ....-.-..------ -.------------ 
1 60 

.............. 
.... . .  . 

2,300 

900 

200 
700 
500 

I, 100 

4 Economic development. 

Examples of Program 

437 

3,700 

.............. 

.............. 

287 

A brief discussion of some of the specific projects which go to make 
up the Unitecl States program in Pakistan might define more clearly 
the type of operations conducted there. 

As has been noted, agriculture and natural resources (principally 
water) has received the major emphasis, and FOB has undertaken n 
variety of programs in this field. 

..................... 

-150 
.................... 

4,000 

..................... 
....... 

2,587 

..................... 
8,600 

200 
700 

787 

.............. 1 . . .  

3,500 
.......................................... 

750 

.............. I 
600 

i 1,000 1 800 
,---.... 

1 425 ...................... 

...................-- 

12,240 

..................... 

..................... 
.....--....... 
3,362 

......... 

.............. 

3,500 

16,352 
600 

1,000 
....... 

(2) 1 ..--.-- 800 



Fertilizer 

Prior to 1951, fertilizer had been used in Pabistail only to a very 
limited degree, but the shortage of food and the cLgrow more food" 
program resulted in a campaign by the Govermnent to increase the 
use of fertilizer. The Government decided to subsidize the cost of 
fertilizer to the farmer and BOA agreed to provide the fertilizer. 
Under the first agreement, signed June 30,1952, POA provided 10,000 
tons which mas distributed to farmers at  40 percent of its actual cost. 
FOA on April 1,1953, agreed to supply 75,000 tons which was sold at 
one-third the actual cost. Under fiscal year 1954 agreements signed 
September 10,1953, and January 15,1954, BOA apparently obligated 
$4 million for an additional 65,000 tons of ammonium sulphate, which 
will be distributed at  half the actual price. I n  each case the cost of 
the fertilizer was collected from the farmer at  the time he paid his 
land taxes. 

The 85,000 tons of fertilizer supplied by BOA in fiscal year 1953 
were purchased out of funds appropriated for technical assistance 
LLon a demonstration basis" (according to Mr. Norman Paul, of BOA, 
testifying before the House Foreign Affairs Committee on the fiscal 
3-ear 1954 program). 

A t  the same time, the Pakistan Government and BOA sought to 
solve the long-range problem by building a fertilizer plant in Pakis- 
tan. Construction of such plant was undertaken by the Pakistan 
Industrial Development Corporation and BOA "so far" has com- 
mitted $10.5 millioil for its construction. The plant will have a ca- 
pacity of 50,000 tons of ammonium sulphate a year and is expected 
to go into production in 1956. The National Research Council and 
the United States Bureau of Mines reviewed the project for BOA 
before funds were committed. The total cost of the plant is $19 
million, of which the external cost is $11.7 million. As of September 
1954, $4.47 million had been expended on the project. Thus it appears 
that FOA is providiiig about 90 percent of the external costs of the 
plant and slightly more than 50 percent of the total cost. (Source: 
Progress of Economic Development in Pakistan, published by the 
Ministry of Economic Affairs, GOP, December 10. 1954.) 

Another facet of the program to increase the food production in 
Pakistan has been the emphasis on development of new lands and 
new irrigation systems. BOA has assisted a number of projects of 
this type which include land reclamation, irrigation and multipurpose 
clanls. Examples of this type of project include : 



Galzges-Kobudek Project, Phase I 

This is an irrigation project on the Ganges River in East Bengal. 
When completed i t  will improve 250,000 acres and is expected to in- 
crease food production by 66,000 tons by double and triple cropping. 
The project was approved by the Pakistan Government a year ago 
and ~ o r k  started recently. The total cost of the project is estimated 
at $5.88 million, of which $1.95 million is the external cost. FOA has 
committed $1.67 million for the procurement of supplies and equip- 
ment and other project costs, in addition to paying salaries, allowances, 
and expenses of the technical advisors furnished for the project. It 
is scheduled for completion in 1955-56. 

The Pakistan Governn~ei~t has requested United States aid for at  
least t v o  other extensive irrigation and multipurpose dams. 

Erosion 

Erosion is a problem of considerable proportions in parts of West 
Pakistan and the United States is assisting with several projects to 
develop sound programs of soil conservation and range development. 
One such project in Baluchistan calls for control and ground storage 
of excess surface water through use of water spreading, construction 
of low bunds, contour cultivation, and moisture conserving tillage 
practices. This project involves an expenditure of $130,000 by the 
United States and $42,000 by Palcistan. 

Another similar but broader project in Baluchistan States Union 
arose out of a U. N./FOA preliminary econo~nic survey which recom- 
mended an overall development program involving soil and water 
conservation, range restoration, afforestation, livestock improvement, 
development of comm~~nicatioi~s and expansion of fisheries. Accord- 
ing to the project agreement, the United States is to make available 
$300,000 for external expenditures and the Government of the 
Buluchistan States Union the equivalent of $240,000. Of the $300,000, 
FOA authorities have set aside $245,000 for engineering work. 

Contracts 

A large share of the t.echnica1 and eco~lomic assistance projects in 
Pakistan have been carried out by means of contracts between FOA 
and American firms or institutions. There were a t  least 13 such 
contracts outstanding as of July 1954, ranging from contracts with 
individual technicians to the State of Massachusetts and several 
American universities. 



The contracts in force as of mid-1954 are set forth in the table below : 

Contracts Outstanding, July 1954 
[Ln thousands of dollars] 

Contractor 
Actual Estimated lt",',"AtP,",y 1 9 5 4 1 1 9 5 5  fiscal year fiscal year 

..... ............................ Commonweslth of Massachusetts Nov. 13, 1952 
Armour Research Foundation ............................... Apr. 20,1954 ..... 37,500 ............ 
Armour Research Foundation ............................... Aug. 27. 1954 
Jose H. Varner ............................................... November 1954 ............... 9,750 

........................ Rufus L. Pinch .............................................. --...do 

........................ Edward V. Hodanek ............................................. do I I ::% 
William A. Norman do 

................................................. ..... ............ 
a; 900 

........................................... ... 
Int. Eng. Co Mar. 24, 1954 405.000 Ralph PRrsoni co Da. 2, 1953- 575.250 I 196,000 
University of Pennsylvania .................................. Sept. 24, 1954 ..... 300 000 250.000 
Colorado A & M . Aug. 16. 1954 ..... 500:000 1 320.000 
Texas A & M ................................................ 1 June 24. 1954. .... 1 350.000 1 400.000 
Washington State College .................................... 1 .---.do.: .......... ( 500,000 i 400,000 

Because of the increasing use of contracts in technical cooperation 
and economic development programs, it seemed desirable to examine 
some of them in greater detail. 

The contract between FOA and the Ralph M. Parsons Co., of Los 
Angeles, Calif., was signed December 2, 1953, for a basic amount of 
$540,000, of which $75,000 may be paid in rupees. Under the con- 
tract, the Parsons Co. was to supply engineering services of a pro- 
fessional, advisory, and consulting nature, to review preproject en- 
gineering as to feasibility, costs and time schedules, and to carry out 
specific engineering services. The contractor was to provide the 
services of 7 persons in Pakistan for 2 years, 6 of them to be senior 
engineers or other technicians. The Parsons Co. initially was di- 
rectly to review and make recommendations relative to the preproject 
engineering on five projects covered by bilateral project agreements: 
Karachi fish harbor, Bolan Dam, Makhi Dhand reclamation project, 
test tubemells, and the Baluchistan States Union development proj- 
ect. I n  general, i t  appears that Parsons was to provide technical 
services to the United States operations mission in Pakistan. 

A later amendment to the contract called for the Parsons Co. to 
provide the services of a senior engineer, a construction superintend- 
ent, and a tunnel foreman in connection with the Karachi water supply 
project (project agreement 24) for an additional amount of $114,387. 
I n  this case, the contractor's personnel were to directly assist in the 
design and supervision of the construction of the project. 

This project agreement contains specific provisions for the training 
of Pakistani "in respect to the techniques and practices encompassed 
by the project.'' The Parsons contract and amendment contains only 
one brief reference to this type of close cooperation between United 
States and Pakistan personnel in requiring the Parsons Co. to "co- 
ordinate activities with agencies of the Government of Pakistan des- 



ignated by USOM, with a view to maximizing the training and 
assistance benefits of this contract to Pakistan." 

The several university contracts are designed to enable American 
iiniversity personnel to work directly with corresponding faculty 
members of specific Pakistan universities in the general fields of edu- 
cation, agriculture, engineering, business administration, and home 
economics. 

Despite this stated policy of close working arrangements, the actual 
contracts are drawn between FOA and the American university, 
rieitller the host university nor the Pakistan Government being a party. 
The contracts call for the American universities to render services 
"under the general direction of the Director of the United States Op- 
erations Mission, pursuant to work plans agreed to by FOA, the (host) 
university, and the contractor." 

The lack of contract provision for a direct and close relationship 
between the American institution and the Pakistan institution may 
put the USOM in the position of a constant intermediary and cloud 
the desired close and direct cooperation. I n  similar cases elsewhere, 
i t  has been found that the lack of a direct relationship between the 
United States and local institutions made the effective operation of 
the project more difficult. 

I n  a broader context, the use of contracts with both private and 
public groups by FOA, in carrying out the technical cooperation and 
ecoilomic development program, seems to be an admirable way of 
securing high-caliber personnel and furthering a direct person-to- 
person relatioi~ship and generally advancing United States objectives. 

I n  a major sense, the use of contractors in Pakistan may be likened 
to what in this country is called on-the-job training for the personnel 
in Pakistan. I n  view of the great need in Pakistan for both economic 
development and trained personnel, it  has been the view of FOA that 
rather than putting large numbers of Pakistan personnel through 
training programs and then turning them loose on development proj- 
ects which might be financed, as far  as foreign exchange is concerned, 
by FOA, the better course is to bring in a qualified, competent firm to 
guide the construction of the development project and at the same 
time train the Pakistan personnel. 

Internal disagreement within the Pakistan Government has ap- 
parently had its impact on some phases of the United States program, 
as is seen from an examination of the program expansion and mod- 
ernization of a commercial fishing harbor at Karachi. Plans for 
development of the harbor were worked out in 1952-53 by TCA and 
the Government of Pakistan, with an estimated total cost of $2.2 mil- 
lion, of which $0.78 million was the estimated external cost. FOA 
committed $0.75 million for the project out of fiscal year 1953 funds, 
but i t  appears that an actual start on the project was long delayed 



because of a dispute between the Karachi Port Trust and the Pakistan 
Ministry of Agriculture over the locatioll of the harbor. This dis- 
agreement is apparently moving toward a solution, but several years 
have elapsed since the project was first approved on a Federal level 
in Pakistan. 

The fact that Pakistan is a Federal Republic has also had an inl- 
portant bearing on some phases of the program. The bilateral 
agreements are between the United States Government (FOA) and 
tlie Government of Pakistan, but in a number of cases they cover 
projects and undertakings which in Pakistan fall under the juris- 
diction of the states or provinces. The East Pakistan road develop- 
ment training project is an example of this type of case, since the 
responsibilities for highways are split between the Federal and the 
State Governments in Pakistan, as i t  is in the United States, and a 
number of bureaucratic and administrative delays arose, not all of 
which were confined to the Pakistan Government. This kind of 
difficulty, which has affected a number of the projects, may, in part 
at least, be attributed to the lack of trained personnel in the Pakistan 
Government. 

Wheat Programs 

A lack of rainfall in the 1951-52 growing season caused poor har- 
vests and a shortage of wheat in Pakistan. I n  order to meet the 
needs of its people, the Pakistan Government drew on its foreign- 
exchange reserves to purchase wheat for import into the country 
and, as a part of this, secured a $15 million loan from the Export- 
Import Bank of the United States. 

Again, in 1953, a more serious drought occurred and, because of a 
lack of foreign exchange, the Pakistan Government could not afford 
to import mheat. Under these circumstances, it appealed to the United 
States for emergency aid. After a survey mission verified the need 
for the grain, Congress approved (Public Law 77, 83d Cong.) a $70 
million grant of mheat from the stocks of the Commodity Credit 
Corporation for Pakistan, plus loan of an additional $25 million, if 
needed, for 700,000 long tons of wheat for shipment to Pakistan. 
The first shipment was actually at sea within 24 hours of the time 
the law was signed, and a total of 610,000 tons of wheat, with a value 
of about $68 million, mas actually shipped to Pakistan. I n  Pakistan, 
the wheat was sold to those who could afford to pay and given away 
to those who could not afford to buy it. 

There may be room for some criticism of the program, inasrnuch 
as only 61,000 tons were given away and 209,000 tons sold. The 
remainder, 338,000 tons, was placed in storage in Pakistan and ap- 
pears to have been surplus to the immediate urgent needs of the 



nation. The General Accounting Office has made an audit of this 
program, but the results of its review were not available as of Feb- 
ruary 28, 1955. 

Whatever the shortcomings of the wheat program, i t  apparently 
generated a great deal of good feeling for the United States in 
Pakistan and is credited with playing a major role in preventing mide- 
spread starvation. The United States officials who worked in 
harness to get the program rolling and ship the first boatload, within 
hours after enactment of legislation, deserve praise. Government 
seldom moves this rapidly. 

The emergency flood relief programs of 1954, amounting to about 
$10 million, fall in somewhat the same category. United States 
aid to flood victims in East Bengal and in Punjab was apparently 
timely and very well received by the people in Pakistan. 

Commodity Aid Program 

Aimed at easing the current economic situation of the country rather 
than at  improving its long-range development, the commodity aid pro- 
gram in Pakistan is designed to supply those consumer goods and 
industrial raw materials which can make the greatest impact on the 
economic situation in Pakistan. At the same time, the availability 
of surplus commodities in the inventory of the Commodity Credit 
Corporation in this country is an important factor. 

This type of aid apparently is computed by FOB as $45,500,000 for 
fiscal year 1955 ($5.5 million of the flood relief program and $40 mil- 
lion of the emergency commodity aid program). 

Counterpart funds generated by this aid mill be used for United 
States administrative costs, and for the economic development pro- 
gram of Pakistan. 

Investment and Trade 

Pakistan has now embarked on a full-scale, serious program to at- 
tract and encourage private investment and private industry, both 
internal and external, to aid the economic development of the nation. 

Internally, in order to break the deadlock caused by the lorn rate 
of capital formation and the urgent need for development in diverse 
fields, the Government organized the Pakistan Industrial Develop- 
ment Corporation. This is a Government-financed corporation set up 
to initiate and encourage industrial development. I t s  main task is to 
see that important industries (such as chemicals, fertilizers, cement, 
sugar, iron and steel, and paper) are financed and started. I t  tries to 
encourage as much private capital as possible to participate, but, where 



necessary, the corporation ~rovides  the entire investment. Then its 
objective is to dispose of the going concern to public subscription as 
soon as possible. Pakistan has also granted tax concessions to stimu- 
late private industrial development. 

Pakistan, in the words of the Prime Minister, also "appreciates that 
the realities of sound business practice require that we offer special 
inducements to foreign capital." These inducements include (1) no 
restrictions on repatriation of profits ; (2) guarantee of repatriation of 
capital, capital gains, and reinvested profits in foreign investments 
made after September 1,1954; (3) permission for foreign investors to 
hold up to 60 percent of the capital of a new industry, except public 
utilities. 

The Department of State is now in the process of negotiating a 
treaty of friendship, commerce, and navigation with Pakistan, with 
high hopes for early success. Steps for elimination of double taxa- 
tion have also reached an advanced stage of negotiation. 

On the other side of the coin, Pakistan pursues a protective tariff 
policy with regard to infant industry (and almost every industry in 
Pakistan is infant). 



VII. Counterpart Funds 
I n  addition to the Pakistan funds applied to specific projects by 

the project agreements, several United States programs have gener- 
ated counterpart, and wil! do so in the future. These include the 
emergency wheat ,program and the commodity aid program. 

The status of the counterpart deposits as of September 30, 1954, is 
set forth in the following tiible: 

Status of Counterpart: Pakistan, Sept. 30,1954 

Adjusted d e p o s i t s - - - - - - - - - - - - - - - - - - - - - - - - - -  $21,700,000 
Transferred for United States use ....................... 1,600,000 
Available for Pakistan use ............................ 20,100,000 
Withdrawals approved ................................ 8,400,000 
Unreleased balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11,700,000 

Under terms of the various agreements, the counterpart deposits are 
available to advance agreed projects of economic development and, to 
a certain extent, to finance the increased local costs resulting from the 
military aid program. Under consideration at  the present time is a 
proposal to use part of the counterpart funds for establishment of a 
new industrial credit. institution in Pakistan in cooperation with the 
World Bank. 
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VIII. Personnel 
Difficulties in recruiting personnel for Pakistan have consistently 

arisen and have undoubtedly had an effect on the total aid program 
there. As of January 31,1955, there were 21 administrative personnel 
on the FOA staff in Pakistan, an increase of 1 since June 30, 1954,. 
The country mission, as of January 31, 1955, also included 55 FOA 
employees paid from program funds and 18 employees of other 
agencies on a reimbursable basis, an increase of 11 paid from program 
funds since June 30, 1954. Some of this increase has come from, 
transferring personnel from other posts in the Middle East. At  the 
present time, FOA is in the process of recruiting and/or processing 
candidates for 12 administrative and 79 program positions in Pakistan. 

The FOA mission in Pakistan has relied on the United States 
Embassy for administrative support, including pay, communications, 
travel, etc. This arrangement has not worked out to the satisfaction, 
apparently, of either the Embassy or the mission. At  the present time, 
several proposals are being considered for improvement of the situa- 
tion. These include letting the mission provide its own administrative 
support, or complete integration, but i t  appears that no concerted 
effort will be made to settle the matter finally until the termination 
of FOA on June 30, 1955. Recruitment of administrative personnel 
for Pakistan continues, however, because of the general feeling that 
in no case will it be possible actually to secure more people than will 
be needed regardless of the ultimate decision. 

I n  contrast to relationships in the field, there is close and harmonious 
contact between FOAmashington and the corresponding officials of 
the Department of State in Washington. Officials of both FOA and 
the Department of State have expressed satisfaction with this close 
relationship, indicating that it has resulted in a better program than 
might otherwise have been achieved. The opinion was expressed that 
in no other area of the world was the FOA-State relationship so close 
or mutually beneficial. 



IX. Future Prospects for Pakistan 
The Pakistan Government has declared that a program for economic 

development and expansion offers the only true solution to the eco- 
nomic problems confronting the nation and the best way to provide 
its citizens with the prosperity they expect to flow from partition. 

I n  planning a program for economic development, the Government 
of Pakistan has been handicapped by a shortage of trained people 
in the Government and a shortage of administrative and managerial 
talent generally. 

As a result, the so-called 6-year development program, drawn up 
by Pakistan at  the request of the Colombo conference in 1950-51, is 
an outline plan making only sketchy provision for various aspects 
of national development. At  the present time, a planning board is 
at  work reviewing development to date and preparing more detailed 
estimates of future needs and capabilities. This work, too, has been 
handicapped by a shortage of people with the necessary skills. 

Below is a table showing the breakdown of the original 6-year 
plan and actual public expenditures (by the Central and Provincial 
governments) for the 4-year period 1951-55. 

[In millions of rupees] 

Field &yew t-year 
program actual 1 

1 Actual expenditures 1951-53, estimates for 1953-55. 

..................................................... Agriculture and irrigation.. 
........................................... Transportation and communication.. 

............................................................. Fuel and power.. 
........................................................... Industry and minlng 

Social capital .................................................................. 
M~~ltipurpose project4 ....................................................................... 

..................................................................................... Forestry 
Fishing ..............--------.------.........------.......................................... 
Research.. ...........-.---.--------.-------------.......................................... 
Miscellaneous. ...........-.......---.-.------------......................................... 

Total. .................................................................... 

I t  thus appears that the original "program" has been greatly ex- 
panded and perhaps somewhat changed in emphasis. I t  also appears 
that the actual development program in Pakistan has gone ahead with- 
out benefit of much in the way of overall planning. 

820 
530 
470 
480 
280 

2, W 

597.6 
842.7 
169.9 
457.2 
550.1 
2.s3.5 
27.2 
4.5 

16.3 
261.1 -- 

3,210.1 



I ts  development programs have bitten off a larger and larger share 
of the physical and financial resources of the Government, as appears 
in the table below. 

Public Expenditure on Development 
[In mflllons of rupees] 

The problem of financing these increased outlays for development 
has been greatly intensified because of the falling export and import 
revenues and the lack of foreign exchange. Bol-rowing has been an 
important source and internal bond issues have received general sup- 
port, but the rate of capital formation is slow and this source of reve- 
nue appears to be inadequate. Increased taxes, in the view of the 
Pakistani, do not appear feasible in view of the already low standard 
of living and the risk of impairing incentive. The I'akistan Govern- 
ment has thus sought external aid to assist in financing its developinent 
program. 

Development P ~ o g ~ e s s  

1954-55 
(estimates) 

1, 141. 7 

39. 2 

Total -.......----.---.---.....----------. 
Ratio of development expendltures to total publlc expend- 

itures (percent) -----...-.---.---------------------------- 

Carrying out its "courageous" decision to push economic develop- 
ment at the expense of consumer needs, Pakistan has pushed ahead 
vigorously with its program-and with considerable progress. The 
emergency food problems of 1952 and 1953 have been mastered and 
adequate domestic food stocks appear to be available now. Complete 
statistical reports are sketchy or not available at all, but evidence of 
progress is available in almost every sector. 

The increase in some industries has been very rapid. Production 
of cotton yarn increased from 129 million pounds in 1952-53 to 171 
million pounds in 1953-54, and cotton cloth from 169 million yards 
to 244 million yards. Industrial production started at the time of 
partition, however, almost at zero, and has not yet risen to a self- 
sufficient level. Impressive as this development might appear, it  can 
only be meaningful when measured against the growth of Pakistan's 
population, since economic development which lags behind the popu- 
lation produces a decreasing standard of living. 

Lacking reliable statistics in this field, officials of the Pakistan and 
United States Government have been reduced to guesses in this field, 
supported by the meager facts available. On this basis, however, there 
is real concern that the present rate of development in Pakistan is not 
in reality sufficient to meet the needs of an expanding population. 

411.5 

14.5 

1952-53 

751.7 

22.7 

1953-54 
(estimates) 

---- 
902.4 

28.3 



I n  an effort to shed more light on these critical problems, the re- 
vitalized Pakistan Planning commission, with help from Harvard 
University, has been surveying the national development and its report 
is expected in the near future. 

An increased rate of economic development is apparently possible 
only through increased foreign aid, better utilization of internal re- 
sources, and increased private investment. The Pakistan Govern- 
ment has been seeking each of these objectives. 

Thus, the development of a stronger economy in Pakistan can only 
be a slow, difficult process. 

Not all of Pakistan's problems were unavoidable. The economic 
policies of the Pakistan Government have come in for some criticism 
from those who believe it failed to move effectively and swiftly enough 
when the world markets broke in 1952, and that many of its policies 
have been stifling to enterprise rather than encouraging. 



X. Findings and Conclusions 
1. United States aid to Pakistan started out as a program of tech- 

nical assistance, the size and justification of which was influenced more 
by other factors than by the needs or ability of Pakistan to absorb the 
aid. This, in 1952 and 1953, resulted in a program which appears to 
have been larger than the administrative ability of the Pakistan Gov- 
ernment or the United States agency. 

2. The economic crisis in Pakistan, resulting from the drop in world 
commodity prices after the Korean war, gave rise to an urgent need 
in Pakistan for technical and economic aid, in order to provide eco- 
nomic progress and political stability. 

3. The wordning economic situation in Pakistan has prevented 
United States aid, to date, from achieving its objectives. The nation 
is not yet assured of an adequate rate of economic development, meas- 
ured by the minimum needs of its citizens. 

4. Reasonable results in terms of economic development and politi- 
cal stability cannot be achieved overnight, but the data available on 
the Pakistan economy is not sufficient a t  this time to permit very well 
informed estimates on the future needs or the efforts required to meet 
those needs. 

5. The military and defense efforts of Pakistan, as they relate to the 
total defense of the free world, of course, form an important facet 
of the total United States program for Pakistan. I t  seems fair to 
conclude that the Pakistan Government cannot materially expand its 
defense efforts without risking serious economic consequences. This 
implies aid in various forms, including "defense support," which em- 
braces almost anything in the form of economic aid which directly or 
indirectly contributes to the strength of the nation. 

6. The program in Pakistan demonstrates the difficulty, and per- 
haps inadvisability under some circumstances, of distinguishing be- 
tween technical assistance (or technical cooperation) and economic, 
developmental, or defense support assistance. 

7. The $105 million program for fiscal year 1955, while apparently 
important for psychological reasons, may be difficult to implement 
fully in the remaining 6 months of the fiscal year because i t  constitutes 
such an expansion of the United States program. 

8. Difficulties in recruiting United States personnel for Pakistan 
have slowed the program, and apparently have not been fully taken 
into account in preparing budget estimates. There is some indication 
that United States technical personnel in some respects have been too 
technical for some segments of the program. 



9. Administration of the Pakistan aid program during the initial 
period, under the terms of the act for international development as a 
technical assistance program, apparently led to some difficulties, and 
resulted, for instance, in justification of 85,000 tons of fertilizer on a 
purely demonstration purpose, when its real purpose appears to have 
been to create an impact program with swift results in terms of in- 
creased food production (which seems to have been critically needed 
in Pakistan at the time). 

10. The use of contracts with United States firms or institutions 
appears to provide a means of improving the program in Pakistan, 
especially by making i t  possible to proceed with the actual implemen- 
tation of development projects and the training of Pakistani at the 
same time. However, additional study and work needs to be done to 
assure a close, direct relationship between the United States contractor 
and the Pakistan individuals or institutions, without a t  the same time 
eliminating United States control entirely. 

11. Internal problems in the Pakistan Government, chiefly traceable 
to the chronic shortage of trained personnel, have handicapped the 
administration of the United States program in Pakistan and slowed 
its progress. The relationship between the Federal Government and 
the state or provincial governments in Pakistan has not yet been 
clearly worked out in the 7 years of the nation's existence, and United 
States aid programs have been caught in the middle of these inter- 
governmental relationships. 

12. The emergency wheat and the flood relief programs in Pakistan 
have resulted in a considerable reservoir of good feeling for the 
United States on the part of the Government and the people of 
Pakistan, although some phases of the program may need further 
review. 

13. The relationship between the United States mission and the 
Embassy in Pakistan has not been'entirely satisfactory, and no inte- 
gration has taken place. Proposals for improvement of the situation 
will not be fully implemented until the termination of F O A  becomes 
effective. 

14. The close, harmonious working relationship between F O A  and 
the Department of State in Washington has apparently benefited 
the Pakistan program and might be worth noting in connection with 
the future of the program after June 30,1955. 

15. The lack of adequate planning and scheduling for economic 
development on the part of the Pakistan Government has handicapped 

a ive the United States program, especially in the development of re1 t' 
priorities. A t  the present time, increasing efforts are being made in 
planning and programing by the Pakistan Government. Particularly 
in its initial stages, the lack of planning, and the lack of data on 
which to plan, results in conside~aable delays in the United States 



aid program because of a wide difference of opinion between United 
States and Pakistan officials as to the need of the country. 

16. While the various project agreements contain specific and well- 
drawn statements of objectives for each project, no evidence has been 
found to indicate any intermediate range of objective, either for 
United States aid or Pakistan's own efforts, between the specific goals 
of a project and the ultimate objective of a strong, stable economy. 
I t  has been suggested that development of such intermediate objec- 
tives might facilitate both the United States program and Pakistan's 
efforts. 

17. Relatively little effort appears to have been made to estimate 
the future impact of the development program, or the United States 
portion of it, in terms of the ultimate ability of Pakistan to sustain 
the projects and generate the foreign exchange to continue them. I t  
has been contended, however, that the economy of Pakistan is in such 
a state of development that the issue is not pressing because of the 
elemental nature of the present efforts. 

18. There is danger that unless careful restraint and perceptive 
judgment is exercised by Pakistan planning agencies, in cooperation 
with the United States agencies, the pressing need for productive 
facilities in Pakistan may result in a number of industrial projects, 
financed in part with United States grant aid, which might prove 
uneconomic and burdensome to the Pakistan economy. 

19. The Pakistan program is of such importance and presents such 
difficulties that every effort should be made to send there only the 
best possible United States personnel. People of competence, char- 
acter, human understanding, and with an ability to negotiate are 
important in every country, but in Pakistan the need cannot be 
overemphasized. 

20. Pakistan's shortage of trained, experienced administrative and 
technical personnel might have a tendency to give rise to assumption 
of certain planning and programing functions on the part of United 
States officials. While the United States officials and technicians 
should be free to consult with and advise their Pakistani counterparts, 
any hint of usurping or taking over the planning and programing 
from the proper local officials could only result in ill will and damage 
to the program and must be guarded against. 

This study has been made without the benefit of an on-the-spot 
review in Pakistan, and is necessarily limited because of that fact. 



India 

By William N. Egan 
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India Study 
I .  Philosophy of the Program 

The United States aid program in India is based upon the several 
factors as set forth in numerous addresses by top-ranking State 
Department and Foreign Operaitions Administration personnel, cor- 
respondence between the Department of State and FOA and com- 
mittees of Congress, and testimony presented in connection with the 
continuance of and appropriations for foreign aid before various 
committees of Congress. 

These all can be summed up in the words of Public Law 535, 
81st Congress, which states that the purpose of the program is "to 
aid the efforts of the people of economically underdeveloped areas 
to develop their resources and improve their porking and living 
conditions by encouraging the exchange of technical knowledge and 
skills and the flow of investment capital" * * * and * * * " to help 
underdeveloped areas to realize the full potential of democratic life." 

The objectives in implementing this policy in India can be set 
forth as: 

1. To increase the rate of economic development as a. convincing 
demonstration to the people of India and of ithe world that 
underdeveloped countries can develop without dictatorship 
and at a rapid enough rate of economic progress to sustain 
and fulfil the hopes of the people. 

2. To participate in an organized effort (first 5-year plan) to 
stop deterioration of the Indian economy. 

3. The related objective of humanitarian concern, historically 
t.raditiona1 with the United States. 

ZZ. The Origin and Evolution of the Program 

The original aid program started in 1949 under the Economic 
Cooperation Act of 1948, with minute amounts, but ithe major pro- 
gram now existing was based on the Act for International Develop- 
ment (Title I V  of Public Law 535, June 5, 1950), under which the 
Technical Cooperation Administration was established. This act 
provided only for technical assistance, as distinguished from economic 
aid and for the encouragement of the flow of investment capital 
(sec. 403 and sec. 418a). Section 418a of the act is couched in terms 
permitting an all inclusive application of aid beyond technical 
assistance. 
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Operations in India followed the guide lines section 407 of the a d  
spells out, under which a country could qualify for aid, and they 
include : 

1. Use of private agencies and persons to the greatest extent 
possible. 

2. A determination as to the possibility of achievement of results 
and the requesting country's action to make use of the 
assistance made available. 

3. A country must pay a fair share of the cost. 
4. The country must publicize the program. 
5. There should be full coordination and integration with other 

aid programs in the country. 
6. The country should encourage the establishment and expansion 

of fair labor practices. 
It should be noted that 3'4, and 5, above were positive requirements 

for qualification. 
Aid was begun in 1951, concurrently with the establishment of the 

Government of India's 5-year plan for Economic Development. 
The initial stages of United States aid were aiined at the agricul- 

tural sectors and primarily toward increased irrigation and water 
control projects. These were supplemented by other work in con- 
nection with soil conservation, improved planting, and modern 
methods of agriculture. There was also instituted a malaria control 
project. All of these were directed toward the increase of food 
production, which was and still is considered by many of those con- 
versant with India to be its most vital problem. 

To illustrate the evolution and emphasis of the program over the 
years, and to indicate the participation of India, the United States 
and all other aid agencies, it is necessary to look at the costs and scope 
of the India 5-year plan, the Government of India financing program 
for this plan, and the total of economic aid furnished to India through 
the fiscal year 1955 : 



First %Year Plan-India 
[In mlllions of dollan] 

.......... Agrlcnltural and Commercial Development.. $226.07 
................................... Irrlgatlon and Power 630.19 

Transport and Commercial ....-.................... I 470.64 I 
F";"8",:J'r 
actuals aria 

revised 

---- 
Total .......................................... I 1,845.89l 1 , Z m 5 2 1  1,676.161 4,722.545 

Industry .............................................. 
Soclal Services ........................................ 
Rehabllltation.. ....-.................................. 
Works and BulldIngs .................................. 

........................ Development under M. finance 
NEF agency ........................................... 

...................................... Andaman Islands 
Loans to corporatlons .................................. 
MLscaUanmus .......................................... 

Adjustment.-. .................................................. 

It is pointed out that, although agriculture arts considered the 
greatest requirement in the first 3 years of the plan, that actually i t  
ranked fourth in the amount of aid programed in the period 1951 
through 1954, and continues in that position for the 1954-55 fiscal 
year, but shows a great increase projected for 1955-56 fiscal year. 

Considering the community development aspects of the agricul- 
tural aid, doubts are raised as to the stated emphasis on agriculture 
(BOA, State conversations). The great emphasis on power, trans- 
portation and commodities indicates, perhaps, a predetermined empha- 
sis on industrial economic development. Tho total plan figures tend 
to bear this out. 

It should be noted that of the total financing, approximately 12.8 
percent is from external sources, two-thirds of which is directly from 
the United States, with perhaps some indirectly through International 
Bank for Redevelopment (IBRD) and the "other" category. This 
plainly indicates the part that the United States plays in supporting 
this program. Close scrutiny of a proposed second 5-year plan should 
be undertaken prior to any indication, formal or informal, that the 
United States might accept the responsibility for filling a similar 
financing gap. Total economic aid made available to India in the 
fiscal year 1949 through the fiscal year 1955 is shown below : 

Totali plan 
~ 0 ~ 1 t h  year 

t",;;,": 

71.50 
286.71 
130.41 

5.78 
6.34 
2.08 
.42 

4.20 
11.55 

~ 1 1 t h  year 

i:f,"n", 
---- 



Total Economic Aid &ade Available to India Fiscal Year 1949 Through 
Fiscal Year 1955 

[In millions of dollars] 

1 Total'Ilscd 
year 194944 1 

I .  Free Wwld Aid: 
A. United States Government aid: 

1. Technlcal nssbtance and speclal economic aid.. ............ 
................................................ 2. Wheat loan 

Public Law 48 (Wheat loan Interest for universal rehabfll- 
tatlon $1 000 000 vr. for 5 yrs.). ......................... 

3. ~ulb r igh t  a id  ~ k i t b - ~ u n d t  program ...................... 
............. 4. Special assistance to purchase coarse grain-milo 

...................... 5. Freight on voluntary rellef shlpments --- 
subtotal. United States Government ..................... I ............ I ..........I +501.67 

E. Other aid: 
1. Ford foundation +5. 4 
2. United States voluutary relief agencies 2 4.4 +4.4 
3. Norsay technlal assistanra ............................... 

B. U. N. ald, all types ............................................ 
C. IBRD lonns, less cancellatlous 1 ............................... 
D. Colombo plan: 

........................... 1. Canada, Australia, New Zealand 
2. U. K. releases of blocked sterling ........................... 

.......... Subtbtal, other 

Total-Free world ald .......... +I. 120.75 

11. Soviet B loc  
A. ~ ~ ~ ~ ' t e c h n i - 1  assistance, uicluding survey technlcians for 

............................................................... steel plnnt .33 
.......... B. Sovlet trade union comrnoditles and cash gift L................ 4 1.56 I 0. Steel olant offer (not yet acce~ted by India) ............................... 

12.39 
1 6  

66.2 
291 - 

. . . . 

Total-Ald and offer, Sovlet Bloc ..................................... 1. ......... 1 151.89 I-'-' 

Subtotal, Colombo plan .................................. I :....--- - .......... 
-,-- 

I Calender vears. 

475.2 

--- --- 
.G5 

. . . .  

117 
98 

1 ~ s t i m e t e . ~  - 
a Obtalned by multlplvlng $10,000 by 33, whlch is the number of Sovlet technicians currentlv In the 

Country. 
4 10 OM) tons of wheat 5 000 tons of rice 500 000 cans condensed milk and Rs 255 000 cash. Mllk a t  Unlted 

State: prlces, delivered d Indla. Grad at  typical contemporary Indian 
8 Not avaUahle. 

13.04 
116.7 

83.2 
392 

This tabulation again indicates the great preponderance of United 
States aid, direct and indirect, over other external aid. Included 
in these figures are Soviet aid, actual and proposed, which may be 
indicative of greater pressure being applied by the Soviet bloc. 

The Senate Appropriations Committee report, dated in April 1964, 
stated that "the Indian technical assistance program has deviated 
widely from the point four concept * * * with a tendency to lose 
for technical assistance all its psychological advantages and its uni- 
versal acceptability." Commenting on the above statement, as a part 
of his testimony before the Senate Foreign Relations Committee, May 
12, 1954, Mr. George Allen, United States Ambassador to India, said 
"That is right. I think that has been done. I t  was true during the 
iirst 2 years of our program in India the appropriation was all lumped 
under technical assistance. Economic aid and technical assistance 
were all lumped together and there is no doubt about the fact that 
there wcrc large amounts that should have been classified as straight 



economic aid.'' Pursuant to the above, the illustrative F O A  pro- 
gram for fiscal year 1955 shows the following: 

F l s d  year Fiscal year Flscal year 1 l'J53 1 1954 1 1955 

Development assistance ......................................................... $60,500,000 $85, 000,000 
Technical cooperation ............................................... $43,577,000 2B 147,000 lQ,W0,000 I I I 

These figures show an attempt to segregate the two types of aid and 
also show a downward trend for technical cooperation and an upward 
trend for development assistance, which pattern is consonant with the 
current emphasis placed on capital economic assistance. Over the 
period of approximately 6 years of aid to India, the program had 
included projects in all phases of agriculture; public health; com- 
munity development ; irrigation ; power ; water control ; water usage ; 
education from grade school through professional and scientific grad- 
uate work; training trainees and teachers; engineering, both basic 
and applied; transportation of all types; industry surveys; public 
administration ; commodity aid;  supplies and equipment, other than 
agricultural ; and agricultural commodity aid. 

111. Present Status oof the United States Aid Program 

Considering the period from 1950 to November 1954, through the 
contents of the Government of India progress report on the f i s t  &year 
plan, and information obtained from the United States Department of 
State and the Foreign Operations Administration, i t  appears that the 
economic situation of the country has improved distinctly, and that 
part of the immediate objective to correct the economic troubles caused 
by the war and partition have been largely realized. The GO1 report 
shows agriculture up 18 percent since 1950-51. The industrial index, 
using 1946===100, u7as up to 140 in May 1954, which was a 33-percent 
increasce over 1950, the base plan year. Jute manufacturing shows 
little sign of improvement, and iron and steel production lags, due 
primarily to labor troubles. Other diversified industry shows satis- 
factory progress. 

The economy has definitely moved forward. There is an overall 
stability of prices, the money supply has decreased, while the balance 
of payments has improved, and there is a marked monetary stability. 

While there is an increase in public sector expenditures, it  is also 
necessary to increase them in the private sector. The private sector 
appears to be gaining confidence with increased production of capital 
goods, new plan construction, and the lack of dryness of the market 
for investment funds. 



I n  addition, the per capita income (GO1 Progress Report, Septem- 
ber 1954) has reached the 1953 plan target of a 5-percent increase, and 
this should be exceeded in 1954. This report of progress and improve- 
ment coincides with statements by State Department and FOA of 
very substantial improvement in general economic conditions. 

Currently, the United States aid program in India is primarily 
based on a series of 31 operational agreements covering a wide variety 
of activities across the India economic structure. Below is a tabula- 
tion of these agreements, designed to show a comparison of United 
States commitments versus India commitments : 

Indo-American Comparatiue Commbments 

2 Iron and step1 for farm tools and Implements.. 
3 Locust control and plant protection ......... 

............. 4 SOU fertility and fertilizer use 1. 
5 Fisheries .................................... 
6 Tubewells I ................................. 
7 Villago worker tralnlng I ..................... 

....................... 8 Community projects 1 
9 Malarh control ............................ 

Operational agreement number 

Forest isearch ..-. :IIIIIIIIIIIIIIII ..-. 1 

Central Labor Institute.. .......... :.......I 

United 
States 
dollars 

Exploratory lignite excavation 1- ............ 
RaUwavs rehabilitation.- ................... 1 - .  
Steel supply (industry). .................... 
Heavy equipment training-- ................ 
Rihand Valley development 1 ............... 
Madras City poworplant expansion .......-. 
Agricultural machinery training. ............ 
Improvement of Ralasthan power facilities 1. - 
Expandon of avlation ground facilities- ..... 
National water supply and sanitation. ...... 
Industrlal research and technicallservlces 

Indla rupees 

oreanization ..................... T.. ....... 1 

Dollar 
equ,va,ent 

?7 Teciirll&l eduktlon Institutions. ....... .....' 
3 Agricultural research, educntlon and exten- 

sion organizations. ...................... 
29 XIedlcal cnllepes and allled instltutiorls.. .... 
30 Health Instruction tralnlng centers. ......... 
31 Modem stomae of food ardns ............. .. I 

Total ........................................ ,,,,~, I 

Approxlmata 
ratlo, Rs. 4.76 
to the dollar 

1 Projects showlng a greater lndia commitment. 

Unlted 
States 

This is based on a FOA document "Indo-America Program, Basic 
Information," corrected to June 1954. It would appear that the 
costs shown do not include United States administrative costs. I n  
addition, there is no indication of the extent to which counterpart 
rupees are included in the India commitments or in the United States 
dollar commitments. 

Of the 31 projects described in the document, only 8 show a greater 
India commitment than United States commitment, or an equal 
commitment. 

India 
-- 



The total United States dollar commitment was $119,868,000. The 
India rupee conlmitment was the equivalent of $282,201,000 United 
States dollars at Rs. 4.76 to the dollar. By comparison of these 
totals, the ratio of dollars to rupees, or United States to  India com- 
mitments, is approximately : United States : 1 : : India : 1%. This 
ratio, which favors India, does not reflect the constantly reiterated 
statements of FOA persorinel that country contributions to aid pro- 
grams are greater than United States contributions, in ratios of 6 to 1 
and up to 10 to 1. It should also be noted that India commitments 
included service costs of all types, in addition t,o money costs. 

ZV. Indian Community Development 

Operational Agreement No. 8, Community Projects, showing India 
commitments 11 times those of United States. or $120 million greater, 
is a single item which makes for the favorable overall India ratio. 
Excluding t.his item shows an excess of United States commitments 
and. in terms of dollars, the United States commitments would be 
approximately $28 million greater than the Indian commitments. I t  
would appear, from a review of this tabulation, that the projects de- 
sired by the Government of India were those showina a greater India 

e. 
commitment, and that the rest were either not considered desirable 
or necessary or at least were of a very low priority. 

I n  addition to these agreements, there is a small number of strictly 
technical assistance projects, some of which supplement the agree- 
ments. 

V .  The Agricultural Phase of Zndo-American Aid 

The emphasis of the agricultural phase of the aid program has been 
shifted from an emergency nature to a long-range viewpoint involv- 
ing conservation, marketing, credit, research and development, and 
extension service. This is due to the beneficial results of the com- 
modity development, fertilizer, and irrigation projects. I n  connection 
with this shift, former United States Ambassador Allen, in a dis- 
cussion in late October 1954, indicated that there should be a re- 
duction, but not an elimination, of agricultural aid. 

VZ. India Concentration on Malaria-Control Program 

The health program has primarily centered around malaria control 
as the major need from which the greatest benefits might be derived. 
It has been felt that this disease was basically responsible for re- 
tarding India's development. United States aid furnished has been 



in the form of medical, professional, and technical personnel; sup- 
plies and equipment; and mobile and fixed clinical and laboratory 
centers. 

This program has progressed to the point of nearly complete cover- 
age and should be tapered off. I n  this connection, i t  appears that 
FOA, as recently as December 1952, issued a procuremeilt authoriza- 
tion for 6 million pounds of D D T  at  current market prices. This 
would amount to approximately $1,320,000, exclusive of freight and 
handling charges. This quantity would be approximately a 2 years' 
supply for an intensive program. TYhile not technically perishable, 
D D T  does deteriorate in storage, particularly under hot, humid con- 
ditions. 

Since F O A  personnel have stated that D D T  is used only for health 
prcgrams and not agricultural programs, and that the health pro- 
gram for malaria control should be phasing out, i t  would appear that  
best judgmeilt was not used in issuing this particular procure~nent 
authorization. 

Even if the malaria-control program v a s  not on a downvard trend, 
jt ~ ~ o u l d  seem unwise to have done this because this total shipment 
~vould dull the benefits of x continuing program, as well as un- 
necessarily exposing the D D T  to deterioration and loss. 

VZZ. Tubewells in Zlzdia 

Tt is felt necessary to comment, because of its continued contro- 
versial nature, on the tube~~lell project, Operational Agreement No. 6. 
The United States costs for the original 2,000 viells v a s  $13,700,000, 
or $6,850 per well, exclusive of power or pumping equipment. An 
additional 650 wells will cost the United States $5,260,000, or $8,090 
per well. I t  is normal in projects of this sort to see a downward 
Irend in unit cost when quantities are increased. rather than an up- 
ward trend, as shown by the ahove figures. 

The  latest available figures, November 1954, show that of the 2,000 
wells programecl in fiscal Sear 1053, 1,360 have been drilled, of which 
872 have been completed, but the number in operation was unavailable. 
Of the 650 programed in fiscal year 1953, available figures show 65 
to 80 complete, and 55 in operation. I t  appears that, while this was 
a sound project, i t  was poorly programed and administered. The  
necessary pover and pumping equipment for operation was not co- 
ordinated with the well project in a manner which would provide 
for them being available as near concurrently as possible with the 
completion of the wells. I t  is understood that the power and equip- 
ment picture is now improving. 



VIII. United States Labor Program in India 

The current program in the field of labor is not large. During 
1951 and 1952, the United States Department of Labor recruited and 
sent out three technicians to the technical cooperation mission to assist 
in the Ministry of Labor on a program of industrial hygiene. There 
is presently one man, an industrial relations adviser, on the mission's 
staff. Under the illustrative fiscal year 1955 program, a labor group 
of eight was proposed and, in addition, a total of 70 labor trainees 
was to be brought to this country. 

A program to cost $100,000 of encouraging Indian universities, 
among others, to establish institutes of labor and industrial relations, 
was included in the fiscal year 1955 program. 

ZX. Community Development a Major Effort 

The community development program, Operational Agreement No. 
8, is covered in some detail, since i t  appears to be the single program 
of greatest interest to the Government of India, on the basis of money 
commitments ($132,737,000). 

This project originated from the approach of a Chinese to Mr. 
Nehru with a plan to work at the Indian village level and so develop 
the Indian economy from the bottom up. There are involved the 
elements of basic education, vocational improvement, municipal gov- 
ernment, and general enlightenment of the individual Indian. 

The Indian areas were divided into blocks for development pur- 
poses, each block containing 100 villages, with an approximate total 
population of 70,000 individuals per block. There are currerltly some 
220 blocks in various stages of development. 

11s of April 1054, the United States aid contributed $2.3 million in 
equipment, including jeeps, trucks, tractors, mobile workshops, con- 
crete mixers, agricultural implements, and other items. I n  addition, 
$1.3 million of the same type was in India ready for distribution 
The rural .people were trained in the use and maintenance of th6 
equipment. The Ford Foundation assisted by equipping the schools 
and guaranteeing to keep them going for a 3-year period. It is the 
feeling of the State Department and FOA personnel contacted, that 
this program has done the most to demonstrate the economic possi- 
bilities under a democratic form of government. 



X. Personnel and Administration 

The current program is being carried on by the United States 
technical cooperation mission in India, which is closely associated 
with and under the overall supervision of the United States Embas~y. 
The mission is staffed as follows : 

United States Personnel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  136 

A d m i n i s t r a t i v e - - - - - - - - - - - - - - - - - - - - - - - - - -  20 

Professional - - - - - - - - - - - - - - - - - - - - - _ _ - - - - - - -  13 
C l e r i c a l - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  7 - 

Program-Technicians-------------------------------------------- 79 

A g r i c u l t u r e - - - - - - - - - - - - - - - - - - - . - - - - -  26 
Natural r e s o u r c e s - - - - - - - - - - - - - . - - - - - - - - - - - - - - - -  12 
Industry and m i n i n g - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  8 
L a b o r - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  1 
Health and sanitation - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  9 
Education and training 6 
Coillmullity derelopment and housing ------------------------- 2 
Social w e l f a r e - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  1 
Information and audiovisual 3 
Procurement and supply 5 
C l e r i c a l - - - - - - - - - - - - - - - - - - - - - - - - - - .  6 

Contract-Technical - - - - - - - - - - - -  37 

A g r i c u l t u r e - - - - - - - - - - - - - - - - - - - - - - - - - - -  5 
Natural 2 
Industry and mining - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  8 
E d u c a t i o n - - - - - - - - - - - - - - - - _ - - - - - - - - -  13 
Community 8 
A u d i o v i s u a l - - - - - - - - - - - - - - - - - - - - - - - - -  1 

Local 105 

Total mission p e r s o n n e l - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  241 

The Embassy's economic staff consists of 14 Uiiited States person- 
lie1 and 8 local personnel, and their work areas roughly parallel those 
of the FOA and mission personnel, although almost entirely in the 
Geld of reporting. There has been no integration of the TCM and the 
Embassy section. Both staffs maintain liaison with the same Indian 
officials and other coulitry officers and organizations concerned with 
aid work. 

Much has been said about FOA intentions to integrate its missions 
with the embassies, but in the case of India, there has been no physical 



integration and a coordination of the two has been accomplished be- 
cause of the strength of the last two United States Ambassadors. 

The cost of operating the technical cooperation mission for 1954 
was $528,250, and for 1955 (estimated), $488,757. The cost of oper- 
ating the economic section of the Embassy for 1955 will be $120,678. 
Although there has been reduction in the cost of operating the TCM, 
it appears logical that substantial savings could be made by a physi- 
cal integration of the two units. 

For the purpose of showing, from a fiscal viewpoint, the progress 
of United States aid in India, the following comparison is made: 

Flscal pear 

1953 ...--..-.-.-.-....---.-----.---~~~~.-.......-- $43,577,000 $44,000,000 $29,400,000 
1954 ........................................................... 88,647,000 87, 230.000 27,500,000 
1855 (as of Dee. 2, 1954) -~ . -~ - . . . - ~ -~ .~~~~~~~~~ .~ .~ .~ -~ . . . ~~~ - .  104,500,000 .-.-...-..-.-- .---.-.----.-- I I I 

Looking at these figures, it is seen that as of the end of fiscal year 
1954, there was programed a total of $132,224,000. Of this total, 
$131',200,000, or all but $1 million, had been obligated, but only $56,- 
900,000, or about 45 percent, had been expended. 

A slightly different view is shown by the following figures on 
procurement : 

Procurement Pronvsment 
Obligated euthorizatlons authorizations 1 1 Issued 1 l pro- 

FIscal year 1952 and I953 agreements ......---.....---....----- 
Flscal year 1954 agreements ................................... 

For these 3 years, the totals were : 
Obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $171,450,000 
Procurement authorizations issued ............................. 152,629,156 
Procurement authorizations in process .......................... 217,715 

These figures show about $20 million of unauthorized procurement 
obligations, but a better-balanced operational picture. 

XI. Loans and Grunts 

A great deal of discussion has taken place, and is still going on, as to 
the possibility of substituting loan aid for grant aid in India, and what 
the probable results of s~lch action would be. 

In  his testimony in 1954 before the Senate Foreign Relations Com- 
mittee, Mr. George Allen, then Ambassador to India, stated that he 
personally saw advantages in the loan program from a psychological 
and political angle. I t  would bolster the Indians' self-respect and 
lessen mutual recrimination. 



Discussions with other State Department personnel and FOA per- 
sonnel indicate the same trend of thought and the additional thought 
that the Government of India ~vould not be adverse to a loan program. 
The type of loan, liard or soft, seems to be the point difficult of solution. 

India has borrowed a total $116.7 million from the IBRD, according 
to Mr. Jolin Ferris of the FOA India Desk. 

XZZ. New India Znvestment Corporation 

Further clevelopment in the loan picture is the Industrial Credit 
and Investment Corporation of India, Ltd. The World Bank has 
approved tlie loan of $10 million to this corporation which is being 
formed by private investors for the purpose of assisting the growth 
of private industry in India. I t  is expected that the corporation will 
be established in January 1055, a t  which time the bank will enter into 
a formal loan agreement. 

Private investors from India, tlie United Kingdom, and the United 
States will subscribe the initial share capital of the corporation wliich 
will be $10.5 million. A group of prominent Indian industrialists 
and financiers will arrange for tlie sale of $7,350,000 of share capital 
in India, partly through private placement and partly through public 
offering. The British investors will subscribe $2.1 million of capital. 
American investors will subscribe $1,050,000 of share capital. I n  
addition, the Government of Iiidia will make an interest free advance 
of $15,750,000 to the corporation. 

The new corporation will make long- and medium-term loans to 
industrial enterprises, purcl~ase shares of industrial enterprises, 
underwrite new issues of securities, guarantee loans from other invest- 
ment sources, and help industry to obtain managerial, technical, and 
adn~inistrative advice and assistance. It is planned that the corpora- 
tion will sell its loans and share holdings to other investors to expand 
the capital market and recover its own capital for further investment. 

Lack of risk capital has always been a drawback to industrial devel- 
opment in India. Since 1948, i t  has been difficult for even the largest 
and best established concerns to raise new capital in the Indian 
markets, and almost impossible to raise equity capital. 

The first Indiaii five-year plan relied upon private enterprise to 
bring about industrial expansion. However, the results have been 
below the level hoped for. 

It is hoped that the new corporation will be able to tap funds in 
India not presently being made available to industry, and later to 
increase the flow of foreign investment into India. The Corporation, 
in addition to aiding India by direct financing, will also assist Indian 
Industry in meeting its needs for technical knowledge and managerial 
experience. 



The establishment of this corporation has been a matter of discussion 
and planning since 1953, and in early 1954, the World Bank sent a 
mission to India to analyze the situation, while a t  the same time, 
exploring the possibility of obtaining prior British and American par- 
ticipation in such a corporation's equity capital. 

The authorized capital of the corporation will be $52.5 million, 
represented by 500,000 ordinary shares and 2,000,000 unclassified 
shares, all with a par value of 100 rupees each. Initially the corpora- 
tion will issue only the ordinary shares $10.5 million). Investors in 
the United Kingdom will subscribe to 100,000 shares, and investors in 
the United States, 250,000 shares. The balance of 350,000 shares will 
be sold in India, and i t  is expected that 150,000 mill be sold by private 
placement, and 200,000 through public subscription. 

The Government of India will make a 30-year advance of $15,750,000 
to the corporation, free of interest, with repayment in 15 equal annual 
installments beginning in the 16th year. This advance will be pro- 
vided out of funds derived from the proceeds of the sale of steel sup- 
plied by the Foreign Operations Administration, and will be made to 
the corporation when the share capital has been subscribed. 

The proceeds of the $10 million World Bank loan will be used for 
the purchase of imported material, equipment, ancl services needed to 
carry out private industrial projects financed by the corporation. 
This loan will be for a term of 15 years at an interest rate of 4v8 per- 
cent per annum with amortization beginning Januar-y 1, 1960. The 
Government of India will guarantee this loan. 

This will be the seventh loan by the World Bank for development 
projects in India and will bring the loan total to $126.7 million. Pre- 
vious loans were for the development of electric power, agriculture, 
railways, and iron and steel production. 

XZZZ. United States Food Grain Loan to India, 1951 

This loan was authorized under Public Law 48 entitled "India 
Emergency Food Aid Act of 1951" for the purpose of providing 
emergency food relief assistance at  a time when the people of India 
were in desperate need of such assistance because of a series of natural 
disasters. These included earthquakes, floods, droughts, and insect 
plagues, all of which combined to cause a very acute food shortage. 

The lam provided for shipment of grain, the amount of which totaled 
2.18 million long tons at  a dollar value of $190 million. The cost of 
the grain was set up as loan through the Export-Import Bank in 
terms of a line of credit to allow the Government of India to purchase 
the grain. Interest was set a t  2% percent per year on the unpaid 
balance payable semiannually beginning December 31,1952. 



The ~rincipal is to be paid in semiannual installments starting on 
June 30, 1957, over a 30-year period. The funds were furnished by 
the Economic Cooperation Administration. 

Interest up to a total of $5 million was deposited in a special account 
with the United States Treasury for the following uses : 

(1) Studies, instruction, technical training, and other education 
activities of Indians in the United States; 

(2) Students, professors, other academic and technical persons 
(United States citizens) to participate in similar activities in 
India ; 

(3) Selection, purchase, and shipment of American scientific, 
professional, and educational literature; 

(4) Selection, purchase, and shipment of American laboratory 
and technical equipment for higher education and research in 
India ; 

(5) For similar materials and equipment (3 and 4) from India 
for use in the United States. 

Repayment by GO1 was to be by transferring to the United States 
materials originating in India and required by the United States be- 
cause of deficiencies in its own material sources. 

India has utilized all but $325,732.86 of the $190 million line of 
credit. The unexpended balance has been canceled. To date India 
has met each interest payment on time, and in fact two payments were 
made ahead of schedule. 

I t  is anticipated that the GO1 will make all payments of principal 
on time. 

This experience indicates the ability of India to fulfill its credit 
obligations and perhaps to absorb any future United States aid under 
loan agreements. 

XZV. Commodity Aid 

Commodity aid to India is programed under the Mutual Security 
Act of 1954 (Public Law 665) (Title 11) and the Agricultural Trade 
Development and Assistance Act of 1954 (Public Law 480). 

For the fiscal year 1955, Public Law 665 authorizes the sale of sur- 
plus agricultural commodities in the amount of $30 million. A break- 
down of these wmmodities shows : public Law 
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Bread g r a i n s - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  $10.0 
Fats and o i l s - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  ----- 
Dairy p r o d u c t s - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  ----- 
C o t t o n - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  20.0 
Tobacco . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ----- 
Ocean t r a n s p o r t a t i o n - - - - - - - - - - - - - - - - - - - - - - - - - -  ----- 

Totals (millions of dollars) ................................. 30.0 
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Other MSP dollar programs (nonagricultural) provide for the 
following : 

S t e e l - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  $12.0-$17.0 
Sindri fertilizer plant expansion - - - - - - - - - - - - - - - - - - -  4.0 
Railroad freight cars ................................ 10.0 
Malaria control . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3.5- 4.5 

Total (millions of dollars) - - - - - - - - - - - - - - - - - - -  29.5- 35.5 

The local currency generated from the sale of both agricultural 
and nonagricultural products under Public Law 665, in the amount 
of $46 million, will be used for loans and grants for economic 
development. 

XV. Multilateral Aid 

This type of aid is provided to India from two sources : The United 
Nations and Colombo plan. 

The United Nations aid touches the same areas as United States 
aid to India but in smaller amounts. Available information indi- 
cates that there is little if any duplication but some minor over- 
lapping. The overlapping seems to occur when the two aid sources 
contribute to the same projects, one supplementing the other. There 
does not appear to be any major difficulty in this respect. U. N. aid 
to India from fiscal year 1949 to fiscal year 1954 totaled $12,390,000 
and in fiscal year 1955 is scheduled in the amount of $650,000. 

The Colombo plan involves Burma, Ceylon, India, Indonesia, Japan, 
Pakistan, the Philippines, Canada, Australia, New Zealand, United 
Kingdom and the United States. 

This group of countries furnishes aid in terms of technical assist- 
ance, equipment and commodities upon request of an Asia member 
country. There is no formal organization or overhead administra- 
tion to handle the requests. The Executive Secretary in Ceylon 
merely forwards the recluest to a member country which in turn fur- 
nishes the required aid and maintains no control over its application. 
It mostly t.alces the form of furnishing technical services with the 
providing country paying the costs and the recipient country exer- 
cising complete control from the time of arrival of persons or equip- 
ment in the country. 

The Colombo plan report, October 1954, released after the plan 
conference in Ottawa, Canada, reiterates the facts of forward progress 
previously noted in the paper during the discussion of India's f i s t  
5-year plan. 

Aid to India through the Colombo plan is recapped as follows: 
Canada, Australia, and New Zealand provided, during the period 

fiscal year 1949 to fiscal year 1954, $66.2 million and in fiscal year 1955 



estimates show $17 million. The United Kingdom has furnished no 
aid as such but has released blocked sterling during the period fiscal 
year 1949 to fiscal year 1954 in the amount of $294 million and in 
fiscal year 1955, $98 million. The United States contribution is con- 
sidered to be its total aid given under its bilateral agreements with 
India and none is channeled through the Colombo plan. This has 
totaled fiscal year 1949 to fiscal year 1955, $5~31,670,000 not including 
United States contriblitioils through the U. N. or United States Volun- 
tary Relief -4gencies. I B R D  loans are also excluded. 

Some of the member countries, notably Ceylon, are currently not 
eligible for aid due to noncompliance with the Battle Act. 

XVZ. Discussion 

The need for aid to India and its future coiltiiluarlce must be based 
on United States policy requireinents, dictated by current situations, 
the progress of India's ecoiiomic improvement and by United States 
humanitarian desires. 

From material available and cliscussions with personnel of the De- 
partment of State, FOA,  and other interested United States Govern- 
ment agencies, the consensus of present thinking is that  aid is cur- 
rently needed and will be needed for a t  least the next five years on an 
increasing scale of 10-20 percent. This is based on the factors that 
India has not reached a satisfactory point of economic stability; and 
that pure hun~anitarian interests continue. 

However, i t  lias been stated on serel-a1 occasions by Mr. George 
Allen, former Ambassador to India, John Ferris, India Desk, POA, 
and others that if United States aicl were withdrawn, India would 
continue its ow11 development program and would undounltedly resist 
Communist pressure and remain free and democratic. 

The emphasis on future aid tends to be in the field of industrial 
clevelopment and includes power and transportation phases in concert 
with industrial development. 

The types of aid to be g i ~ e n  are economic aid of all types including 
technical assistance in the areas of inclustry, public utilities and serv- 
ices, health, education, and agriculture. 

The form of aid contemplated has been a matter of much thought. 
The questioil of wllether i t  should be ill terms of dollar or local cur- 
rency grants, loans or coinmodity grants or loans has drawn a variety 
of answers from discussion and in congressional hearings. There 
appears to be agreement that a total loan aid program would not be 
resisted by the Government of India. 

The phasing out of aid to India poses a difficult problem. It ap- 
pears impossible to fix a date for the cessation of aid. However, there 



are strongly divergent views re.garding the type and amount of con- 
tinuing aid. 

XVZZ. Findings 

1. United States aid to India has accomplished specific results and 
marked increased economic stability. 

2. The need for agriculural aid has decreased. 
3. Tlle need for public health aid has decreased. 
4. India would continue to develop without United States aid but 

more slowly. 
5. If  aid continues, it could be on a bankable or near bankable 

loan basis. 
6. There have been in the past failures to properly coordinate proj- 

ects within the same prograins but this situation has improved. 
7. There is no physical integration of the USOhl and the United 

States Embassy. 
8. The USOM could be integrated with the Embassy, with savings 

in cost and efficiency. 
9. Care should be exercised to avoid United States participation 

commitments on a second India 5-year plan prior to deternlining the 
a ion. target for aid cess t '  

10. Generally speaking, the only method of phasing out aid to 
India is by control through decreased appropriations. 

I t  must be borne in irliild that this study and evaluation was made 
without the benefit of all the facts or a field examination, neither of 
which m-as possible, and is necessarily limited by these factors. 



Formosa 

By John H. Nelson 

PREVIOUS PAGE BLANK 



CONTENTS 

I. United States aid ---.---------------------------------------- 
11. Aid to China mainland _--..----------------------------------. 

111. Economic aid 1948-50, inclusive - _ _ _ _ _ - - _  _---..------ -----.---- 

IV. Economic aid cumulative fiscal year, 1951-54 --___-_-___-._------ 

V. United States aid-fiscal year 1955 --.___-._---. .- _ - - - - - - - - - - - - -  

VI. Major projects__a -----.----.---- - - - - - . -  - - - - - - - - - - - - -  

VII. P e r s o n n e l - _ _ _ _ . . _ . . _ . _ _ _ _ _ - - - . - . _ _ _ - - - . - - - - - - - - - - - - - - - -  
VIII. Joint Commission on Rural Reconstruction_ - - - - - - - -  - - - -  - - -  .-- - - 

I S .  J. G. White Engineering Corp ---__.-_----_-------------------- 

X. Econoniic problems- - _._____------------------------ - - - - - - -  - -  
XI. Overseas Chinese--- -.----------------------.-.-------------- 

Observations ______---.----.-.....---------------------..--.- 

Page 
759 
761 
766 
766 
766 
768 
772 
775 
775 
725 
776 
780 
782 

PREVIOUS PAGE BLANK 



INTRODUCTION 

Importance of Formosa to the United States 

Formosa is important to American security interests in the F a r  East 
because i t  forms an important link in the offshore defense line stretch- 
ing from Japan dowil through the Philippines and serves as a rallying 
point for Free China. 

Cllrrent Situation 

The dominant fact in Forn~osa is that its productive facilities are 
inadequate to support the economy without outside assistance. 

An island area of the size of the combined states of Vermont and 
Connecticut with only one-fourth of its area cultivable is required to 
support a population of 7 million Formos:~ns, a refugee population 
from the mainland of about 2 million additional persons plus an 
armed force of approximately 600,000 men together with the procure- 
ment of equipment and the erection of installations that are essential 
to the success of the present military program. Population growth 
is a t  the annual rate of 2.4 percent. I t  also supports two levels of 
government, national and provincial, of whose combined budget, 60 
percent is required for military costs. 

This cannot be done except with sizable amounts of United States 
aid in the form of military equipment and training as well as eco- 
nomic aid ultimately affecting every seginent of agriculture, industry, 
transportation, con~munications, education and public administration 
and welfare related to the total economy. 

The island could readily support with a good standard of living, 
its civil population. I t  cannot, in addition, pay, feed, clothe and 
house tliis large number of troops and build tlie installations needed 
in  the present effort to create an effective military force out of the 
troops now living there. Accordingly, there results a deficit both in 
the internal budget and in balai~ce of international payments. Since 
the deficit is the result of necessary expelzditures for mili tary purposes, 
the economic aid program a7most in i t s  entirety is a program in support 
of military effort. 

A balanced budget is essential to economic stability in Formosa. 
Public borrowing to nuke up deficits is impossible to any considerable 
extent since funds on which the Government can dram for such pur- 
~ o s e s  are extremely limited. Resort to the printing press has led to 
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inflation. Austerity policies, maximum reductions in deficits where 
possible, and vigorous tax collectioils have aided in keeping inflation 
under control. Counterpart funds froin aid commodities have played 
a vital role in this operation. 

The deficit in foreign exchange arises because the amount received 
from exports although registering large gains from year to year is 
insufficient to obtain the commodities that the island has to import 
including military items imported by tlie Chinese Goverilment itself. 
Supplies needed include fertilizer, soy beans, petroleum products, 
chemicals, and cotton, as well as machinery and parts for the develop 
merit of industry. Since the Chinese Government itself has no other 
resources on which i t  can draw for these purposes, the deficit must be 
made up by outside aid or  by private investment. 



Formosa 

I .  United States Aid 

The F O A  has submitted the following statement regarding pro- 
gram objectives : 

(Zntrodzcctory Note: The present paper consists of three parts: 
(1) A comment on the basic structural situation as i t  relates to the 
need for United States economic aid; (2) a r6sum6 of principal prob- 
lems and developments emerging or becoming more serious since 
March 1952; (3) a brief discussion of current economic coilditions 
within the framework of the price, production, budgetary, balance-of- 
payments and investment situations. 

Program objectives, as distinct from overall United States objectives, 
nrhich have been formulated on the basis of the military, political, 
and ecoilomic situation are briefly as follows : (1) to support the mili- 
tary program; (2) to maintain price stability; (3) to enhance the 
prestige of the Nationalist Government ; and (4) to expand productive 
capacity toward economic self-support when more normal conditions 
can be restored. These objectives are mentioned here in order that  
their relationship with the economic situation, discussed below, may 
be noted.) 

1 .  The Basic Structural Sitmtion 

The structural situation is characterized by a low ratio of known 
natural resources, productive capacity, and production to the size of 
the population. These fundamental features of the economy account 
in large measure for  the small annual average per capita income of 
around US$100, and the inadequacy of Government revenues and of 
foreign exchange earnings to support, in addition to minimum non- 
military req~~irements, a military program of the magnitude favored 
by United States Government policy. As  the local production of 
goods and services is nearly sufficient to provide for civilian require- 
ments, the essential function of the economic aid program is to make 
available additional resources roughly equivalent in value to military 
~bequirements (exclusive of military hardware). In  effect, therefore, 
the economic aid program is primarily a military support program. 

2. Emerging or Changing Problems 

Superimposed on the basic econonlic situation outlined above are 



recent developments and problems which influence the feasibility and 
relative urgency of major program objectives (see introductory note). 
The principal among such developments and problems are enumerated 
below : 

(1) The Communist bombardment of K i n m e n  IsZamd and threats 
to invade Formosa will probably discourage local and foreign private 
investment and result in a further shift of emphasis on the part of the 

a ion. Chinese Government from economic growth to military prepar tt' 
This will put a higher priority on the military support objective and 
delay achievement of the economic self-support objective. 

(2) A decline in total estimated foreign exchange earnings for 
1954 and 1955 compared with 1953 has resulted from the limitations 
on sugar exports under international agreement and the fall in  rice 
prices on world markets (see "The Balance-of-Payments Situation" 
below). This emerging problem mill influence the total magnitude 
of aid requirements and slow down progress toward the economic self- 
support objective. 

(3) A large drop in  local rice prices since March 1954 has tended 
to encourage wasteful consumption of rice and has thereby reduced 
the amount of potentially exportable rice. Falling rice prices have 
also reduced the demand for United States Surplus wheat and barley, 
resulting in a decreased rate of Counterpart sales proceeds collections. 
This development affects the total magnitude of aid required and the 
amount of surplus agricultural commodities which should be included 
in the fiscal year 1955 Program. 

(4) The estimated excess of fiscal year 1955 Government expendi- 
tures over revenues is less than was anticipated in March 1954. Pro- 
vided military expenditures do not increase beyond those now 
budgeted, this development will contribute to attainment of the price 
stability objective (see "The Budgetary Situation" below). 

(5) The rapid rates of agricultural and industrial production in- 
creases prevailing in 1952 and 1953 are expected to level off considerably 
in 1954 and 1955 (see. "The Production Situation" below). This 
probably will add to the difficulty of maintaining price stability and 
increase the time required to achieve the economic self-support 
objective. 

3. The Clrment Economic Sitaatiolz 

The recently emerging or changing problems outlined above in- 
fluence the general econorllic situation concerning prices, production, 
the budget, the balance-of-payments and productive investment. The 
current situation with respect to these economic areas is discussed 
below. 



(1) The Price Situation (related, obviously, to the price-stabiliza- 
tion objective). With United States economic assistance, the price 
situation in the period, January-September 1954 (latest data avail- 
able), was generally favorable. The  Government wholesale and retail 
price indexes for Taipei declined 6 and 5 percent, respectively. Gen- 
eral wholesale food and clothing subindexes fell 15 and 8 percent. 
Retail rice prices dropped 24 percent, with favorable cost-of-living 
implications for a sizable part of the population. The J C R R  index 
of prices paid by farmers declined 12 percent, while the index of prices 
received by farmers dropped 8 percent. The Kinmen incident of 
September 3, 1954, and Communist invasion threats resulted initially 
in a sharp increase in the black market rates of gold and United States 
dollars, but have not caused thus fa r  a rise in the general price level. 

Related to the price situation in January-September 1954 was a 
money supply increase (exclusive of "free?' counterpart and preferen- 
tial deposits) of 19 percent, compared with increasse of 21 and 12 per- 
cent in the corresponding periods of 1953 and 1952. An increase in 
loans to private firms and individuals was the most importailt con- 
tributor to the money supply expansion, followed in order of impor- 
tance by loans to governments and loans to government enterprises. 

While price stability was maintained in January-September 1954, 
i t  must be strongly emphasized that this was due to a large extent to the 
economic aid program. Continued price stability will be dependent 
on the inclusion of a large volume of saleable coininodities in the fiscal 
year 1955 aid program. 

( 2 )  The Production Situation (related to the military-support, 
price-stability and self-support objectives). Rates of agricultnral and 
industrial production increases in  1954 and 1955 are expected to be 
substantially less than in the previous 2 years. The weighted aver- 
age increase of combined agricultural production (including forestry 
and fisheries) and industrial output (including mining, transporta- 
tion, and power) in 1952 and 1953 over the respective previous year is 
estimated at  12 and 16 percent. The comparable increases projected 
for 1954 and 1955 are 4 percent and 3 percent respectively, compared 
with an annnal population growth of 2.5-3.0 percent. The  tendency 
of industrial output to level off after remarkable gains in 1952 and 
1953 is due principally to 3 factors: (1) the limitation imposed on 
sugar production by international agreement; (2) the fact that to an 
increasing extent industrial investment has taken the form of new 
expansion of plant and eqnipment rather than rehabilitation of idle 
capacity, with consequently smaller production increases per dollar 
invested; and (3) the slump in certain industries, notably textiles, 
clue to overproduction relative to demand. Lower rates of projected 
farm production increases are attributable basically to the absence of 
xn appreciable amount of additional arable land, to the already inten- 



sive mode of farming, and to the limitation of sugar production as 
mentioned above. 

(3)  The  Budgetary Situation (related to total aid requirements 
and to the price-stability, military-support and self-support objec- 
tives). The essential feature of the fiscal year 1955 budgetary situa- 
tion is a notable increase in the Cliiilese Government's own revenues 
which, however, is more than offset by an increase in combined budget- 
ary expenditures (including couilterpart GBS and Counterpart for 
the military outside the budget), largely for military purposes. Com- 
bined Prori~lcial and Central Government revenues (excluding Coun- 
terpart) in fiscal year 1955 are 63 percent above fiscal year 1953 and 
16 percent above fiscal year 1954. Combined Provincial and Central 
Government expenditures (including GBS and Counterpart for the 
military outside the budget) are 62 percent above fiscal year 1953 and 
19 percent above fiscal year 1954. I t  must be emphnsized that these 
data do not allow for an increase in military expenditures which 
may be necessary in view of Comnlunist illvasioil threats. 

( 4 )  Balance-of-Payments Situation (related to total aid require- 
ments as well as to the military support, price stability and self-sup- 
port objectives). The most prominent feature of the prospective cal- 
endar year 1955 balance-of-payments situation is a decline in total 
foreign exchange earnings relative to the 2 previous years. This is 
due principally to the restriction imposed on sugar exports under in- 
ternational agreement, and to an expected decline in prices of both 
sugar and rice, which account typically for around 80 percent of total 
export earnings. 

Essential elements of the balance-of-payments situation are sum- 
marized in the table below. Mi~liinuni exchange of requirements (ex- 
cluding military equipment supplied under MDAP) are estimated at 
US$220 millioil for current year 1955. As with the internal budg- 
etary estimate, it must be emphasized that this does not include in- 
creased military outlays which may be required by the changing 
military situation. 

[Mulions of dollars] 

Trade and payments 1938 1951 1 1952 51) 1953 

I----- 

Exports,f.o. b ................................................. 130 93 120 130 98 
Imports, c. I. I (including aid) ................................. 1 104 151 222 1% m1 

1 3954datn partly preliminary or estimated. 

764 

Tradebalance .......................................... 
Balanceof Pay mentn: 

Balance on goods and services ..---........-----.................. 
e t c a i  ....................................................... 

Prlvrte ................................................. 
Officialand banking .......................................... 

Government grants -.---.----.............................. 
Long-term capital-. ....................................... 
Short-term capital ................................. 

.ban. .gold and exchange reserves .............................. 

-61 -80 -125 

-I--- 
10 
85 

3 
58 

9 ........ 

94 81 ---- 
61 

-6 
........, 3 

1 0  

92 85 
2 ........ 

4 ................ i: 1 61 1 -B 



( 5 )  The Invest~nent Situatio~z (relating to the self-support ob- 
jective). Fundamentally, the situation continues to be characterized 
by a slow rate of expausion of operative production capacity relative 
to the rate of population growth. 

Fixed capital formation from local sources of capital is at a low rate, 
although perhaps about the seine as in most other Southeast Asia11 
countries. The prevailing low national propensity to invest and a 
lligh propensity to consume in Formosa is due partly to low average 
per capita income (roughly US$100 annually), and fairly even dis- 
tribution of income coupled with the fact that profits from trade and 
commerce are generally above profits from more productive under- 
takings. Low fixed capital investment is also attributable to govern- 
ment policy, which in accordance with the basic ~ o l i c y  of early 
recovery of the China mainlaud, gives higher priorities to building 
military strength and to increasing current living standards than to 
the economic growth of Formosa. This policy is manifested in nu- 
merous ways including some reluctance on the part of the government 
to export rice at prevailing world market prices and a propensity to 
allocate nearly all available foreign exchange to importation of raw 
materials and consumer goods. I n  view of the high degree of gov- 
ernment control over the economy, i t  seems unlikely that present rates 
of productive capacity expansion from local capital sources will be 
substantially increased unless the government's basic policy is changed. 

Prospects concerning the inflow of private foreign capital have both 
encouraging and discouraging facets. Encouraging are the follow- 
ing : (1) the recent enactment of a new foreign investment law which 
removes certain restrictions on participation by aliens in industrial 
and mining enterprises, and which raises the allowable rates of profit 
remittance and capital repatriation; (2) legislation now pending 
which would grant tax concessions to new industries and to establish 
industries undertaking major expansion ; (3) conclusion of contracts 
with 3 American firms for the purchase, on an installment basis, of 
US$11.6 million of industrial machinery and equipment, payment for 
US$8.2 million of which will be during a period of 10 years. Tending 
to offset these favorable factors are the Communist pledge to "liberate" 
Formosa and the absence of a war risk provision in the Sino-American 
Industrial Guaranty Agreement. While i t  is not possible to predict 
with any certainty the volume of private foreign and overseas Chinese 
capital which may be invested in Taiwan in the next several years, 
the total is not likely to be large in view of security conditions. 

Considering the factors noted above which tend to limit fixed 
capital formation with local sources of funds as well as the inflow 
of foreign private investment funds, it  seems hardly likely that rapid 
progress toward self-support, at current living standards, will be made 
in the foreseeable future. Actual achievement of this objective will, 



in  all probability, not be possible until security conditions are less 
uncertain, and until military expenditures can be substantially re- 
duced or grant  aid for developmental purposes expanded. A sub- 
stantial level of developmental aid will be necessary merely to main- 
tain present per capita production. 

ZZ. Aid to China Mainland 

While not strictly pertinent to United States aid to Formosa, i t  
may serve to bring that  aid in more accurate perspective to note that 
from 1937 to 1949 some $3.5 billion of all forms of aid including mili- 
tary were expended in or on behalf of the then Chinese Government. 
From Y-J Day to March 1949 somewhere between $2 and $2.5 billion 
in aid in the form of grants and credits were extended to China. Of 
this amount $411 million was in the form of credits, $125.0 million for 
direct military aid, and the balai~ce in grant aid. This amount does 
not include the sale or transfer of surplus military equipment and 
supplies having a procurement cost of approximately $1 billion which 
were sold to the Chinese Government for $232.0 million of which 
$95.0 million mas in the form of credit. 

ZZZ.  Economic Aid 1948-50 Znclusiue 

Economic aid to Formosa started in 1948 under the China Aid Act 
of 1948, Public Law No. 492, Title IV, Eightieth Congress, a t  which 
time Formosa was treated as a province of the Chinese Republic. 
Between 1948 and 1950, preceding aid furnished directly to Formosa 
under ECA, careful estimates indicate that approximately $21.0 mil- 
lion net of economic aid was received in Formosa. Fertilizer mas the 
major item furnished followed by crude oil and wheat flour. Sizable 
sums were utilized to support the Joint Coinmission on Rural Rehabil- 
itation and the engineering services of the J. G. White Organization, 
both of which transferred to Formosa from the mainland. 

ZV. Economic Aid Cumulatiue Fiscal Years 1951-54 

I n  this period a total of $396,639,200 was disbursed for aid to 
Formosa subdivided by major project categories as follows : 

Health and sanitation ----------------- $1,494,900 
Agriculture and natural resources - - - - - - - _ - - - - - - _ - - - - - - - - - - -  58,581,600 
Transportation, communication and power ........................ 33,685,400 
Industry and mining . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  29,718,500 
General and community development - - - - - - _ - - _ _ - - - - - - - - - - - - 2 - - - - -  2,464,300 

1 Flom FOB Sources. 



Education----------------------__-__----------------------------- $1,280,800 
Public administratiou . . . . . . . . . . . . . . . . . . . .  1,183,500 

Total project costs - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  128,409,000 
Mainte~lance of civilian supply .................................. 183,393,200 
Direct forces s u p p o r t - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  84,826,000 
Ocean freight unassigned to field of activity ...................... 11,000 

T o t a l - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  396,639,200 

Econo~nic Aid Program 

Prior to fiscal year 1954, the danger of inflation made i t  necessary 
to use the bulk of available F O A  funds for imports of consumer goods 
and industrial raw materials. These imports served the dual purpose 
of (a) supplying needed consumer goods and raw materials for indus- 
try, which the Chinese could not finance out of their own foreign 
exchange and ( b )  generating counterpart funds to help the Govern- 
ment finance certain local currency expenditures without excessive 
inflation. This aid succeeded in mitigating the serious inflation found 
at  the time the program began. During 1953 wholesale prices rose 
16 percent, as contrasted with 91 percent increase during 1950. Other 
beneficial effects are seen in the substantial increases in the production 
of rice and other agricultural products, and in the output of industries 
operating a t  or near capacity during 1953. These have reduced the 
need to import essential consumer goods and have increased exports. 

I11 absolute terms, production has risen above prewar levels. I n  
1953, industrial production rose to an index figure of 140 as coinpared 
wit11 100 in 1941. Agricultural productioii in  1952-53 rose to an index 
of 102 as compared with prewar. I n  per capita terms, however, pro- 
duction is below prewar because of the influx of a million and a half 
troops and civilians from the mainland plus an increase in  the local 
Formosan population of nearly two and a half million. These in- 
creased liave raised the population from 5.7 million persons in 1937 
to nearly 10.0 million in 1953. 

Compared to levels in 1949 striking gains, both absolute and per 
capita, have been achieved in production. Firm power capacity has 
increased from 149,000 kw. in 1949 to 271,000 kw. in 1953, 52 percent 
above the prewar Japanese peak. Rice production has increased 
steadily and in 1953 reached an alltime record of about 1.7 million 
tons. The production of textiles has increased fivefold since 1950, 
permitting Formosa to meet its entire current requirements for  mili- 
tary uniforms as well as to satisfy nearly all civilian requirements. 

The improved economic situations-higher production levels, rising 
exports, and a retarded price inflation-made i t  possible in fiscal year 
1954 to increase substantially the allocation of F O A  aid funds for de- 
velopment of power, transportation, and industrial facilities. Outside 



assistance for cayital deveioprnent is required because ( a )  a faster 
rate of investment is the only means of further increasing per capita 
production a i ~ d  thereby achieving progress toward self-support (even 
of keeping abreast of tlie rapid population gromtll and increasing 
~riilitary requirements), and (6)  available Clliilese resources for this 
purpose are inadequate. 

Counterpart funds a~lcl dollar aid have been used to improve the 
clothing, equipment and rations of the Chinese armed forces. Over 
$5 rilillion in offshore procurenlent contracts were placed mitll Chinese 
arsenals during 1953 for the productioil of small arms and ammunition. 

Technical Cooperation has assisted the program of the Joint Com- 
lnission on Rural Reconstruction (JCRR) and other programs im- 
proving agriculture, public health, education and public adminis- 
tration. Surveys have shown that approximately 95 percent of the 
rural people of Formosa know of American assistance to these pro- 
grams and have felt their benefit. These programs have contributed 
nlaterially to the peace and order now prevailing within Formosa, 
as well as to the marked increase in production that has benefited 
so materially the overall economy and the defense effort. 

V .  United States AiCt-Fiscal Year 1955 

For fiscal year 1955 approximately $90 million will be made avail- 
able for the Formosa program. These funds mill be used as follows : 
Direct Forces Support, $25.0 million; RIutual Defense Support, $62.6 
million; and Technical Cooperation, $2.4 million. As described in 
greater detail below, all activities-irrespective of functional cate- 
gory-also will receive considerable support from counterpart funds, 
as a local currency supplement to the direct dollar aid shown above. 

Direct Forces Sz@ort-$2J.O Milliolz 

Funds in this category are being used to finance civilian-type im- 
ports required by the Formosan forces to supplement the military 
equipment and technical assistance furnished under the MDAP, and 
to assure its effective utilization. Items to be included will be used 
in the construction of warehouses, barracks, training centers, trans- 
portation facilities, airfields and revetments for jet and convcntional 
aircraft. Also included will be imports of raw materials for the local 
manufacture of certain types of ammunition and small arms. Pe- 
troleum products for aircraft, ships, and combat vehicles will be 
supplied. 

From FOA Sources. 
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Mutual Defense Support-$62.6 Million 

These funds will supplemeilt foreign exchange resources of the 
Chinese Government. They will be used to assure an adequate sup- 
ply of consumer goods, industrial raw materials and capital goods 
and services. 

Of the total funds requested within this category, $38.2 million 
will be used to finance industrial raw materials, such as phosphate 
rock to manufacture calcium superphosphate, soy beans for cake 
and edible oils, raw cotton to manufacture textiles, and lubricating 
oils for manufacturing industries, railways, buses, and power genera- 
tion. A small amount, $0.5 million will be used to improve harbor, 
railway, and telecommunications systems, which are essential to effec- 
tive support of the military establishment. The balance will be used 
as follows : $0.3 million for improved irrigation and fishing facilities, 
$4.0 million for power and shipbuilding, and $15.5 million for the 
expansion of industries already established. (These are chemical 
fertilizer, paper and pulp, lumbering, sugar refining chemicals, rub- 
I~er processing and metals, and the mining of copper, gold, bituminous 
coal and coke.) A further $0.7 million is for the services of a United 
States firm of consulting engineers. The balance of $3.4 million is 
for rehabilitation and replacement equipment. 

F O A  aid to industrial development in fiscal year 1955, provided in 
this program, is expected to be particularly effective because i t  is 
geared to Chinese assurances, which F O A  believes are within their 
capabilities, that the Government will further improve its economic 
planning, take steps to establish a favorable climate for private foreign 
and domestic investment, and increase the efficiency of presently Gov- 
ernment-owned industries. 

Techlcical Cooperation-$2.4 Million 

The funds requested in this category will finance the cost of experts 
in the fields of agriculture, public health, education and public ad- 
ministration; small quantities of supplies and equipment for demon- 
stration purposes; and a trainee program in the United States for 
about 145 persons. I n  addition to the dollar funds indicated above 
for the technical cooperation component, a substantial amount of 
counterpart funds is made available in support of its activities, as de- 
tailed later. An important purpose of this program is to help the 
Government and the people of Formosa to help themselves, by giving 
aid to their efforts to establish fundamental programs affecting the 
general welfare in such fields as agriculture, health, education, public 
administration, and industry. Help in specific projects has been given 
to improve agricultural production through the adoption of better 



techniques; to control malaria, tuberculosis and other diseases; to 
improve teclmical education, as a companion measure aiding indus- 
trial development; and to improve public administration, bringing 
about more effective budgeting, taxation, and expenditure controls. 

Economic Aid-Operating Program Fiscal Year 1955 

[ I n  thousands of dollars1 

Total - - - - - - - - - ~ - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  ' 89,700 

A. Technical exchange and cooperation -----_---------------------- 3,100 
Agriculture and natural resources ...................... 822 
Industry and mining . . . . . . . . . . . . . . . . . . . . . . . . . . . .  78 
Transportation 38 
Labor . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18 
Health and sanitation . . . . . . . . . . . . . . . . . . . . . . . .  507 
Education ........................................ 742 
Public administration . . . . . . . . . . . . . . . . . . . . .  203 
Community development, social welfare and housing--- 15 
General and miscellaneous . . . . . . . . . . . . . . . . . . . . . . .  677 

3,100 
B. Defense s u p p o r t - - - - - - - - - - - - - - - - - - - - - - - - -  61,600 

Project assis tance------------------------------  19,724 
hionproject assistance ............................... 41,876 

61,600 
Project assistance 

Agriculture and natural resources--------- 325 
Industry and mining --------_----_------- 17,874 
Transportation ......................... 1,280 
Health and sanitation - - - - - - - - - - - - - - - - -  100 
Public administration .................... 120 
Community de~elopment, social welfare and 

housing . . . . . . . . . . . . . . . . . . . . . . . . . . . .  25 

19,724 

Nonpro ject assistance ---- ..................... - - - - -  41,876 
Agricultural community (sec. 402) -------- 34,500 
Petroleum-Lubricants .................... 800 
Raw materials and semiflnished products-- 4,106 
Machinery and vehicles --__--_----------- 1,979 
Rubber products - - - - - - -_ - - - - - - - - -_ - - - -  350 
Miscellaneous ........................... 141 



C. Direct forces s u p p o r t - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  25,000 
Project assistance, barmcks, etc ..................... 6,502 
Nonproject assistance ............................... 18,498 

25,000 
Nonproject assistance 

Xongroject assistance (sec. 402) ---------- 5,900 
Petrol products .......................... 5,077 
Ram nlaterials and semifinished products-- 4,087 
Machinery and vehicles ----------------- 1,638 
Rubber products ......................... 429 
Textile products ....................... 743 
~Iiscellnneous ........................... 624 

18,498 
1 Very substantial Increases are presently under consideration and in all probability will 

be approved. 

Counterpart F d s  

FOA-financed commodity imports develop counterpart funds which 
augment Chinese Government resources for essential military and 
civilian expenditures. For such expenditures during fiscal year 1955, 
it  is estimated that a total equivalent of $93.7 millioil in counterpart 
funds mill be needed. Pa r t  of these funds will be developed through 
the sale of commodities financed by BOA in fiscal year 1955. Pa r t  
will be derived from corresponding programs of prior fiscal years, 
and from repayment of loans previously made from counterpart funds. 
The $93.7 million equivalent in local currency will be used during 
fiscal year 1955 as follows: 

1 Amount I 
(million Percant 1 dollar I of total 

equivalent) 

China's Part in Program 

Dlrect forces support. .......................................................... 
Mutualdefensesupport ..................................................... 
Technical cooperation.-. ................................................. 

Totd ................................................................ 

The Chinese are devoting 80 percent of their national budget and 
nearly 60 percent of the combined National Provincial Goveri~ment's 
budgetary resources to the military effort. They are increasingly 
assuming the administration and costs of American-sponsored techni- 
cal assistailce projects in such fields as health, education and rural 
development. A new foreign investment law is nearing enactment 
which, it  is hoped, will improve the climate for private investment 
sufficiently to attract United States and other private capital. 

56. 0 
28.7 
8.0 

83.7 

60 
31 

8 

100 



Relatiofiship of the Program to  UN Projects in Formosa 

Several projects are being carried out in Formosa by certain U. N. 
specialized agencies-the U. N. Educational, Scientific and Cultural 
Organization (UNESCO) ; the IITorld Health Organization (WHO) ; 
and the United Nations Children's Welfare Fund (UNICEF).  These 
projects are coordinated with the United States assisted education 
and health programs. Two of the U. N. projects in the fields of 
malaria and tuberculosis control are conducted jointly with the Joint 
Commission on Rural Reconstruction (JCRR) . 

b71. M a j o r  Projects 

Some idea of the character and magnitude of major projects ap- 
proved and sponsored by United States aid programs in Formosa dur- 
ing recent years is suggested by the following tabulation provided by 
Foreign Operations Aclministrsltion : 

From Ii.08 sources. 



FOA Industrial Projects Approued, Procurement Authorization Amount, and Status of Projects as of June 30,1954 
[In thousand dollars] 

-- . -- - - -  

Description 
Fiscal 

f year 
originally 
approved 

I Power 

Type of project 

1951 Li-wu hydro power station, 
Hualien, and East-West 
tie line. 

1953 Tung-men hydro power sta- 
tion near Hualien. 

Tien-leng hydro power sta- 1 tion, near Pengym.  

1953 Nan-pu steam power plnnt, 
Kaohsiung. 

Iiighways 

1951 Silo bridge, SUo ._........... 

Manufacturing 

1951 ' Kaohsiung ammonium sul- 1 phate works, Kaohsiung. 

tion of this station roached one-fifth of total power system output. 
Rehabilitation of Li-mu first 16,000-kw. unit and installation of a second 16,000-kw. 

unit. First unit placed in service in December 1951, and second unit in March 
1954. Construction of first and second circuits of East-West cross-island trans- 
mission tie-line. First circuit put in service December 1951 and second~circult 
in November 1953. 

Rehabilitation of station heavily dama~ed by fioods. Station is now being lo- 
cated underground and requires a new diversion dam, powerhouse, and tail- 
race tunnel. Capacity of rehabilitated station will be 21,OW kw. Civil con- 
struction work is 70 percent completed. 

Increasing dry season peaking eapacity of this station by 59,300 kw., through 
installation of crest gates on the diversion dam and addition of a third generation 
unit. 

Development of 40,000-kv-a steam power to meet growlng demand for power in 
Kaohsiung industrial area. Supplies and equipment include turho-generator 
and steam gcnerating unit, electrical apparatus, structural steel and insulating 
materials. Technical services of Oihbs & Hill, Ino., are being employed to per- 
form enemeering desiw and construction in connection with installation of 
generator. 

Completion of 31-span, 2-km. bridge to elimmate highway gap at the center of 
the west coast highway system. Concrete piers and abutments were built by 
Japanese. FOA supplied structural steel, tools, and materials. Design and 
fabrication of steel work done by American Bridge Co. Placed in operation 
January 1953. 

Exl,:msi,n of plant mlvlic~ty from 7 , 2 ~  tons to fd).(HY) tons annllally. Technic~l 
desiqn an11 tmglnecrit~c work done by \Vah C'llsng Enpineering C'orp. of New 
York has been corn~~lcte~l. Inst~llotion of ~lelivcre(l eyulpment Ls ibrJiting 
completion of buildings. 

1 Procure- I I I 
,Zh",",- Percent Percent Expected com- 1 ization arrived ( inslalled 1 pletion date 

I amount ) 1 I 

Currently in op- 
eration. 

Do. 

August 1955. 

End of calendar 
year 1955. 

October 1955. 

Currently in op- 
eration. 

End of calendar 
year 1855. 



4 FOA Industrial Projects Approved, Procure?nent Authorization A?nount, and Status of Projects as of June 30,1954-Con. 
rR --- - - -- ---- 

Fiscal \ 1 
Description 

Manufacturing-Con. 

KASW nitrogen fertilizer 
works, Hualien. 

Taiwan Fertilizer Corp. 
fnctory No. 6, urea plant, 
ncar Taipei. 

Taiwan Fertilizer Corp., 
n i t r ophospha t e  p l a n t ,  
Kaohsiung. 

B~produc t  Coke Ovcn, near 
1 aipei. 

Taiwan Paper & Pulp Corp., 
paper mills a t  Lotung, 
Tatu,  and Hsinyinp. 

Taiwan Paper &Pu lp  Corp., 
Hsinying Paper Mill. 

Taiwan Sugar Corp., Hard- 
board Plant, Changhwa. 

Ordnance Section Combined 
Scrvice Porccs, Double- 
B a e  Powder Plant, Kaoh. 
sinng. 

Establishment of a 70,000-ton annual capacity nitro-chalk plant on original sitc ofa 
bombed-out former Japanese aluminum factory. Equipment bcginning to 
arrlue. Plant eonstrllction cxpccted to be comr)lctcd hy Dcceinher 1955. Dc- 
sign work is being done by Jl'ah Chang Engineering Corp. and Chcmicnl Con- 
s t rnr t inn Corn - -. . - - . . - -. - .. . , . . 

Establishment of 85,800-ton annual capacity plant for mannfacturing nrea con- 
taining 44 prrccnt nitropcn. This will mske Formosa nearly self-sufficient iu 
nitrogcr~ous fcrtiliz~r. LIydrocarbon Rcsc:rrch h : ~  bccn awarded tho controct 
for engineering dcsign, procuremeut und supervision of construction. 

Est:rblish~ncnt of 4,300-ton :innu:ll cdpncity nitrophosphate production through 
construction of a nitric acid plant and ill1 acirlol;ltion process pl:mt for trcating 
imported phosphatc rock with nitric acid and suhseqnently with ammonia. 
This will permit thc start of an cxtcnsivc program in thc use of mixcd fertilizers 
i n  Rnrrnosn . . . - . . . . . . . 

In~t:iil:1[ion of ~ q u i ~ ) m ~ f i f ~ t  for pro 11ictio11 t ~ f  byprwl~irt rdke .tnsl ~ V N I  1 ~ .  to:rttter 
wit10 ,)rp lnlr 11y1,rotIui.t rr1111c~ \vl~lrh will rttinlt i n  .LIIIIII  LI  f t ) r ~ . i ~ i ~  t,\i.t~.~npt. S L Y -  
ings of $1.5 I I I I ~ ~ I ~ I I .  l'1.111t ('.&[I t ~ t y  will hc 1 3 1 . 1  I L I  tor15 1k.r yt , lr .  1; t i  : A I I ~  ot11t.r 
vduablc byoroducts, surh as nafl~thslcne and nnthrnicne oil. will bc utilized 
locallv or eii~ortccl. Renrcscnts ldreost individual venture in ~ r i v a t e  enterorise 
to date in I'ormosa. 

Installation of cquipincnt to rehabilitstc and rnodcrnizc paper n~ills so as to increase 
production, rniri~ufacture better quality products, and rciluce costs. 

Inst:1llntio,n of r i l ~ l i l ~ ~ l ~  ,!it to corl\.crt thc Ilsinyinr I'trll! Jlill frorr~ 1 s~dillrl l  sul- 
1!11itt, tu .1 kt..~ft proc G i ,  in ~rtl3.r to prt~rlucr 111111, froin b.rr.b~ic rv ~stt', thn, pro- 
1lu11ng t bctt,>r (111.llity [ I I I ~ I I . L ~  11)wer cost. '1111t' [ , I I I I I  rv111 br USC* I for cl.lnrrlt ,i111 
fcrtilizcr bags, a? wcll as for mixing with ground u'ood 1in1p to makc newsprint in ~. 
the Lotung-mill. 

Installation of cqnipmcnt to rnanufacturc a higll-gr:~dr, two-side Anishcd had-  
board and insulation b o ~ r d  from bagasse wnstc. TSC will close down its sugar 
mill at Changhwn and use thc bliiltlings. rail sidings. and cmployce~ for the new 
plant, which will produce 45 lnillion square fcrt of board per year f~.orn 35,000 
tons of bap:lssc. Part of tllc hoard will bc sold locally nnd part exportctl, result- 
ing in nct forcign cxchanpo saving of $1.4 million annually. 

Installation of eqnipment to manufnctnre double-base powder for mortar and 
cannon shclls. Sincc f~cilities arc available for making nitroccllulosc, the rniljor 
ingredicnt of double-base powder costs of such a plant would be greatly reduced. 
Prlictically all raw matcrials :~re)av:lilahle locally. The plant would be c3tab- 
lishcd in connection with the single base powder plant which is illitiating pro- 
duction in 1954. 

December 1956. 

Summer 1956. 

Calenda r  year  
1956. 

Calendar  year 
1955. 

Calenda r  year 
1956. 

November 1955. 



VZZ. Personnel 

The Taipei Embassy Economic Staff consists of seven persons cost- 
ing $49,085 per year as against a total staff of 38 persons for all pur- 
poses costiilg $208,510 per year. 

The Department of Defense as of November 1954 had a total of 977 
persons in Formosa of which 836 were United States military per- 
sonnel and 141 foreign nationals. 

FOA as of November 1954 had a total of 150 persons in Formosa of 
which 94 were broadly classified as administrative and 56 charged to 
the program. A further breakdown of this total indicates that of 
80 United States nationals, 24 were administrative, 47 technical as- 
sistants, 9 on reimbursable detail while 70 foreign nationals were listed 
as acting in administrative capacities. 

VZZZ. Joint Commission on Rural Reconstruction 

This Commission is unique to Formosa. I t  is a jointly operated 
Chinese-American organization with two American commissioners 
appointed by the President and three Chinese commissioners, includ- 
ing the chairman, selected by the Government. It was originally 
created to operate on the mainland. Since moving to Formosa it  has 
been largely responsible for the outstanding success of the agricultural 
programs. It is financed to a limited extent by FOA but largely by 
Chinese Government currency derived from the counterpart fund. 
I t s  activities include programs in rural health and sanitation, land 
rent reduction and land reform, crops and livestock production, ir- 
rigation, improvement of farmers' associations, analysis of ~ r a l  eco- 
~ ~ o m i c  problems, and supervision of storage, distribution and utiliza- 
tion of chemical fertilizers and beancakes. I t s  success in maximizing 
self-help by the Chinese with limited supervision by American per- 
sonnel affords an example which might well be followed in other 
areas. I t s  continuance is authorized under Section 536 of the United 
Security Act of 1954. 

ZX. J .  G. White Engineering Corp. 

I n  a somewhat similar fashion, the J. G. White Engineering Corp. 
serves the industrial and defense segment of the United States aid pro- 
gram in Formosa. Originally under contract to the Nationalist Gov- 
ernment on the mainland for engineering and technical advisory serv- 
ices beginning in 1948 this organization moved to Formosa in 1949 
with Government of Chiang Kai-shek. I t s  contract has been succes- 
sively financed since 1948 by ECA-MSA and FOA. It now costs 



approximately $650,000 annually and provides for a maximum of 30 
American nationals chiefly senior engineers of which 25 are currently 
employed and in service in Formosa. I t  originally employed nine 
persons. This organization has a dual function in that i t  acts in an 
:~dvisory capacity to both the Chinese Government and to the US031 
of BOA in Formosa. I n  recent months it has been increasingly 
involved in the engineering of many defense projects with 4 or 5 
of its total staff of 25 devoting full time to these projects. The In-  
dustry Officer of the USOM staff acts as liaison officer to the J. G. 
White Corp. The availability of this diversified engineering advice 
has proved useful to both the Chinese Government and FOA. 

X .  Economic Problems 

As viewed by the Department of State, the current economic prob- 
lems on Fornlosa as distinct from military and political problems 
include : 

(1) The optimum degree and pace of industrialization, 
(2) Exchange rates and inflation, 
(3)  The status of trade with Japan, 
(4) Implementation of reconlillelldatioils made by the United 

States sponsored Economic *4dvisory Group on modernizing 
fiscal and tax practices, 

(5)  The expansion of private investment and farm credit. 
Elconomic proble~ns stem basically from the political situation which has 

imposed some 2 million refugees upon a small island with an already large 
population, linlited natural resources, and a colonial economy. The island has 
been required to maintain an abnormally large military establishn~ent and to 
attenlpt to operate a s  the base of an independent state. 

The island is relatively rich in sugar, rice, and certain other agricultural 
products, but the investment required to produce additional yield is high. 

Fornlosa has only a snlall industrial base. Post-World War I1 development 
of industry has concentrated on the need to reduce certain types of imports, and 
there has been practically no manufacturing for export. Furthermore, develop 
ment of new industry is handicapped by the obsolescence of most of the ma- 
chinery and methods already in use. Capital required for development generally 
is  very linlited and the inrestnlent rate is  low, partly because of the drains of 
the large military establishment and partly due to the poor investment climate. 
The Chinese Government has been making efforts to improve the situation and 
has passed a recent law regulating foreign investn~ent which should provide 
some encouragement to capital from abroad. United States aid has been directed 
largely to military expenditures and day-to-day economic support of the military 
establishment. 

The island has a substantial dedcit in its foreign trade and payments balances. 
United States aid has had the effect of making up this difference from year to 
year. (For  esaniple, the foreign trade deficit and the figure for United States 
eronomic aid were both about $60 million in  19.53.) This situation also goes back 
lo the history of Foriliosa as  a dependency of Japan and China. There is a 
marked lack of diversity in agricultural production, sugar and rice far  out- 



stripping other products. This places the small economy a t  tlie mercy of the 
v,70rld market prices for these products, which have recently shown a tendency 
tc decline. The role of the island in the world sugar market is limited by its 
participation in the Sugar Agreement, which has set an export quota somewhat 
below its recently demonstrated ability to produce. An imn~ediate problem is 
the necessity to market and even store a bunlper rice crop in the face of sur- 
pluses occurring elsewhere in the area and the United States surplus disposal 
program. 

I n  attacking these problenls the United States Enibassy Economic' Section 
works closely with the staR of the Foreign Operations Atlniinistration ~nission 
(and with members of the Military Assistance Advisory Group with regard to 
aspects of military aid) .  The four primary objectives of our aid program to the 
Republic of China may be briefly described a s  follows: (1) To stabilize the 
economy, (2)  to support the necessary military efPort, (3) to develop the island's 
capacity for econon~ic self-support, and (4)  to assist the Chinese Government in 
illcreasing efficiency in its eco~iomic functions. The detailed plans of our aid 
effort are  made and carried out by the FOA mission, with the econoniic section 
of the Embassy acting in an advisory and coordinating capacity with particular 
respect to policy functions correlated to those carried on by the Department of 
State and E'OA in Washington. 

An Economic Stabilization Board has been established in Taipei by the 
Chinese Government. On it sit United States Embassy, FOA, and United States 
military personnel a s  advisers. This body and its subcommittees meet regularly 
to recommend measures to improve the status of the whole economy. I t  is 
principally through this organ that United States aid plans are worked out 
with the Chinese Government. 

Multilateral Economic Program 

The participation by the Government of the Republic of China in such multi- 
lateral economic organs as  ECAFE, GATT, and the Sugar Agreement primarily 
involves the Embassy in matters concerning the continuing representation of 
Nationalist China in these bodies, since i t  hns been n cardinnl policy of the 
Communists to attempt to unseat the GRC and substitute representatives of 
the Communist regime in Peking. 

Public Enterprise 

The term "public enterprise" is loosely used to apply to a variety 
of commercial-type activities, gorernmental functions, banks, etc., 
under a diversity of forms of management and supervision. Follow- 
ing is, me believe, a comprehensive list. The China Broadcasting 
Corp. is owned by the Kuomintang, which makes it, too, a form of 
government enterprise. 



Organiz~t ion of Public Enterprises (According to Chinese Sources) 

Public corporation or enterprise 

1 Ownership 

1 Government Private 
(percent) (percent) 

CENTRAL GOVERNMENT OWNED 1 

PROVINCIAL OOVERNMENT OWNED AND SUPERVISED I 
Industrial & Mining Corp ..................................................... ! 
Agriculture RT Forestry Development Corp .................................... 1 
Tobacco and Wine Monopoly Bureau ........................................ 
Forestry Admhiistration ...................................................... 

100 00 
100.00 I-::::::::::: 
100.00 '1 ........... 
100.00 ............ 
loo. on ............ 
100.00 I ............ 

~ 

2amphhr Bureau-- ......................................................... -..I l&,OO 1. ........... 
Kanhsiunr Ammonlt~m Sulfate Plant .......................................... I .............. 1 ............ ~ -. -~~.. .............. 
Agriculturnl Processing Factory ............................................... 1 100.00 1 ............ 
Provincial Government Prlnting Works .......................................! 100.00 , ............ 
Taiwan Steam Navigation Co ................................................. 1 100.00 ,.. .......... 
Taiwan Rallway Administration .............................................. I 100.00 i ............ 
Taiwan H l e h n a ~  Adminbtration ............................................. I 100.00 t ............ 

J O ~ T ~ N A ~ O N A L ~ A ~ ~ P B O V I N C I A L ~ G O V E B N M ~ N T  OWNEESFUP I I 
Suzleroised bu hfinisfru of Economic Affairs: 8 i I - * 

Taiwan Sugar Corp ............. ......................................... 3.29 
Taiwan Power Co ......................................................... 
Taiwan Paper & Pulp Corp ............................................... 73.37 
Taiwan Cement Corp ..................................................... 91.34 8.66 
Taiwan Fertlllzer Corp .................................................... 1 s.03 3.97 
Taiwan Alkali Corp ....................................................... ............ 
Taiwan Ivlachinery Manufacturing Corp .................................. 62. IS 37.82 
Talwan Shipbuilding Corp ................................................ 1 81.55 1 8.45 

1 A11 companies, corporations, banks, t he  Central Trust  of China, t he  Taiwan Fisheries 
Rehabilitation Administration, The Taiwan Travel Service and  the  Shin-Sheng Pa0  Daily 
Xews have board of directors which in t u rn  appoint general managers. The Taiwan Sal t  
Works i s  controleld by a Readjustment Committee. and the  Provincial Government P r in t -  
i n c  Works bv a Director Commlttee. A11 o t h e r s  have manacers  or  directors aupointed 



The above list in its original form gave the total rated capital of 
the entire list at NT$2,031,167,000 and total personnel at 131,631. The 
current legal rate of exchange is approximately NT$16 for US$1 
hut with the sizable black market considerably higher and wide fluc- 
tuations in exchange rates over a period of years, no acceptable or 
meaningful equivalent of this capitalization can be given in United 
States dollars or any other firm currency. Even an acceptable expla- 
nation of what is meant by "rated capital" would be difficult. The 
total personnel figure is also of highly questionable accuracy. The 
chief value of the list is that of showing that practically all essential 
industry, utilities, and services are government controlled. All have 
heen the major recipients of United States grant aid funds in the 
form of materials, equipment and technical services. Sizable grants 
and loans of counterpart funds have been made to them. 

Practically all of these operations have certain common charac- 
teristics: They are overstaffed wit11 2 or 3 times the number of em- 
ployees necessary for the operation; the accounts and records follow 
110 standard practice making it generally impossible to determine ac- 
tual comparative costs, expenses, profit or loss; surprisingly many, 
if not most, have very competent technical talent on their staffs but 
this technical competency is given no authority or opportunity for 
managerial improvement; sales promotion is an unknown art. It is 
generally believed that to drastically reduce the payrolls of these 
organizations to rational size would create such unemployment as to 
present a social and political problem of great magnitude, the solution 
of which probably involving costs far outweighing that of the un- 
economic losses inherent in their continued employment. Since local 
private capital in sizable amounts is entirely lacking and the climate 
for foreign investment (including that of overseas Chinese) is unfavor- 
able, no means presently exist for the transition from public to private 
enterprise. A scheme to redistribute large landholdings and use 
equity shares in Goveri~ment corporations in part payment for the 
land has been considered with little progress to date. Obviously 
under current conditions little progress can be expected in giving 
impetus to private investment. 

Processing Factory and the Taiwan Suppl Bureau are all new investments. All other 
entcrprlscs are former Japanese assets rehagllitated and reorganized by the Chinese. 

Originally the Ministry of Economic Affairs directly supervised the Salt Work and 
Fisheries ~ehabl l i tat ion Adminlstratlon only. The other enterprises! under this category 
were directly supervised by the National Resources Commission which was nominally 
under this ministry. To streamline admlnlstratlon the N. R. C. was abolished and Its 
functions transferred on September 1, 1952. 

NOTE.-The China Broadcasting Corp. i s  owned by tbe Kuomintang which makes i t  a 
recent addition to the above list of Government enterprlses. 



XI.  Overseas Chinese 

Since Formosa is intended to serve as a rallying point for Free 
China, a brief inention of the 12% million Chinese, exclusive of those 
on Formosa, living in F a r  Eastern countries outside of China, is in 
order. Their distribution is as follows : 

Japan ........................ 44,000 (about 20,000 are Formosan Chinese; 
most of the remainder are second- and third- 
generation Chinese born in Japan). 

Yietnam ...................... 1,000,000 (about 5 percent of population). 
Cambodia ---------------- - 300,000 (about 10 percent of population). 
Thailand _ - - - - - - - - - - - - - - - -  3,000,000 (about 16 percent of population). 
Ainlaya and Singapore--------. 2,750,000 (about 45 percent of population). 
Eurma ....................... 300,000 (about 1.6 percent of population). 
Indonesia --------------__-- - ---- 2.000,000 (about 3 percent of population). 
Philippines .................... 300,000 (about 1.5 perrent of population). 
Sarawak 130,000 (about 25 percent of population). 
British Sorth Borneo---------. i.?,000 (about 22 percent of population). 

Their presence poses problems for themselves as well as for the gov- 
ernments within \vhose jurisdiction they live. The policies of the 
Chinese authorities wit11 respect to overseas Chinese affect the Na- 
tional Government's and tlie Coinmunist regime's relations with the 
countries of Southeast Asia, all of which couiltries are inclined to be 
fearful of the esteilsion of Chinese political influence from whatever 
source. Political activities among the overseas Chinese by either the 
Chinese Colnmunists or the National Government tend to impair their 
relations ~v i th  the Soutlleast Asian countries. 

Tt'hile numerically a distinct minority in most of the Southeast Asian 
countries, except Malaya? the ecoilomic position of the Chinese and 
their concentration in urban areas have given them ail importance f a r  
beyond that suggested by their numbers. I n  contrast to the agricul- 
tural orientation of the bulk of the Chinese on the mainland, the over- 
seas Cllinese by and large are concerned with business and nonagricul- 
tural pursuits. Sociologically, they represent a large part  of the 
middle class in the countries of their residence. 

With the rise of nationalism and the enlergence of independent 
governments in Asia, the political position of the Chinese minorities 
has become increasingly precarious. The policies of the Southeast 
Asian governinents toward resident Chinese minorities vary, but in 
general they have moved toward increasing economic, political, edu- 
cational, and social restrictions. T o  protect themselves from possible 
Chinese domination and potential subversion, local governments have 
pursued policies which have engendered a sense of insecurity among 
overseas Chinese. 

The overseas Chinese are caught in  a highly ambiguous position 
as the following elements suggest: 



1. Both local discrimination and cultural loyalty incline many of 
the overseas Chinese to look to some Chinese authority for support 
and protection of their interests. I n  general, they have hopefully 
anticipated the rise of a strong Chinese Government capable of sup- 
porting them. 

2. To the degree that overseas Chinese look abroad for support and 
are subject to external influences, they arouse the apprehensions of 
their host countries and tend to impair the stability and security of 
Southeast Asian countries. 

3. Both the National Government and the Chinese Communist 
regime attempt to exercise the role of protectors and compete for 
overseas Chinese support, which tends to arouse the fear and hostility 
of indigenous Southeast Asian nationalists. 

4. The relationships and attitudes of the host countries with respect 
to Formosa versus the mainland have a bearing on the external ori- 
entation of the overseas Chinese communities, although the parochial 
loyalties of overseas Chinese make the mainland the obvious focus 
of their interest. 

The majority of the overseas Chinese understandably have good 
reason to eschew political activities. They are inclined to lean in 
the direction in which they believe their personal interests lie. Of 
the minority identified with Chinese politics, :t very rough estimate 
is that there are about 100,000 Chinese associated with Kuomintang 
organizations and activities and perhaps 3 to 4 times as many who 
might count themselves as supporters of the Chinese National Gov- 
ernment. I11 the areas where identifiable Communist or pro-Corn- 
munist organizations operate under various guises, such as in Burma, 
Indonesia, and Thailand, indications are that the pro-Communist ele- 
ments have been two to three times as numerous. 

Support and sympathy for the Chinese Communist regime have 
undergone a notable decline among overseas Chinese in the past two 
years. This shift of opinion against the Communists may be due 
to a variety of factors, including the following: (1) Communist con- 
fiscation and redistribution of land in South China dealt a heavy 
blow to the families of many overseas Chinese and has been much 
resented; (2) reports of bad business conditions, confiscatory taxes 
and purges on the mainland outrage the Chinese sense of justice, 
as well as hit their interests; (3) many of the savings and remittances 
of overseas Chinese were lost through confiscation or reforms; (4) 
inany of the overseas Chinese lost relatives and friends in the waves 
of executions and trials which have taken place in China ; (5) reports 
of insecurity and indoctrination and excessive political organization 
have dashed the naive reformist expectations of many overseas Chi- 
nese; (6) the terroristic actions of local Communist groups--closely 
identified with China or the Chinese-especially in Malaya and Thai- 



land, and to a lesser degree in Indonesia and the Philippines, have 
discredited and aroused fear of both communism and Colnmunist 
China ; (7) the stronger stand taken by Southeast Asian Governments 
against local Communist activities has made support for Communists, 
and especially the Chinese Communists, less profitable. 

Properly handled, this shift of attitude by overseas Chinese can 
be turned to the advantage of the National Government. The fact 
that it has become increasingly a one-party government has meant 
that it has not been able to appeal to non-Kuomintang groups and to 
develop a united front anti-Communist movement which takes into 
account a broad range of non-Communist opinion. Preoccupied with 
strengthening its position on Formosa and developing its military 
strength, the National Government has not attempted to restate its 
political doctrines or redraft its political programs to take account 
of the ideas and opinions of non-Communist overseas Chinese who 
are not supporters of the Huomintang. 

(Note: The above information on Overseas Chinese has been abbreviated from 
a report to the House Committee on Foreign Affairs by Congressman Walter H. 
Judd, chairman of special study mission to Southeast Asia and the Pacific, dated 
January 29, 1954.) 

However, little or no evidence exists to indicate any strong or serious 
effort on the part of Nationalist China to enlist the active interest of 
overseas Chinese in the Far  East residing outside of Formosa in the 
future of Free China. Whether the United States could or should 
take a position in this situation is beyond the scope of this paper. 

1. I n  view of the paramount importance of Formosa from the mili- 
tary and political point of view, of necessity, problems otherwise 
important become of secondary significance. Their treatment pro- 
ceeds from a consideration of timeliness and expediency, rather than 
that of logical order in a peaceful economy. Among these problems 
can be listed: 

(a) Improvement of investment climate. 
( b )  Acceleration of transition from public to private enterprise. 
(c) Encouragement of intercommunication, travel and rela- 

tions with overseas Chinese. 
(d) Industrial and economic development with relation to 

regional development, with particular emphasis on Japan. 
( e )  Recognition of increasing emphasis needed on industrial 

development with relatively decreasing emphasis on agriculture. 
( f )  Extension of trade agreements with other countries. 

2. Some criticism has been made of the allegedly too great diversi- 
fication of program projects and activities in general in Formosa. 



Since the average per capita income is now given a t  United States 
$100 annually (Formosan statistics in certain fields are unusually re- 
liable for F a r  Eastern countries) compared to $50 or less for other 
Asiatic countries, and sizable assays of public opinion indicate that  95 
percent of the entire population are aware of the existence of United 
States aid to Formosa, i t  would appear that whatever the degree of 
diversification, the program as a whole has produced results desired, 
but not achieved in some other countries. 

3. One important by-product of United States aid has been a studi- 
ous and prolonged organized effort on the part  of the Chinese to de- 
velop a balanced and coordinated 4-year plan for  Formosa, with the 
object of achieving viability. Even though such s plan may be impos- 
sible of achievement and places large dependence on continuation of 
United States aid, i t  does provide a commonly used yardstick for 
balance and progress that provides a degree of stabilization to all 
economic thinking. 

4. I t  is felt that intensified study should be given to the relationships 
of overseas Chinese to the National Government of Formosa, with the 
objective of stimulating the development of a program of greatly 
broadened support and community interest. 

5. The complete lack of utilization of the industrial and technical 
competency readily available from the Department of Commerce sug- 
gests an  opportunity for improvement in  the area of industrial devel- 
opment and trade promotion. 

6. Time has not permitted a detailed examination of the relation- 
ships between the J. G. White Engineering Corp. and the USORl in 
Formosa. Such information as is available suggests that  effective 
working relationships between J. G. White and the technical com- 
petency available in the Department of Commerce relating particu- 
larly to industrial equipment, technical processes, commodity special- 
ists, trade promotion, transportation, and investment opportunities, 
mould materially benefit American-Chinese interests. 

7. It is noted that the fiscal year 1955 aid program is arbitrarily 
divided into four components, i. e., military assistance, direct forces 
support, mutual defense support and technical cooperation. No con- 
vincing reasons are available to indicate the necessity for this division. 
The provision of military hardware and training is as obviously a 
function of the Department of Defense as is military assistance. The  
other 3 divisions all have a homogeneity in that  all three consist almost 
entirely of commodities, equipment and services of commercial and 
civilian specifications and differ only in their end use purposes or 
c~bjectives. Both end use purposes and objectives blend into logistic 
support for a defense force and its civilian component. That  these 
3 should be programed, budgeted and administered as a single entity, 
"economic aid," without the confusing semantics provided by the 3 
above-mentioned categories, appears obvious. 
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8. Under continuance of present conditions, there are not apparent 
reasons why such a program of economic aid could not be the direct 
responsibility of the Department of State administered locally by the 
senior economic officer of tlie Embassy, thus eliminating the USOM 
now in Taipei. Making greater use of the technical competency 
available in many United States departments and agencies would in- 
crease the simplification of the administrative burden. However, i t  
should be noted that in all probability no very great reductions in 
personnel or expenditures should be anticipated as resulting from 
such an arrangement. The advantages would be largely an improved 
efficiencies in operations. 

9. If  present conditions become further intensified by more active 
and enlarged military operations, it is conceivable that a position 
may be reached in which the entire aid program of military and 
economic aid should be combined and become the direct responsibility 
of the Department of Defense. While not strictly germane to this 
paper, it should be noted that there is a somewhat similar problem 
posed by Korea and Indochina and that day-to-day developments can 
radically change the character of the situation to be met. 

10. Economic aid to Formosa in the existing atmosphere of tension 
and threatened aggression in that area cannot be reduced and may 
shortly be a t  the rate of $200 million per year, exclusive of military 
aid, in comparison with the approximately $100 million annually 
for the past several years. As long as Formosa remains a bastion 
for the defense of United States interests, these expenditures must 
be continued, possibly on a decidedly increasing scale. 

11. This country program in Formosa represents an effort to  es- 
tablish and maintain a synthetic economy. This is considered es- 
sential for defense-security reasons and therefore the program is not 
subject to  evaluation by the same standards as those applicable 
elsewhere. 
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INTRODUCTION 

The war damages in the Philippines have largely been repaired, to 
a great extent by the use of dollar capital brought into the Philippines 
in the form of war damage payments, transfers of surplus property, 
civilian relief, and other war-incurred payments such as those of the 
Veterans Administration. That  dollar exchange enabled the Philip- 
pines to repair damage more rapidly than would otherwise have been 
the case, but i t  perpetuated an orer-dependence on the United States. 
The total amount involved in this rehabilitation has been estimated a t  
somewhere in the neighborhood of $1 billion expended in the period 
1946-50 inclusive. I t  is interesting to note in passing that nine United 
States Government departments or  agencies participated, and all acted 
more or less autonomously under very loose and informal coorclination 
by the economic counselor of the United States Embassy. 

The fall in raw material prices in late 1948 and early 1949, together 
with a high level of imports, brought about a foreign exchange crisis 
leading to further economic difficulties. Trade and foreign exchange 
controls were imposed in 1949 as a result of these difficulties. Since 
that time the economy has been kept on a fairly even keel, but only 
through the exercise of those controls, rather than through any 
dynamic expansion of the economy. 

PREVIOUS PAGE BLANK 



I. Program Objectives and Obstacles to  
Their Attainment 

The objectives of the BOA program are to assist the Philippines to : 

(1) Increase the nation's economic capabilities to participate 
effectively in the mutual defense effort, and, a t  the same time, 
achieve a more adequate rate of productive investment without 
impairing consumption levels. 

(2) Achieve political and social stability with a concomitant 
improvement in the genekal understanding and exercise of the 
principles of democratic government. 

These objectives are accepted both by the United States and Philip- 
pine Governments. There are no apparent major divergences in 
interests. Both Governments are exercising sincere efforts toward 
their attainment. 

There are a number of basic problems encountered in the Philip- 
pines which are retarding progress toward program objectives. 
Among the most significant are : 

(1) The present low rate of domestic capital fornlation pre- 
vents a growth in economic capabilities sufficient to permit 
increasing contributions to the mutual defense effort and im- 
provement in consumption levels. Capital inflows are currently 
inadequate to make up for the low rate of domestic saving. The 
inflationary implications of increased deficits in the central Gov- 
ernment budget further restrict expansion in defense and public 
investment expenditures. 

(2) Current and anticipated Zmg-.rwn balance of payments 
problems prevent any rapid expansion in imports of capital 
equipment required for economic developnlent without undesir- 
able reductions in consumption which would, in turn, threaten 
political stability. 

(3) Lack of economic opportunity, oppressive land tenure and 
agricultural credit conditions, underemployment and unemploy- 
ment, disease, and rural and urban poverty give rise to dis- 
satisfaction and dissidence and provide a fertile field for the 
growth of communism. Neither local government institutions 
nor civic organizations are sufficiently well developed to combat 
these tendencies and provide for  a continuous improvement in 
the understanding and exercise of democratic political procedures. 

PF~EVIC7ilS W G E  BLANK 



A number of ineans are now being utilized to assist the Philippines 
overcome the basic problems which the country faces and facilitate 
attainment of the objectives of the program. Tbe fiscal year 1956 
illustrative F O A  prograin is designed specifically to aid the Philip- 
pine Governmeilt in its efforts to : 

(1) Fornlulate ancl execute a coordinated ecollonlic develop- 
ment program. 

(2) Encourage private investment in productive enterprise 
and encourage diversification and expansioll of agricultural 
pvoduction. 

FOA-ADMINISTERED AID PROGRAMS, FY 1951 -55 



11. Contributions of Past Programs to the 
Attainment of program Objectives 

F O B  and Philippine Gavel-nment efforts to increase private invest- 
ment to date have, by and large, been less successful than efforts to 
expand public investment and government services. Imports of 
industrial equipment for resale to small and medium-sized enterprises 
21nd the establishment of an industrial guarantee and loan fund have 
made some production and employment increases possible, which 
niigllt not otllermise have materialized. Technical assistance to be 
provided under the industrial development center now being estab- 
lished will provide interested investors with assistance and encourage- 
ment in establishing and expandiilg basic enterprises. 

The industrial guarantee and loan fund was established in 1952. 
It is supervised by a con~nlittee representing all of the financial agen- 
cies of the Pliilippine Government and is chaired by a senior official 
of the central bank. The United States Government is also repre- 
sentecl on the committee and has a strong position on it. As of June 
30, 1954 three firms have been assisted \vith loans guaranteed totalling 
1,086,000 pesos. A portion of the fund held in the form of bonds 
(peso) as of the same date totaled 8 million. 

The industrial development center was organized by the Philippine 
Government, is headed by an outstanding Philippine engineer and has 
a relatively small Philippine staff. The inclustry officer of USOhl 
also functions as principal illdustrial adviser to the center (Philippine 
Government). FOA is providing four technical assistants to the 
center to advise their Philippine corresponding numbers at  an overall 
cost of $150,000 in the current year : A chief engineer, industrial man- 
agement training specialist, industrial accounting specialist and an 
industrial information specialist. I t  is intended to fullction some- 
what along the lines of the European productivity centers as these 
functioned in 1951 and 1052. If successful the idea may be adapted 
for further application in other countries of the F a r  East. 

Both the industrial guarantee and loan fund and the industrial 
development center are parts of the larger complex of the conlmercial 
banks, Export-Import Bank operations and technical assistance in 
general working to promote industrial development. 

To date, FOA's most important accomplishments in the field of 
private investment stimulation have taken the form of intangible 
contributions toward the improvement of the investment climate. 
These accomplishments have resulted from efforts to provide investors 



with information and encourage the Government and Philippine 
financial institutions to improve the reasonableness and consistency 
of their treatment of potential private investors. Increased confi- 
dence in tlie operation of the Government is, of course, one of the 
principal prerequisites to expanded private investment. 



III. United States Contribution 
to the Program 

United States contribution to the Philippine program have been 
provided in the form of commodities, technical services of United 
States Government employees, contract technical services, and train- 
ing of Filipino administrators and technicians abroad. T o  the end of 
fiscal year 1954, nearly $80 million in  assistance had been provided, 
all on a grant basis. The fiscal year 1955 program totals $20.0 mil- 
lion in grants. It is interesting to note that while the ECA-MSA- 
F O A  aid programs of 1951 to 1955 inclusive total $100 million, the 
report of the Bell mission to the Philippines issued in  1950 recom- 
mended a total aid program of $250 million for the succeeding 5-year 
period as being needed and within the absorptive capacities of the 
Philippines. It would appear that  the ability to use aid effectively has 
been reached or possibly exceeded by the lesser amount of $100 million. 

I n  past years the Philippine prograin was developed and presented 
on an integrated basis combining technical assistance, defense support 
and economic assistance aspects. I n  fiscal year 1955, to conform with 
the requirements of the Mutual Security Act of 1954, there are two 
components to the program : Technical cooperation grants, $7.6 million 
and defense support grants, $12.4 million. The fiscal year 1956 request 
is comprised of three components : Technical cooperation grants, $7.7 
million, defense support grants, $8 million, and defense support 
loans, $25 million. 

Funds made available under the Philippine program have been 
utilized largely for Philippine Government sponsored projects de- 
signed either to increase investment in productive public projects or 
improve and expand essential public services. The assistance allo- 
cated to the private section of the economy has been restricted to about 
$15 million in commercial imports in fiscal years 1951 and 1952 and $5 
millioil included in the fiscal year 1955 program for the import of 
machinery for sale to small and medium-sized private enterprises. 

The projects for which F O A  assistance has been made available 
include activities in nearly every field of Philippine Government 
operation which affects the operation and development of the econ- 
omy. I n  table 1, below, there is shown the distribution among fields 
of activity of assistance provided to date and proposed for fiscal years 
1955 and 1956. 



Table 1.-United States Contributions to the Program-By ~ i e t d  of  
Activity 

[In thousands of United States dollars] 

Field of activity 
Philippine 1 ~ c t n a ~  fiscal 1 Gnvernment 

year 1951-54 ",",","! :g request fiscal 
year 1956 

Total ................................................... 

Agriculture and natural resources ............................. 27,926 
Industry and mining ......................................... 1,393 
Transportation.. ............................................. 17,484 
Labor ......................................................... 1 397 

Funds are 1n:lde available to a specific pl-oject only after a program 
for the fiscal year has beell approrecl and a detailed project proposed, 
presented by the Philippine Government. Tlle project proposal nor- 
mally describes tlle activities to be undertaken, sets forth the guiding 
principles and plan of work uncler which the project will operate and 
pi-ovides assurances that the Philippine Goverll~lieilt will provide 
the necessary administrative and financial support. 

Upoli approval of the project proposal, funds are obligated by the 
signing of a project agreement. Procurement of conlinodities is gen- 
erally carried out in accordance with FOA regulations by tlle Philip- 
pine Government. Procuremeilt normally begins within 30 days after 
the obligatioil of funds. Deliveries of commodities are made directly 
to the operating agencies of the Philippine Governme~lt responsible 
for project implementation. Upon the arrival of commodities, the 
Philippine Go~ernment deposits local curlbency cou~lterpnrt in an  
amouilt coinineilsurate with the dollar value of tlle assistance provided 
by the United States. Since the aid is provided to Government proj- 
ects, the funds deposited are derived from a Philippine Government 
appropri a t '  ion. 

In  table 2 which folloms, the current status of FAA dollar funcls are 
the status on June 30,1954 are outlined. 

Table 2.-United States Contributions to the Program-Use of Funds 
[In thousands of United States dollars] 

Health and snnitation ......................................... 9,558 1,805 2,255 
................................................. Education.-. 7,642 1,560 1,340 

Public administration ......................................... 1,615 1,170 
Community development ..................................... .....................-..---- 
Nonprnject assistance-gmnts ................................. 5,000 .........-.-.- 
Nonprojcct assistance-loans. 25,000 
Technical support and regional costs.. ........................ 206 375 , 390 

4,295 ' 3,425 

1 .June 30, 1954 / Oct. 31, 1954 1 

2,945 
2,245 

160 

Planned program ............................................................ 
Allotments .................................................................. 
Obligations~ ................................................................. 

............................................... 
............................................................... 

Uncommitted obligations 
Paid shipments 

.................................................... 

Unobligated balance (line 2-3) , 
Commitments I 

............................................................. 
Unliquidated commitments (line 5-7).-~ ..................................... 

4.155 
2,785 

180 

1- 

1 Estlmated. 



Project proposals for  most activities included in the fiscal year 1955 
program have been prepared by the Philippine Government and are 
now being reviewed by FOA. F O A  has expressed the belief that  all 
funds to be allotted under the fiscal year 1955 program could be uti- 
lized pronlptly and efTectively as they were made available. 

Contracting for procurement of commodities for which funds have 
been obligzted has been initiated. I t  was estimated that all funds 
obligatecl could be committed on the basis of firm contracts before the 
end of December 1954. However, in  February only a small portion 
of these funds have been committed. 



IV. Philippine Contribution to the Program 
Philippine contributions to the program have been provided in the 

form of commodities, technical services, and general labor. Most 
projects have been made integral parts of the operations of.permanent 
Philippine Government agencies. Hence, the needed goods and serv- 
ices have been financed from appropriations. Since the dollar costs 
of a project are only a part of the total cost of the activity, the Philip- 
pine contribution to the total cost of operating the projects comprising 
the program has exceeded the United States contribution. More- 
over, since most of the activities begun with United States assistance 
are to be continued permanently by the Philippine Government, the 
annual operating cost of the activities will have to be financed on a 
continuing basis from the Philippine budget. 

I n  table 3, below, the Philippine and United States contributions 
to program costs are compared. 

Table 3.-Philippine and United States Corrtributions to the Program 
[In millions of United States dollars] 

Flscal year 1 Philippines 

1 Estimated. 

Philippine contributions are provided from counterpart and reg- 
ular and special appropriations. Since counterpart deposits are made 
largely from appropriations, almost the entire burden of financing 
local currency costs is met from Philippine revenues. A brealcdown 
of the sources of local currency in fiscal year 1955 is provided in table 
4, which follows. 



Table 4.-Philippine Contribution to the Fiscal Year 1955 Program- 
by Source of Funds 

[In millions of United States  dollnrs] 
Equivalent amount 

Counterpar t - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  27.0 
Special appropriation to the Philippine Council for Cuited States 

A i d - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  10.9 
Special appropriations to Government agencies --------------- 9.9 
Regular appropriations to Government agencies ---------------- 15.2 
Public b o r r o w i n g - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  10.9 
O t h e r - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  6 .9  
Other - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  6 .9  

Total - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  80.8 

I11 fiscal year 1956, i t  is anticipated funds for continuation of activ- 
ities and establishment of new projects mill be providecl from similar 
sources. Plans are now being laid to include virtually all cosltinuing 
costs of projects now underway in the regular appropriations of the 
various operating Government agencies in fiscal year 1956 and 
thereafter. 



V. Organizations Responsible for 
Administering of the Program 

The planning and operations of the Philippine program are coor- 
dinated by the United States operations mission in Manila and the 
Philippine Council for United States Aid. Individual projects are 
planned and administered by regular operating agencies of the Phil- 
ippine Government. 

The Philippine Council for United States Aid is officially desig- 
nated as the representative of the President and the counterpart 
agency to the United States operations mission. General policy guid- 
ance is provided to the Philippine Council for United States Aid by 
the President and the National Economic Council. Each annual 
program is   re pa red, as fully as l~ossible, as a component of the long- 
term Philippine development program being prepared by the National 
Economic Council. 2\11 requests for assistance originate in the oper- 
ating agencies of the Goverrlment and are reviewed for compliance 
with Philippine Governmei~t policy and for consistency with the ob- 
jectives of the program by the Philippine Council for United States 
Aid. 

The staff of the Philippine Council for United States Aid is corn- 
prised of Filipino program planning and review specialists and tech- 
nical advisers. The staff members work with the regular Government 
agencies at all stages of project and program planning and imple- 
mentation. 

The United States operations mission, headed by a Director, re- 
ceives guidance from the Ambassador who serves as leader of the 
country team in accordance with Executive Order 10338 of April 4, 
1952. Policy guidance is also provided by FOA/Washington. 

The mission staff includes 20 full-time positions. As of November 
17, 1952, 19 of these positions are filled. These personnel are paid 
from appropriated administrative funds. The individuals included 
in this group are the mission Director and his immediate staff re- 
sponsible for planning and administering the United States contribu- 
tions to the program. 

The technical assistance staff assigned to the Manila mission consists 
of technical advisers requested by the Philippine Government and 
is paid from program funds. At  present 139 technical assistance po- 
sitions have been requested by the Government and recommended for 
recruitment by the mission. Of this number, 100 persons are actually 
on duty. Specialists are being recruited for the remaining 39 
positions. 



Technical services are also provided the Philippine Government 
under eight FOA-financed contracts with American universities and 
management firms. While these contracts are between the American 
and Philippine agencies, the United States operations mission main- 
tains close liaison with the groups and provides them policy guidance 
to assure the conformance of their work with program objectives and 
United States policy. 

I n  Ifarch 1953 the evaluation team for the Philippines appointed 
by Governor Stassen recommended a reduction of 25 percent in the 
FOA staff in Btanila. A comparison of the staff at  that time and 
as of December 1954 is given below : 

Adminlstrntive ................................................. 34 20 1 
Technical ussbtants ................................................. 38 
Contract employees 5 
Locals .............................................................. 

Total ......................................................... 337 44 

On the basis of authorized and approved positions, the total staff 
has been increased by approximately 18 percent instead of reduced 
by 25 percent. 

The team also recommended a sizable reduction in the 63 projects 
current in March 1953. The present number of projects is 75 to 80, 
with some indication of probably an even larger number depending 
on project definition. 

United States Embassy Economic Activities 

The Ecoi~omic Division of the Embassy in Manila has a staff of 11 
officers and 5 secretaries, with an annual overall cost of $112,399 out 
of a total Embassy staff of 125 persons (47 Americans, 78 locals) 
costing $725,447. 

The Embassy economic staff is separate from and independent of 
the USOM (FOA) staff. 

While there are no visible obstacles to inegration of the USOM 
(FOA) with the Economic Division of the Embassy in Manila, i t  is 
believed that such integration per se would result in no appreciable 
benefits to United States interests at  this time due to the fact that 
the functions of both are complemenary and not duplicative. 

The Treasury Department has a resident Treasury attach6 in 
Manila who reports directly to the Treasury but works closely with 
the Embassy economic staff. 

The Department of Agriculture also has an attach6 in Manila re- 
porting direct to the Department. 



VI. Fiscal Year 1955 Operational Program 
The program totals $20 million and is comprised of three com- 

~ o n e n t s :  ( a )  Technical cooperation projects, $7.3 million (plus $0.3 
million of regional and interregional costs) ; ( b )  defense support proj- 
ects, $7.4 million; and (c) defense support nonproject component, 
$6 million. A supplementary fiscal year 1955 operational progrzim 
totaling $3.1 million for projects to be financed from deoblinations 

, cf previous fiscal years' funds is also included. The projects included 
in the operational program and the supplemeiltary program will be 
undertaken by the various agencies of the Philippine Government. 
The nonproject assistance will be provided in the form of essential 
equipment to be purchased by small- and medium-sized private busi- 
ness enterprises. 

The operational program corresponds with the illustrative pro- 
gram presented to the United States Congress with a few justified 
exceptions noted below. The entire $20 million is to be provided on a 
grant basis. 

I n  preparing the operational program, three significant increases 
in project allocations were made as a result of changes in priorities. 
First, equipment programed for highway improvement was increased 

U. S. AND PHILIPPINE 
CONTRIBUTIONS TO THE JOINT DEVELOPMENT PROGRAM 



in amount to provide additional support for  the President's rural 
improvement program. Second, funds were added to the education 
category to provide for three new contracts to aid in the improvement 
of vocatioilal teacher training-activities long planned by the Gov- 
ernment and the mission but w l ~ i c l ~  have only recently become feasible. 
And third, provision was inade for coiltract assistance to the newly 
organized Government Survey and Reorganization Coninlission, which 
is charged with the responsibility of preparing plans for reorganizing 
the executive branch of the Govel.nment. Additional funds are also 
provided for extension of other contracts essential to improvement of 
public administration. 

Table 5.-Comparison of Fiscal Year 1955 Zlzlzlstrative am? Operational 
Programs-By Category 

[In thousands of dollars] 

Category 
Opera- ' Opera- Rg::!d Opera- zii~ tion1 trative tional tional 

program program program promam program promam 

Functions oration I Defense,supporl 

Total ............................... I m, 000 m , m  1 7, mo , 7,600 1 12,370 1 12,400 
I 

- - 

10. Agriculture and natural resources .--.. 
.................. 20. Industry and mining 

30. Transportation ........................ 
40. Labor ................................. 
50. Health and sanitation ................. 
60. Education ............................ 
70. Public administration ................. 
80. Community development, social wel- 

fare, and houslng~ 
90, General and miscellaneous. ........... 

1 In the illustrative program neither technical support nor regional and interregional costs were shown 
separate from the categories. 

The requirement of section 303 of the Mutual Security Act of 1954 
to the effect that coinmodities can be supplied under the technical 
cooperation title for deil~onstration and instruction purposes only has 
required a reexamillation of the technical cooperation component of 
the operational program. T o  comply with the act, commodities for a 
nuinber of projects which do not fall clearly within the intent of the 
legislation have been prograined in the defense support con~ponent 
even though they were in tlie technical cooperation con~ponent of 
the illustrative program. This change is most evident in the agri- 
culture and natural resources category. 

This indication that funds provided for technical cooperation and 
for defense support were combined by FOA to finance single projects 
illustrates the departure from the original concept of what con- 
stituted technical cooperation. I n  actual practice, all three cate- 
gories of aid- i. e., technical cooperation, defense support, and de- 
velopment assistance-may be and frequently are used jointly and 

4,423 
8,575 
2,722 

135 
2,115 

980 
1,050 

Technical support ........................ 
......... Regional and interregional account 

(I) 75 ' / _ _ _ _ _ . _ . . . 1 _ _ _ . _ . . . . . 
(1) 300 , ..................... 

4,295 
7,945 
2,245 

1 fa 
1,805 
1.5fa 
1,615 

........................................................... 

1,965 
9M) 
425 
135 

2,115 
980 

1,050 

........... , .............................. 

- - ~  

1,455 
520 
110 
1M) 

1, &I5 
1,560 
1,615 

2,458 
7,615 
2,297 

2,840 
7,425 
2,135 

.................... 

.................... 

.................... 

.................... 

, .................... 



severally as fund sources for projects identical in type or for com- 
ponents of a single project. These projects may be described generally 
as constituting economic aid irrespective of the declared objective es- 
tablished for purposes of relating them to a fund source. This makes 
i t  difficult to determine for a particular project whether i t  was in- 
tended as technical cooperation, defense support, or development as- 
sistance. No convincing reasons are apparent that a single category 
identified as ecoilomic aid n~ould not be more accurate and useful 
for both congressional consideration and administrative purposes. 

Program Cost Sharing 
During fiscal year 1955 the $20 million in F O A  grants will be 

matched by Philippine local currency contributions equivalent to 
about $65 million? The local currency will be provided from counter- 
part (authorized withdrawals 822.2 million-$11.1 million), regular 
and special appropriations included in the central government budget 
( W 2  million-$36 million), and other sources including public 
borrowing and municipal, Provincial, and private contributions (835.6 
million-$17.8 million). The fact that the Philippine contribution 
is significantly greater than the United States contribution and de- 
rived largely froin noncounterpart sources is a positive indication of 
the Government's intent to provide adequate support for  the program. 

Even more significant than the actual magnitude of support in 
fiscal year 1955 is the trend in local currency support. As  shown in 
table 6, below, during each successive year of the program a greater 
share of the total costs of the program has been assumed by the 
Philippines. 

Table 6.-Sbaring of Program Costs-Fiscal Years 1951-55 
[In millions of dollars or equivalents] 

1 Authorized withdrawals. Corresponds with spp. D of the Fiscal Yea1 1955 counterpart program as 
revised, October 1954. 

The local currency funds to be available during fiscal year 1955 are 

Fiscal year 

1951-52 ................................................. 
1953 ................................................... 
19 54 ................................................... 
1955 .................................................. 

expected to provide adequate support to the FOA program during 
the year. I n  fiscaI year 1956 and thereafter, larger local currency 

United 
States 

contribn- 
tion 

47.0 
17.9 
15.0 
20.0 

Philippine contributions 

1 I t  should be noted that the local currency expendftures durfng flscal year 1955 will be 
largely in support of activities for whlch dollar financing was provided under the flscal 
year 1954 and earlier FOA programs. The local currency costs directly associated with 
dollar assistance provided during flscal year 1955 will not be met until flscal year 1956 or 
subsequent years. 

Total 

12.9 
56.9 
40.0 
64.9 

'i%yr- 
---- 

5.1 
38.5 
20.2 
11.1 

Other 

7.8 
18.4 
19.8 
63.8 



expenditures and expenditures more directly related to the fiscal year 
1955 F O B  dollar program will have to be provided for. The Philip- 
pine Government is now planning its central government budget for 
fiscal year 1956, and, in doing so, is making provision for  continuation 
of essential FOA-aided activities. 

I t  is now estimated that in fiscal year 1956, the equivalent of about 
$71.3 million (F142.7 million) mill be needed to support costs of the 
fiscal year 1955 and earlier programs and some early costs of the fiscal 
year 1956 program. These funds will have to be provided from coun- 
terpart (authorized withdrawals of F38 million-$19 million). 
Philippine appropriations (F48.4 million-$24.2 million; excluding 
appropriations required for ultimate deposit to the counterpart fund), 
public b o r r o ~ i n g  (E27.8 million-$13.9 million) and municipal, Pro- 
vincial, and private contribution, etc. (ff28.5 million-$14.2 million). 

The mission plans to obligate fiscal year 1055 dollar program funds 
only after firm assurances have been received from the Philippine 
Government to the effect that the needed funds will be made available 
when required. 

Proposed Use of Deobligated Funds 

It is proposed that  all deobligations of prior years' funds material- 
izing during fiscal year 1955 be reobligated for similar uses. A sup- 
plementary program totaling about $3 million and including technical 
cooperation ancl defense support componeilts has been planned. 

I t  should be noted that the supplementary program proposes the 
division of the $3 million of deobligations betwecll the technical coop- 
eration ($0.9 million) and defense support ($2.1 million) components. 
The Philippine program in past years has operated as an integrated 
program with no differentiation between the technical cooperation and 
defense support components. Hence, reuse of the funds should not 
be restricted to one component. 

I n  table 7, which follows, the category source of the estimated deob- 
ligations is compared to the proposed reuses. 

Table 7.-Source and Reuse of Funds Deobligated During Fiscal Year 
1955 

[In thousands of dollars] 

Category Estimated Proposed 
deobligation reobllgatlon 

10. Agriculture and naturnl resources ........................................ 
20. Industry and mining .................................................. 
30. Transportation .......................................................... 
40. Lshor~..~.. .............................................................. 
60, Health and sanitation.. .................................................. 
60. Education ............................................................... 

................................................. iO. Put)lic administration.. 
W). Miscellaneous ............................................................ 

Total.--. .............................................................. 

759 
161 
314 

4 
685 
623 
405 
SO 

3,031 

230 
324 

1,730 
118 
580 

.............. 
75 

.............. 

3,057 



Fiscal Year Proposed Program 
This is a proposed tentative program put forward by the Foreign 

Operations Administration as an illustrative program: This program 
is subject to many charges as it is studied by the Congress. I t s  chief 
value at  the momelit is that of an example of the application of future 
United States foreign aid philosophy to a specific country, the Philip- 
pines. The proposed program is comprised of three interrelated ele- 
ments, each designed to meet specific requirements. First, a grant 
technical-cooperation portion of $7.4 million is included to provide for 
a portion of the technical needs of the nation which cannot be met 
locally. Second, a grant defense-support component of $8 million is 
included for key development projects, which i t  is hoped \\-ill sig- 
nificantly increase tlle nation's future ecoilomic capabilities. This 
portion of the program is designed to encourage more effective use of 
Philippine resources; each project \Till require a Philippine contribu- 
tion significantly larger than the United States contribution. And 
third, a goverbnment-to-government loan of $25 million of defense- 
support funds is proposed as a means of making possible more rapid 
progress in carrying out the Philippine development program. 

The technical-cooperation component of the program is planned to 
provicle the Philippines with the technical assistance required for a 
number of priority purposes. First, i t  is expected to facilitate the 
development of the country program no\T being prepared by the Na- 
tion:ll Economic Council. Seoond, it is lilremise expected to encourage 
and facilitate prjvate investment by making technical assistance avail- 
able for industrial project evaluation and planning. Third, technical 
guidance will be provided to strengthen the activities of the Govern- 
ment which are designed to encourage increases and diversification of 
agricultural production. And fourth, assistance will be provided to 
increase the effectiveness of the Govemnent, particularly through 
strengthening its fiscal operations, improving the organization and 
management of bey agencies of the executive branch, and making more 
effective the essential public services, particularly the activities in tbe 
fields of health and education most directly related to the solution of 
political, economic, and social problems. 

The technicnl-cooperation segment of the program will also provide 
essential foundatioils for other components of the program. Tech- 
nical services for evaluation, planning, design, and implementation of 
many of the projects included in the defense support grant and loan 
components will be included under the technical cooperation com- 



ponent. Without the technical services provided, FOA does not believe 
that the projects could be carried forward as effectively or as rapidly. 

The technical-cooperation component is also deemed essential to the 
success of the program in that it should contribute to the maintenance 
of balanced development by aiding growth in noneconomic sectors to 
keep pace with economic development. 

The grant funds provided under the defense-support portion of the 
program will be utilized for important projects similar to those in- 
cluded in past programs. Most of these projects will be essential 
public facility projects normally considered prerequisite to expansion 
in the private sector. All of the projects included are high-priority 
projects in the Natioilal Economic Council's program. All can be 
expected to contribute directly to the attainment of basic program 
objectives. 

Provision of the requested funds on a grant basis by FOA should 
encourage the Philippine Government to mobilize resources and chan- 
nel them into desirable basic facilities. The Philippine contribution 
to the projects will be significantly larger than the United States con- 
tribution. Local currency costs of the program will be met largely 
from public borrowing. 

Since the projects iilcluded in this element of the program are largely 
in the public sector and are not directly revenue earning, they are not 
included in the proposed loan section of the program. Completion 
of the projects should contribute directly to increases in the economic 
capabilities of the country and should ultimately provide additional 
government revenue. I f  the desire by the United States for the future 
growth and improvement in the Philippines without continued United 
States assistance is to be attained, it is the judgment of FOA that both 
the return from the basic investment and the increased revenues should 
be allocated to further development of the economy rather than to 
repayment of loans. 

The $25 million defense-support loan portion of the program has 
been requested by the Philippine Government as a direct outgrowth of 
the National Economic Council's economic development program. 
FOA believes the requested assistance should be provided because a 
capital inflow of this magnitude is essential to the establishment of 
a significant acceleration in the rate of economic development. Ex- 
panded investment in the sectors for which the loan will be utilized is 
considered essential as ameans of overcoming the internal and external 
economic problems of the country and moving ahead toward the 
attainment of the basic objectives of improving the economic capabil- 
ities of the country. 

While the loan is proposed on a government-to-government basis, 
the funds will be utilized for specific projects. The projects included 
in the illustrative list prepared by the Government complement the 



technical cooperation and defense support project programs. FOA 
considers that all the projects appear to be of the type necessary to 
insure fundamental economic growth. Each project might be ex- 
pected to make a contribution by stimulating further industrial invest- 
ment in the private sector. 

The planning for the projects included in the illustrative list is for 
the most part already completed, or is in advance stages, and the 
remainder can be planned to a sufficient extent to permit the funds to be 
utilized effectively in fiscal year 1956. While a considerable amount 
of detailed engineering specifications are yet to be completed for most 
of the projects, FOA considers that there is enough time remaining 
for this work. All of the projects proposed are similar to activities 
now carried on within the Philippines. Hence, the technical aspects 
of the projects are considered to be within the competence of the eco- 
nomy to carry them out. 

The Government is prepared to finance the local currency costs of 
the projects by borrowing from the public and from the banking sys- 
tem. The National Economic Council believes the general inflation- 
ary impact of the borrowing will not be severe and that the disad- 
vantages of some small rise in prices will be more than offset by the 
attainment of a higher level of investment. 

FOA and the National Economic Council do not believe that there 
is any practical way of obtaining financing for the proposed program 
in the absence of United States assistance of an extraordinary nature. 
It does not seem likely that sufficient private foreign investment could 
be interested to carry out the projects. Moreover, i t  does not appear 
that there is any public source outside the United States which would 
be willing to finance the needed capital inflow. Nor is it likely that 
any significant improvement in the Philippine balance-of-payments 
condition will occur to provide means of financing the extraordinary 
capital inflow. 

The Government's request for an FOA loan in contrast to a loan 
from the Export-Import Bank has been justified on the basis of the 
continued need for an expanding capital inflow which would not im- 
pair the ability of the economy to repay loans either on a short-time 
basis or in dollars. It is believed the capital inflow necessary will 
not be limited to a span of 3 to 5 years but may stretch beyond by as 
much as a decade. The exact magnitude of the necessary inflow will 
depend upon the rate a t  which projects can be planned and imple- 
mented and the rate a t  which domestic resources can be allocated to 
investment. 

The Government's proposal for fiscal year 1956 is that the loan be 
on a long-term repayment basis (about 50 years) a t  a rate of not inore 
than 3 percent interest. It also proposes that repayment be permitted 



in local currency with the use of the repayment proceeds to be subject 
to joint United States-Philippine decision. 

The fiscal year 1956 program makes no provision for budgetary sup- 
port for increased defense activities in view of the uncertain state of 
planning of force goals, both as to size and timing. However, the 
prospective deficit in the Central Government budget indicates that 
unless economic development expenditures would be curtailed at the 
same time, any agreed expansion of the Armed Forces of the Philip- 
pines would raise for serious consideration the question whether 
United States budgetary support would be required in the form of im- 
ports of salable cominodities (e. g., surplus agricultural commodities). 



VIII. The Philippine Contribution 
to the Program 

I n  fiscal year 1956, as in earlier years, the cost of the Philippine 
program will be greater in local currency than in dollars. The neces- 
sary local currency financing will be provided by the Government, 
largely from special appropriations and public borrowing. Genera- 
tion of counterpart through the sale of FOA-financed imports is an 
unimportant method of providing local currency to meet program 
costs in the Philippines. Since most projects are in the public sector, 
counterpart deposits are made from special Philippine appropriations. 

I n  table 8, which follows, the local currency cost of operating the 
Philippine grant project program in fiscal year 1956 and earlier years 
is compared with the FO14 grants during the same years. 

Table 8.-FOA and Philippine Contributions to  Program Costs 
[in mllllons of dollars] 

I Authorized withdrawals. Corrasponds with Appendlx D of the flscal year 1955 counterpart program as 
revised October 1954. 

r Excludes defense support loan asslstanca of $25.0 million. 

I n  fiscal year 1956, the equivalent of about $71.3 million (F142.7 
million) will be needed to support initial costs of the fiscal year 1956 
grant project program and initial and continuing costs of previous 
years' programs. The funds will have to be provided from counter- 
part (authorized withdrawals of F38.0 million-$19.0 million), 
Philippine appropriations (848.4 million-$24.2 million, excluding 
appropriations required for deposit to the counterpart fund) ,  public 
borrowing (827.8 million-$13.9 million), and municipal, provincial 
and private contributions (F28.5 million-$14.2 million). Over two- 
thirds of the total costs will be required to support projects for which 
FOA dollar assistance will be provided in fiscal year 1956. About 
one-third of the cost will be for projects for which no additional 
dollars are included in the fiscal year 1956 program. 

Local currency costs of the defense support loan program are ex- 
pected to total the equivalent of about $17.7 million in fiscal year 1956. 

Fisca year 

1951-52 ................................................. 
1953 
1954 .................................................... 
1955 .................................................... 
1956 ................................................... 

:$:,! 
part l 

---- 
5. 1 

38 5 
20 2 
11. 1 
19.0 

F O A  
dollars 

47.0 
17. 9 
15 0 
20.0 
15.7 

-- 

Other 
govern- 
ment 

7. 8 
18.4 
19. 8 
E3.8 
52.3 

Tota 

12. 9 
56. 9 
40.0 
84.9 
71.3 



These costs will be met largely by borrowing from the public and the 
banking system. 

COUNTERPART PROGRAM ACTIVITY 
CUMULATIVE FROM JUNE, 1951 

I t  should be noted that local currency costs usually must be met 
well after the time when the corresl)onding FOA dollar obligations 
are established. Hence, most fiscal year 1956 local currency costa 
must be asociated with dollar assistance provided in earlier years 
The full local currency cost impact of the fiscal year 1956 FOA dollar 
program will not be felt until fiscal year 1957; thereafter i t  will 
decline. 



IX. Relation of the Philippine Program 
Other Outside Resources 

I n  fiscal year 1955 and fiscal year 1956 it is expected assistance to  
the Philippines, in addition to the FOA program, will include aid 
under the Colombo plan, United Nations Techiiical Assistance Ad- 
ministration, and the Fulbright and Smith-Mundt education pro- 
grams. A limited number of training grants, offered through the 
University of the Philippines, are financed by three United States 
fonndations. A few grants are also provided by private sponsors. 

Assistance from these sources is invariably in the form of training 
grants, scholarships, and technical assistance grants; almost no com- 
modity assistance is provided from any source otlier than under the 
FOA program. I n  fiscal year 1955 the Colombo plan will have avail- 
able an estimated $100,000 to finance the training of selected Filipino 
specialists. The UNTA and other U.N. agency programs tentatively 
propose the expenditure of $380,000 and peso support of $175,000 to 
finance 34 technical assistants and 19 training fellowships. Operation 
of the Fulbright and Smith-Mundt programs, under the direction of 
the United States Department of State, will involve expenditure of an 
estimated $150,000 and F400,000 to finance some 75 trainee, research, 
and graduate scholarsl~ips as well as a number of foreign leader grants 
and exchange professorships. The total cost of all aid from tlie above 
sources will be equivalent to $1.2 million in fiscal year 1955. It is 
likely a similar amount may be available in fiscal year 1956. 

The various training and scholarship activities financed by other 
agencies supplement and complement the F O B  Type A technical as- 
sistance program. I n  almost all cases participants are selected by the 
sponsoring agencies on the basis of scholarship attainments or demon- 
strated ablility in specialized fields. 

Technicians from the U.N. Technical Assistance Administration 
and other U.N. specialized agencies (WHO, FAO, UNESCO, 
UNICEF) are provided, for the most part, in fields to which FOA 
assistance is not extended. I n  some cases, however, a U.N. technician 
performs services in areas where FOA projects are in operation. I n  
such cases, the U.N. contribution is complementary to FOA aid and 
supports project objectives. Close cooperation is maintained between 
the FOA and the U.N. Resident Technical Assistance Representative 
and a high degree of coordination achieved in field operations where 
the services of the two agencies must be blended. A typical example 
is the FOA-PHILCUSA Forest Products Laboratory project, which 



combines commodities and participants financed by F O A  with the 
services of a technician provided by the UNTAA. 

A number of questions suggested by this paper were raised by Mr. 
Renry TFT. Prentis, Jr., Chairman of this Task Force, in recent inter- 
view with F O A  personnel. A report of these discussions follows. 



X. Interview-Mr. H. W. Prentis, Jr. 

Witli FOA Oficials 

Mr. Hagberg stated that the land title project was regarded as  extremely 
important by the FOA as a means of combating the Huk Movement; that the 
Philippine Government had neither the organization nor the money to carry 
the land title project through; hence the necessity of the grant made by FOA 
for this purpose. 

His comments regarding the $5 million of grant-in-aid assistance provided 
in the 1955 fiscal program for essential equipment to be purchased in local 
currency from Philcusa by small and medium sized private business enterprises 
in the Philippines, the sales proceeds for which a re  to be credited to the 
counterpart funds account, were as  follows: 

The Monetary Board of the Central Bank has been anxious to maintain a 
reserve of a t  least $300 million to stabilize the Philippine peso. At the present 
time these reserves stand a t  $283 million and hence it  seems unwise to reduce 
them by another $5 million. 

I t  is true that the Export-Import Bank has authorized a line of credit of 
$5 million to five Philippine commercial banking corporations and thRt so fa r  
this line of credit has  not been utilized. 

FOA and Philcusa have been working to set up an investment guarantee or- 
ganization in the Philippines to encourage the investment of private capital 
in individual enterprises, and for this purpose $5 million of additional counter- 
part funds a re  required. That is the principal reason for the proposed $5 million 
grant-in-aid instead of using a portion of the Philippine international reserves, 
or utilizing the line of credit of the Export-Import Bank. Mr. Hagberg assured 
me that his general philosophy is not to give grants when the program is bankable 
and funds can be secured from either the Export-Import Bank or the Interna- 
tional Bank of Reconstruction. I told him that in this case or any other case 
where the issue was finely divided, it  should always be resolved in favor of the 
American taspayer. H e  assured me that the general trend in the Philippines 
under the Magsaysay Administration is toward private enterprise. He men- 
tioned particularly the leasing of the Manila Hotel to private managers and 
the discontinuance of the government operated Philippine airlines as  practical 
illustrations of this trend. He assured me that if the machinery proposed to 
be purchased by the $5 million FOA grant was secured either through that 
means or through the Export-Import Bank line of credit, the 17 percent foreign 
exchange tax would have to be paid in either case. 

The Philippine Government's contribution for the current fiscal year is $80 
million; the contribution of the United States, $20 million. Of the $SO million 
contributed by the Philippine Government, about $30 million comes out of counter- 
pert funds, so that the actual distribution of the expense of the Philippine pro- 
gram is about $50 million of the United States and $50 million for the Philippine 
Government. Mr. Hagberg assured me that  the contribution made by the Phi l ip  



pine Government does not include its entire outlay for road building, but only 
that part of the outlay in which there is direct American participation. 

I called his attention to the fact that the eraluation team sent to the Philip- 
pines in 1953 recommended a reduction of 25 percent in the JlSA staff a t  that  
time. On the other hand, there has been an increase from 337 employees in 
March 1953 to 396 on December 1, 1954, with 44 jobs unfilled. Mr. Hagberg 
called my attention to the fact that the staff had been reduced from 34 to 20 
during the period. However, I insisted that the evaluation team meant the 
total of employees, not simply those on the administratire staff. 

I also called his attention to the fact that the eva1u:ltion team recommended 
that the 63 projects then in progress be reduced. Instead, they hare  been in- 
creased to from 75 to 80. Mr. Hagberg stated that  there actually has been 
greater concentration but that  budgeting and accounting rerlui~.ements had ne- 
cessitated a breakdown of the projects so that  there appear to be more. 

H e  testified that all the work that  FOA is doing in the Philippines is necessary 
to fight comniunism. I-Ie justified all of these projects, including its labor ac- 
tivities, on that score. I asked him whether any definite objectives had been 
set which, when attained, would result in the program being discontinued. He 
told me that no such objectires had been set and admitted that in many coun- 
tries, such as  Indonesia, the aid given was determined more or less by smoke 
signals and was largely a matter of judgment. I pointed out to hiin that  Phil- 
cusa had a staff of 360 people and that  there were 396 in FOB and asked him 
why procurement could not be done in the regular Gorernment departments and 
thus reduce the staffs of both Philcusa and FOA. He felt that it  would be a 
mistake to follo\v such procedure since FOA can follow through much better by 
concentrating its procurement activities in  Philcusa rather than having them 
distributed through the regular Philippine Government departments. 

Both of these gentlemen assured me that  there is now close cooperation be- 
tween the chiefs of mission and the FOA staff in every country in which FOA 
is carrying on operations. I asked Mr. Hagberg whether it  is possible that  we 
:me trying to aid the Filipinos too rapidly, and inquired as  to what assurance 
we hare  that  the Philippine economy can use increased aid efficiently. H e  as- 
sured me that he was very careful to see that  the Philippine Government is able 
to absorb and handle all aid that is offered them. Not only must they be able 
to meet the budget requirements but also must have sufficient trained people 
available to administer the aid effectively. 



XI. Observations--Philippines 
FOA Country Program 

The following observations may be useful : 
I. There is substantial evidence that the overall program is making 

measurable progress toward the specified objectives. 
2. I t  appears that there is too great a diversification of activities 

and that concentration on fewer projects or lines of activity would be 
desirable, but we are unable with the evidence a t  hand to make a 
specific recommendation in this regard. 

3. I11 common with practically all countries, the technical coopera- 
tion pliase of tlie Philippine program experiences a chroilic shortage 
of technical persoilnel (some 38 vacancies existing as of December 
1954). Since this is a conlmoil problem of considerable magnitude 
(some 400 to 500 current continuing vacancies worldwide) i t  suggests 
that ( ( I )  tlie personnel recruiting staff of POi$ is a t  fault, or ( b )  the 
technical cooperation program is beyond the capacity of the United 
States to provide competeilt personnel, or (c) the need for competent 
1)ersonnel be reduced to a level possible of fulfillment, or (d) that no 
serious intent exists to fill the vacancy rosters for techiiical assistants, 
or ( e )  that a combillation of 2 or more of these 4 factors is involved. 

4. I n  the important segment of industrial developmeilt in the Phil- 
ippines over a period of years i t  is curious to note the total absence 
oP the utilization of the technical assistance available in the Depart- 
~neilt  of Colnmerce in this field in the consideration of specific or re- 
lated problen~s. Complete depenclence by the Foreign Operatioils Ad- 
lliinistration on other sources and ignoring tlie established advantages 
of the Department of Commerce would seem an unnecessary dupli- 
cation of services and constitute wasteful practices. 

5. The total P O A  staff in the Philippines is some 396 positions 
iilcluding some 44 vacancies as of December 1954. Philcusa as the 
I'hilippine counterpart of the P O A  mission (USOM) has a total 
payroll of some 360 persons paicl fronl Philippine Government ap- 
propriations. I t  would appear that a total of 756 people to administer 
the Philippine United States aid program of $20 million for fiscal 
year 1955 is excessive. I11 all fairness i t  should be noted, however, 
that including counterpart and other forms of local contributions 
the program is greatly in excess of $20 millioil and actually involves 
expenditures of some $87.9 million. 

6. There have been many examples in the past of improper and 
careless programing, procurement, and general management. Riluch 



ecluipment for rehabilitation of the colleges, university and hospitals 
was purchased with no provision for its housing. Expensive electri- 
cal equipment, including an electronic microscope, X-ray machines, 
sterilizers, etc., were purchased when no electric power was available 
for their utilization or trained personnel to operate them. Large 
quantities of fertilizer (one or more shiploads) of improper specifi- 
cations were bought early in tlie program with no previous arrange- 
ments made for its storage, distribution, or sale. Unnecessarily elab- 
orate and expensive hospital equipment was purchased in excessive 
amounts in the form of operating and autopsy tables, laundry ma- 
chines, stainless steel service trays rather than plastic, etc. Drugs, 
~~l~armaceuticals  and chemicals of improper specifications, form, and 
qiiailtity were ordered but purchase prevented after much delay and 
embarrassment. For  example, distilled water was ordered from the 
United States to be shipped by freight to Manila, notwithstanding 
the previous furnishing of stills to produce distilled water in Manila. 
Drugs were ordered in unstable solutions which could never have ar- 
rived in usable form rather than as stable crystals (argyrol). 

I t  was never possible to pinpoint the person or persons responsible 
for these and other similar cases beyond locating the responsibility in 
a large area of management. 

There is no available evidence to show that similar errors of omis- 
sion or commission have been reduced. 

7. Attention is called to the $5 million grant aid in the fiscal year 
1955 program (25 percent of the total 1955 dollar aid program) for 
essential equipment to be purchased in local currency from Philcusa 
by small and medium sized private business enterprises in the Philip- 
pines, the sales proceeds for which are to be credited to the counterpart 
fund account. This item is discussed in Mr. Prentis' reported inter- 
views with F O A  officials in the preceding pages of this paper. 

Granted that  the 10 million pesos in counterpart to  be generated by 
this expenditure and importation would provide a measure of useful 
capital for the proposed establishment of an industrial guarantee and 
loan fund (its primary purpose) as jointly endorsed by the Philippine 
Government and FOA, there still appear no conclusive or cogent rea- 
sons why this capital should be provided by grant aid funds. 

I t  is also noted that  the original proposal for this operation was 
predicated on the lack of dollar exchange and made no mention of the 
now primary intent to set up the industrial guarantee and loan fund 
with counterpart. 

No evidence has been advanced either that the 10 million peso capi- 
tal cannot be appropriated from public funds of the Philippine Treas- 
ury or cannot be raised by public subscription under local private spon- 
sorship. Equally lacking are the reasons for  the nomination of the 



specific amount of 10 million pesos or details as to management of the 
fund once created. 

The process for the creation of this 10 million peso account is inter- 
esting. To initiate the operation Philcusa will publicly announce that 
i t  is prepared to receive applications for the purchase of industrial 
machinery, equipment and materials to the value of 10 million pesos 
and to be purchased by local entrepreneurs in peso currency. I n  light 
of past experience the total of applications received will greatly exceed 
the amount available and the responsibility for screening these appli- 
cations down to the 10 million peso limit devolves upon a Philippine 
Government agency, Philcusa, with some small degree of informal 
consultation with FOA personnel. The resulting approved list is 
broken down into broad general categories such as woodworking ma- 
chinery, metal working machinery, processing equipment, electrical 
equipment, materials, etc. This list is submitted to FOA/W for 
approval. On approval by FOA/W, Philcusa then submits to F O A m  
the names of the proposed end users with the specific equipment and/or 
materials allotted to them. FOA then has 10 days in which to consider 
and veto any particular end user. Just what criteria is used for both 
lists is not clear. The clearance and approval of the two lists are 
suggested as more or less pro forma. 

8. About 2 or more years ago Philcusa and the FOA mission in 
Manila jointly approved a lighthouse rehabilitation project calling 
for the expenditure of approximately $800,000. The equipment speci- 
fied was largely of an obsolete type used 25 or more years ago in 
Western Europe and the United States. I t  called for much equip- 
ment of highly expensive character including custom ground lenses 
of exacting specifications and oil burning lamps requiring a high de- 
gree of personnel attendance. With considerable difficulty this pro- 
posal was disapproved in 'ATashington, an experienced United States 
Coast Guard officer assigned to make a field survey of the require- 
ments, modern automatic and semiautomatic equipment recommended, 
and the whole project completed for approximately $400,000. 

9. Similarly a dredge was jointly approved by Philcusa and FOA/ 
Manila which according to Philippine specifications would have cost 
between 3 and 4 million dollars. On redesign by the United States 
Army Corps of Engineers a better dredge was designed and built 
for $2 million as a result of intervention by FOAPV. 

10. I t  is the present policy of the FOA to decentralize responsi- 
bility and authority hitherto shared by Washington and the field mis- 
sion in favor of increased authority for field missions such as the 
USOM in Manila. A number of the above observations suggest that 
I-lowever desirable that may be from an administrative point of view, 
little evidence exists indicating the capability of the USOM personnel 
in Manila to properly discharge such responsibilities. 



11. An example of the indivisible operations of the program is 
provided in the multiple-purpose projects in which power, irrigation, 
flood control and water supply potential of key river valleys is in- 
voived. Here we have services of power engineers, reclamation-land 
use technicians and geologists all employed on a coordinated single 
project also involving in many cases road and bridge construction, 
new land settlement and harbor facilities. Quantities of supplies, 
materials and equipmeilt related both to individual phases of the op- 
eration and to the projects as a whole are involved requiring inte- 
gration of purchasing as well as planning and programming. Suc- 
cessful location and identificatioil of poteiltial coal resources has to 
be followed by continuing mining surveys plus materials testing and 
utilization calling for different professional techniques in orderly 
availability in relation to transportation facilities, market demand and 
development capital availability. Educational contracts between 
American universities and the agriculture, public administration, en- 
gineering, education, and business administration colleges of the 
University of the Philippines ha re  to be coordinated with the cor- 
responding phases of the agricultural, economic, commercial and 
political community. Establishing an organization of 20 private 
rural banks, agricultural exteilsioil services and 110 farm cooperatives 
are inseparable components of the overall agricultural program which 
in turn again is related to water use, control, transportation and 
storage. Sorne of the technical cooperation services doubtless can be 
isolated and handled separately, i. e. malaria control, hospital 
rehabilitation, rural health, professional and vocational training, 
etc.; equally some segments of deveiopment assistailce and in basic 
public works. HOII-ever, probably three-quarters of the total pro- 
gram expressed in persons and dollars does require centralized co- 
ordinated administration. Furthermore, the Philippine Govern- 
ment has appropriated some $60 million of counterpart funds ($3 mil- 
lion over legal requirement) for local expenses of the entire program 
so that the program to be administered is not a $20 million program 
but $20 million plus $67.9 million or more expressed in counterpart 
funds. Such a program cannot be administered except by a closely 
coordiilated operatioils staff in the field as well as the TVashington 
headquarters. This necessity for coordination suggests a strong 
word of caution in any future reorganization or  realignment of the 
F O A  or its functions both in Washington and in the field. 

12. The proposed request for a $25 million F O A  loan in fiscal year 
1956 and other features of the current aid programs relating to tech- 
nical assistance and grant aid for various forms of industrial develop- 
ment and investment in the Philippines raise at  least two important 
ciuestions. First, is the Philippine Government making a maximum 
effort within its own resources to improve the investment climate for 



both domestic and foreign investors 'l And, second, does the intimacy 
of American participation through tlie aid programs for industrial 
development expose the United States to the risk of criticism resulting 
froin participation in approving purely Philippine ventures or in 
the approval of loans ? 

I n  coni~ectioi~ lVith tlie first question i t  may be noted that a publica- 
tion of the Department of Commerce, "Factors Limiting United 
States Investments Abroad," devotes seven pages to the Philippines. 
Offsetting these obstacles to private investment we have presently two 
hills before the Philippine Congress (one modeled after a recently 
validated Turkish lam to promote industrial development) designed 
to improve the investment climate and with reasonable expectancy of 
approval. A modification of a recent law nationalizing retail trade 
(aimed at  tlie Chinese) is also proposed, while a recent delegation of 
Philippine businessn~eii was officially sent to the United States to 
determine at  first liand the obstacles to known instances of potential 
American investment in Philippine industry. The objective of this 
delegation mas to explore possibilities of removing these obstacles. 
A beginning has been made in turning Government-controlled opera- 
tions over to private operation. Expected approval of the recently 
renegotiated trade agreement may be expected to aid in industrial 
clevelopn~ent. 

For example, in the management of the industrial guarantee and 
loan fund, hy a committee of officials of Philippine financial institu- 
tions including the Central Bank, a Philippine Government institu- 
tion, employees of tlie USOM (FOB),  i. e., officials of the United 
States Government, also have representation ancl strong position in 
approval or disapproval of individual requests for guarantees or 
loans. And in the case of the industrial development center, a Philip- 
pine Government institution, the industry division director of the 
USOAI has a dual responsibility in that he also serves as principal 
industrial advisor to this center which is provided, on a full time basis, 
with four United States employees, technical assistants, who have 
opposite numbers on the Philippine staff. Again, a decision to ap- 
prove or disapprove a proposed industrial venture is in effect a joint 
decision of the Pliilippine Government and officials or employees of 
the United States Government. 

The question presented is whether participation to this extent by 
United States Government officials in what would appear to be purely 
internal operations of the Philippine Government is appropriate and 
proper. 

33. The above observation leads to a question of principle in the 
use of United States economic aid in any of its forms, i. e., technical 
cooperation, direct forces support, defense support, development as- 
sistance by grant or loan, in the degree to which representatives of 



the United States Government officially participate in the utilization 
of this aid. This participation varies from the minimum exercised 
in the case of commodity or equipment purchases confined to a comp- 
troller end-use check to the maximum represented by a continuing 
responsibility by joint memberships with representatives of the host 
Government on various committees, councils, commissions, etc., for 
a vote in the use, management, and control of the funds or services 
provided by United States aid on a continuing basis, such as is sug- 
gested by the references to the industrial guarantee and loan fund 
and the industrial development center in section I V  of this paper. 
Such a situation unavoidably provides a potential area for controversy 
and criticism, particularly in highly nationalistic and perhaps super- 
sensitive unclerdeveloped countries. This situation may aggravate 
rather than ameliorate United States foreign relations with those 
countries. I t  also carries with i t  an implied degree of continuing 
financial liability. 

I f  aid were only granted or provided where i t  could be utilized 
witliout such continuing joint coiltrol or disposition with its attendant 
risks, i. e., where there existed an acceptable local capability of com- 
plete local control, this would permit drastic reductions in the aid 
program. TT7hether overall United States foreign policy objectives 
coulcl be reached as rapidly or as satisfactorily by such a policy is 
difficult to predict. Great variations in local conditions suggest no 
rigid policy with respect to this principle or subject, a t  least without 
more extensive study, but i t  can be noted that the principle deserves 
most serious and prompt attention. 

14. Tlle progranl by itself could be reduced and conducted with 
improved efficiency, but, considered in relation to the entire F a r  East 
program, a sizable reduction would appear unwise for the imnlediate 
present for many reasons. Predominant among these reasons is the 
fact tliat the new Magsaysay Administration appears to represent a 
marked improvement over preceding administrations and needs all 
possible United States support to maintain its position and have ample 
opportunity to demonstrate its capabilities. As a matter of fact, im- 
mediate incre:~ses in the armed forces of the Philippines are closely 
related to the proposed increase of perhaps 50 percent in the program 
now being operated in fiscal year 1955 with large increases in total 
program proposed, as noted above, for fiscal year 1956. I f  serious 
hostilities occur in or around Formosa, the Philippines would become 
an  active staging area. 
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Republic Korea 
Military and Political Background 

Follo~ving the Russo-Japanese War, Iiorea becaine a Japanese 
protectorate in 1905 and was formally annexed by Japan in 1910. It 
reinai~led in this status until the end of World War  11. 

By virtue of agreeinents between the Allied Powers a t  Cairo, Pots- 
dam, and ~IOSCOTT', responsibility for mi l i t a~y  government in Korea 
was assigned to the Soviet Union north of the 38th parallel, and to 
the United Stntes south of it. The United States responsibility was 
assumed by the United Stntes Army on September 9, 1945. 

The funclamental United States objectires of the United States 
Military Government in South Korea were to establish as soon as pos- 
sible a self-governing ancl sovereign Iiorea, independent of foreign 
control and eligible for membership in the United Nations; to insure 
that the National Govei.nment so establislied n~ould be fully repre- 
sentative of tlle freely expressed 11-ill of the Iiorean people; and to 
assist the Icoreans in establishing a sound economic system and an ade- 
quate educational system as essential bases of an inclependent demo- 
cratic state. 

Although the Foreign Ministers of tlle Big Four had agreed a t  
Rioscow on December 27,1945 to reestablish Rorea as an independent 
and clemocratic state, the Joint  United States-Soviet Commission 
n-llich was est:~blislied to form a prox.isiona1 ICorenn Government had 
no positive results, largely due to Soviet obstructionisn~ and to 
Soviet esploitation of North Iiorea as a newly acquired satellite area. 
IIowever, the Rioscow agreement was observed in South Korea, where 
political democratization made relatively rapid advances. South 
Koreans were initially brought into the machinery of military gor- 
ernment as advisers to the American directors, but by August 1946 
they had become the directors and the Americans had assuinecl merely 
advisory roles. On Bfay 17, 1947 the United States Military Gover- 
nor established the South Korean Interim Government which em- 
braced legislative, executive, and judicial fuilctions ancl was manned 
with elected or appointed South Korean nationals. 

On September 17, 1047 Secretary of State Marshall brought the 
ICorean problem before the U. R'. General Assembly, which on Novem- 
ber 14, 1947 created a U. N. Tenlporary Conlmissioil on Korea to 
assist in establishing a National Government of Korea (not merely of 
South Korea) and to supervise the withdrawal of occupa,tion forces. 
However, Soviet occupation forces prohibited i ts  entry into North 
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Korea. Elections for deputies to the National Assembly were held in  
South Korea on May 10, 1948 and i t  met for the first time on May 31, 
1948, Dr. Syngman Rhee being elected chairman. On this occasion 
seats were left vacant in proportion to the population of North Korea, 
since i t  was confidently hoped that North Korea would later send 
its representatives to participate in the national assembly. On August 
15, 1948, the third anniversary of IZorea's liberation, the American 
occupatioil of South Korea was terminated and the Republic of Korea 
( R O R )  was established with Seoul as its capital. 

Economic Background 

Korea as a whole is slightly larger than Minnesota. The 38th 
~ a r a l l e l  divides i t  into 2 approximately equal parts, with 9 million 
people in the north and 21 million in the south (where in  addition 
there are now 2% million refugees). The administration, manage- 
ment, and operation of IZorea's economy had been in ,Japanese hands 
for 40 years, ancl the departure of the lthousancls of Japanese man- 
agers, technicians, and Government officials who had preempted all 
positions of power and skill during the Japanese rule left a dearth 
of trained managerial and technical manpower to cope with the 
problems to be faced. 

The greatest problem was the economic imbalance caused by the 
dismemberment of Rorea a t  the 38th parallel. Two-thirds of the 
heavy industries, nine-tenths of the hydroelectric power, and prac- 
tically all of IZorea's major coal, iron, and other known mineral 
deposits vere located in the noi.th. On the other hand, three-fourths 
of Korea's agriculture was in the south. Such industries as were 
located in South Korea were practically a t  a stand-still a t  the end of 
TVorlcl War  11, and i t  was estimated that they were operating a t  
only 30 percent of available capacity 3 years after the war. The 
production of minerals was meagre, being hindered by obsolete and 
inadequate equipment. Agricultural production in South Rorea, like 
other phases of its economy, was at  a low ebb, in striking contrast to 
the fact that Korea had been one of the four surplus-rice countries in 
the F a r  East  prior to the war. 

U .  S. Economic Aid to South Korea 

The United States met this situation by providing extensive eco- 
nomic assistance to South Rorea from the beginning of the occupation. 
Such aid consisted mainly in shipments of food, fertilizers, and agri- 
cultural supplies to prevent famine, disease, and unrest. Deliveries 
of these aid goods amounted to $378 million during the 3 years of the 
occupation. 



The Economic Cooperation Administration (ECA) took over the 
responsibility for economic aid after the end of the occupation and 
carried on this work until the country was invaded in 1950. During 
this time i t  programmed $170 million in econon~ic aid for the Republic 
of Korea, aiming for a balance between the immediate need for con- 
sumer commodities and the development of capital projects which 
might ultimately make further economic assistance unnecessary. 

E C B  initiated projects for the expansion of power generating facili- 
ties, illcreased tungsten production, the development of new anthracite 
coal fields, the rehabilitation of the fishing industry, the production 
of chemical fertilizer, and the expansion of the railway system. It 
also financed commoclity purchases with first priority to  raw ma- 
terials, fertilizers, spare parts, and repair equipment. 

The first 5 postwar years showed encouraging results. The per- 
capita income mas raised to $60 per year, which was the highest ever 
achieved in Korean history. (Compare with $200 for Japan and 
$2,000 for the United States.) The Republic of Icorea's agricultural 
position had been improved to such an extent that i t  became self- 
sufficient in foodstuffs and began again to export substantial amounts 
of rice to Japan. However, its foreign trade position continued to 
be characterized by limited export availabilities and by lack of effec- 
tive direction in inalring suitable trade arrangements or in developing 
a long-range trade pattern. 

The Invasion 

On June 25,1950 the North Koreans crossed the 38th parallel. The 
U. N. Security Council that same day determined that  the North 
Korean action constituted a breach of the peace and shortly thereafter 
designated the United States to lead a U. N. Unified Command i n  
repelling the attack and restoring international peace and security in 
the area. 

ECA immediately suspended its activities for  further economic 
development, and from then on until its termination in the spring of 
1051 largely confined its efforts to cooperating with the United States 
Army in maintaining a pipeline of imports to meet the essential de- 
mands of the civilian economy. 

Wartime Relief Activities 

The Commander in Chief of the U. N. Command (CINCUNC) 
assumed the responsibility for civilian relief and related activities 
in the theater of operations. I n  February 1951 he assigned these 
functions to the U. N. Civil Assistance Command in Korea 



(TJXCACR), ~vhich 1vr-a~ placed under the United States Eighth 
Army. The structure of USCACIC was designed to parallel that of 
the EOIC Govenlment. I t s  headquarters I\-as at  Pusan, the tenlporary 
seat of the ROIC GOT-ernlnent, aiid froill there its chain of co~rlmaild 
extended to field teains located in each of tlie 10 provi~lcial capitals. 
UKCACIC took ovw ECLI's f~~ i i c t io~ i s  and quickly grew to n large 
commantl. -1s of September 30, l 9 > l  it Irad ever 700 personilel on its 
roster, iilclntliiig nationals of 12 nations. 

February 1931 also sav  tlie start of the U. N. 5ore:ln Reconstruc- 
tion Llge~icy (USI<I<-I) ,  ~vliic11 lint1 been establisllecl by the U. N. 
General Asseiiil?ly on nece~nber 1, 1030 to assist CIXCUNC and tlle 
ROJi  Governnlcnt in tllcir relief aild rehabilitation activities. 
'IJNI<RA is fmiclecl from volnntary clonatiolls by U. N. member 
nations ailcl certain nonmember nations. The U. N. General As- 
seillbly pave it a ceili~lg autlioi~iz:~tion of $250 million. $206 inillion 
was pledged by 23 nations, the r u i t ~ d  States pledging $162.5 million, 
or 65 percent of tlie total, ailcl sigiiificaiit contributions being also 
pledged by the Unitetl I<inpdoni. Canada, ancl ,lustralia. 

Tlle programs nndert:tkcn by T ~ S I C I t , l ,  lliider the superrision of 
the U. X. Comrriission for the Unification :11id Reliabilitation of Korea 
(USCURIC), ~ ~ e r c  niailllp directecl tov-nrd tlie long-range rehabilita- 
tion of tlie Rel~ublic of Korea, vhile those undertalcen by the Unitecl 
St:ites Ariiiy tlirough TTSCA1C1C vere for i~nnlectiate relief. All of 
these activities came uiicler tlie supervision of CINCUKC. 

The scope of these programs for econoii~ic aicl and civilian relief in 
the Itel)~iblic of Iiorea varied ~vitli the military situation. 11s the 
invaders sljread dest~.uction throl~gli tlie peiliilsula, direct assistance to 
the distressed and lioineless becanle the first requirement. As the 
military situation eased and as it l~ecame less ~irgent  to provide direct 
relief in support of the nlilitary opel-ations, longer-1*ange economic 
1)roblems could once more be considered. 

The estimated value of tlelire~*ies fi~ianced by United Stntes ap- 
~n-ol~riations for economic aicl ~ l i ~ r i n g  tlle entire period of hostilities 
from June 1950 to , l ~ g u s t  1953, including United States Ammy funds 
for civilian relief, ECA funds, and United States contributioils t o  
'IJKIiR-l, was al~prosiiilately $345 million. Unitecl States Army 
funds also supplied n~ore  than an estimated $50 million for engineer, 
signal, and transportation sul~plies for coinbilled military-civilian 
use; $5.0 million, for raw inl~tcrials turned over to tlie ROT< Army for 
1rocessi1lg into finislled proclucts, and $250 million for servicing, re- 
pairing, and replacing United States e q l ~ i p m e ~ ~ t  used in carrying out 
rel~abilitation pl.ojects and in providing transportation, food, clothing, 
and medical care for ref~igees. 



Currency Problems 

For  the purpose of nleetiiig the local-currency reqnirenlents of tlie 
U. N. Con~n~ancl, the Republic of Ilorea on July 20, 1950 agreed to 
:~drance local currrncy against later reinlbursenlent. Tlie basic unit 
of ROIC currency was then tlie won, wllich was officially valued at  
1,500 to the clollar. I t s  value with i~elation to the dollar decreased 
during tlle nest 2 years successively to 2,500, tllen 4,000, and eventually 
to 6,000 by February 1953. Tlie rate established for accounting pur- 
poses in determini~lg United States clebits for tliese  on advances was 
generally tlle same as the official rate, althongh there were certain 
minor variations as tlle exchange value fluctuated. Won drawings 
for the Unitecl States armed forces appear unfort~ulately to liave con- 
Iributed lieavily to the ROK inflatioir, sii1c.e :~dtlitional buying pover 
was thus created without additional consiuillcr saleables being made 
available. Although tlle BOIC Governnlent had agreed to reduce out- 
standing amo~ints of ROIC currency IT-hen tliese won drawings were 
repaid, there is no indication that  this was actually clone after the 
Unitecl States began to make partial settlenients in 1951. 

Combined Economic Board 

Tlie ROK Government proposed on January 16, 1952, that all pre- 
vious won advances be paid in full and withont delay. and that  all 
future won aclvanceu be paid as made. Tliis led to ;I series of negotia- 
tions between CINCUNC and tlle R O B  Governillelit vliich resulted 
on May 24, 1952, in an economic coordination ngreenient, by virtue of 
\rllicll a combinecl ecollomic boarcl was cl-ented, coin~osed of repre- 
sentatives of CINCIJNC and of the ROIC Government, to serve as a 
coorclinating and advisory agency for the U. N. Coiilnlancl and the 
Republic of Ilorea on all econon~ic aspects of tlie prograin for civilian 
relief and reliabilit a t '  ion. 

Tlie Uiiited States agreed to make prompt, full, and final settle- 
merit for aclvanced ROlC currency by paying tlle sum of $ &  inillioii 
per month on account, beginning wit11 RIay 1952. Tliese payments 
were to be at  varying rates of excllange, more or  less ill accordance 
xrith tlie fluctuating official rate. Tlie B O R  Governmerit agreed in 
tm.11 to require repavinent of only 90 percent of tlie advanced amounts, 
the remaining 10 percent being considered as a E O I l  contribution to 
tlie combinecl war [.ffoi-t. The ROIC Governinent further agreecl to 
combat inflation; to apply souild fiscal ancl nioiletary policies; to 
institute rationing :~nd controls over foreign escllange, credit, wages, 
and prices; to promote the cxport trade; and to achieve the maximum 
t~ntiinflationary effect from imports, including aid goods. 



However, the R O K  Government did not initiate the monetary and 
fiscal controls contemplated in this economic coordination agreement. 
United States representatives frequently found i t  iinpossible to reach 
working agreements with R O K  officials. I n  many instances when 
working agreements were reached, the R O R  Government was unwill- 
ing or  unable to take the necessary measures for  the accomplishment 
of specific programs, and frequently failed to provide timely infor- 
mation as to the eccnomic plans and activities of the R O K  Govern- 
ment. Negotiatioils through the combined economic board were im- 
peded by the tight control over economic decisions which was con- 
sistently retained on the highest level of the R O K  Government. The 
actions of the combined economic board thus did not prove to be very 
effective, and C I N C U N G R O K  negotiations were not materially as- 
sisted by its existence. 

Fzlrther Currency Crises 

I n  November 1952 the ROK Government again requested that all 
outstanding dollar repayments for  won advances be made a t  once, 
and gave notice that as of December 15, 1952, i t  would be impossible 
to continue to advance won under existing arrangements. After con- 
sideration of the problem a t  Washington by the National Security 
Council, CINCUNC was authorized to effect complete reimbursement 
to the Republic of Korea for  all won already advanced and to be 
advanced in the future, provided that the R O R  Government woulcl 
agree that  reimbursement for  future advances would be a t  a rate of 
not less than 180 won to the dollar. 

I n  accordance with this authority, CINCUNC made an agreement 
with the R O K  Government on February 25, 1953, to pay $85 million 
immediately on account, thus settling for  all unpaid n-on aclvances 
through February 6, 1953, and in the future to pay for  all advances 
of R O K  currency on a monthly basis, a t  a rate to be determined quar- 
terly on the basis of the Pusan wholesale price index for April 1951. 
Coincident with this agreement, the R O K  Government changed the 
unit of R O K  currency from the won to the hwnn, the rate of conver- 
sion being 1 hwan to 100 won. Since the won had been last valued 
at  6,000 to the dollar, the initial value of the hwan was thus 60 to 
the dollar. 

The  Tasca Mission 

It became apparent early in  1953 that the relief assistance which 
the United States was at  that time making available to the Republic 
of Korea was inadequate to support the rapidly growing R O K  mili- 



tary establishment, let alone rehabilitate the ROK economy. The 
ROK armed forces were consuming steadily enlarged quantities of 
available consumer resources. ROIZ military expenditures mere 
causing progressively greater budgetary deficits and constantly rising 
inflation. 

I n  view of this situation, the National Security Council recom- 
mended to President Eisenhower that  a review of the entire situation 
be made without delay. I11 April 1953 the President sent an economic 
missioil to IZorea to survey the ROK economy and to make recom- 
mendations as to the amount of external aid necessary to make the 
Republic of IZorea self-supporting. The mission was headed by Dr. 
Henry J. Tasca, subsequently Chief of the P O A  mission a t  Rome, and 
included representatives of FOA, the Department of Defense, the 
Treasury Department, and the Department of State. 

I n  June 1953 the Tasca mission reported to the President that 
United States economic assistance in the order of $1 billion over a 
period of 4 or 6 years mould enable the Republic of Korea to become 
self-supporting, except for its military requirements. Tlie assump- 
tions on which this estimate was based mere that  the United States 
was prepared to assist the Republic of Korea in achieving a standarcl 
of living approximately that of 1949-50; in supporting a military 
force capable of deterring external aggression by other than a major 
military power; in promoting rehabilitation and reconstruction; and 
in maintaining monetary and financial stability. (An interesting 
parallel is provicled by a. report dated December 15, 1952, that, based 
on a survey conducted for UNICRA by Robert R. Nathan Associates, 
Inc., the Republic of Korea would need economic aid amounting to 
$1.750 billion over a period of 7 years.) 

The report of the Tasca mission included an analysis of the economic 
measures to be taken to achieve these goals. It recommended that the 
ROIC Government initiate certain essential changes in its finailcia1 
~t ruc ture  for the purpose of balancing its budget, establishing and 
maintaining a uniform exchange rate, strengthening its currency, and 
tightening creclit controls. I t  further recommended that  the tech- 
nical and professional skills of R O B  nationals be developed as rapidly 
as possible, that a new aid agreement be negotiated, that the Uiliteci 
States Army continue its relief activities, and that tlle operations of 
UNITRA be accelerated. I t  finally recommended that CINCUNC 
continue to be respollsible for economic aid affairs. but that there be 
focused in one position under CINCUNC the responsibility for co- 
ordinating the United States Army's program for civilian relief, the 
UNICRA program, and the proposed new program for economic re- 
habilitation. 



Reorganization of United States Economic Aid Activities 

As an outgrowth of the recoinmendatioils of the Tasca mission, 
President Eisenhower on August 7? 1953, approved a memorandum 
which reorgnilized the admillistration of the economic aid program 
in the Republic of Iiorea. Under this reorganization, economic af- 
fairs were to continue as a respoilsibility of CINCURC until such time 
as the Unitecl States Government, acting in the name of the United 
Nations, sho111d cleternliile otherwise. 

CINCUSC \\-as to have on his staff an Econoinic Coordinatol., nomi- 
iratecl by the Director of FOIi ,  subject to the approval of the Secre- 
taries of State and Defense and of CIKCUNC, and appointed by the 
President \rith Senate confirmation. Tlie Economic Coordin:ttor was 
to be paid by FOA ancl was also to represent F O A  in the Republic of 
Korea. CINCURTC was to delegate to the Economic Coordinator the 
respoilsibility for develol>ing and supei~is ing  integratecl programs of 
relief, rehabilitation, and stabilizatiorl in the Republic of Iiorea and 
for coordinating all of these prograllls ~ r i t h  the military prograin. 
The Ecoiloinic Coordinator was to represent the United St,ates on the 
Combined 1l:conomic Board and to be respoilsible for derelopiilg over- 
all proposals for econoinic aid. 

3'011 was designated as the agency of principal interest within the 
Uilitecl States Government for supervising and directing the new eco- 
nomic aid program. Conlmnnications between F O S  and the Eco- 
nomic Coordinator were to be through CIKCITSC channels. The 
Ecoiloinic Coordinator was to be subject to the political guidance of 
the United States ,imbassaclor but not to his coordination, like FOA 
inission chiefs in other countries. The Ecoilomic Coordinator \\*as 
also authorized to inake his own arrangements for negotiating with 
the R O I i  Governn~ent. This t~~rnec l  out to mean particularly Presi- 
dent Rhee, tlie Prime Minister, ancl the Alinister of Finance. 

On ,iugust 8, 1053, in connection wit11 the signing of the United 
States-ROIC 3Iutual Defense Treaty, Presicleut Rhee aild Secretary . 
of State Dulles issued a joint statement \~h ich  included the following 
declaration about the rlem economic aid program : 

We contemplate that the projectetl 3- to +year program for the rehabilitation 
c.f the mar-ruined Korean economy shall be coordinated through the Combined 
Economic Roard, under the joint chairinanship of the Korean and American 
represeiitatires. This program contemplates the expenditure of approximately 
$1 billion of funds, subject to appropriations thereof 11s the United States Con- 
gress. !hvo hundred millioi~ dollars has already been authorized out of prospec- 
tive d ~ k n s e  savings. 

The Econon~ic Coordiilator was to have a relatively small staff of 
not over 40, but the staffs of about 258 in UKIZRA and 765 in  the 
United States Eighth Army% ICorean Civil Assistance Coinmaild 
(ICCSC), which had succeeded UNCACIC toward the end of the pe- 



riod of hostilities, were also to be available to him for carrying out the 
program. I n  addition, many troops behind the combat areas were 
engzzgecl in the United States Eighth Army's program of Armed 
Forces ,lssistance in Korea (* iFhI<) .  Finally, the nunlerous volun- 
lary agencies operating in the Republic of Korea supplemented these 

activities witli their own substantial private programs. 

The Economic Coordinator 

President Eisenhower immediately appointed Mr. C. Tyler Wood 
lo fill this new position of Econoinic Coordinator for Korea, and he 
::ssu~ned his cluties in August 1953. The several fields of responsi- 
bility were slightly shifted about to meet the new mission, being di- 
vided inore or less evenly between BCAC and UNIZRA in accordance 
\\-it11 what they had previously been doing. IZCAC was given the 
responsibility for transportation, comn~unications, public works, agri- 
culture, l~ealtll, welfare, supply, and clistribntion. UNKRA took over 
general education, vocationnl training, irrigation, forestry, flood con- 
trol, industry, mining, housing, power, and liaison with voluntarry 
:~gencies. 

Full use was made of existing personnel, as for instdance, by detail- 
ing the health specialists in UNKRA to IZC14C's health section and 
the power specialists in IiCAIC to the UKIIRd  power section. 
UNICRA was in general assigned responsibility for capital invest- 
n~eilt projects of a long-range type, engineering surreys for which 
were conducted by the firm of IInappen, Tibbett, Abbott & AlcCarthy 
under a virtually exclusive contract. KCAC was generally assigned 
relief projects with more imnlediate objectives. 

Further Currency Negotiations 

One of the first difficulties with which tlie Ecoiiomic Coordinator 
came to grips was the currency problem. Negotiations were under- 
taken through the Combined Econonlic Board in all effort to settle 
such problems as the won-dollar conversion rate, expenditures of 
ROK foreign exchange, and ROK individual pricing polices before 
launching the program for econonlic reconstruction and financial 
stabilization. Agreement was reached on December 14, 1953, whereby 
[lie United States committed itself to obtain the necessary aid funds, 
to commit them expeditiously, and to recognize the won-dollar con- 
17ersion rate of 180 to 1, while the ROIi  Government pledged its 
best efforts to minimize the budgetary deficit, to establish a counter- 
part mechanism, and to limit the extension of credit to 5 billion hwan 
annually. A series of annexes to this agreement set forth certain 



principles regarding the financing of the investment program and 
the pricing of aid goods. 

The R O K  Governinent publicly noted a few days later that the 
exchange rate of 180 to 1 was "unchangeable forever,'' but tlie Eco- 
ilornic Coordinator took immediate exception to this unilateral inter- 
pretation and the ROIC Goverilnlent finally agreed that the rate would 
stay at  that figure merely until June  1954, a t  which time i t  would 
be reviewed. I n  return, the Economic Coordinator further conceded 
that  the control of credit and of foreign exchange was to be a func- 
tion solely of tlie ROII  Government. 

Programing for Fiscal 1954 

Contemporaneously wit11 these negotjations, the Economic Coordi- 
nator started to prograiil the $200 million illacle available to FOA 
by the Congress for fiscal 1954 as the first irlstallilleilt of the $1 billion 
of economic aid ~vliich had been recomn~enclecl by tlie Tasca mission. 
These fuilds were transferrecl from surplus funds available as sav- 
ings to the Department of Defense due to tlie cesstltioil of hostilities. 
I n  addition, the Congress appropriated $80.G illillion to the United 
States Army and $35 million to UNIiRA for their relief and rehabili- 
tation programs during fiscal 1954. 

The exact amount of United States military assistance given to 
the Republic of Korea cluring fiscal 1954 is unknown and will probably 
never be ascertained, since i t  is virtually i~npossible to determine 
the dollar value of the equipment transferrecl to the R O K  armed forces 
as United States units withdrew. 

By June  30, 1054, procureinelit authorizations for the entire $200 
lnillion of F O A  funds had been issued, a large proportion being ap- 
proved during the last quarter. Many of these obligations were based 
on estimates rather than on detailed specifications. A 
description of the 11 projects which constituted FOh ' s  program for 
industrial development during fiscal 1954 are illustrative of the 
buildup of the new program. 

These 11 industrial projects received procurement autllorizations 
aggregating $88.6 million, or approximately 45 percent of the total 
appropriation. The first two of these projects were handled by F O A  
itself, but supervisory responsibilities and funds for the other nine 
were transferred to IICAC. Since delivery of goocls and coinpletiorls 
of constructiorl projects against these funds have in general been 
notably slow, the estimated completion dates given below may be re- 
garded as somewhat unrealistic. 



1. Fertilizer Plunt 

Most of the 600,000 metric tons of synthetic nitrogen fertilizer pro- 
duced in Korea annually before World War  I1 came from the large 
hydroelectric development on the Yalu River north of the 38th paral- 
lel, so that the South has had to depend on imported fertilizers for the 
past 10 years. A survey was undertaken in 1953 by the Chemical 
Construction Corporation under contract from UNKRA to analyze 
ROK fertilizer requirements and how to meet them. It came up with 
the report that the required annual production figure was 120,000 tons 
of contained nitrogen and recommended that three fertilizer plants 
be built, each with an annual production capacity of 40,000 metric 
tons. 

Plans were immediately begun for building the first of these three 
plants, which was to produce ammonium sulfate. Indigenous Ko- 
rean coal was to be used for the fuel to procluce the ammonia, and 
the sulfur was to be imported. The estimated cost of this one plant 
varied from $12 million to $20 million. UNKRA's funds were found 
inadequate to finance i t  and the project  as taken over by the Eco- 
nomic Coordinator for financing through BOA. I n  May 1954 the 
Republic of Korea strongly urged that the plant be redesigned for the 
production of urea instead of ammonium sulfate, on the ground that 
tests of Korean coal had proved i t  to be inadequate as a fuel for the 
production of ammonia and that Korea should not have to depend 
upon imports of sulfur, which were estimated to amount to about $2.5 
million annually. BOA accepted this proposal for modifying the 
program and solicited engineering proposals for a urea plant. The 
proposals were received on September 27, 1954, and were turned over 
to the National Research Council in Wasllington for review. This 
has just been completed. During the course of this review, the Na- 
tional Research Council received bids from various firms. F O A  has 
tentatively accepted the joint offer made by two American firms, 
namely, F. H. McGraw, Inc., and Hydrocarbon Research, Inc. De- 
tails of the proposed contract are presently being negotiated on a high- 
priority basis and i t  is expected that the contract will be executed dur- 
ing April 1955.1 The proposed contractors reportedly have a team 
ready and poised for departure to select the exact site for this plant 
in the vicinity of Chungju, as recommended by the ROI< Government. 
(The other two plants are tentatively scheduled for location a t  Seoul 
and Pusan.) 

It is estimated that the construction of housing for the workers, 
the preparation of the foundations, and the pouring of the concrete 
will actually begin during the summer or early fall of 1955. The urea 
plant mill cost substantially more than an ammonium sulfate plant. - 

1 Tbb contract was slgned on May 13,1056. 



The procurement authorization has been issued in the amount of $23 
million, with completion expected by 1957. 

Although the modificatioA of this project from ammonium sulfate 
to urea was in part based on the findings of the Chemical Coilstruction 
Corporation ~ i t h  regarcl to the illadequacy of Korean coal, there are 
strong indications that  purely political considerations hacl a large part 
in n~akiiig the change. I n  view of the fact that  urea is not generally 
regarded the most appropl-iate fertilizer for Iiorea, that serious harm 
may be caused by its misuse, and that it costs substantially more to 
produce, i t  may be asked whether fuel oil should not have been sub- 
stituted for coal and whether the political pressures of the ROK Gov- 
ernment should not hare been more firmly resisted. 

Criticism has also been expressecl about this project on the score 
that the funds were obligated upoil a general estimate rather than 
upon detailed specifications. It may also be asked whether all of the 
possibilities for placing the contract through competitive bidding were 
thorougl~ly explored prior to uilclertalring current negotiatiotns with 
the contractor recoim~endecl by the Kational Research Council. 

2. Thermal Powerplamts 

Major empllasis has been placed in FOA7s programing during fiscal 
1054 on the clevelopn~ent of electric generating facilities to replace the 
lost power sources in the Kortli. A contract was negotiated cluring 
fiscal 1054 mitli the Pacific 13echtel (lorp. for tlle construction of three 
thennal pov-erplants with an aggregate installecl capacity of 100,000 
lrilowatts. As of JIarcll 15,1954, special equipment in the amount of 
approxinlately $12 nlillioil had been ordered by this firm under sub- 
contract. Constrnction was actually started in July 1954. The pro- 
curement authorization \\-as for $30 million, with completion expected 
by 1956. 

This project has been highly controrersial from the very beginning. 
A11 engineering survey conducted by FOLi technicians in 1953 indi- 
cated that  R01< ecoilolllic needs would jnstify the construction of two 
tliermal powerplants \~.itll a total installed capacity of about 40,000 
liilomatts, one having about 30,000 kilo\\-atts and the other about 10,000 
lrilon-atts. Their combiilecl cost r a s  estimated at  approximately $10 
million. It is understoocl that political pressures \\-ere largely re- 
sponsible for expanding the project to well over twice the size origi- 
nally deemed necessary by F O R  technicians. 

The contract nrith the Pacific Bechtel Corp. was negotiated, not let, 
on the basis of competitive bidding. FOA officials have indicated 
that this was clone for the purpose of having the R O R  Governmeilt 
select a reputable American engineering firm to make the initial sur- 



rey, so that the project would be carried out inore or less under United 
States auspices. Otherwise, they state, the ROK Government would 
have insisted that the funds be turned over to i t  for construction of 
the plants under its ornil supervision. 

This is anotlier instance in which ROI i  political pressures appear 
to have beell successfully applied to obtain United States approval 
of a major inclnstrial project. Tlle procurement authorization also 
a ~ p e a r s  to hare been issued on the basis of rough estimates instead of 
the detailed specifications that  mould have been required for competi- 
tive bidding. 

3. Seoul Central Exchange 

This project mas for the procllrelnent of a 20,000-dial central office, 
10,000 lines of new equipment, a 450-line toll switchboard, power and 
testiiig equipment, and 14,000 telephone iiistrun~ents. The procure- 
ment authorization was for $4.2 million, wit11 completion expected 
during 1955. 

4 .  Railway Rolling Stock 

This project mas to provicle parts ailcl backsliop equipment for the 
ROI i  3Iinistry of Transport and to purchase 1,400 assorted freight 
cars. All of these items have eitlier been shipped or mere at  clocksicle 
as of December 15, 1954. Tlle procurement autl~orizatioii was for 
$14.2  nill lion, with expected completion by 1956. 

5 .  Rehabilitation of Fixed Railroad Equipment 

This project mas to provide funds for ICCAC's transport a t '  1011 en- 
gineers to assist the ROIC llfinistry of Transport in developing water- 
ing ancl communications facilities and in obtaining equipment and 
steel for the repair of the Han River bridge. The procurement au- 
thorization was for $2 million, with conlpletion expected during 1955. 

6. Railroad Construction 

This project was to finance the BIaesong-Cholan spur extension 
from the mainline to the coal-mine area. I t  included approximately 
80.3 kilonleters of construction, 40 tunnels, and 54 bridges. The pro- 
curement authorization was for $3.1 million, with completion expected 
during 1955. 



7 .  Purchase of Naval Vessels 

This project was to purchase two Cl3fAVI naval vessels a t  $750,000 
each for use as coastal cargo vessels. It has been decided to carry 
over this project illto fiscal 1955 and to suppleinent i t  with new money 
so that four ships might be purchased. The original procurement 
authorization in fiscal 1951 was for $1.5 million, with completion ex- 
pected during 1955. 

8. Cargo-Handling Equipment 

This project was to purchase cargo-handling equipment from the 
United States Ariny when military units moved out. It consisted of 
five 350-ton barges, 2,000 tarpaulins, 17 mobile cranes, 9 trailers, 3 
tractors, 1 gantry crane, and assorted forklifts, pallets, slings, and 
spreaders. The  procurement authorization was for $1.2 million, with 
completion expected during 1955. 

9. Construction of Fishing-Boats 

This project was to rehabilitate several small shipyards and a fish 
cannery, and to build a number of 13-ton gill netters under plans 
previously developed by UNRRA. The procurement authorization 
mas for $1.5 million, with completion expected during 1955. 

10. Waterworks 

This project was to develop water wells and water storage facilities, 
since 38 of the 54 R O K  waterworks were damaged during hostilities 
and production was down to 20 percent of normal. The objective was 
to build i t  up  to 80 percent of normal capacity. The procurement 
authorization was for $2.9 million, with completion expected during 
1955. 

1 1 .  Repair and Construction of Roads and Bridges 

This project was to purchase 1,100 tons of steel, 17,000 tons of 
cement, 161,000 linear feet of piling, and 1.9 million board-feet of 
lumber. All of these supplies were to be used as highway equipment 
for the constructior~ and/or repair of 37 bridges, totaling 5.8 kilo- 
meters a t  a cost of $450,000 per kilometer. Grading and surfacing 
were also provided for approximately 14 percent of the 15,000 kilo- 
meters of war-damaged roads and highways. The procurement au- 
thorization was for $5 million, with coinpletion expected during 1955. 



Procuremeat of Commodities 

Originally, BOA undertook procurement through other agencies of 
the United States Government, such as the General Services Admin- 
istration and the Departments of Defense and Agriculture, except for 
certain bulk coinmodities like cotton, which were obtained through 
private commercial channels. However, a new procedure was initi- 
ated in February 1954, since the ROK Government insisted on having 
its own trade channels play a greater part in this operation. The 
new procedure is for commodities to be procured through private 
channels in the Republic of Korea, except for supplies required in 
connection with large development projects in the fields of power, 
railroading, and telecommunications. BOA undertakes procurement 
througli other channels if the ROK Government determines that i t  
can not handle specific procurenlent items. 

The procedure is thus for the procurement authorization to be a p  
proved in TVasliington, transmitted to the Economic Coordinator for 
action, then transferred to the Procurenlent Office of the ROK Gov- 
ernment, and tlien transnlitted to the Bank of Korea, which issues 
the invitations to bid and makes the award. Bids are not made on a 
tixed dollar basis but rather in hwan on a fluctuating basis, tlie lowest 
acceptable rate being 180 hwan to the dollar. I n  practice, the pro- 
curement contracts are thus auctioned off to the lowest bidder for 
dollars. The contract for any one procurement authorization is 
broken down among four or more bidders, unless there are not enough 
bidders available. 

Upon selection of the bidders, the Bank of Korea informs the 
Ecoilomic Coordinator and asks him to request a letter of commit- 
ment from BOA headquarters in favor of an American bank. A t  the 
same time, the Bank of Korea issues procurement subauthorizations 
to the successful bidders, each of whom has to deposit 25 percent of the 
value of his bid in the Bank of Korea at the agreed rate. Upon the 
receipt of the letter of commitment from Washington, the Economic 
Coordinator transmits it to the Bank of Korea and the procurement 
operation then takes its nonnal course. When the shipping docu- 
~nents are received by the Bank of Korea,-together with a statement 
that the dollars have been paid, the importer pays to the Bank of 
Korea the remaining 75 percent of his bid and thus ends the trans- 
action. I n  certain instances the iinporter has to deposit only 15 per- 
cent of the value of his bid. 

This procedure was reportedly developed under serious misgivings 
on the part of BOA, which feared that ROK trade channels were not 
yet able to handle such a vast operation and that i t  would create con- 
iusion, an inefficient distribution of imported commodities, and pos- 
sibly uncontrollable irregularities. I t  may well be that the existence 



of sucli procureineilt procedures constitutes one of the reasons for the 
notable delays which liave occurred in layiiig aid goods c l o ~ ~ n  in the 
Gepublic of Iiorea. 

A ilumber of press reports claiin tliat pressures have been exerted 
by rarioua ROIC officials to clirert certain of these funds to tlie beiiefit 
of their friends. 

I t  lias also been allegecl that, even tllougli the clollar accouiits in 
tlie Bank of Iiorea are sup~osecl to be blockecl, some of tllese procure- 
ment dollars nerertlieless liave a tendency to slip out of noi*inal bank- 
ing channels. Certain coiltracts 11:ive also reportedly beeii canceled 
~ i t h o u t  tlie released clollars being returned to blocked accounts. If 
true, sucll leakages \~on ld  result in clollars being at large i11 t l ~ e  ROIC 
ecoilomy in tlle llands of priv:ite importers, -cell beyond tlie l~ossibility 
of any United States control over tlleir e re l i t~~a l  llse. 

UXRIt,i's procure~l~el~t  practices hare been quite different. After 
tlle Economic Coordinator llas a l~pro~ecl  ail USICRAI project, and 
r\OK alqwo~ral has bee11 obtained through the (lonibinecl Il:cono~nic 
Bo:~rcl, UI\;I<Rh writes up tlle detailed specific:~tions allel tl.ansillits the 
procurement autllorizatioil to UI\'RRA1 l~eaclquarters a t  New York for 
execution. (The o ~ l y  exception is for itenls wllich are to be procured 
in Japan, the proc~u.emel~t autllorizatioll for wllicll is sent to tlic 
UXICRh brancli oflice at  Tokyo.) UPu'I<EA headqnarters is assisted 
in ~naking the actual purcliases by tlie procurement agencies of tlle 
several countries wllich have contributecl to UNICR-I, particularly 
those of tlie Ullitecl States, C:anatla, tlle United Iiillgdonl, a11d the other 
Conlmoii~~-ealtll countries. 11 few selected items are procurecl tllrougll 
U. N. agencies, and comnlerci:ll channels are 11sed ill emergencies. 

Preparations for Fiscal 1 955 

During tlie preparation of tlie buclget for fiscal 1055, tlie projected 
level of ecoiloinic iililitary assistallce to the Republic ol' Korea 
 o as set a t  about $600 n~jllion. Wliile tlie eco~loinic funds were part 
of tlie budget for tlie nlutu:ll security program, the nlilitary fullds 
\\.ere inclucled in the regular budget of the 1)epartnient of Defense, 
Leing exrmnrkecl to defray the cost of iliilitary llard\v:tre and of direct 
logistical support for tlle ROIC LIrlned Forces. 

President 1Zhee came to '\Vashii~gton in July 1954 and discussions 
1-r-el-e started immediately to establish the conditions rnlcler ~ ~ l i i c l l  tlle 
ljnited States -could illake such massive eco~lonlic nncl iililitary aid 
:lvailaMe cluring fiscal 195.5. It soon became apl~arent that agreeii~ent 
11-oulcl not be reached cluring President Rhee's visit alld liis staff re- 
illainecl in JJTasl~iilgtoil to coiltiilue discussions, ~ \ -h i c l~  were transferred 
to Seoul in September 1954. 



The principal issues involved were the level of economic and mili- 
tary nicl, the size of the ROIC Armed Forces to be supported, the 
Invan-dollar conversion rate, realistic exchange rate, the inclusioil of 
Japan among the sources of procurement for certain commodities, 
and the guarantee of effective cooperatioil by the Republic 01 Korea 
in programing tlle use of aid funds. AnotJler issue was added in 
October 1954 when the ROR Government cut off htvan advances to 
the United States -Irmed Forces as a result of TJnited States insistence 
that these aclrailces be relxlid in accorclnnce with existing agreements 
at the rate of 254 to 1, rather than at  180 to 1. I t  ~ r a s  the TTnited 
States position in this matter that the lower rate was directly in- 
flationary and ~voulel rob United States taxpayers, channel dollars to 
the black market, ancl cause a flight of capital from the country. 

The Agreed Minute 

Presiclent Rllee tlppeilrs to ha\-t: been impressed by the lirm position 
taken by the ITnitecl States cluring these negoti:~tions and on Kovenl- 
ber 17, 1951, signecl an agreed minute. According to this agreed 
illinute, the United States was to provicle econon~ic ancl inilitary as- 
sistance to the Republic of Korea amounting to $700 inillion during 
fiscal 1955, $420 illillion to be for militnry assistance and $280 million 
for ecoi~onlic aid. The Republic of Iiorea in turn agreed to maintain 
~mcler arnw a specified number of troops principally assigned to 2.1 
active ROII A1.nly divisions and enough ready reserves to provide 10 
clivisions ill case of emergency. The Republic of Korea further agreed 
to adopt several co~.rrctire eilonomic policies and certain measures 
calculated to  effect sal-ings in the ROIZ Military Estnblishrnellt. 

The acceptance of the agreed ininute by the ROIi  Government 
sliould not be talcen as inclicatiilg that i t  has abandoned either its 
aspirations for ~~ileconomic:~l inclusti~ial development 01- its methods of 
attempting to achieve these aspirations. There is every appearance 
that the R O R  Gorerninent acquiescecl largely because it was con- 
vinced that the program for fiscal 1955 could not othel.tvise have gone 
forward. However, n-llatever be tlle reason behiild such ROIi  acqui- 
escence, the agreed minute seems to be definitely in line with United 
States policy to \~~ards  achievil~g n positioil of militnry and economic 
strength in the Republic of Korea. 

Programing for Fiscal 1955 

The $280 million for economic aid to the Republic of Iiorea has 
been funded from a number of sources. $205 million was appro- 
priated by the United States Coilgress and is administered directly 



by POA. $16.2 million is a reappropriated carryover from United 
States Army funds for civilian relief. $19 million is the United States 
contribution to UNKRA. The remaining $39.8 million has been 
transferred by BOA for economic assistance to the Republic of ICorea 
from the unused appropriation for  Southeast Asia. 

The protracted negotiations leading to the agreed minute caused a 
virtual standstill in advance planning, programing, and procure- 
ment during the first five months of fiscal 1955. Because of this delay, 
i t  was at  first believed impossible to obligate the funds available for 
this fiscal year and that there would soon be a serious gap in the pipe- 
line of deliveries. By December 1, 1954, all of the funds had been 
"programed for  obligation" as follows : - 
Agriculture and natural resources ------- - ....................... $8,204,000 
Industry and mining ---------------------------- .--------------- 16,130,000 
T r a n s p o r t a t i o n - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  34,445,000 
Health and sanitation .......................................... 2,430,000 
E d u c a t i o n - - - - - - - - - - - - - - - - - - - _ - - - - - - - -  1,500,000 
Public administration . . . . . . . . . . . . . . . . . . . . . . . . . .  5,825,000 
Community development, social welfare, and housing ------------- 34,066,000 
Maintenance of civilian supply (commodities) .................... 113,347,000 
FOA p a y r o l l - - - - - - - - - - - - _ _ - - - - - - - - - - - - - - - - - - - - - - -  3,753,000 
Counterinflation reserve (commodities) .......................... 41,300,000 
United States contribution to UNRRA --------------------------- 19, 000,000 

Total 250,000,000 

Obligations as of March 15 under this program amount to $141.9 mil- 
lion. Deliveries have been negligible, and only $17.8 million was 
actually expended by January 31, 1955, including $10.4 million trans- 
ferred to UNICRA. 

Projects for the obligation of the remaining $138.1 million are in 
various stages of development and review. A l t h o ~ ~ g h  BOA officials 
are confident that all of the funds will be obligated before the end of 
this fiscal year, i t  is feared that i t  will be virtually impossible to do so 
other than on the basis of generalized estimates rather tllan of valid 
and detailed specifications. 

BOA places great emphasis on the importation of saleable com- 
modities to combat inflation, and the entire program is diviclecl about 
equally between consumer goods and investment projects. 

This has been a highly controversial subject since the start of the 
program. Certain officials in both the United States and ROIi Gov- 
ernments have suggested that it might be advisable to give more 
consideration to projects for industrial development, provided they 
are based on sound surveys and overall requirements of the ROK 
economy and kept within the absorptive capacity of the country. Ac- 
cording to this point of view, the importation of consumer salables 
should continue, but to a lesser degree than a t  present. 



Another criticism has been that the economic aid program merely 
aims a t  being self-balancing by keeping a general 50-50 ratio between 
consumer goods and capital investments within itself, whereas i t  
sl~ould rather be designed to achieve overall stability by offsetting the 
inflationary effect of the military build-up without regard to ratios. 

Procurement of Cotton 

The only item which has actually been delivered and paid for out 
of funds for fiscal 1955 is raw cotton. A total of 50,600 metric tons 
of ram cotton were to be procured a t  a cost of approximately $29 
million. The first increment of 9,600 metric tons costing $7.6 million 
has already been delivered. The second increment in the same amount 
and a t  the same cost is presently under way. 

The cotton is to be used by the 21 cotton-spinning mills in the Re- 
public of Korea. Because of a shortfall in the planned installation of 
spindles in these mills, production targets were not met during the 
early part of fiscal 1955, so that the original requirement of 50,600 
metric tons has now been reduced to 40,000 metric tons. 

These production difficulties mere encountered in spite of such 
favorable circumstances for the mills as being able to  acquire raw 
materials and mechanical equipment either as aid-program commodi- 
ties or a t  favorable foreign-exchange rates. There is therefore se- 
rious question as to how the industry will react to increased costs and 
less favorable circumstances. Consideration might therefore be given 
to improving its operational efficiency rather than expanding its fa- 
cilities still further. This development points up  the constant prob- 
lern inherent in any expansion of ROIC industrial capacity a t  other 
than a gradually progressive rate. 

Military Assistance in Fiscal 1955 

Four hundred and twenty million dollars was appropriated to the 
Department of Defense for military assistance to  the Republic of 
Korea in fiscal 1955, about $270 million being for end-items and train- 
ing and about $150 million for other items delivered for the direct 
support of the ROK Armed Forces. These funds represent the dollar 
value of the military supplies delivered to ROK units in the field as 
t.hough they are part of the United States Military Establishment. 
The dollars themselves remain in the United States. 

More significant, perhaps, from the economic point of view, is the 
understanding reached in the Agreed Minute that the pay of the ROK 
Arr~led Forces mould be raised and their rations increased without 
any increase in ROK expenditures, since the United States was to 



finance all ROIi  defense expenditures in excess of 35 billion hwan a 
year. On February 1, 1955, this understanding was supported by 
further agreement that the Unitecl States ~vould provide $28.9 million 
during the remainder of fiscal 1955 to purchase subsistence items in- 
cluding eclible oil, red pepper powder, soy beans, salt, barley, fresh 
fish. canned fish, fresh vegetables. Irimvlli, rice. ancl cigarettes. 

These subsistence iteins are obtainecl from witllin the KOI< econonly 
and not from imports. Tlle United States -4rmy, therefore, provides 
hwan and not dollars for their purcllase, obtaining the h\van tlirough 
what are described ns do1l:lr auctions, ~vl1iv11 were startecl a few nlontlls 
ago to obtain hxvan for the 1ov;ll-currellcy needs of the United States 
Airnletl Forces after the ROIi Governnltlnt balked a t  providing lln-an 
at  a higher rate tllail the unrealistic figure of 180 to 1. 

Dollar auctions are now helcl ~veelily, 3 out of 4 to obtain hmnn for 
the purchase of the above-inentionecl subsistence items, 1 out of 4 to  
obtain hx~an for the local-currency needs of the United States Armed 
Forces. About $2 ~rlillion is thus auctioned off each xveek. During 
the weel< of Jlarcll 14, 1955, $2.2 lllillioll ~vns  old to 118 bidders, tlio 
top bicl being 506 hwan to the dollar and the average bid being 496 
hxan  to the dollar. 

'l'llis proceclure appears to be most undesirable. For  one thing, i t  
llas the clirect result of jeopardizing the 1-nitetl States -1rmy's budg- 
etary positiol~ by ni:~king it iillpossible to knofv hen- n ~ ~ c h  local cur- 
rency will be arnilal~le for al3proved programs. Such :ll~ctions also 
increz~se the supl>ly of local cllrrency, since no llrvan are retired by the 
IZOIC Go\-erninent in proportion to the clollars anctionecl off. I11 ad- 
dition, and probal~ly most sigilificant of all, the United States can 
make no end-check as to the use to which these dollars are put by 
private speculators, n.ho reporteclly use tilelll to import lullessential 
goods which have no beneficial effect on ROIi rehabilitation. A 
tllorougll review of these trailsactioils T ~ O L I ~ C ~  al)pe:w to be in order. 

Tlle item for rice in the above s1lolq)ing liit  deserves particular 
attention. About $12 irlillioll is given to tlie ROIi  Government in 
Ilwan for its purchase. 1'lo~~-erer, in reality, the ROIi  Government 
cloes not purchase tllis rice as i t  cloes the other items 011 tlie list but 
iequisitioils i t  from the farlners as n kii~cl of tax leq- in 1;incl. This 
particular transaction therefore niigl~t well merit l~nrticular attention 
in future budget reviews. 

,\lthougll these funds are used for nliltnry pa37 and rations, i t  is 
oLvious both from the nature of tlie situation :1nd froill the 1listoi.y of 
the negotiations 11-11icll lecl to this ;xrrungenlent that i t  is nothing 
other than a method of proricliilg budgetary support to the ROK 
Government. 



Inflation 

Since the continued and illassive inflation has been frequently re- 
ferrecl to as one of the nlost outstanding obstacles to R O K  rehabili- 
tation, a few details might be in order on this subject. I n  August 
1953 the Seoul retail price index stood at  7,S61.7 and the Seoul whole- 
sale price index stood at  6,179, each against a base of 100 in 1947. 
The R O I i  money supply (note issue and demand deposits) stood at  
17.8 billion 11wa11, even after the currency reform of February 1953 
replaced a hundred of the old won with one new hwan. 

During the next 14 months, the E O K  money supply rose 145.8 per- 
cent to a level of 43.7 billion hwan. The price indices by January 
1935 had risen about 75 percent above their levels of August 1953. 

One of the factors contributing heavily to the inflation has been 
the use of the printing press to meet enorrllous R O I i  budgetary deficits. 
I n  fiscal 1955 scheduled ROI i  expenditures of 90.2 billion h ~ v a n  were 
backed up by anticipated revenues of only 38 billion hwan, repre- 
senting a deficit of well over half of the budget. First estimates 
place the R O I i  deficit in  the coming fiscal year at  46.5 billion hwan. 
I'roponents of the argument that the way to combat inflation is by 
importing coilsumer saleables maiiltain that the volume of commodi- 
lies which have been delivered have failed to have much of an effect 
on inflation, partially because distribution of these goods has been 
facilitated by credit expansion and because the ROK Government 
llas insisted on pricing a significant portion of the aid goods at  un- 
realistic subsidization levels. 

Although pressures toward even greater inflation have been held 
in checlc t o  a degree since February 1053, it appears tha t  more  stringent 

iiscal and inoiletary measures are needed to prevent a resumption of 
the upwal-d spiral, particularly in the fields of currency conversion 
rates, realistic pricing policies, taxation reform, Government controls 
over banking and credit, the budget, ancl counterpart procedures. All 
in all, inflation still presents the greatest single problem to R O I i  eco- 
uoinic rehabilitation and lessens the economic aid program by its de- 
preciative effect on the value of the dollar. 

Total Amount of United States Assistance 

According to various sources consulted in the preparation of this 
report, a reasonable figure for the monetary value of the assistance 
given by the United States to the Republic of Iiorea from the end 
of World TITar I1 through fiscal 1955 would be $6.57 billion in mili- 
tary aid (including the estimated United States share of the cost of 
the Korean War)  and $1.84 billion in economic aid. 



Contributions to the Republic of Korea from other sources during 
this same period have totaled about $80 million, of which about $25 
million has been from United States voluntary agencies (including 
over $5 million from the American-Iiorean Foundation for Civilian 
dssistance), $20 million from other nations through UNICRA, and 
$35 million from other nations not through UNICRA. It will thus 
be seen that about 96 percent of the total amount of aid given to 
the Republic of ICorea has come froin the United States, 94 percent 
being from the United States Government a i d  2 percent from United 
States voluntary agencies. 

Activities of Other United States Agencies 

Several other United States agencies besides FOA and the De- 
partment of Defense participate in the economic aid program for 
the Republic of Korea. 

1 .  Department of State 

The role of the United States Embassy at Seoul is some~vliat un- 
usual with regard to this program. I n  other countries the economic 
:lid program is aciministereci by an F O A  mission, the director of which 
is subordinate to the United States Ambassador. The economic co- 
ordinator, being on the staff of CINCUNC, is independent of the 
United States Ambassador, although the latter is the President's rep- 
resentative and is therefore the senior unilateral United States repre- 
sentative in the Republic of ICorea. The small economic staff in the 
United States Embassy produces economic studies, includiilg a com- 
prehensive quarterly economic report, and hanciles normal commer- 
cial activities. The unusual arrangements between these three senior 
United States officials are reportedly n-orking well, mainly because 
of harmonious personal relatioilships between CIXCUKC, tlie United 
States Ambassador, and the ecoilomic coorciinator. 

A t  the Washington level, F O A  loolrs to the Department of State 
for policy guidance and consults i t  on all significant operational 
matters The United States aid program is in fact so closely related 
to overall diplomatic relationships that such close consultahion is 
necessary and takes place on a day-to-day basis. All important com- 
munications from Washington to CINCUNC are cleared by an in- 
formal interagency committee consisting of representatives of the 
Department of State, FOA, the Department of Defense, and the 
Treasury Department. These agencies constitute what is known as 
the unified command, the word "unified" in this conilection meaning 
the totality of the machinery of the executive branch of the United 



States Government a t  Washington, to which the United Nations has 
delegated the responsibility for directing the U. N. Command in 
the field. Organizational arrangements on the Washington end 
appear to be working well at  the present time, although there have 
been serious delays in some instances. 

2. United States Znformation Agency 

The United States Information Agency carries on a program in the 
Republic of Korea in the fields of information and cultural activities. 
I t  has begun no programs for the exchange of persons under the 
Smith-Alundt and Fulbrjght Programs, although Fulbright funds 
hare been set aside for  this purpose under an agreement signed with 
the ROK Government in 1950. F O A  has undertaken a few ex- 
changes of ROK technicians as part  of its larger program for  em- 
nomic development. 

The emphasis in the output of the United States Information 
Agency in the Republic of Korea has recently emphasized eGorts 
to persuade the ROK Government and the ROIC people that  United 
States assistance is helping to establish a stable economy and to pro- 
vide the defense support necessary to maintain sufficient R O R  armed 
strength to repel or deter aggression and to preserve R O K  
independence. 

3. U .  S. Eighth Army Program 

The program for  Armed Forces assistance to Korea (AFAK)  was 
begun by the United States Eighth Army in November 1953 after the 
cessation of hostilities. The objective of this program is to encourage 
ancl assist such ROIC community projects as the construction and 
rehabilitation of scl~ools and hospitals. These projects are spon- 
sored by ROK-United States troop units. Supplies are financed by 
AFAIC appropriations. Technical assistance is furnished by United 
States troops and labor is supplied by the local R O K  comn~unities 
or  nearby ROK military units. This program amounted to $15 
million during fiscal 1954, being financed by the transfer of funds 
from the United States Army's civil relief appropriations. I t  is 
estimated that the program will amount to approximately $5 million 
during fiscal 1955. 

4.  Department of Agriculture 

The United States Department of Agriculture undertakes few 
activities in Korea and no agricultural official is presently assigned 



to Seoul. However, agricultural reports are received from the United 
States Embassy's economic officer, Mr. Willard 0. Brown, ~vllo is a 
trained agriculturist. I t  is :~nticipated that aclditional coverage will 
be given by agricultural l)ersoniiel preseiltly stationecl in Japan. 
Several marketing specialists hare visited tllc Republic of Korea 
for such purposes as r e v i e ~ ~ i n g  1i1-estock procluctiou, inalciug recoin- 
meildations on this subject to the I tOR Go~er~ imen t .  Marketing 
specialists for  grain and wheat have advised R O B  Gorernineilt officials 
llom the proclnction of grains :1nd grain products alight be increased 
and how agricultural extension serrices might be derelopecl. Market- 
ing s~ecialists for  rice have also visited tlie couiitry to improve rice 
distribution and to help in solving otlier problems connectecl with this 
commodity. 

5. Department of He,zlth, Education, and Welfare 

The activities of tlle Departillent of IIealth, Education, and Welfare 
in this area l i a ~ ~ e  been quite limited. The Office of Eclucation has 
assisted in developing a program for vocational education, llas sent a 
specialist overseas to aclrise ROIC educators concerni~lg this program, 
:ind has recrnitecl the administrator for UX1<IIA2's entire educational 
program. The Oftice of Vocational Rehabilitntion is training a ROIC 
specialist on a U. N. f e l l o ~ ~ s h i p  to rehabilitate disablecl IIOIC na- 
tionals. The Social Security Xcl~ninistrntion llas supplied teclliiical 
information to the personnel of the 46 voluntary agencies which are 
engaged in llumanitarian activities in the Reljitblic of Korea, particu- 
larly in  the fielcls of health, education, and welfare. 

6. Department of Labor 

The Department of Labor does not particip:~te in this program 
overseas, and its stateside participatioii has been linlited to inaking 
arrangements for the training of certain ROIC industrial engineers 
during fiscal 1952. 

Economic Aid for Fiscal 1926 

Should the Tasca estimate be accurate, namely, that $1 billioil in 
Unitecl States econoinic aicl lvill be req~lired for tlie Repnblic of Korea 
over a period of 4 or 5 years, future appropriation requests may be 
expected a t  sonlewhat the same rate as at present through fiscal 1058 
or 1950. After that, the neecl might taper off. I-Iowever, in the light 
of the present situation, i t  is permissible to entertaiii doubts regarding 



the accuracy of the Tasca estimate. Much depends upon the manner 
in which the aid program is planned and managed. 

The President is expected to request about $280 million for economic 
aid to the I<epublic of Korea for fiscal 1956. The ROIC Government 
will reportedly hare available about $100 nrillion in foreign-exchange 
credits for progranr in~ in fiscal 1956. Should President Rhee s~icceed 
in pushing tllrougli his demand that United States counterpart be 
figured a t  the ratio of 180 h ~ r a n  to the dollar, the effective level of 
Unitecl States econolnic aid funds would be substantially increased. 
I t  has been reported that President Rhee would be agreeable to receiv- 
ing no new dollar aid if this rate were to be irrevocably established 
for both military and economic counterpart funds. 

Military Assistance for Fiscal 1956 

On the military sicle, i t  is probable that the United States will have 
to commit funds to support the ROIi  Armed Forces as long as they 
are maintained a t  the present level. 

Present indications are that the President will request approxi- 
mately $100 million for military assistance to  the Republic of Korea 
in fiscal 1956, subdivided into $180 million for military end-items and 
$420 million for direct forces support. 

Differences in ROK and United States Objectives 

I t  is apparent that ROI< objectives have not always coincided with 
those of the Unitecl States. Tlie United States is aiming at  the devel- 
opment of a viable ROIC economy with a standard of living approxi- 
mating that of 1949-50 and capable of supporting a military force 
aclequate to deter external aggression except by a major power. The 
ROI< objective, 011 the other hand, has been to achieve self-sufficiency 
on a competitive level with Japan. The ROK Governinent further 
rejects the standard of living of 1949-50 as a valid goal because Japan 
llas progressed beyond that level and the Republic of Korea will not 
wi l l ingl~  accept a role subordinate to and dependent upon cooperation 
with its recent oppressor. 

The Republic of Iiorea is jealous of its recently acquired sovereignty 
and regnrcls the progranling of its foreign exchange as a purely domes- 
tic matter. I t  resists the purchasing of aid goods from Japan, claim- 
ing that the ROK aid program would thus be diverted to assisting 
.Japan. I t  desires United States aid but resents United States insist- 
ence on participation in programing the aid dollars. I t  desires to 
maintain the fiction of a permanent and unrealistic hwan-dollar rate 
of exchange for counterpart deposits and military hwan drawings. 



Organizational Changes Planned by Execzctive Branch 

I t  is reported that the executive branch is contemplating various 
organizational changes during fiscal 1956. Under current proposals, 
CINCUNC would reportedly continue to have overall responsibility, 
with economic affairs handled as at present under the staff supervision 
of the economic coordinator. I t  was originally anticipated that 
UNKRL4 would be phased out for lack of fnnds by the end of fiscal 
1955 and its agent general was preparing a liquidation plan for the 
consideratioil of the U. N. General Assembly. However, sufficient 
funds have now been made available by the participating countries to 
insure its continued operation for at least part of fiscal 1956. I n  any 
event, i t  is planned that, if and when UNKRA is reduced or termi- 
nated, ILCAC will take over its oper a t' ions. 

KCAC itself is scheduled for sharp cutbacks by the end of fiscal 
1955 and its field organization is expected to shrink from 10 to 5 pro- 
vincial teams by that time. I t  is further anticipatecl that, by the end 
of fiscal 1056, a United States civilian organization will be ~ e t  up to 
absorb and carry on the functions presently administered by both 
UNILRA and ICCAC. This new organization would presumably take 
over qualified American and perhaps even foreign personnel from 
these two predecessor agencies. 

However, the proposed termination of HCAC has caused serious 
concern in many quarters because of the fear that suficieilt qualified 
civilians could not be recruited under present harclship circu~nst:u~ces 
in the Republic of Korea to carry on ILCAC's and UXRRA's activities 
with any measure of success and that, even if they are recruited, such 
a civilian organization could hardly provide the necessary logistical 
support for the adnlinistration of the ecollomic aid program in the 
field. Serious consideration is therefore reportedly being given 
within the executive branch to nioclifying the proposed changes so as 
to continue KCAC in existence as long as the situation demands. 

The executive branch is reportedly further proposing to have the 
funds for military assistance in fiscal 1956 placed in the BiDAP por- 
tion of the budget instead of in the regular budget of the Department 
of Defense as heretofore. The Department of Defense is reportedly 
planning to transfer approximately $175 inillion from other available 
fnnds to finance military assistance until such time as MDAP de- 
liveries can catch up, which is expected to take about G months. I t  
is planned that future MDA4Y activities will be handled by the Mili- 
tary Assistance Advisory Group (BfBAG) in the Republic of Korea, 
as in other countries. However, the MAAG at  Seoul will come di- 
rectly under CINCUNC rather than under the United States Ambas- 
sador, since supply in a theater of operations is properly a fuilction of 
military command. 



Finally, the executive branch reportedly plans that the $220 million 
to be requested for fiscal 1956 for direct forces support, consisting of 
such common-use items as rations and petroleum products for the 
ROK Armed Forces, will be administered by F O A  or its successor. 
One objection to this proposal is that these common-use items are not 
intended for a standby military establishment but rather for combat 
forces in an active if not currently shooting theater of military opera- 
tions. Although the military situation is now stabilized, hostilities 
could conceivably break out at  any time without warning. Hence, 
some doubt has been expressed as to the wisdom of separating the 
supply activity even in part from the military chain of command. 

Findings and Conclusions 

1. Between 1945 and 1955 the ROK has received from the United 
States approximately $6.5 billion in military aid and $1.8 billion in  
economic assistance. Additional military and economic assistance in 
large amounts must be anticipated for several years. 

2. It is highly doubtful that the Tasca estimate of $1 billion of 
economic assistance to the ROK over a 4- or 5-year period will be 
sufficient to bring about a viable economy. 

3. FOA programing and procurement of economic aid leaves much 
to be desired. Undue emphasis seems to have been placed on political 
considerations in programing certain major projects. Funds for 
many projects were obli,aated toward the end of fiscal 1954 against 
general project agreements, rather than against final contracts based 
on specifications and definite cost estimates. The present procedure for 
the procurement of large amounts of grant aid commodities through 
private ROK trade channels has caused delays in purchase and de- 
livery and inefficiency in  distribution and has prevented adequate 
check against certain alleged irregularities. 

4. The failure to arrive a t  a satisfactory agreement with the ROK 
Government regarding the exchange rate tends to prolong and 
accelerate the inflation and to  vitiate the value of our economic 
assistance. 

5. Much of direct forces support is in effect a form of direct budget- 
ary support. Use of military-assistance funds for this purpose should 
be carefully reviewed to insure that  i t  fits in with overall ROK 
requirements. 

6. There is a difference in  thought between the programers of 
economic aid regarding the relative importance to be given to indus- 
trial projects and consumer goods as a means of combating inflation. 
Some definite agreement should be reached on this point before the 
program goes much farther. 



7. There is evidence that President Rhee regards a broad program 
of industrialization as the basic solution to the ROK problem. His  
viems appear to inclncle certain large inclustrial projects. There is 
real doubk as to the amount of industrialization the ROIC could absorb 
and utilize efficiently within the next few years. 

8. The administrative structure for the management of economic 
assistance to tjhe ROIE is complex, confusing ancl tortuous. That i t  
has made possible even a limited result is a tribute to the ability of 
the economic coordinator, the Ambassador, the military commanders, 
and the Agent General of UNICRil to work together in harmony under 
very difficult conditions. A. simpler ancl more direcl method of 
administration seerns essential to the future success of any program. 
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