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PREFACE

By Senator Theodore Francis Green, Chairman, Special
' Committee to Study the Foreign Aid Program

Since 1948 the United States has appropriated in excess of $50 bil-
lion for foreign aid. During the 10-year period since the inception of
the Marshall plan, however, the relationships among the nations of
the world have undergone substantial change and the scope and
nature of United. States aid programs have frequently been altered.

Although there has been a gradual decrease in the sums appropri-
ated over these years, there has been a gradual increase in the opposi-
tion to these programs. This increased opposition is evident in the
votes in the Senate. . : B

In 1948 there were seven votes against final passage of the Marshall
plan. In 1956 there were 30 votes against final passage of the mutual
security appropriation bill, equally divided between the 2 parties.

There is serious cause for concern when foreign policy programs
of the size and impact of the annual mutual security acts do not
command the support of more than two-thirds of the Senate. It
would seem that such programs if they are to be successful in pro-
moting the national interest should be of a kind to enlist wider
congressional and public support. One of the reasons for the con-
stitutional requirément of a two-thirds majority for consent to rati-
fication of treaties is that the Nation when 1t speaks in foreign policy
should speak with a strong, united voice. Foreign aid programs
cannot achieve their full potential unless they draw support from the
American people.

The trend of increasing opposition to these programs would seem
to indicate either that their purposes have not been clearly understood
or that there is a growing belief that they have in some way failed to
serve the national interest. In either event, the trend must be re-
versed either by clarifying the relationship between the programs and
the national interest or by changing the programs so that they may
more clearly serve the national interest.

It was as a result of considerations of this kind that the Senate on
July 11, 1956, passed Senate Resolution 285, creating the Special
Committee to Study the Foreign Aid Program. The Senate in-
structed this special committee to make—

exhaustive studies of the extent to which foreign assistance
by the United States Government serves, can be made to
serve, or does not serve, the national interest, to the end that
such studies and recommendations based thereon may be
available to the Senate in considering foreign aid policies for
the future.

The special committee is composed of all member of the Commit-
tee on Foreign Relations and the chairman and ranking minority
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v PREFACE

member of the Senate Committee on Appropriations and the Senate
Committee on Armed Services.

Without limiting the scope of its inquiry, the special committee
was instructed to direct its attention to the following matters:

Sec. 3. The committee shall, without limiting the scope of
the study hereby authorized, direct its attention to the
following matters: : .

(a) The proper objectives of foreign aid programs and the
criteria which can be used to measure accomplishment.

(b) The capability of the United States to extend aid, in-
terms of the Nation’s economic, technical, personnel, and
other resources. ) .

- (c) The need and willingness of foreign countries to re-
ceive aid, and their capacity to make effective use thereof.

(d) The various kinds of foreign aid and alternatives
thereto as well as the methods by which and conditions on
which aid might be furnished.

(e) The related actions which should be taken to make
foreign aid effective in achieving national objectives.

In the conduct of its study the committee was instructed to make—

full use * * * of the experience, knowledge, and advice of
private organizations, schools, institutions, and individuals.

Tt was authorized to enter contracts for this purpose and not to exceed
'$300,000 was made available to meet the expenses of the committee.
Since the special committee was instructed to transmit the results
of its study to the Senate not later than January 31, 1957, and in view
of the shortness of time available for its work, a small executive com-
mittee was constituted to supervise the detailed research work for the
full committee. The executive committee upon instructions from the
full committee outlined a series of research and analysis projects to
be undertaken by private institutions in the United States.
The executive committee has concluded the following contracts cov-.
ering 11 major research projects:
roject No. 1—Military assistance:
Part A: The Policy: Contractor—The Institute for War
iénd Peace Studies of Columbia University, New York
ity.
Part )];: The Program: Contractor—Systems Analysis Cor-
poration, Washington, D. C.
Part C: Military Review and Evaluation.

Project No. 2—The Objectives of United States Economic Assist-
ance Programs: Contractor—The Center for International
Studies of the Massachusetts Institute of Technology, Cam-
bridge, Massachusetts.

Project No. 3—Foreign Assistance Activities of the Communist
Bloc and Their Implications for the United States: Contrac-
tor—Council for Economic and Industry Research, Washing-
ton, D. C.

Project No. 4—American Private Enterprise, Foreign Economic
Development, and the Aid Programs: Confractor—The Amer-
ican Enterprise Association, Inc., Washington, D. C.
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Project No. 5—The Use.of Private Contractors in Foreign Aid

C Prograr(n}s :-Contractor—Jerome Jacobson Associates, Washing-

ton, D. C. ’

Projei:t No. 6—The Role of Foreign Aid in the Development of
Other Countries: Contractor—The Research Center-in Eco-
nomic Development and Cultural Chance of the University of
Chicago. .

Project No. 7—The Foreign Aid Programs and the United States
Economy: Contractor—The National Planning Association,
Washington, D. C. ‘

Project No. 8—Agricultural Surplus Disposal and Foreign Aid:
Contractor—The National Planning Association, Washington,
D.C. v

Project No. 9—Foreign Aid Activities of Other Free Nations:
Contractor—Stuart Rice Associates, Washington, D. C.

Project No. 10—Personnel For Foreign Assistance Programs:
Contractor—Louis J. Kroeger & Associates, San Francisco.

Project No. 11—The Administrative Aspects of United States
Foreign Assistance Programs: Contractor—The Brookings In-
stitution, Washington, D. C.

The committee has also made arrangements with the following ten
individuals to conduct “on the spot” surveys of foreign aid programs
in different geographic regions of the world as follows:

1. Former Ambassador Norman Armour: Countries—Greece,
Turkey, and Iran.

2. Mr. Hamilton Fish Armstrong, editor of Foreign Affairs:
Countries—Lebanon, Iraq, and Jordan.

8. Former Ambassador David K. E. Bruce: Countries—Peru,
Chile, Argentina, Uruguay, and Brazil.

4. Former Ambassador Jefferson Caffery: Countries—Portugal,
Spain, France, and England.

5. Dr. John A. Hannah, president, Michigan State University:
Countries—Korea, Japan, Okinawa, Formosa, and the Phil-
ippines.

6. MrI.) illiam Randolph Hearst, Jr., president, Hearst Consoli-
dated Publications, Inc., and editor in chief of Hearst News-
papers: Countries—Norway, Denmark, and Western Ger-
many.

7. Mr. Cl};ment Johnston, chairman of the board of the United
States Chamber of Commerce : Countries—Burma, Thailand,
Cambodia, Indonesia, Laos, and Vietnam.

8. Dr. Lewis Webster Jones, president, Rutgers University:
Counitries—Pakistan, India, Afghanistan, and Ceylon.

9. Mr. James Minotto, former MSA Chief in Portugal: Coun-
tries—Cuba, Haiti, Dominican Republic, Venezuela, Pan-
ama, Costa Rica, Nicaragua, Honduras, El Salvador, Guate-
mala, and Mexico.

10. Mr. Allan B. Kline, former president, American Farin Bureau
Federation: Co untry——Yugoslavia.
Each of these contractors and individuals will submit a report to the
committee.

This study of The Role of Foreign Aid in the Development of Other

Countries was the third to be submitted to the special committee. It
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was designed to help the committee find answers to subjects covered in
an outline prepared by the committee staff. A copy of the outline
appears in the appendix. (See p. 87.) .

The study was prepared for the committee by the Research Center
in Economic Development and Cultural Change of the University of
Chicago under the direction of Dr. Bert F. Hoselitz.

T anticipate that the special committee may wish to make this study
the subject of a public hearing. In that way it would be possible for
committee members to test the soundness of the suggestions and recom-
mendations included in the study, prior to the committee reaching
its own conclusions, and submitting its recommendations to the Senate.

This report has been printed for the use of the Special Committee
to Study the Foreign Aid Program, and does not necessarily reflect
the views of the committee or of any of its members.
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LETTER OF TRANSMITTAL

The University of Chicago, Research Center in
Economic Development and Cultural Change,
Chicago, Illinois, December 14, 1956
Tur CHAIRMAN,
Special Committee To Study the Foreign Aid Program,
United States Senate, Washington, D. C.

Drar Mr. CHAIRMAN: With reference to the contract between the
Special Committee to Study the Foreign Aid Program of the United
States Senate and the Research Center in Economic Development and
Cultural Change at the University of Chicago, I have the pleasure of
submitting to you the report this research center produced.

In the preparation of the study the following personnel of the
research center have collaborated: Dr. Bert F. Hoselitz, professor of
social sciences in the division of social sciences, director of the research
center; Dr. Lionel J. Lerner, research associate of the research center;
and Mr. Robert S. Merrill, research associate of the research center.

In preparing this report, the authors have drawn exclusively upon
published sources, and there is no portion of this study in which
restricted information of any kind has been used.

I shotild like to repeat that we considered it a special privilege to be
selected to do this report for the special committee, and we hope that
it will meet with your approval. I shall be ready to come to Wash-
ington at any time desired by you in order to testify before the special
committee in connection with the enclosed report.

Very truly yours,
Bertr F. Hosernrrz, Director.
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THE ROLE OF FOREIGN AID IN THE DEVELOPMENT OF OTHER
' ' COUNTRIES

SUMMARY

1. The degree of economic. development of the countries of tlie
world is measured customarily by means of their per capita annual
gross national product. Countries with a per capita gross national
‘product above $750 may be regarded as fairly advanced ; countries with
a per capita gross national product below $300 are those most in need
-of economic development. Those with a per capita gross national
product between $750 and $300 are in an intermediate-stage. The
countries of North America, Oceania, and Western. Europe fall in the
first category ; most of the countries in Asia, Africa, and Latin America
in the second. The Soviet Union and a few scattered countries in
Central and Eastern Europe and elsewhere fall in the third category.

2. Among the characteristics of underdeveloped countries is not only
a comparatively low level of economic welfare, but also a preponder-
ance of the labor force in agriculture and a low level of capital forma-
tion. These countries have fallen behind in their economic perform-
-ance because the quality of the human resources employed in produc-
‘tion and the quantity and kind of capital they use are far below those
employed in the advanced countries. , '

3. The major problem of economic growth for the underdeveloped
‘countries consists, therefore, in their being placed in a position of
improving the quality of their human resources and the quantity of
capital, especially “social overhead” capital. ‘

‘4. Most underdeveloped countries are unable to mobilize a sufficient
amount of funds of their own to carry through a successful process of
rapid economic development. Although they are able to prevent an
actual decline in living levels, their aspirations have been.aroused to
‘the extent that a significant improvement of living standards has
become an important objective of their policy.

5. In attempting to meet this objective, many countries in Asia and
Africa rely upon governmental action and guidance. These govern-
ments are aware of the economic progress which has been made in the
Soviet Union during the last 25 years, and are impressed by the Soviet
record. Although they are not committed to join the Soviet camp, they
‘would be ready to adopt coercive totalitarian policies for economic
‘development as a last way out. : ‘ : o

6. These tendencies are enhanced in some underdeveloped countries
because of the social dislocations that have been initiated by the be-
ginning modernization and westernization of their societies. Many
of the Western-educated intellectuals form a newly rising group which
finds in the anticolonial, nationalist sentiments and in the aspirations
for economic advancement of these countries a sphere of action in
which they may attain or preserve positions of power. These middle-
class intellectuals provide the leadership in many political and social
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XII SUMMARY

movements, and their attitude with respect to totalitarian methods,
though as yet by no means firm, is not unfriendly to the use of violence
if it seems to be the most effective means of social action.

7. In this situation of instability and lack of commitment, it is pos-
sible to satisfy the aspirations of many elements in underdeveloped
countries by providing them with assistance from abroad by aiding
in the process of capital formation and the improvement of the qual-
ity of their human resources. The major aspects of such an aid pro-
gram would consist in the continuation of the present programs of
technical cooperation and developmental assistance on a considerably
larger scale. '

8. The general support for an American policy of extended foreign
economic aid for development is based on the following propositions:

That the United States is a country of vast and increasing
wealth, and is able to transfer substantial amounts of resources to
foreign countries not only without sacrifice to domestic living
itandards, but even with continuously rising living standards at

ome; ’ _

That American economic assistance to other countries, if it is
sustained and on a sizable scale, can lead to economic growth of
substantial proportions in all or most underdeveloped countries;

That the extension of American economic assistance and the
resulting economic growth will lead to politically more stable and
mature societies in the underdeveloped countries;

That successful economic development, contingent upon Amer-
ican aid, of a substantial number of underdeveloped countries,
chiefly in Asia, is likely to lead to a decrease in political tension
in the world at large by substantially reducing the chance of
Soviet political successes in that area;

That American economic aid, supporting the self-devised de-
velopment plans of underdeveloped countries, is capable of dem-
onstrating that over a period of 15 to 20 years the underdeveloped
countries are able to meet and progressively resolve their internal
problems without resort to totalitarian measures; and

That the ultimate result of this process is a likely strengthen-
ing of democratic forces in the underdeveloped countries and
that the establishment of more stable political relations in them,
coupled with their nationalistic aims, directed toward the strict-
est maintenance of political independence, will leave open to
the countries in the Soviet orbit only one rational choice: a nego-
tiated settlement with strong built-in safeguards against inter-
national violence.

9. In supplementation of this objective, it is necessary that the
United States engage in a sustained and extended program of eco-
nomic aid to underdeveloped countries. All countries outside the
Soviet orbit should be included in this aid program, even those that
are not military allies of the United States; and American aid should
under no circumstances be used as a reward for military alliances with
the United States. Moreover, since economic aid is of maximum bene-
fit if it is sustained over a period of time, some suitable measures
shoukl)d be taken to insure that it can be extended on a sustained, long-
run basis, - .
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10. It is estimated that economic aid to the strategically located
countries in Asia, the Middle East, and Africa, if provided on a basis
large enough to achieve the objectives envisaged in this report, and
yet to be absorbed suitably by the economies of the aid-receiving coun-
tries, would run at a minimum of $2 billion per year in the early years,
but that this amount may have to be raised to approximately $3 billion
annually, that it might rise to a minimum of $5 billion annually at a
later stage, and that it would decline after that, as the aid-receiving
countries become progressively more able to sustain their own economic
development out of their own resources and savings.



CHAPTER I

THE STATE OF ECONOMIC DEVELOPMENT
IN THE WORLD

A. MEASURES OF ECONOMIC DEVELOPMENT

An analysis of the impact and potentialities of foreign aid in the
underdeveloped countries requires some insight into the present state
of economic development in the various regions of the world. Con-
siderable effort has been devoted to finding some adequate simple
measure which would indicate the overall level of economic develop-
ment of a country or region, but social scientists are by no means unani-
mous on what this measure should be, nor whether any adequate
measure of this kind is available now or could ever be made available.
Nevertheless, it has become customary to regard per capita (or aver-
age) national income or gross national product as a measure.

Per capita gross national product has several advantages as a
measure. It embraces all kinds of economic activity and hence is a
comprehensive index. In addition it is a rough measure of material
welfare, unless the distribution of income and wealth in different
countries is very different. Finally, it seems to be rather well corre-
lated with a series of other nonmonetary indicators of material welfare.
For example, if we rank countries in terms of their average gross
national product and compare that with a list of countries ranked
by some index composed of such items as food consumption; con-
sumption of textiles; availability of doctors, hospitals, and other
facilities for health; the proportion of literate persons; and other
nonmonetary indicators of material welfare, we obtain a closely par-
allel ranking of countries.

The greatest-danger in using per capita gross national product as
a measure of the level of economic development of a country is to take
its absolute value as fully indicative of the spread in actual economic
performance between the countries which are compared. In general,
the data for gross national product in poorer countries are under-
valuations. Since national income or gross national product is usually
expressed in terms of money, many goods and services produced in
underdeveloped countries which are not sold for money but directly
consumed by the family unit that produced them fail to be counted
altogether, or are counted only at less than full valuation. - Moreover,
in reckoning the money equivalent of commodities which are consumed
by the same unit which produces them, much processing activity that
would be included in estimates of the gross national product of richer
countries is necessarily omitted because of the lack of adequate data,
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2 FOREIGN AID

or simply because it is impossible to estimate the value of these
processing activities. There are numerous other reasons why the
actual differences in per capita gross national product give less than
a fully accurate picture. further source of inaccuracy is the need
to convert all national prices into a common currency, when the actual
gurchasing power of a national currency in domestic markets may not

ully correspond to its foreign exchange rate. Finally, it is difficult
to estimate the value of many commodities which are sold daily in
different markets at different prices, depending upon the general state
of supply and demand, the shrewdness of the bargainers, or the par-
ticular local conditions under which a commodity is traded.

Table I of the appendix contains a list of per capita gross national
product for 1954 and 1955 in a number of countries. As can be seen
from that list, the spread is enormous. In the United States, per
capita gross national product in 1955 was $2,343, in Japan it was only
$240, and in India only $72. This does not mean that the average
person in the United States is roughly 10 times better off than the
average Japanese and roughly 30 times better off -than the average
Indian. Nor does it mean that the average Japanese fared as badly
as would an American with an annual income of $240, or the average
Indian as an American with an income of $72. If we compare food
intake, for example, we find that whereas the American, on the aver-
age, consumed 3,090 calories per day in 1955, the average Japanese
consumed 2,180 calories, and the average Indian 2,004 calories. But
the differences are greater if we compare the kinds of food the Amer-
ican, the Japanese, and the Indian consumed, and if we compare the
many other items which are common household objects in the United
States but quite beyond the reach of all but the wealthiest Japanese
or Indians. Some comparisons between countries in terms of non-
monetary measures are contained in table 8 of appendix II.

Thus the value of the per capita gross national product figures does
not lie in the absolute magnitudes they display, but rather in the
rough general ranking of countries they indicate. Thus we find that
in the United States average gross national product was $2,343 in 1955
in many Western European countries, it was around $1,000; and in
some of the more prosperous Latin American countries it stood around
$300 to $500 per year. In most Asian and African countries annual
average gross national product was, however, less than $250 in 1955.
In general, we may say that a country with an economic performance
so low as to yield less than $250 per person on the average makes much
less than optimal use of its human and nonhuman resources and is
probably capable of improving its economic performance if the proper
steps are taken. A country with so low an average gross national
product must be regarded as poor, even if a fortunate minority of its
citizens may be owners of great wealth. Such poor countries are
almost invariably economically underdeveloped countries. The only
poor countries which cannot properly be regarded as underdeveloped
are those which lie in such inhospitable climatic regions that, with
our present technical knowledge, it is impossible to make them pro-
ductive. Only icebound regions beyond the Arctic Circle, countries
in the northern tundra, and in desert regions fall into this group. In
contrast to these scarcely habitable countries, the underdeveloped
countries are usually quite densely populated and the impact of pov-
erty is experienced by a large number of persons.
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If we combine the per capita gross national product, data of table
I of the appendix into regional averages, we obtain the followin
rough data for average gross national product for 1955 (more detaile%i
data may be found in table 2 of AppendixT) :

United States and Canada $2, 300
Qceania : : .1, 050
- Western Europe (OEEC countries) 750
Latin America 275
Near Hast 200
Africa._ 110
Far Bast and south Asia (except China) . 100
U. S. S. R. and European satellites 600
Mainland China 55

From this rough regional calculation we may draw the conclusion
that the United States, Canada, Australia, and the more highly indus-
trialized countries of Western Europe are in the class of economicall
developed countries; that the Soviet Union and its European satel-
lites, as well as some of the less highly industrialized countries of
Western Europe and 2 or 3 economically leading countries of Latin
America and the Middle East (Venezuela, Uruguay, Israel, and
1 or 2 others) are in an intermediate position; and that the remaining
countries, i. e., all of Asia, Africa, the Near East, and the bulk of
Latin America, fall into the class of economically underdeveloped
countries. In terms of population figures, this means that only some
800 million, or somewhat less than 30 percent, of the almost 2,700
million persons who make up the population of the world live in
countries which have overcome economic backwardness.

B. CAPITAL FORMATION AND THE LEVEL OF ECONOMIC DEVELOPMENT

Differences in the level of average gross national product provide
only a rough measure of the overal% degree of economic advancement
of a population. Fuller examination requires answers to several fur-
ther questions. Among the problems that appear to be most important
is the question of whether differences in already achieved levels of
economic development determine in some way the capacity of an
economy to grow further. A simple and unambiguous answer to this
question is not possible. On the one hand, it appears to be true that
the economically most advanced countries have shown in the past the
greatest capacity to grow, and that, in this way, the iap between
rich and poor countries, on the whole, has widened. At the same
time there are on record several cases of countries which, coming
from behind, have outdistanced those that have been economically
more advanced.

In general, we may say that a country can experience genuine
economic growth only if it can add a certain amount annually to its
productive capacity, 1. e., only if it can save and invest a portion of its
gross national product which is larger than the depreciation, deple-
tion, and obsolescence of its existing capital, and which furthermore
equips each worker with a larger quantity of capital than in the pre-
ceding period. If we assume a society in which population is steadily
growing, some addition to the capital stock of the society must be made
to provide tools and equipment for the growing labor force. If this
provision is not made, the new entrants in the labor force will become
openly or disguisedly unemployed, a phenomenon about which we will
have more to say later. IFor the total output of an economy to grow by

87236—57T——2
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1 percent per year, capital investment of approximately 3 or 4 times
this amount must be made. Thus, if we assume that the annual rate of
depreciation and depletion is about 8 percent of the gross national
product, and that a population growth rate of roughly 1 percent
necessitates “demographic” investment of another 8 to 4 percent of the
gross national product, then average gross national product is not
going to increase unless a society can invest at least 6 percent of its
gross national product annually. - And if population grows at a faster
rate than 1 percent per year, the share of the gross national product
which must be invested to maintain existing standards of living must
increase correspondingly. In fact an economy can break out.of the
vicious circle of poverty and underdevelopment only if it succeeds in
allocating a minimum of 15 percent of its gross national product for
capital investment. This requires a tremendous effort, and very few
underdeveloped countries actually have achieved such a high rate of
investment for any but very brief periods. .

However, we can see what an important role foreign aid may play in
helping a country’s economic growth, even if it is not granted in
very large amounts. This can be exhibited by an example. The cur-
rent gross national product of Pakistan is approximately $4,500
million. Its annual rate of population growth is slightly over 1 per-
cent. Hence, if Pakistan can save out of its own resources approxi-
mately $300 million annually, it can maintain the current level of liv-
ing of its population, which is admittedly very low. Capital funds
which it received in addition to this could then be applied to increas-
ing available capital, and any such funds—whether private invest-
ments by foreigners or aid granted by foreign governments or inter-
national agencies—would form a basis for raising living standards in
Pakistan. It goes without saying that the larger the amount of capital
imported, the faster will be the rate of capital accumulation, and
hence the rate of economic growth. Thus foreign aid (of certain
kinds, which will be discussed below) may exert, in some instances, a
strategic effect upon a country’s potentiality for growth. Of course, if,
and to the extent to which, the people of Pakistan are unable to save
6 to 7 percent of the gross national product of $4,500 million, foreign
aid will help not in increasing the level of material wefare in the
country, but in maintaining it at the present level.

In table 4 of appendix III are contained the ratios of capital forma-
tion to the gross national product in selected couutries. It will be
observed from this list that the underdeveloped countries show, on
the whole, lower rates of capital formation than the economically
more advanced ones, although there are some exceptions. We can
confidently say that countries in which gross capital formation is less
than 5 or 6 percent of gross national product are definitely stagnating,
that countries where this ratio amounts to around 10 to 12 percent of
the gross national product are maintaining their present levels of
living, and only in countries in which the ratio exceeds 10 or 12
-percent of the gross national product is there a real expectation of
economic development and rising levels of material welfare.

C. LEVELS OF ECONOMIC DEVELOPMENT AND OCCUPATIONAL DISTRIBUTION

There are, of course, good reasons why countries with a low level
of economic development show, on the whole, lower rates of capital
formation than advanced countries. Not only do these countries
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produce with a less efficient technology, but also they are primarily
:agricultural and often largely dependent upon subsistence -agricul-
‘ture. There is no inherent reason why agriculture should be less
productive than industry, and indeed, in an advanced country like
‘the United States, farming is as efficient and economical an occupation
-as industry, commerce, or other service trades. But subsistence agri-
-culture, characterized by very low capital intensity and very high
labor intensity, often yields only little more to a farm family than
‘the absolute necessities of life. Hence there is very little that can be
saved. Nevertheless, one should not underestimate the amount of
savings that can be extracted.even from the poor subsistence farmers
-of underdeveloped countries. - It has been the function of the govern-
mental tax collector, and in his absence of the rural moneylender or
“the landlord, to collect in the form of rent or interest those amounts
that a farm family managed to spare from consumption. But the
landlord or the rural moneylender has usually been content to spend
what he collected on consumption and has not reinvested it in improve-
‘ments of the land or in other forms of productive activity. As long
-as these patterns of forced saving and conspicuous consumption con-
‘tinue, the poverty of the subsistence farmer is merely a prop for the
more comfortable life of the landlord or moneylender and does not
‘have its counterpart in the accumulation of productive capital. This
is one of the reasons why land reform programs are so popular and
find such wide support. But it should be noted that an indiscriminate
program of land distribution may not lead to higher capital invest-
ment either, although it may lead to a changed and more equitable
distribution of income.

In general, the growth of industry is an important factor in improv-
ing the rate of savings of an economy. It would lead too far to discuss
in detail the social and ideological conditions which tend to produce
a higher rate of savings in an industrialized society than in an agri-
cultural society. But it was the common experience of Furopean
countries which already had rapid economic development that busi-
nessmen and industrialists tended to build up capital, whereas land-
lords—except for the relatively few “improving landlords”—tended
to engage in conspicuous consumption. Once industrialization and
urbanization takes hold of a country, the rural population—peasants
as well as landlords—tends to adopt some of the values-and behavior
patterns, together with some of the technology and forms of economic
organization, of industry and to begin to accumulate capital on a
relatively sizable scale. '

There is yet another reason why the rate of savings is higher in
industry than in agriculture, especially in underdeveloped countries.
In view of the predominance of subsistence agriculture and the small
scale of individual peasant holdings, agriculture has a low produc-
tivity. Industry, on the other hand, usually employs modern im-
ported machinery and uses some of the most advanced methods of
production. Hence the yield per person employed in industry is con-
siderably higher than the yield per person in agriculture. This means
that industrial wages may be higher and may enable a working class
family to save with somewhat less of a sacrifice of the necessities of
life than a peasant family. At the same time, since capital is applied
in more concentrated lumps in industry than in agriculture, the
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-accrual of interest to the owners of the capital and of profit to the
entrepreneurs constitute rather large funds out of which further
capital investment can be made.

For these reasons we usually find that countries with a relatively
larger proportion of the labor force in industry also can save a
higher proportion of their gross national product, and that countries
which are the wealthiest and economically most advanced usually
have only a small proportion of the population in agriculture. This
has led to the theory that economic development invariably is asso-
ciated with industrialization. Without entering into the merits of
.this theory—which appears to be supported fairly well by historical
facts—we may say that, in general, an underdeveloped country has a
very large proportion of its labor force in agriculture or associated
occupations. In Asia, Africa, and the Near Fast, the 3 poorest areas
of the free world, between 70 and 80 percent of the labor force
are in agriculture. In Latin America, which is somewhat better off
materially, only about 60 percent of the labor force is in agriculture.
In Western Europe this proportion drops to 30 percent, and in the
United States and Canada, which enjoy the highest average gross
national product, the proportion of the labor force in agriculture is
only about 15 percent. These relations emerge fairly clearly if one
compares the first and last columns of table 4 in appendix ITI.

In summary, we may characterize an underdeveloped country in the
following terms: it is a country with a low level of per capita gross
national product, in monetary value usually below $250 in 1955. Fur-
thermore, it uses a relatively antiquated and ineflicient technology, and
lacks extensive educational, health, and sanitation facilities. - More-
over, it has shown little capacity to grow during the last three decades:
The economy is stagnating, due partly to the fact that the rate of gross
capital formation barely keeps up with the growth of population.
Finally, the population of an underdeveloped country is primarily
rural, and most of the rural people are engaged in subsistence
agriculture.

In contrast, an economically advanced country not only has a high
average gross national product, in general in excess of $1,000 in 1955,
but it also has shown the capacity to grow in the past decades and has
added, during at least a portion of its period of growth, steadily
around 20 percent of its gross national product per year to its capital.
Tt is predominantly industrialized, and a rather large proportion of
the population is urban. Education, sanitation, and health services
are relatively well-developed; the technology used is modern, up to
date, and rational. :

Finally, there is a small group of countries which fall in between
these two extremes. They form an intermediate group and show some
characteristics of both underdeveloped and developed countries.
Usually they still have a large proportion of their population in agri-
culture, but at the same time they have a large, modern, technological-
ly efficient industry. Levels of gross capital formation vary some-
what but are, on the whole, rather high. Per capita gross national
Eé‘oduct in 1955 amounted roughly to somewhere between $300 and
$750. : -



CHAPTER II

DETERMINANTS OF ECONOMIC DEVELOPMENT
OF NATIONS

‘We have argued in the previous section that a ranking of the coun-
tries of the world in accordance with their per capita real incomes
yields several classes, among which the most significant are those with
very high and those with very low per capita incomes. We have seen,
moreover, that the level of per capita incomes roughly measures the
degree of average material welfare, and that living levels are fairly
closely correlated, on the whole, with average real incomes. Finally,
we have seen that the important differences between the countries at
the two extremes of the scale include not only differences in the real
income and material welfare of the average citizen and the difference
in the capacity to save and invest, but also different recent experience
with rapid economic growth. The advanced countries have shown a
capacity for maintaining a process of self-sustained growth, some-
times at high rates, whereas the underdeveloped countries have shown
little, if any, growth in the past, and then only in brief spurts. The
result of this has been an ever-widening gap between levels of material
welfare in advanced and underdeveloped countries, and a growing
recognition that more effort must be devoted to the study of the deter-
minants of economic growth than has been done in the past. In this
study some results have been achieved, though our knowledge of the
process of economic development is as yet far from sufficient. In part,
this knowledge was derived from a study of the past history of pres-
ently advanced countries, and, in part, from an analysis of the eco-
nomic and social impact of various strategic factors on the development

rocess. Although in various previous studies different factors have

een stressed prominently, it may be convenient to group them under
three general heads: (1) human resources; (2) nonhuman resources;
and (3) social and cultural factors. It should be pointed out that, in
practice, such a neat distinction is not always possible, and that espe-
cially the supply of human and also of nonhuman resources for eco-
nomic development depends to a considerable extent upon social and
cultural conditions.

A. THE ROLE OF HUMAN RESOURCES AS DETERMINANTS IN THE ECONOMIC
DEVELOPMENT OF NATIONS

In evaluating the impact of human resources on the economic devel-
opment of nations we must distinguish between their quantity and
quality. A serious deficiency of population may be an important
factor of the lack of economic growth, and, conversely, too dense a
population may also affect importantly the capacity of a country to
grow. For example, the sparsity of population on the North Ameri-
can Continent before its settlement by populations with European

7
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background was doubtless an important factor in its state of primi--
tiveness, and, on the other hand, “excess” population in countries like-
India and Egypt is a serious bottleneck to economic development of’
these countries. Moreover, under conditions of high population den--
sity, an important consideration is not only the existing number of
people in proportion to developed and developable natural resources,.
but also the rate of population increase.

With reference to the quality of the population, it is not difficult
to see that the degree of health, technical training, and average educa-
tional attainment of a population are important factors in the pro-
ductivity and adaptability, and, hence, in the level of economic-
development of that population. But the quality of population at.
the same time affects the density of population which a given area.
can support. A more highly skilled labor force can get the same out
of poorer resources or more out of the same resources than a less skilled:
one. Hence, from the viewpoint of development, there is some inter--
relation between the quantity and quality of a population which must:
be borne in mind, even if—for reasons of simplicity—we discuss quan-
tity and quality of population separately.. Thus, in discussing the:
impact of population size, we will assume that skills and technology
do not change, and will examine the influence of changing skills,.
technological know-how, and educational attainment later.

1. The quantity of population and its impact on economic development

If it is granted that neither too sparse nor too dense a population may
produce optimum results, it follows that there is some number or-
range of population in between the two extremes which constitutes an
“optimum” 1n terms of output of goods and services of a given country.
As population increases to this level, real incomes can increase faster:
than the rate of population growth, since large-scale and cost-saving:
methods of production become possible and overhead costs are spread.
over a larger number of persons. But once population increases be-
yond the optimuam point or range, further gains along this line are
outweighed by the appearance of “decreasing returns” in many types.
of production. Limitations of agricultural land resources or mineral
resources will form important obstacles.to further expansion of pro-
duction, so that additional workers—assuming technology and skills
to remain unchanged—will produce smaller and smaller additions to-
the society’s total output. o :

This situation is manifest today in several underdeveloped countries,.
especially in South Asia and in IXgypt, and contributes to the low out-
put per head of farmers and agricultural workers in these countries
and to the appearance of what has sometimes been called disguised
unemployment in agriculture. Any further expansion of the rural
population in these regions without .concomitant technical change-
would lead to a worsening of conditions, especially since in some
villages of India and elsewhere the minimum levels of subsistence have-
apparently already been reached. It isnot difficult to see that in such
a country, the crucial problem for economic development is either the-
drawing away of population from agriculture, i. e., industrialization,
or the development of new and more productive techniques in agri--
culture, or indeed, a combination of both approaches. A simultaneous.
need is limitation of population growth, but this is a factor about which:
more will be said later.
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It appears that one of the most critical problems in economic de-
velopment is posed by those countries in which the pressure of popula-
tion is serious. There the methods and potentialities of foreign aid:
will have to be attuned to the very difficult problems posed by the likeli-
hood of further rapid growth of population, and the serious strains
which this is likely to exert on the potentiality for economic develop-
ment.

(a) Nations with high population density and the problem of indus-
trialization—In a country in which relatively large amounts of
unoccupied natural resources are-available, the major problem of
economic_development is making available the capital which will:
permit the geographical extension of settlement and productive
activity. This was the task faced by the United States and countries
with similar overall topographical and resource features during the
19th-century. Iiconomic development in the United States, Canada,
Australia, and other areas with relative abundance of agricultural -
land, consisted in considerable part in finding ways and means of
pushing the frontier further and further into the wilderness. The
overall problem of development in countries like India, Indonesiay
parts of Pakistan, Egypt, and elsewhere is precisely the opposite.
Those patterns of economic growth which were most promising in this
country have little applicability there, and the overall relationship of
human and nonhuman resources requires the application of plans
and policies which differ considerably from those that were tradition-
ally used in the United States and countries with similar develop-
mental tasks. S ' ' :

An underdeveloped country with a relative scarcity of fertile land
and other raw material resources must, in order to improve its level
of material welfare, develop industries which make relatively small
demands on searce resources and which may rely to a greater degree
on labor-intensive methods of production. Thus, manufacturing in-
dustries and service trades must be expanded, which will check ‘an
increase in the supply of labor in the relatively overpopulated rural
sectors of the economy and at a later stagc offer opportunities of
nonagricultural employment which will tend to reduce, in the long
run, the proportion of the labor force in agriculture. The most con-
spicuous example of a country in which a fair measure of economic
development has taken place, even though it was faced with a dense
and rapidly growing population, has been Japan. For this reason,
the most important lessons to be learned for the densely populated
countries of Asia and Africa come from the history of Japanese
economic development, rather than from Europe, North America, or
Australia. _ o

(b)) Effects of the rate of population growth.—The problem of
development in countries with dense agricultural populations will be
easier 1f they can prevent population from continuing to grow rapidly.
Unfortunately, there is every likelihood that industrialization and
economic deveiopment, in general, is likely to give an impetus to,
rather than retard, the rate of population growth. Most underde-
veloped countries with proportionately large rural populations have
high birth rates, which in the past were counterbalanced in most of
them by high death rates, resulting from endemic diseases, low nutri-.
tional levefé, and high rates of infant mortality. One of the first
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steps in economic development is an improvement of health conditions,
with the result that death rates are reduced, whereas birth rates remain
at their customary high level for some time. An additional agent
counteracting the maintenance of high death rates in developing
countries is the improvement in transportation, since a. major reason
for past famines has been the Jocal unavailability of foodstuffs, rather
than their general scarcity.

The factors determining birthrates lie in large part outside the
field of economic relations, and include various cultural and religious
views and beliefs. Such practices as birth control or other means
of reducing the incidence of conception or birth, and rules concerning
the customary age of marriage, as well as customs relating to extra-
marital sexual abstinence, are normally regulated by the legal and
cultural systems of a society and, for this reason, are only to a small
extent influenced by economic or social policy. In some underde-
“veloped countries, however, as infant mortality has been reduced,
signs of a desire for smaller families, or at least fewer births, have
been noted. In such countries, the. teaching of birth-control
methods or the establishment of birth-control clinics may serve an
important function. If the experience of the more advanced countries
can serve as a guide, the rising trend of births associated with the early
stage of economic development and industrialization tends to subside
after a time, and both birth and death rates tend to level out at a lower
level than before. Clearly, in countries in which population pres-
sure is already high, it would ease the problem of economic develop-
ment if the period during which high population growth rates prevail
could be shortened. But attempts to attack this problem directly,
i. e., through an effort to influence the number of births, encounter
strong objection and even if made, would probably not be successful.
The attainment of rapid economic growth and rapid urbanization
may bring in their wake a decline of the birthrate. Thus the appli-
cation of foreign aid to the development of industry, and especially
urban industry, may be the most effective method by which foreign
aid can become a factor in this aspect of economic growth.

2. The quality of population

. (@) Problems of the quality of the human factor—Next to the
sheer numbers of people, the skills and technical competence of the
labor force is an important determinant of the potentialities of eco-
nomic growth. In part this depends upon the regularity with which
employment opportunities and a labor market for personnel with
certain skills are provided, and in part upon the system of education
and vocational training, as well as professional training available to
the population of a country. It is usually said that the labor prob-
lem 1s the least serious problem in underdeveloped countries and that
there is an abundance of labor available. This is true in many under-
developed countries, and especially so if we speak of unskilled labor.
But it should be noted that the efficiency, and hence the quality, of
unskilled labor in many underdeveloped countries is often adversely
affected by low nutritional standards and the prevalence of disease.
The early introduction of programs designated to eradicate endemic
diseases and to improve public health in general is a common feature
in most governmentally sponsored development plans. However,
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unless measures designed to improve conditions of health are accom-
panied by complementary measures designed to increase the food sup-
ply and productive output in general, many of the old diseases may
be replaced by new ones or, in some extreme cases, the old diseases
may return again. This dilemma does not apply to such measures as
malaria control, which result in higher output even without taking
other measures, since it permits the cultivation of land which pre-
viously was unused because of disease hazard.

There has been a considerable amount of foreign aid in the fields of
control of disease and general public health. On the whole, these
programs are cheap, and the results are striking. The World Health
Organization has developed a series of quite efficient techniques
in the control and eradication of endemic disease and in technical
aid with public health programs. The United States has had
some excellent success with health and sanitation programs in Latin
America, where these programs were administered chiefly by servicios
staffed largely by personnel native to the aid-receiving country. An
account and evaluation of these programs appears in Ten Years of
Cooperative Health Programs in Latin America (U. S. Public Health
Service, Washington, 1958). Health programs on a similar scale have
also been undertaken in other parts of the world on the basis of bi-
lateral agreements, by the World Health Organization, and by private
philanthropic and religious organizations. They have become an im-
portant ingredient of foreign aid programs.

(b) Skilled labor and professional services—The overall effect of
health and sanitation programs has been the improvement of the
quality of labor in underdeveloped countries. They have also con-
tributed to the quantity of labor F and population in general) by saving
lives, especially by reducing infant mortality, and by extending the
life span of individuals. Thus the advantages of health programs
have been counteracted in a strictly accounting sense, in that on the
one hand they improved the productivity of the human factor, but on
the other they caused an increase in the number of people in unpro-
ductive ages (};hildren and old people) whose consumption needs must
be provided for by the labor of the actively employed . working
population.

Equally important with the improvement of health has been the
improvement of the quality of labor by means of education and spe-
cialized training. In order to discuss the role played by labor of
various skills and kinds in the process of economic development, it is
useful to distinguish between the following types of labor services:
(1) skilled manual labor; (2) white-collar workers and labor in
administrative services; and (3) professional services, including the
services of persons employed in educational institutions.

We are omitting here mention of the problem of eradicating illit-
eracy. The main burden of technical aid in literacy programs in
underdeveloped countries is carried by the United Nations Educa-
tional, Scientific, and Cultural Organization, which has developed
a worldwide series of training programs for elementary education
and the abolition of illiteracy. There is no question that literacy
is an important factor in an improved labor force, but fundamental
education is so basic that apart from UNESCO programs, this is
a matter normally left to national governments and their agencies.
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The United States maintains, however, some fundamental education
programs in several Far Eastern countries. Of equal importance is
the widespread activity sponsored by the United States in the field of
agricultural extension services. '

With reference to the three categories of skilled labor services which
were listed earlier, experience has been that it is, on the whole, casiest
to train skilled manual workers. In many instances this training has
been left to the industry or firm itself, and on-the-job training pro-
grams have produced, on the whole, very good results. In general
-the supply of skilled manual labor has not been a serious bottleneck
‘to economic development. In some instances schools concentrating
on vocational training have been established, and in other cases schools
for mechanics have been provided by some form of foreign aid. Many
of these special schools teaching manual skills concentrate, however,
on the training of very highly skilled operators, and in some instances
on training in artistic or semiartistic handicrafts.

A more serious problem for economic development is the supply ot
white-collar workers, administrators, and especially, certain classes of
‘managerial and administrative personnel and technically trained pro-
-fessionals. There is no question that the need for people with these
skills grows commensurately with capital investment. Moreover, the
increasing’ scope of governmental services in developing countries
requires a supply of Government workers and administrators; the
growth of urban centers requires the services of municipal workers;
and the development of industrial and large-scale enterprises in gen-
eral makes imperative the employment of managerial personnel from
top management down to foremen and shop supervisors. It is labor
of these grades which is usually in short supply in underdeveloped
countries. Moreover, even in those countries in which there is no
:dearth of persons with a modicum of advanced education, these people
often specialize in law or certain liberal arts and shy away from pro-
‘fessional or semiprofessional jobs in public administration, business,
or industry. :

Technical assistance has played an important role in the field of
qualitative improvement of this type of labor in underdeveloped
countries. In the field of public administration, technical aid has
contributed by means of projects which included the setting up of
training institutes for public administrators. Foreign experts from
advanced countries have accepted positions as advisers to governments
and municipalities, as well as to private organizations in business and
other fields, and have helped develop rational programs of adminis-
tration as well as train native administrators for new tasks. KEx-
change of persons programs and the availability of training oppor-
tunities in the United States for public officials and others from
underdeveloped countries have also been projects with similar objec-
tives. A recently established Economic Development Institute at
Vanderbilt University, attended by selected administrators and of-
ficials from underdeveloped countries, is one instance of the provision
of such a program for better qualified public servants supported by
the International Cooperation Administration.

Technical assistance has also been successfully applied to the im-
‘provement of labor services in special fields of professional compe-
tence. The availability of fellowships for foreign.students in the
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“United States in various fields, but more especially in- different
branches of technology, medicine, science, and many other branches
of knowledge, has been an important factor toward this end. Some
of these fellowships were made available by private institutions,
foundations, and schools, but a large number were also provided by
international organizations and various agencies of the United States
‘Government.- We sha]l return to the overall evaluation of this aspect,
-of foreign aid in a latér section of this repart.

One of the crucial shortages in underdeveloped countries of a quasi-
professional nature is the ueneral lack of entrepreneurial and mana-
-gerial personnel. Modern productlon, and especially large-scale pro-
ductmn, requires a proportionally larger number of m'macrerlal per-
-sonnel than small-scale m‘mufactunnor The sheer number of em-
‘ployees, as well as the high value of the machinery and other equip-
ment installed in a modern industrial process, require a greater degree
‘of coordination, checking, and supervision than the employment of
‘similar numbers of workers on a small scale. Moreover, large-scale
production also demands a greater degree of specific training on the
part of its managerial personnel than is true of the entrepreneur who
operates a small shop Some comparative studies of the steel industry
‘in the United States and selected ILuropean countries have shown that
the relatively greater number and more extensive specialized training
of American managerial personnel may be responsible in considerable
part for the considerably greater output of American, as compared
‘with European, steel plants of similar size. Similarly, some tentative
-conclusions reached in a comparative study of American and Egyptlan
cotton manufacturing plants seem to show that the superiority of the
American plants is not due to better capital equipment, but rather to
a more productive labor force and, equally important, to more numer-
.ous and more highly skilled m'marrerlal personnel.

This indicates that the shortqge of adequately tr fuued managerial
;personnel is an important bottleneck in economic growth and that
-educational and training facilities must be made available in order to
achieve effective economic development, not only to increase the avail-
.ability of public officials and administrators, but alse of industrial,
-commercial, and other business managers. To be sure, some business
-and commercial managers are trained like skilled workers, on the job.
But these men usually have few of the technical competences which

make for good management. These deficiencies can be made up only
to a small extent by providing training in universities, colleges, and
other institutions of higher learning in the advanced countries. They
call ultimately for a complete remod_ehntr of the systems of higher
education in the underdeveloped countries “themselves. It would lead
us too far to go into a detailed examination of the changes in educa-
tional policies which are necessary, but one may say in brief that one
of the most indispensable tasks appears to be strengthening higher
education in medicine, science, and technology, and administration,
economics, and business manaorement Only an increased supply of
persons well trained in these fields can make an underdeveloped
country independent of recurring needs for experts in these fields from
:abroad.

In several underdeveloped . countries, particularly in those where,
owing to the fear of Communist aggression, large armies are main-
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tained, a substantial number of skilled workers and administrators are
drained into the army, thus adding to the shortage of these persons in
the civilian economy.

B. NONHUMAN RESOURCES AS DETERMINANTS OF ECONOMIC DEVELOPMENT

We now turn to a brief discussion of nonhuman resources and
the role they play in the process of economic development. Here
several distinctions must be made in order to arrive at a better under-
standing of the factors affecting economic growth. First we must
distinguish between natural resources and manmade nonhuman re-
sources, or capital. Secondly, we must distinguish between capital
installations which form social or general economic overhead, and
those which are directly applied to the production of a specific com-
modity or service. And thirdly, we must distinguish between re-
sources employed in different branches of production, notably
between primary production, i. e., the production of raw materials
in agriculture, fishing, forestry, and mining, and secondary produc-
tion, i. e., manufacturing, industry, and the output of various services.

1. Natural resources

Among natural resources must be counted all those free gifts of
mnature which exist independently of the exertion of man. To be sure,
what is a natural resource will depend upon available technological
and scientific knowledge. For example, II)Jefore the discovery of the
process of nuclear fission, uranium ores were a much less valuable
natural resource than at present, and for this reason many uranium-
bearing deposits remained unexploited. Similarly, at a certain level
of technological knowledge, some of the low-content mineral ores are
just so much rock, whereas with greater technological knowledge
these same “rocks” may become valuable natural resources.

A further point which must be understood about natural resources
is that the mere presence of a natural resource is irrelevant for eco-
nomic development so long as it is beyond reach, i. e., until access
to it has been established. For example, the iron-ore deposits in
Labrador did not contribute to the economic development of Canada
until they had been made accessible by the establishment of transport
and communications facilities {o the region where these deposits were
found.

Finally, we may say that only those objects are resources which
are known. As long as some of the most precious ores are undis-
covered, they are not resources, and a man owning a piece of land
in which they are discovered later, may give it away for a pittance.
The object of geological and general land surveys—an important
aspect of technical assistance—is then to determine the full endow-
ment of natural resources of an underdeveloped country.

This means that the amount and the kind of natural resources at
the command of a given society are to some extent under the control
of that society. The building of an irrigation system or the drainage
of a swamp which result in the increase of agriculturally usable land
are controlled operations adding to the amount of natural resources
available. Since this land has been gained by manmade works, it
would be difficult to maintain that it is an entirely free gift of nature.
Hence, a considerable number of resources, which are commonly re-
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garded as free gifts of nature, are on the borderline of manmade
resources, and it is chiefly due to their similarity to other resources
which are freely available that they are classified together with them,
- It need not be pointed .out that the quantity and kind of natural
resources available to-a country are important determinants of the
kinds of industries that can be established there. In discussing this
problem somewhat more in detail, it is useful to distinguish between
two kinds of primary (or extractive) activity. First there is agri-
culture, and some associated occupations such as fishing or forestry
if carried on on a small scale. Secondly, there is mining and forestry
if carried on in the form of large-scale exploitations. This distine-
tion is of special importance for underdeveloped countries, since the
typical unit of agricultural output there is small and uses a rather
primitive technology. At the same time most mining operations in
underdeveloped countries, as well as the exploitation of some of their
forest resources, are carried on by means of modern technology, em-
ploying often large-scale machinery and resembling on the whole, in
the technology employed and the organization preferred, modern in-
dustry. For this reason we shall discuss first agriculture by itself,
and will include our discussion of mining and other modern rational-
ized extractive productions as a branch of industry.

2. Agriculture and land resources

Since most underdeveloped countries are predominantly agrarian,
the availability of usable land resources is an important determinant
of the level of economic performance in these countries. Whether
or not land is usable for agriculture depends not merely on its fertility
and its accessibility, but also on the climate and especially the amount
of rainfall in a given territory. Since man is as yet unable to control
climate in any significant manner, land which would otherwise be
productive but is poor in moisture is unusable agriculturally unless
irrigation installations, often large-scale, are made. The immense
importance to a country like Egypt of an installation like the High
Dam at Aswan lies largely in the increased supply of agriculturally
usable land that this dam would provide, although, like most irriga-
tion works, it would also have additional benefits, such as flood con-
trol, improvement of navigation, and so forth.

We see from this that the amount of natural resources which are
available to a society depend only in part on the free gifts of nature,
and that in those cases where, owing to natural conditions, there is
a scarcity of certain resources, including agricultural land, the amount
of the resource available to-this society can be increased by suitable
capital installations. Thus, if nature has treated a country relatively
niggardly with respect to land, the amount and quality of land can be
increased by drainage, irrigation, terracing, and the application of
fertilizer. If the ore resources of a country consist of low-grade ores
only, technological processes which enable us to extract metals from
low-grade ores may be applied. If certain raw materials important
for the supply of power—as for example, coal—are scarce, alternative
power resources such as waterpower can be exploited. In all these
cases the resource deficiency can be made up to some extent by capital
installations of various forms. It is, of course, granted that these
applications of capital, i. e., manmade installations, can replace de-
ficient resources only within limits, and that absent resources—
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especially certain minerals and agricultural raw materials whose pro-:
duction depends upon special climatic conditions—must be imported.:
It should also be pointed out that an important and, in fact, often
decisive factor in the substitution of capital installations for a quali-
tative or quantitative deficiency of natural resources is the cost of’
creating the capital. Often poor and deficient resources continue to-
be used because the funds for capital formation are not available and
the country which has poor resources is, for this very reason, unable:
to form. capital rapidly on its own. - The role which: foreign aid can.
play in this process is obvious.- In fact; foreign:aid applied to the-
creation of basic capital resources is one of the oldest and tradition-
ally most widely approved functions of foreign aid.
- But the important fact to bear in mind is that under conditions of’
modern technology, the dependence of a given economy upon naturally
given resources is much less than would be the case under more primi-
tive technological conditions. Since many underdeveloped countries:
still employ rather primitive technologies, their agriculture and other
extractive industries depend heavily upon natural conditions. But
the application of modern technological and. scientific knowledge:
allows them to depart from time-honored but old-fashioned and in-
effective methods of production and to use their natural resources
in the production of new products. It is in this field of applying
modern technology to an improved use of natural resources that
foreign aid programs can contribute and have actually contributed.
Among the specific types of projects which may be and have been
undertaken by the United States, the United Nations, and some of
its specialized agencies (notably the Food and Agriculture Organiza-
tion) are the following: resource surveys (both of land and agricul-
tural resources and of minerals), land clearance, irrigation projects,
drainage and other forms of land reclamation projects, surveys of
fishery resources, and surveys of forest resources. These programs,
especially the agricultural programs, are supplemented by programs
designed to affect the quality of the human factor engaged in agri-
culture, and also to supply manmade capital to agriculture. The first
objective is served by projects designed to help establish agricultural
extension services and Ey agricultural research projects; the second by
foreign aid programs supplying agricultural machinery, fertilizer,
improved seeds and /or animals, and new crops.
3. The supply of capital

It has been argued that with increasing technical knowledge the
dependence of an economy on naturally available resources becomes
less, and that scarcities in these naturally available resources can, to
a certain degree, be counteracted by the application of capital. It is
often said that the lack of adequate amounts of capital is the chief
Lottleneck to economic advancement, and a good deal of foreign eco-
nomic aid has been looked upon chiefly as supplying capital to under-
developed countries, either in the form of private investments or in
the form of loans or grants from private, governmental, or interna-
tional institutions located outside the underdeveloped countries re-
ceiving the loan or grant. One may also regard the disposal of sur-
pluses or the making of grants in the form of commodities—practices
which the United States has used widely in its foreign aid program—
as measures contributing to the formation of capital in underdeveloped
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countries. This is because to the extent to which these countries re-
ceive the surplus commodities, they can divert resources to the forma-
tion of capital which they otherwise would have had to employ in the
production of substitutes for the surplus commodities or commodity
grants. ‘

° Nevertheless, although capital imports in various forms from abroad
make up an important factor in foreign aid, few if any underdeveloped
countries experience any genuine economic growth unless they them-
selves participate substantially in the formation of their own capital.-
Successful economic development, as we have argued before, means
the attainment of a level of economic performance which makes self-
sustained growth possible and practicable. But self-sustained growth
requires the constant accumulation of capital, and for this reason the
stage of underdevelopment is not successfully overcome until a country
has been put in a position of providing the bulk of its own capital
needs from its own savings. '

The major way in which capital can be formed domestically in un-
derdeveloped countries (asin any other economy) is by saving. When
we talk about saving, we do not mean the mere putting aside of a cer-
tain amount of income each payday—although this is an important
personal habit to be formed on the part of many income recipients
in underdeveloped countries—rather we mean the appearance of real
savings, i. e., of a situation in which consumption remains behind pro-
duction, so that the difference can be applied to capital formation.-

(@) Capital formation and inflation in underdeveloped countries.—
Real saving may either be voluntary or forced, and forced saving may
be achieved either by fiscal measures or inflation. We do not propose
to discuss these differences in detail, for they lie somewhat off our
main trend of argument, but it should be pointed out that the attempt’
to obtain real savings by means of inflation in an underdeveloped
country often has very undesirable consequences. Its main danger.
is that it will discourage the kind of investment most needed for eco-
nomic development. By creating a lack of confidence in the currency,
inflation causes savings to be diverted into land, hoards of gold and
jewels, and speculative holdings of commodities, foreign exchange,
and even luxury apartments as a hedge against inflation. In this way,
productive investments which would yield much needed real returns
are starved for funds. Moreover, inflation tends to bring about a re-
distribution of income in which unskilled labor and the recipients of
pensions and other fixed incomes suffer, whereas skilled labor and busi-
nessmen in general gain. Since income distribution is already quite
unequal in underdeveloped countries, the enhancement of inequalities
through inflationary trends is likely to lead to discontent and its pos-
sible expression through political propaganda of a radical kind.

This redistributive aspect of inflation is its chief attraction as a
means of capital formation. If prices rise more than wages and other
incomes, consumption will be curtailed and more resources will be:
available for capital formation. But this theory is of questionable
validity. In an underdeveloped country with a substantial propor-:
tion of the population in subsistence agriculture, inflation will have-
little effect upon this part of the population. Moreover, though ‘it
may lead to some additional investment which without inflation would:
not be forthcoming, its disadvantages, notably its impact on misalloca-
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tion of resources, may outweigh its advantages to such a degree that
less rather than more capital will be formed. ‘

Thus from the viewpoint of aid-providing countries, inflationary
developmental financing is an undesirable policy, and it is under-
standable and proper that an aid-giving government or internationai
agency will attempt to obtain guaranties from the aid-receiving
government that proper safeguards for the prevention of inflatiou
will ‘'be set up. Unfortunately, such promises have not always. been
adhered to in the past, and the history of economic development
everywhere in the world exhibits many inflationary episodes. In-
flation as a means of trying to finance capital formation is not a new
invention. It was in vogue as long ago as the time of the Roman
Empire, and has been employed during more or less prolonged periods
by almost all the economically most highly advanced countries of the
present. :

(0) Capital formation through community projects.—In contrast
to the method of financing capital formation by inflation are the
methods of financing it out of voluntary savings or out of taxation.
The former method, which was the common rule in the Western
World during its early phase of economic growth, depends upon the
institution of private ownership of capita%, and thus plays a very
subordinate role in a socialist or fully planned economy. More re-
cently in the economic development of the post-World War period,
less reliance has been placed upon voluntary savings and more use
has been made of fiscal measures to force the population of underde-
veloped countries to curtail consumption in order to provide the re-
sources to be applied to capital formation. This is the general rule
in Communist countries, but fiscal measures for capital formation
have also been widely employed in many non-Communist countries,

There is still another way 1n which capital may be formed which has
attracted a good deal of attention in foreign aid programs, and that
is the formation of capital through community projects. Countries
with high population densities in rural areas often exhibit a good deal
of actual or disguised unemployment among agriculturalists. Dis-
guised unemployment means that farm output would not be reduced,
even with current methods of farming, if a certain proportion of the
agricultural labor force were withdrawn. We may speak of disguised
unemployment, because the persons who live in the villages are not
actually idle, and in fact often work very hard. But their activity
represents an excess application of labor with insufficient capital and
on an insufficient piece of land. Thus their removal from agricultural
pursuits would not curtail total production of agricultural commodi-
ties, and the economy would profit considerably if they could be em-
ployed gainfully in industry or services.

Another aspect of disguised unemployment is the seasonal fluctua-
tion in demand for farm labor. In periods of sowing or harvesting,
all hands available are fully occupied in the fields. In periods of slack-
ness, there is little pressure on the farmer’s time and he may engage
in some accessory occupations. Some aspects of disguised unemploy-
ment also appear in the petty commercial activities in which some
rural people engage, and in some of the handicrafts and so-called
cottage industries with which they occupy themselves. v

In countries with a good deal of disguised unemployment, some of
these underemployed persons can be employed in building certain
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forms of capital, such as roads, irrigation works, terraces, and other
earthworks. Such construction may be done without a large amount
of machinery and often with only simple tools such as are available on
farms or can be supplied from' government inventories.. Capital
created in this manner does not lead to a:reduction in the produc-
tion of consumer goods. If these investments were financed by taxa-
tion, the net result would not be:a curtailment of total consumption,
but a redistribution of income (and consumption) from those who bear
the taxes to those who receive the wages for construction of the new
capital installations. One possible way of using the underemployed in
capital construction without either taxation or-inflation is through
community projects in which farmers volunteer to work without pay
on projects such as local roads, the digging of tube wells, and other
jobs which are of direct benefit to their local communities. ' Foreign
aid -projects, especially of some' philanthropic organizations and
foungations, have included community projects of this kind. Often
aid was rendered by supplying organizational and planning services,
as well as by providing certain types of machinery. The labor
services necessary were supplied by the local population. Since in
these cases foreign aid penetrates directly and immediately to the
local level, and since it centers around the production of capital which
s of obvious usefulness and-benefit to the mass of the common people,
it appears to be a most efficient method of rendering foreign aid. It
is a project which people can understand, and the effects of which
-they can sense. :

It may enhance the solidarity of the villagers among one another
-and with the staff of the foreign aid-rendering agency, and thus may
.create sympathy and good will for the country which is aiding in the
building of such capital installations. At the same time, it may cause
friction' and conflict, and for this reason an important aspect of
technical assistance through community development - programs
-centers -around the proper selection and training -of the personnel
-engaged in such projects. : '

4. “Social overhead” capital L ,

Apart from capital formation in the form of community projects,
‘in which the effective agent determining the allocation of resources
for new capital installations is a local community, the chief agents
.determining capital formation in underdeveloped countries may be
-either private enterprisers or the government.- In totalitarian Com-
munist countries, this function is entirely in the hands of the govern-
‘ment, and even projects similar. to community projects discussed in
‘the preceding paragraphs are carried out in these countries by the
government, usually with the help of forced labor. It goes without
:saying that these projects are less successful than those undertaken
with the free cooperation of villagers or members of a small urban
-community, and that they suffer the usual defects of projects under-
-taken with the use of slave or forced labor. - L g

Though a certain amount of capital constituting social overhead
is constructed. in this way, most is built by goyernment in the normal
process of providing public works. Although a good deal of discus-
-sion has been devoted in the recent literature. on economic develop-
‘ment to the problem of social overhead, the issue of what constitutes
:social overhead is not quite clear. No one doubts its importance, and

87236—5T. 3
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it is generally said that its provision is one of the first tasks of eco-
nomic development. But in view of the increased functions taken
on by governments in many underdeveloped countries, there has been
some doubt as to what kinds of capital installations fall under the
heading of social overhead and which ones do not. We will limit this
concept for purposes of this paper to include two kinds of installa-
lations: (1) Buildings and other capital installations which serve di-
rectly the orderly performance of govenmental tasks, including public
buildings, schools, museums, public recreational facilities, hospitals,
and a number of municipal institutions, such as fire stations and
sewage-disposal plants. These installations will be designated as social
overhead in the narrow sense. (2) In addition, there is social overhead
in the wider sense, or economic overhead, as it has sometimes been
called, which consists of capital installations in such fields as the
‘provision of power (electric power stations), transportation (roads,
railroads, airlines, harbors, and shipping lines), and communications
(telephone, telegraph, and radio), which are under the management
and general care of the government in most underdeveloped countries.
Social overhead installations include, therefore, all those forms of pro-
ductive capital which may be included under the concept of public
utilities in the widest sense of this term. . ... . . -

The shortage and inadequacy of social overhead capital usually is
an important bottleneck to economic development. Although during
the 19th century a not inconsiderable amount of private foreign invest-
ment went into the provision of social overhead capital items, espe-
cially railroads, private investors at present are reluctant to finance
the construction of this capital. It has also become increasingly diffi-
cult for governments of most underdeveloped countries to raise loans
on the international capital markets which will enable them to provide
these capital items. To some extent the International Bank for. Recon-
struction and Development has made loans for the purposes of over-
head capital construction in underdeveloped countries, and so has the
Export-Import Bank. But the need for funds for this type of capital
outlay is greater than can be raised through the customary channels,
and thus the governments of underdeveloped countries have spent a
sizable amount of their revenue on overhead capital construction.

The fundamental role played by social overhead capital is due to the
so-called external economies which accrue to a society through its
existence. A country which is without adequate communications and
transportation facilities suffers from inadequacies in resource alloca-
tion. Important raw materials in one part of a country cannot be made
available to another where they could be used. Shortages of food or
other necessities in one part of a country cannot be remedied by ship-
ments from other parts, for the intervening transport facilities are not
available. , , I .

Similarly, the availability of power is an indispensable prerequisite
of industrialization, and also of urbanization. But in spite of their
basic importance for economic development, the rate of return on most
overhead capital items is very low. To be sure, overhead capital is
normally very durable, but it becomes amortized only over a long
period of time. It represents, therefore, a considerable amount of
resources immobilized for a long time which only pay off at a very
slow rate. Whereas an industrial plant in an underdeveloped country
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may pay off its'cost of original construction and equipment in a few
. years, a road or a railroad may not pay off for 15 years or more. And
if the cost of construction of such an installation ishigh (because of the
difficulty of the terrain over which it goes), it may not be paid off in
even a longer time.

The great initial capital outlay required for most installations of
social overhead and the slow rate of return make it virtually imperative
that such capital items be provided for and owned and operated by
the Government. This puts a serious strain on Government budgets
and ‘also increases. the administrative load on the Government. In
another direction, it permits the Government to exercise more eco-
nomic power and, in fact, forms the basis of governmentally designed
development plans. Since the objectives of governments in under-
developed countries are not merely the furtherance of economic wel-
fare, but also include political and military ends, a certain amount
of social ovérhead capital is employed not for purposes of economic
growth but for strategic or political purposes. Much has been said
and written about the “modern equivalent of pyramids™ in under-
developed countries, and it is admitted that such installations often
represent a misallocation of resources from the viewpoint of optimum
economic growth. The construction of capital installations which have
little or no economic significance—at least in the short run—is one
of the unfortunately indispensable forms of waste which any country,
whether rich or poor, engages.in for social or political purposes. The
role of foreign aid in this field can at best be to attempt to restrain
excessive expenditure for “pyramids” and to try to channel funds
provided by foreign aid into productive equipment. But it would
be vain to expect that waste can be entirely eliminated in develop-
ment programs. The worthiness or unworthiness of a country to re-
ceive foreign aid should not be judged upon whether or not it manages
to avoid all waste in its capital construction programs. e
5. Capital for the production of goods and services

If, as we have seen, a large proportion of capital formation in under-
developed countries is in the field of construction (of roads, dams,
plants, and buildings), and if, under the circumstances of scarcity of
savings and the need to use large amounts of capital in construction
projects, the majority of these must be performed by governments,
the overall scope for private enterprise in underdeveloped countries is
limited to capital formation in manufacturing, agriculture, mining,
commerce, and certain service industries. .

Even in these fields, government. intervention and various forms’
of direct or intermediate planning are frequent occurrences in many’
underdeveloped countries. But, with the exception of the countries’
under Communist domination, a large sector of these branches of pro--
duction is.left to private initiative. To be sure, developmental plans
often concern themselves with industrial growth, and in particular
with the establishment of heavy industries, both because of their:
relatively large capital requirements and their potential or actual’
military and strategic importance. But planning, even in this field,:
is often indirect; gavernment construction. is usually called for only’
in those instances where a deficiency of private capital formation is’
expected or foreseen. : o Lo

Lo
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A favorite device employed by many underdeveloped countries to
integrate industrial and commercial development under private ini-
tisdtive with overall governmental developmental plans is the setting
up of a development corporation (or similar institution, sometimes
called by various euphonious names.) A development corporation is
the equivalent of an investment bank, except that it is subject to vary-
ing degrees of public supervision and receives a part of its funds from
the government or through the intervention of the government. Its
board of directors is often composed, at least in part, of government
appointees, and in some cases even of high officials from various minis-
tries concerned with economic affairs or from a central planning com-.
mittee. The function of the development corporation is to provide
loan or equity capital to private firms which it is desired to set up
under the development plan, but for which insufficient funds are forth-
coming from private sources. Financial subsidization of a develop-
ment corporation is often a convenient form of foreign aid. For ex-
ample, the International Bank for Reconstruction and Development
and also the Export-Import Bank have granted sizable loans to de-
velopment corporations in some underdeveloped countries with the
understanding that the funds so received would be used for the fur-
therance of certain forms of industrial investment. It appears that
the presence of a development corporation in an underdeveloped coun-
try and its role as recipient of foreign loans are more suitable to foreign
aid extended by banking institutions like the International Bank for
Recounstruction and Development or the Export-Import Bank than
to foreign aid extended by governments. It should be noted, however,
that in all those cases in which loans from abroad are channeled
through development corporations in an underdeveloped country, the
lending agency will usually be concerned with the overall development
plans and potentialities of the underdeveloped country. Thus a pre-
requisite of this kind of foreign aid will be a general survey of the
developmental prospects of an underdeveloped country of the kind as
have been undertaken by the International Bank for Reconstruction
and Development. Such general surveys will contribute, at the same
time, to the better planning of development sequences in the under-
developed country itself, and hence will provide better guidelines for
the optimum strategic application of foreign aid of different forms.
It appears that an eminently suitable task for technical assistance
teams, whether sponsored by an international agency or by the United
States Government, is to carry through an overall survey of the
developmental prospects of an underdeveloped country, and such sur-
veys have actually been made by the United Nations, some of its spe-
cialized agencies (notably the International Bank for Reconstruction
and Development), and also by United States technical assistance
missions. o s L

The intervention of a development corporation is usually not re-
quired in those fields of production in which private funds are applied
to capital formation in sufficient quantity. However, the complete
absence of regulation and a perfectly free market in capital may some-
times lead to undesirable investments. In underdeveloped countries,
as well as elsewhere, the fields into which capital flows will depend.
upon a series of factors, among which the expectation of maximum
profits is one of the most important. But what matters to the private
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investor—and we are here concerned with the private investor in an
underdeveloped country investing his savings (or those he has col-
lected from others) in some enterprise in his own country—is the net
amount of profits, i. e., gross profits discounted by some premium for
risk and other costs of holding an investment. Under these circum-
stances most investors in underdeveloped countries will often give high
preference to those commodities and forms of capital or enterprise
which are relatively liquid, or which yield a relatively high return with
a minimum amount of investment in fixed capital. This attitude, as
well as the circumstances they face, accounts for the relatively wide-
spread habit in most underdeveloped countries of investing one’s
savings in land or urban real estate, or of holding them in cash, pre-
cious metals and jewelry, or even foreign securities. Moreover, if
savings are invested in actual enterprises, some investors in underde-
veloped countries prefer certain forms of traditional enterprises which
are known to yield high return. Hence investments are made in small
loan companies which lend at excessively high interest rates; in pawn-
shops, which profit from a similar mechanism; or in certain forms of
commercial transactions in which the investor can exploit some local
monopoly situation, or even some national monopoly situation, espe-
cially if he can command some political support. :

A considerable amount of private investment in many underde-
veloped countries thus would flow into productive activities which are
highly profitable from the individual viewpoint of the investor; but
which contribute little to fundamental economic growth. - Another
portion of funds potentially available for investment in productive
enterprises will be hoarded or exported (in the form of purchase of
foreign stocks or foreign cash balances), and in this way be lost to the
improvement of the capital equipment of the underdeveloped country.

It is not our intention to suggest that all available savings are allo-
cated or hoarded in this fashion, and investment practices by private
individuals in some underdeveloped countries deviate markedly from
this pattern. . But in all underdeveloped countries there occur “leak-
ages” in the process of capital formation, either in the form of hoard-
ing, capital export, or investment in enterprises in which private bene-
fits vastly exceed social benefits. In a country in which there is an
abundance of investable funds, this leakage is not serious. Moreover,
in countries with a large amount of capital, a relatively small propor-
tion of such leakages do occur. In a country in which the scarcity of
capital presents one of the most important bottlenecks to economic
development, the appearance of such leakages can be crucial. Recog-
nition of these leakages has led to private investment being somewhat
discredited, as well as to an insistence on a greater degree of govern-
mental intervention in the process of capital formation than in eco-
nomically more advanced countries.

As we have seen, the reasons for these leakages are in part based
upon economic considerations, i. e., the expectation of private gains
and the difference between private profit and social %eneﬁts; the
desire for a high degree of liquidity ; and the relatively high discount-
ing for risks and uncertainties. In the last resort, some of these fac-
tors can be reduced to the prevalent social, cultural, and political con-
ditions prevailing in underdeveloped ‘countries, and we shall return
to this point further below in this paper. :
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" A final point should be raised in_connection with private capital
formation in underdeveloped countries, and that is its relationship to
income distribution. In many of the presently economically ad-
vanced countries, a large proportion of capital formation took place on
the basis of private initiative. It has been said that this was possible
because in the industrialization process the poor became even more
impoverished and income accumulated in the hands of enterprisers
who invested it in the expansion of capital plant. Although statis-
tical studies on income distribution during the industrial revolution
are far from conclusive, it appears that this interpretation is false.
The ‘poor neither became poorer absolutely, nor relatively, and in fact,
to the extent to which capital was accumulated and contributed to a
raising of productivity and output, the laboring classes participated
proportionately in this increase of economic performance. What
appears to be true, however, is that the relative share of income of
lzﬁ)orers did not change much and that, therefore, the overall distribu-
tion of income between workers and owners of capital remained rela-
tively unchanged. -
It is likely that a similar relationship will persist in an under-
developed country if continuous private capital formation from do-
mestic sources is to take place. Since laborers normally save a smaller
proportion of their income than the wealthier receivers of income
from property or enterprise, a redistribution of income from the latter
to the former would reduce the society’s capacity to save, and hence
to accumulate capital at a constant or increasing rate. At this point,
however, an important political consideration enters. In many under-
developed countries, there are strong political movements favoring not
only social equality, but also greater equality of economic status and
opportunity. Often these political movements are associated with
local Communist propaganda,but in many instances they are inspired
by genuine egalitarian welfare considerations and are free from Com-
munist influence. However, their presence, whether Communist-
inspired or not, imposes upon the government policies which tend to
favor distribution of income from the wealthier classes to the poorer
classes, especially to the more vociferous, more urban, and more com-
pactly organized industrial workers. Thus an underdeveloped coun-
try which relies to a large extent upon private capital formation may
find itself between Scylla and Charybdis. On the one hand, the re-
quirements of speedy economic development, and implicitly with this
the long-run improvement of mass living standards, appear to demand
the preservation of existing inequalities in income distribution,
whereas the political demands of the workers call for the mitigation
and possibly the complete eradication of these inequalities in income.
In this dilemma there are three possible ways out. One is the in-
creasing substitution of government enterprise for private enterprise,
and another is the attempt to attract foreign capital as a substitute for
private domestic capital formation. Yet, in underdeveloped countries
with vociferous radical movements (whether Communist or not) there
is an understandable reluctance of private capital to move in. Hence
a difficult problem may be posed for a governmental foreign aid pro-
gram-in judging the extent to which commitments to extend foreign
aid to such countries should be undertaken. On the whole, it would
appear preferable for part of foreign aid—if it is decided to grant it in
order to avoid forces of social disorganization and disturbance from



FOREIGN AID 25

becoming stronger—to be granted in the form of transfers of consumer
goods rather than in the form of capital investment. These consumer
goods can be applied to raising mass living standards, and to this
extent a somewhat greater equality of material welfare between the
richer and poorer classes in the underdeveloped country may be
achieved. Many higher incomes in underdeveloped countries are de-
rived from landholding, monopoly profits, and political favoritism,
activities that do not serve as incentives for the recipients of these
incomes to engage in capital formation. A third way out of the
dilemma may be redistribution of income—through taxation—by re-
ducing incomes of these kinds and supplementing those of persons
actively engaged in capital formation. This would also provide an
impetus for private enterprise. Thus, private initiative in capital
formation is not seriously 1mpaired, and if a more or less temporary
period of protest can be weathered, the long-run economic develop-
ment of the underdeveloped country stands a better chance of proceed-
ing in an orderly fashion than if this initiative is killed off and invest-
ment is gradually taken over completely or almost completely by the
government. ‘

6. Capital formdtz'on and balanced growth

‘We have previously discussed the possible wastes or leakages that
may occur in underdeveloped countries, either under a system of public
or under one of private investment. In the area of public works these
wastes consist of large capital installations which do not have any
obvious and real short-run effects on productivity; in the area of pri-
vate investments these leakages consist of hoards, capital exports, or
investments in such fields as luxury hotels and night clubs, in which
private profit exceeds social gains from the investment. But even a
system which avoids or minimizes both these types of relatively unpro-
ductive investment may not lead to economic development if capital
formation in the various sectors of the economy is in serious imbalance.
For example, as we pointed out earlier, a program improving health
and sanitary conditions in an underdeveloped country with relatively
dense population should be accompanied by a program designed to
raise either food production or production in other than agricultural
occupations, since otherwise the additional population would face
serious deficiencies in the necessities of life. Similarly, a program of
industrialization must be properly balanced by measures improving
agricultural output and the supply of power. Moreover, the develop-
ment of new agricultural or indzlstrial enterprises must be accom-
panied by the construction of the required means of transport and
communications, since otherwise the various newly developed resources
remain isolated from one another and an optimum division of labor
between the various newly created capital installations cannot be
achieved. In addition, as we have seen, the process of capital accumu-
lation, especially the growth of large-scale enterprise, demands a simul-
taneous increase in the supply o% trained managers; and increased
governmental duties and prerogatives in the economic field as well
as the process of urban concentration of a larger proportion of the
poEulation calls for an increase in administrative personnel and
public servants in general. ‘

~ What we have done in the preceding paragraph is nothing else buf;
“yelling out the -fact that economic development is a process-which,
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if it is to succeed in establishing permanently higher levels of welfare
and an economy which proceeds by self-sustained growth, requires a
certain balance between its many facets. The reason for overall coun-
try surveys is to determine the relative weights which these various:
factors have given the resource endowment, population densities, skills,
wants, and requirements of a particular economy. It is, therefore,
wrong to look merely to industrialization as a panacea for the ills of
underdeveloped countries. Industrial development by itself may pro-
duce serious disproportions between the various factors making for
growth in a country unless it is accompanied by a simultaneous devel-
opment of human resources, agriculture, and various forms of public
utilities. FEconomic development is a total process, in the sense that:
there are no aspects of the economy of a country which are not affected
by it. But it is not only the economy which changes in all its parts
if a process of decisive development takes place, but also the social,
cultural, and often the political background upon which the country’s:
economy rests. We shall now turn to a brief discussion of the role
the}sle factors play and of the strategic importance that must be assigned
to them. :

C. SOCTAL, CULTURAL, AND POLITICAL FACTORS IN ECONOMIC DEVELOPMENT

" The question of the role of noneconomic factors in economic develop-

ment has two main aspects. On the one hand, there is the question of
what kinds of social systems:are favorable to sustained economic
growth and what kinds are unfavorable. On the other hand, there is
the question of how and under what circumstances changes in direc-
tions favorable to economic growth take place.

At the outset, it should be said that we have few, if any, well-founded
general answers to these questions. We know enough to say that non-
economic factors are exceedingly important; that the role of single
features is often variable, so that whole complexes have to be con-
sidered to%ether; and that interaction between noneconomic factors,
economic factors, and the pattern of economic change itself is im-
portant. But these very complexities, together with the difficulty
of discovering regularities in historical change, make it very hard to
find more precise and detailed answers. : o

Under these circumstances, we want to discuss two main points.
First, we want to indicate the variety of ways noneconomic factors
penetrate into the economic processes of development and some of the
implications of this fact. Second, we want to examine some of the
factors involved in social, cultural, and political change. '

1. Some influences of noneconomic factors on the development process
. In the previous sections of this chapter, we have pointed out-the
problems posed by the availability of human and nonhuman resources
in underdeveloped countries, the changes in these resources required
for economic development, and some of the institutions and policies
needed to bring about these changes. Part of the significance of social,
cultural, and political factors in economic growth lies in their influence
on the impact of such institutions and policies. : ‘ v

(@) Cultural values and response to imstitutions and. opportuni-
ties—Ome major part of the culture of a people consists of those
norms, standards, values, and beliefs to which people adhere and which
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guide their choices among alternatives. Such values and beliefs play
a major role in influencing the way people respond to the institutions,
policies, and opportunities associated with economic growth.

In the field of education, for example, a peoplé’s values affect whether
and how long parents send their children to school; the kind of tech-
nical or other advanced education, if any, selected ; the kind of selective
learning that takes place; and the use made of training after leaving
school. - Not infrequently, high value is placed almost solely on edu-
cation in the liberal professions, the educated seek careers remote from
business or any tinge of manual labor, and even the technically trained
consider it demeaning to get their hands dirty while performing their
duties. Thus, even when appropriate educational facilities are avail-

able, a supply of effective engineers, agriculturists, business managers,
and entrepreneurs may not be forthcoming. :

In the field of medicine and public health, most measures require
fairly widespread public participation. Therefore, people’s ideas
about sanitation, diet, cleanliness, disease, and treatment may make
effective action very difficult.

In the field of economie action proper, the value placed on economic
security as against economic advancement ; the value of economic suc-
cess as compared to social, religious, intellectual, or political positions
reached through noneconomic channels; the value of leisure or of the
intrinsic satisfactions to be obtained from certain kinds of work, apart
from their economic reward, as compared to the value of increased
consumption or wealth ; the values accorded various ways of utilizing
wealth; and many others are relevant. These values influence work
habits, occupational choices, practices related to family size, the level
of savings and how they are used, the use of resources for public
purposes, the kinds of opportunities and pressures to. which business-
men respond, and the kind of response they make. - -

Thus, the effectiveness of policies designed to improve education and
health, to make capital available, to provide social and economic over-
head facilities, to spread technical knowledge, etc., all depend on-how
people respond to such opportunities. And these responses, in turn,
are influenced by the prevalent value system. o

(0) Social relations and the implementation of économic change.—
Another effect of noneconomic factors is the role of patterns of social
relations on the formation and operation of organizations designed
to implement economic change. Where people feel that only relatives
can be counted on not to betray their trust, the circle from which
capital funds may be mobilized is narrowed, and the size and character
of firms is limited. ‘Where public office is a prestige symbol involving
little responsibility or where it is viewed as an opportunity to be
exploited for private gain, the effectiveness of governmental adminis-
tration is diminished. Where factional loyalties to friends, relatives,
or others outweigh responsibility to an organization or a community,
these agencies may be rendered ineffective. And where people lack
traditions, skills, and experience in establishing voluntary organiza-
tions for special purposes, their ability to handle new problems is
curtailed. : ‘ :

In addition, the pattern of social relations between organizations
or professionals and others can have marked effects. Where doctors,
teachers, agriculturalists, and other technical experts have little con-
tact with or understanding of the people they are to serve and look
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down upon them, they are likely to be ineffective. Where the rule of’
business relations between strangers is that of unrestrained caveat
emptor, the growth of firms which depend upon reliable suppliers of
needed goods and services is likely to be restricted, and the business
community viewed with distrust by people at large. Where the expe-
rience of people with government officials has been confined in the
past chiefly to tax collectors, police, and military recruiters, over
whom they had little control, the most well-informed and well-inten-
tioned efforts of the government to arouse enthusiasm for its program
and to expand its services to local communities and other groups are
likely to be met with suspicion and distrust. :

- (¢) Some implications—The preceding discussion merely touches
upon a few facets of the influence of cultural, social, and political
factors on the implementation of economic growth. A more extended
discussion would reinforce the conclusion that sustained economic
growth requires deep and comprehensive support from the total social,
cultural, and political structure of a society.

However, through practically all of human’ history people have
lived without any conception that continuous economic progress was
possible; that the useful arts could be rationally and systematically
improved ; that the sciences, consciously cultivated, could revolu-
tionize the techniques of medical care, transport, communications,
and production, thus making possible large and continuing increases
in levels of living. That insight was the recent, unique, and difficult
achievement of Western Europe and the countries derived from it.
Thus, even though there is great diversity among nonwestern societies,
their structures all presuppose an almost totally different range of
economic possibilities from those now available. Their long histories
did not include many of the crucial intellectual, economic, social, and
political developments which in Western Europe culminated in the
industrial revolution. It is therefore not surprising that other so-
cieties do not have forms of economic, social, and political organiza-
tion; systems of values, beliefs, and interests; or modes of thought
oriented toward or readily adaptable to the requirements of modern
forms of economic development. The fact that even among European
countries which shared in these developments, marked differences in
economic growth related to sociocultural differences are found, sug-
gests that countries even more remote from this tradition face for-
midable problems. : ’

This line of reasoning leads us to expect then that among nonwestern
societies, some will be more adaptable to modern technology than
others, but that in practically every case, self-sustaining growth
would require radical alterations in the whole fabric of society. = Re-
cent history appears to be consistent with this conclusion. Therefore,
the crucial question is not so much how traditional forms of society
as such affect economic development, but rather what are the poten-
tialities for change? In other words, what we primarily need to know
about social, cultural, and political factors is how they influence the
ease or difficulty of bringing about transformations of society capable
of sustaining economic growth. : ‘ s

2. Social, cultural, and political change

In considering how societies change so as to be capable of sustained
econoinic growth, it is noteworthy that all the changes required in the
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long run do not have to precede the initiation of rapid growth. Eco-
nomic change, if it is on a large enough scale and meets with enough
success, tends to generate the conditions, both economic and cultural,
of its own continuance. There is considerable evidence that the.
changes associated with industrialization and urbanization are par-
ticularly effective in this respect. Though growth also gives rise to
social and cultural disorganization which must be dealt with, such.
disorganization, by loosening traditional structures, may aid in fur-
ther favorable changes, if new substitutes and new alternatives are
also available. Thus, the most strategic problems appear to center
around the development of conditions rendering a takeoff into rapid
growth possible. Lo : ‘

Somewhat arbitrarily, we can look at the problem of such societal
change as having two major aspects: the formation of ideologies re-
lated to economic growth ; and the spread and adoption of such ideolo-
gies as effective bases for action. o TR

- {a) The formation of ideologies—If we think of the masses in un-
derdeveloped countries as at one time unfamiliar with the kinds of
results modern economic growth can achieve and with the economic
and technical means by which these results are obtained, we can then
envision the initial process of change as one of becoming acquainted
with these phenomena and trying to decide what it all means. The
outcomes of such a process can be thought of as ideologies in which par-
ticular groups of people define the significance and implications of
economic growth for them. : .

One element in such ideologies is a desire for improved levels of
living. Such aspirations are already widespread throughout most
underdeveloped countries as a result of direct and indirect contact with
the West, though their content varies widely between different coun-
tries and between different groups in a single country. = These aspira-:
tions imply that people have seen something meaningful and desirable
in the prospect of certain economic changes and hope for, or even de-
mand, their fulfillment. This provides a-basis for an interest in eco-
nomic development, but it does not mean that people understand what
needs to be done to fulfill their aspirations, or that, when they learn,
they will be willing to play their part or even understand the. connec-
tion between what is asked and their own desires. . For example, most
peasant people do not appear to associate economic improvement with
any great change in their traditional way of life. :

- Thus, one major problem in the formation of effective ideologies is
to give significance and meaning to changes which are apparently
remote from the results people have in mind. This is even more diffi-
cult when, as in most underdeveloped countries, quick economic re-
sults cannot be realistically promised, and the changes required involve
sacrifices and new kinds og insecurity. Thus, an effective ideology
cannot be based solely on an appeal to the eventual economic improve-
ments to result from the changes advocated. It must make a broader:
appeal which lends intrinsic significance to the intermediate steps to
be taken and binds these steps into a meaningful whole. This, in turn,
means that ideologies have to be closely adapted to local values, beliefs,
and situations, and that economic problems become intertwined with
o{;)her issues which seem irrelevant or contradictory to the outside
observer. :
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-These phenomena are found in the kind of nationalism prevalent in
many underdeveloped countries.  Resentment of western influence
and: rule, .and disrespectful personal treatment, and derogation of
their way of life, which they regard as an outflow of a former or still
extant colonialism, has given people in Asia and Africa a strong desire
to put their country into a position of prestige and influence and to
show the world their ability to modernize. Thus, a deep appeal to
pride and to the opportunity to revenge injured self-respect can be
evoked to support many kinds of changes conducive to economic
growth which would not be supported on economic grounds alone.
Moreover, the broad appeal of nationalism can reduce internal cleav-
ages and give meaning to national issues and problems to people who
previously had no such involvements, thereby enhancing the ability
of a country to take effective collective action. :

But, at the same time, nationalism also involves the repudiation of
foreign ideas and practices, a hypersensitivity to situations implying
undue foreign influence or dependence on foreigners, and the reaffir-
mation of traditionally honored ways. Even with respect to moderni-
zation, there is a tendency to devote resources to modern facilities
which are economically irrational and largely of symbolic significance.
From a rigorously economic point of view, all of these seem to be:
hindrances to economic development and hence constitute waste in a
certain sense. There is no doubt but that they are hindrances, in part,
and that they reflect the ambivalence of trying to restore one’s self-
respect by both reasserting the validity of one’s own values and at the
same time insisting that one merits respect according to another’s con-
tradictory values. Nonetheless, a deeper look reveals positive poten-
tialities, as well. For example, economically irrational modern struc-
tures (the “pyramids” of an earlier section) may be effective in pro-
viding some of the short-run symbolic satisfactions so necessary in
building up and maintaining morale during the long pull before more
solid results are forthcoming. Or, since fundamental values are al-
ways somewhat vague and ambiguous, their reaffirmation in new con-
texts may lead to a recognition of new meanings. For example, in
praising one’s spiritual values as superior to the (supposed) material-
1sm of the West, one may come to stress the ascetic aspect of these
values as lending significance to the sacrifices required in building a
new society. _ - :

The example of nationalism may suggest how intricate and difficult
it is to form an ideology capable of meeting the problems posed by
economic growth in underdeveloped countries. One implication of
this is that foreign aid policy should try to avoid adding additional
complications to an already difficult situation. For example, a policy
of “tied” aid which makes assistance conditional upon adopting a par-
ticular international policy (favorable to the aid-giver), on establish-
ing ‘g particular form of government (e. g., democratic), or on adopt-
ing a particular economic system (e. g., free enterprise) is likely to be
self-defeating. On the one hand, it is likely to arouse great resent-.
ment and to accentuate the more negative aspects of nationalism. And
on thé other, the changes imposed on the aid-receiving country are
likely to fail, since they do not take into account the problems of com-°
bining social transformation with the maintenance of social and polit-
ical cohesion in particular countries. (The assumption that demo-’
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cratic government and free enterprise are preconditions for economic
growth is false.)

(b) Factors influencing the acceptance of new ideologies—The fac-
tors influencing what kind of ideology is accepted and the extent to
which it is capable of sustaining effective action are exceedingly nu-
merous, and their interrelation is very complex. Many are internal to
the countries involved and both internal and external factors are
seldom affected directly by measures within the scope of foreign aid.
‘However, foreign aid policy, if it isto be as effective as circumstances
permit, must be adapted to these circumstances. This requires. an
Intimate and profound understanding of just how the various seg-
ments of each particular society see the world, how these views are
changing, and why. : , ,

Since we cannot go into detail concerning particular instances here,
we will try to indicate some of the factors involved in the acceptance
of new ideologies by outlining one constellation of forces not infre-
quently found in underdeveloped countries. :
© In many underdeveloped countries wealth, political power, and
education are concentrated in a small group of people, and not in-
frequently the very individuals who control political power are also
the richest and best educated men in the society. If such a group is
sufficiently satisfied with its position (or even if it is not, but if it
fears that economic modernization will threaten its position), it is
likely to resist change strongly. ‘ '

Moreover, the existence of such a group strongly affects the nature
and role of any incipient “middle class” which develops in the
great gap between the privileged and the masses. Such a middle-class
group, consisting chiefly of educators, government officials, and mem-
bers of the intelligentsia, must, in order to assure its maintenance,
either aline itself with the ruling group or suffer being pushed into
positions of harsh antagonism to that group. . Hence intellectuals often
attain positions of leadership among the discontented, the unprivi-
leged, the poor; hence the appeal of Communist ideology exerted on
intellectuals in underdeveloped countries; hence .also the enhanced
social cleavage which becomes little, if at all, mitigated by the rise
of the middle class. Moreover, the cleavage of the world into two
antagonistic camps becomes reflected in the political and ideological
issues in a developing country. More and more evolutionary develop-
ment toward higher levels of living ceases to be a practical third alter-
native between the maintenance of the social status quo on the one
hand, and a revolution which threatens to throw the country into the
arms of communism on the other. ' Ty

If the issues are seen in this light, the rigidities of the class structure,
in many underdeveloped countries become understandable. - But the
very sharpening of the issues, the fact that many enlightened peaple
see as the only alternative to the maintenance of the existing class
structure a Communist revolution, makes them reluctant to advocate
rapid and decisive innovations, which, if they are to take root, inevi-
tably affect the social status quo. Hence technical and economic inno-
vations, if sponsored at all, are received with the greatest caution, are
severely limited in application, and supporting ideologies ‘are. not
formed or accepted. Y L UTOE SO S SV



- CHAPTER IIT

DIFFERENCES IN THE PAST PATTERNS OF ECONOMIC
- DEVELOPMENT OF DIFFERENT ADVANCED COUN-
+ TRIES : :
s A. INTRODUCTION

We have seen the preceding chapter how several important factors
impinge upon the economic growth of nations.. Among the chief
variables which we have stressed are the relationship between the
quantity and quality of human and nonhuman resources; the condi-
tions under which capital formation is carried on and the rate at
which it takes place; and the general social and cultural, as well as
political, conditions prevailing during a nation’s economic growth.

. We may now. test the usefulness of this discussion by first apply-
ing it to those countries'which are among the more highly developed
ones, or at least which are in an intermediate position between the
economically most advanced and the economically most underde-
veloped countries. Later, in the next chapter, we' will apply our
general theoretical findings, together with the lessons of the historical
experience of advanced countries, to the conditions of the under-
developed . countries. : .

1. Some differences in development patterns of advanced countries:
* timing and resource endowment :

Although only a minority of mankind lives in countries which have
overcome the fetters of economic backwardness, we have the economic
history of many nations to fall back upon for our material. The
economically advanced countries show considerable differences. TFirst,
they differ in terms of when their period of rapid development and
industrialization started. There are early birds and latecomers
among them. Since the latecomers could adopt the technology which
had to be slowly elaborated by the countries which industrialized
earlier, they were in a position to skip over some developmental steps.
In principle, those amon% the more highly advanced countries that
started last could change from an antiquated technology to the appli-
cation ‘of automatic or near-automatic machinery and processes. At
the same time, a latecomer is in the disadvantageous position of having
stagnated longer and of having to-catch up faster or move a greater
distance in order to equal the countries which started economic devel-
opment earlier. o _

A second difference is in the original endowment of resources with
which the process of development began. We only need to compare
two advanced countries, like the United States and Switzerland, to
see that very different original resource endowments may lead to high
levels'of economic. performance. The United States has ample land
resources as well as extensive deposits of coal, oil, and many important
minerals. Switzerland lacks deposits of most important minerals and
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has relatively little land which is usable for agriculture. Neverthe-
less, its average gross national product is one of the highest in Western
Europe. ‘ : o - :

2. The role of govermment _

A third difference lies in the role government has played in the
process of economic. growth. In general, it may be said that gov-
ernments have played a rather prominent role in all countries, even
those in which it is generally assumed that economic development
occurred under a regime of laisser faire. For example, in Britain,
the classical country of economic liberalism and free enterprise, the
foundation of British industrial development was laid by some of
the state-inspired mercantilist policies of the 16th and 17th centuries.
Even as ardent a partisan of economic liberalism as Adam Smith
supported the navigation laws—a clear case of indirect governmental
subsidization .of the British shipping industry. Similarly, in the
United States the governments of the various States and later the
Federal Government subsidized various forms of capital formation.
The States achieved this end by sponsoring public works of various
kinds, by sponsoring mixed private-State-owned corporations, by
licensing certain trades and enterprises, and by a multitude of other
devices. The Federal Government contributed by such measures as
its homestead policy, land grants to railroads, and 1ts tariff legislation.

. Nevertheless, the role played by government in directing economic
development remained, on.the whole, much smaller in the 19th cen-
tury than in the period after the First World War. This is true even
of countries like Germany and Japan, which are commonly regarded
as more highly centralized and more subject to governmental pater-
nalism than other states in Western Europe or North America.

Yet there were noticeable differences in the role played by govern-
ments even in the 19th century. Ior example, the Czarist government
of Russia eagerly sponsored certain forms of industrialization, mostly
of strategic significance, and there was more statism visible in Ger-
many and Japan than in Britain, the United States, or the Scandi-
navian countries. It is difficult to measure with any precision the
degree of state interference or state promotion of economic develop-
ment. Sometimes a regulation which appears rather innocuous may
have far-reaching effects, and sometimes a law which appears very
restrictive may produce little change. ,

But there is one general difference that stands out, and that is the
difference between countries in which the initiative for development
and its overall planning is regarded as one of the main tasks of govern-
ment, and other countries where decisions favoring economic develop-
ment are left to private individuals and groups and where the gov-
ernment only intervenes to regulate, to eliminate certain inequities,
or to sponsor a few selected branches of production which are clearly
in the public interest. It is in this latter sense that Adam Smith’s
approval of the Navigation Act must be understood; and it was moti-
vations of a similar nature which induced the Congress and adminis-
tration of the United States to sponsor the land-grant policy for rail-
road construction, the development of agricultural colleges, and other
measures. . . o e S

The intervention of governments in the development process de-
pends in: part on'the prevailing social and political philosophy. But
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apart from this. factor, it-appears to be a fact that in more recent
decades government sponsorship: of -development plans has.been on
the increase. This is not only true of the Communist countries, where
the main reason for governmental planning of economic growth is
to be found in the totalitarian character of government, and hence,
in the last resort, in the social and political philosophy of the elite.
Even in deémocratic countries in' which individual freedom and free-
dom of pérsonal initiative are respected, on the whole, governmental
plans for development have been drawn up, and attempts are made
to implement them. In many of the countries of Western Europe,
the role of government is much more extensive than it used to be in
the same countries before 1914. In newly devéloping countries, such
as the countries of south and east Asia or the Near East, develop-
mental plans are the order of the day.

In general, it can be presumed that several factors may be held
accountable for this increased role of the state in economic develop-
ment. Most important among them are: the relative backwardness
of a country, the speed with which economic growth is thought to be
necessary, the scarcity of resources in relation to population pressure,
and such ideological factors as nationalism and a sentiment of dis-
crimination which we discussed in the previous chapter. The more
backward, the more unfavorable the original composition of resources,
the speedier the development desired in a country and the more nation-
alistic it is, the greater (other things being equal) will be the role
assigned to the government. Thereis a further factor which, however,
plays only a minor role in the advanced countries, and that is the
overall social and educational distance between the various classes in
a country. The more egalitarian societies are also the ones in which
private initiative has a greater room for free play. On the other hand,
in the more hierarchically structured societies, or in those where there
is a deep gap between the elite on top and the popular masses on the
bottom, governmental initiative and control will stand out more promi-
nently. We shall return to a discussion of this point in the next
chapter. ' :

B. SOME SIMILARITIES IN THE DEVELOPMENT PATTERNS OF ADVANCED
COUNTRIES

Just as we were able to point to some important differences in the
developmental patterns ang conditions for economic growth in differ-
ent advanced countries, so may we emphasize some similarities. Most
outstanding among them are the association of economic growth and
industrialization, the association of early economic growth and a
population “explosion,” and the association between economic devel-
opment and a restructuring of internal social relations.

The first factor has already been commented upon briefly in the
preceding chapter. Although it has been impossible to show that
industrialization is necessarily associated with economic development,
there is no instance of genuine long-run economic growth on record
in which the very core of the development process did not consist in
industrialization. One of the first statesmen and writers to argue in
favor of industry as a means of economic development was Alexander
Hamilton, whose Report on Manufactures of December 5, 1791, is
one of the classic statements of the growth-fomenting capacity of
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industrialization. Hamilton’s views were-absorbed and given popu-
larity by the Gérman, Friedrich List, who propounded the idea that
the superior technical equipment of manufacturing enterprises and
the greater rationality of industrial production could not fail to have
a beneficial effect on agriculture. He believed that technological and
organizational improvements in agriculture would only be adopted in
an industrialized country, and that in order to make agriculture more
productive it was necessary to industrialize first. _ )

Whatever the merits of views such as these, the various countries
which have escaped the fetters of economic backwardness have done
so by becoming industrialized, and one of the similarities in the past
history of the currently economically- more advanced countries is the
fact that their real developmental spurt began when they experienced
an “industrial” revolution. :

This industrial revolution led to a simultaneous growth of cities
and a constant migration, in the more densely settled countries, from
the countryside to the cities. In some advanced countries, notably
the United States, Canada, Australia, and New Zealand, this pattern
of migration from country to city did not appear until very late, owing
to the abundance of fertile land available in these countries and to
the absence of a dense rural population. With the growth of cities,
medical services as well as sanitary and health conditions improved,
and the death rate and infant mortality rate declined. A rather sud-
den and very rapid increase in numbers of yopulation took place,
which has sometimes been called a population “explosion.” All coun-
tries of the west experienced this population explosion, and so did
Japan. One may assume, therefore, that economic development as-
sociated with industrialization and urbanization also tends to increase
a country’s population.

We shall discuss in the next chapter the effects that this has had
on underdeveloped countries. But it may be well to point out that
most western countries—though not Japan—experienced this fast and
proportionately large population growth at a time when their popu-
lation density was considerably below those prevailing in some under-
developed countries today. Moreover, in the 19th century when first
in Britain and later in the countries of continental Europe, popula-
tion pressures began to mount, there were available three continents—
the Americas and Australasia—to serve as safety valves for the sur-
plus population. Most underdeveloped countries have much more
limited opportunities for getting rid of excess population through
emigration. This is an important factor creating a significant dif-
ference between the developmental potentialities of currently under-
developed countries and of those countries of Europe which started
their economic development at an earlier stage.

Finally, the combined impact of economic development resulting in
higher standards of material welfare, of industrialization, and of
urbanization, remodelled the social structures of the developing coun-
tries. In those countries in which longstanding aristocratic preroga-
tives had prevailed, these prerogatives tended to fall before the grow-
ing wealth and political importance of the middle class. In the
course of the 19th century, the franchise was greatly extended,
and it became possible in almost all developing countries for a man
with intelligence and initiative to move up to a position of wealth and
influence. The fact that many American presidents and legislators

87236—57——4
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started life, if not in log cabins, nevertheless in poor and .narrow cir-
cumstances, is one of the more patent examples of this process. = And
what is true of presidents and legislators is also true of a good many
business leaders in industry, trade, and finance. ~ Although this process
of rising in the social scale was particularly characteristic of ‘the
United States, it was not confined to this country, and there.are
mumerous examples in-other advanced countries in which men starting
from small circumstances attained success in politics, business, or
the professions. : o ; o :

- The process of ‘economic development and associated social:change
has. thus had the general effect of -tending to introduce more demo-
cratic, egalitarian social relations. As a society becomes wealthier
it can afford to distribute its wealth: more equally. - As: persons ac-
quire a greater share in society’s output and a greater amount of
wealth, they recognize more and more clearly that they have a stake
in the nation and that économic progress benefits them, whatever else
it may do for others. - “This is'an important fact to bear in mind, since
a policy of foreign aid pursued by a democratic country may be justi-
fied by the fact that, where it is successful in actually helping to raise
living standards noticeably, it is likely to extend the attraction of
responsible democratic: government and to constitute a blow against
Communist irresponsibility and aggression. However, as we shall try
to show in the next chapter, the path to genuine economic advance on
a mass basis is slow and subject to many interruptions and potential
blind alleys. - The next few decades are the most crucial for the process
of economic advancement of some of the most strategic countries
situated in Asia and the Far East and may be of decisive influence in
the development of the future political alinement, of that area.

" C. THE IMPACT OF INTERNATIONAL ECONOMIC RELATIONS IN THE
) : DEVELOPMENT OF ADVANCED 'COUNTRIES .

. In our discussion of differences and similarities in the past economic
development of advanced countries, we have left out of consideration
so far the international interaction between developing countries. -In
order to complete the description of the process of economic growth in
the West European countries and their overseas offshoots, we must
now discuss briefly the impact of three factors which played a some-
times not insignificant role in their growth process. These factors
are international trade, international investment, and foreign aid.

- As concerns international trade, we may distinguish. again two
different patterns of growth. -Some countries were large enough and
endowed with sufficiently varied resources so that the main impetus for
their economic development came from the gradual extension of their
internal markets. Other countries were and are small and depended
for their development on supplying certain goods in international
demand, exchanging them for raw materials and/or foodstuffs which
they were unable to produce cheaply or efliciently enough. An ex-
ample of a developed country which was greatly dependent upon find-
ing markets for its products abroad is Denmark. - Denmark was a
predominantly agricultural country, producing most of its own food
andfeed for its cattle throughout most of the early 19th century. By
the third quarter of the 19th century, the availability of cheap Ameri-
can, Canadian, and ‘Argentinian grain cut the ground from under the
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traditional agricultural economy of Denmark. The country was faced
‘with a-fateful choice. It could either erect high tariff barriers and
continue its old pattern of agricultural production, which had obvi-
ously become incapable of competing on the world market, or it could
maintain free trade in grain and turn to the production of high-grade
foodstuffs—eggs, bacon, and butter—for sale on the world market.
‘We know what Denmirk’s choice was. It specialized in the produc-
tion of the more expensive foods, supplemented its high-grade farm
products by initiating some small but high-quality industries, and
‘entered an important period of economic growth. But it should be
noted that the success of Denmark’s choice depended upon the fact
that its products were freely salable on the world market, and it became
a half industrial and half agricultural appendage of the economic
-sphere of Britain, and to a lesser extent of Germany and some other
countries which consumed Danish products. Switzerland .made a
-sithilar choice at about the same time, and also succeeded in adapting
its products—high-grade animal products, precision machinery, high-
grade textiles, and. similar products requiring considerable skill—to
the demand pattern which had developed in the large European con-
‘suming areas surrounding Switzerland. ‘

Therefore, one of the needs of a small country with relatively
specialized resources is to adapt its productive pattern to the demand
which exists in the world at large for specialized products which the
.country is particularly capable of producing. It goes without saying
that such a policy is successful only in a system of free multilateral
nondiscriminatory trade. Ior if the products of a small country en-
counter high and sometimes insurmountable tariff barriers abroad, or
1if they meet with discriminatory practices, quantitative restrictions of
-various kinds, or exchange controls, the developmental possibilities of
a small country are seriously impaired. Thus the present United
‘States policy in the international trade field is of great importance to
‘many small countries, regardless of their state of economic develop-
ment. . But it is of special importance to small countries which must
rely on certain often highly specialized exports to provide them with
‘the foreign exchange to purchase on the world markets those raw ma-
terials, foods, and other commodities they lack. In this manner, the
-stanch advocacy by the United States of nondiscriminatory multi-
lateral foreign trade is of great indirect benefit to many small under-
-developed countries. '

But foreign trade and relatively open world markets also were of
.great significance to some of the larger countries. Take, for example,
the United States. For several decades during the early 19th century
‘the vast resources of the interior were developed. The many migrants
who settled first the Middle West, then the Plains States, and finally
the Rocky Mountain area and the Pacific Coast States depended upon
‘the absorptive capacity of world markets for their raw materials and
foods. The development of the great West was associated with im-
‘mense costs, in terms of human effort and money. If the markets
-of the world had been closed to the products which those regions of
our country produced in abundance by the end of the 19th century,
the benefits derived from pushing the frontier farther and farther
.west would have been much less. ~ To be sure, there was a large market
for Western and Middle Western products in the United States itself.
But the fact that many American products found ready acceptance
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abroad was of considerable importance. We may safely say that the
addition to domestic demand of a strong foreign demand for the raw
materials of the United States was one of the decisive factors in
aiding the economic development of the United States.

The United States benefited not only from relatively open world

markets, but also from foreign investment. All through the 19th
century the United States was an attractive market for foreign invest-
ors. Although no accurate figures are available, it is estimated that
foreign investments in the United States amounted to $400,000 in 1860,
to $1.5 billion in 1875, and to between six and seven billion dollars by
1914. Although the United States had started to export capital by
1914, the contribution of foreign capital invested in American railroad
and Government bonds should not be underestimated, and it must be
assumed that this investment contributed greatly to American economic
development.
- The United States was, of course, not the only country receiving
foreign capital. It was estimated that by 1913 Britain held foreign
investments of £3,763 million, of which £1,780 million were invested
in the British Empire, £755 million in the United States, £757 million
in Latin America, and the remainder in the rest of the world. Of
the £755 million invested in the United States £617 million were
invested in railway bonds. French foreign investments were some-
what below those of Britain, and were concentrated in French overseas
territories and Russia. Germany also held substantial foreign invest-
ments which, unlike French foreign investments, were spread more
evenly over the whole globe. These foreign investments were a power-
ful stimulus to the economic development of the less advanced coun-
tries. Since a large part was concentrated in transport and power
supply companies, private foreign capital was an important source of
aid in building up installations which come under the general heading
of social or economic overhead. In addition, foreign investments
could be found in mines, plantations, and factories.

In considering the impact of foreign investment, the relative mag-
nitude of total world production before the First World War and
today must be borne in mind. The total foreign investments of the
3 major European countries amounted to approximately $32.5 billion
in 1914. This is an immense sum, almost equal to the net national
income of the United States at this period. To reach a comparable
level, the amount of private foreign investment outstanding today
would have to be in the neighborhood of $300 billion.

It is obvious, therefore, that a large amount of foreign capital, which
today is supplied by national governments in the form of foreign aid
programs, as well as by international organizations and such official
lending agencies as the International Bank for Reconstruction and
Development or the Export-Import Bank, was supplied before 1914
by.private investors. :

é)learly private capital is less easily available today than some 50
years ago. This is due to a multitude of factors which we will discuss
in greater detail in later chapters. But it exhibits one important
advantage which countries whose economic development began before
1914 enjoyed. In general, capital has become less generously avail-
able, and many sources which flowed copiously before 1914 have
almost completely dried up. '
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In view of the relatively easy availability- of private.capital, the
problem of foreign aid was of subordinate importance in the period
before 1914.  But here again some of the countries whose development.
falls in this period enjoyed certain advantages which are not at.all
available today, or at least not to the same degree. Consider, for
example, the degree of foreign aid a country enjoyed when it.received
an annual stream of immigrants. Many of -these immigrants were
young and vigorous adults. -The costs of educating them and sup-
porting them until they reached a productive age had been borne by
the country of origin. To be sure, many of these men and women
were not skilled in the kinds of jobs they had to perform in the
country to which they immigrated. But even if they were only
unskilled workers, the receiving country gained an adult person who
could immediately contribute to the productive activity of that country
without first drawing upon that country’s resources-for his food,
clothing, education, and preservation of health while he was in infancy
and childhood and unable to earn his own livelihood. Moreover, many
of the immigrants were not unskilled laborers, but highly skilled
persons and professional people. They brought with them skills
learried in Europe and added to the-stock of technical competence
available in the countries in which they settled. Since the United:
States was one of the chief areas of European emigration, it derived
a major share of the advantage of this situation. Many of the most
distinguished teachers, ministers, and other professional men in the
United States during the 19th century were born and brought up
abroad. Many American-born scientists and scholars received all or
part of their training in European schools and universities. Here
again, as in the field of private investment, technical assistance (or
its equivalent) was carried on not by official missions or planned pro-
grams, but on the basis of private initiative. Nonetheless, its effects
were equally and perhaps even more significant, since the technical
experts did not come for a short stay, then to return home again, but
remained in the country to which they had emigrated.

The countries which were the chief recipients of immigrants in the
19th century stand out in this pattern of free flow of population across
frontiers. But one should not forget that international migration of
skilled artisans was much more common in the 19th century than it
is today. Many workers born and raised in one European country
served an apprenticeship in another country and there learned new
methods ang new skills, Many of them returned home after their
period of learning, but some stayed in the country to which they had
migrated. The 19th century is often described as a wonderful period
for the traveler, because passports were needed only if one traveled to
some far away country, and were usually superfluous. But more im-
portant than the comfort to sightseeing tourists was the fact that the
absence or slight importance of restrictions on free movement across
national frontiers made possible the relatively unhampered interna-
tional travel of craftsmen and technical experts of all sorts. It was
this exchange of persons which was the closest equivalent to modern
technical assistance programs, and it was, in many ways, a truly multi-
lateral process.

These factors—the relative freedom of international trade, the large
role played by international investment, and the freedom to migrate—
were important to those countries which started the decisive period
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of their economic advancement in the period before 1914. All the
countries which today appear at the tOF of the list of countries ranked
according to per capita gross national product had their beginnings
of economic growth in that period. In many ways the world has
¢hanged, and the presently underdeveloped countries have fewer op-
portunities today. International trade is more restricted and, in spite
of American efforts to combat discriminatory practices, less equal than
before 1914. Private foreign investment still forms an important
factor in the field of international capital transfers, but its relative
magnitude has declined drastically. Migration has been restricted,
and most of the populations of economically underdeveloped coun-
tries must look forward to the growth of their own economies rather
than to sharing in the growth of countries to which they could emi-
grate. All this is not said in the spirit of glorifying a “golden age”
of the past, but to point to some of the opportunities which favored
the economic development of early comers and which militate against
that of latecomers. Many of the advantages and “safety valves”
which were available when the Western countries broke through the
fetters of economic backwardness are not available any more. We
shall have to examine whether other policies might be put in their

stead which will have similar results.



CHAPTER IV

THE POTENTIAL FOR ECONOMIC DEVELOPMENT OF
PRESENTLY UNDERDEVELOPED COUNTRIES

A. INTRODUCTION

From the viewpoint of purely formal analysis, the problem of
economic development of currently underdeveloped countries could
be treated as that of latecomers in industrialization. In such an
analysis, the economic development of India, for example, would be
regarded as similar tc that of Japan, with the ditference that Japan’s
first efforts to industrialize were some 75 years ago, whereas those
of India are just beginning now. Or, in other words, whereas.
Japan was a latecomer—compared with Britain—by some 100 years,
India is a latecomer by some 175 years. Unfortunately, the problem
is not that simple, since, as we have seen in the previous chapter,
different countries have followed widely different patterns of develop-.
ment, and the experiences of one latecomer may or may not have
relevance for those of another. Just as in the past, the major obsta--
cles faced by a country like the United States and one like Switzer-
land differed in magnitude and kind, so the obstacles facing presently
developing countries differ perhaps even more in kind and certainly in
magnitude. In saying this, one states merely that an evaluation of
the potential for economic development of each presently developing:
country must be undertaken separately, and that any attempt to gen-
eralize does a certain amount of violence to the very specml cond1~
tions of economic growth in-the various nations. .

However, in order to remain within tolerable limits, we must con-
fine ourselves to discussing types of potential development rather
than actual cases of potential development. In order to s1mpl1fy our
discussion somewhat, we will attempt to state some differences and
similarities in economic development problems, as was done in the
preceding chapter, and will then point to some of the most crucial and
strategic factors in the prospective development of the- m%]or under-
developed countries and regions. :

1. Differences and similarities in resource endowment

Perhaps one of the major points of difference in cur: rently underde—_
veloped countries is the dlﬂ?erence in natural resources and the overall
ratio between nonhuman and human resources. ‘This latter may also
be designated as the resource density of the population. Since eco-
nomic delvelopment requires the importation of machines and many
other products aiding in the formation of capital from advanced coun-
tries, an underdeveloped country, which is usually short of.capital,
is in a relatively favorable position with respect to development if it
disposes of resources which are easily salable abroad. Thus, in Latin
A.mnrlca, ‘those countries whlch have mineral dep031ts producmg
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metals or other minerals in extensive and continued demand abroad
are among the most highly developed countries, if development is
measured in terms of per capita national income. Venezuela’s oil and
Chile’s copper and nitrates are the major factors determining the
relatively high level of average gross national product in these coun-
tries. Of similar though somewhat less overriding importance is the
availability of certain agricultural raw materials for which demand in
the highly developed countries is strong. - Coffee, bananas, sugar, cacao,
rubber, and vegetable oils have been the chief commodities in this
class, and countries which can produce large exportable surpluses of
these commodities often have in them an important source of foreign
exchange which can be applied to procuring some of the needed
capital for development.- Such'exports, which may be taxed, also
contribute revenue, lessening in this way dependence on foreign aid
and easing the inflow of private capital.
" Countries which produce few OF these commodities in exportable
quantities are considerably worse-off. For even if they can save the
necessary amounts to make investments in economic development proj-
ects, they are often in a difficult position if they need to obtain the
foreign exchange with which to buy the machinery and other equip-
ment going into the building of capital installations for development. .
In some instances, such countries may obtain the needed foreign ex-
change through triangular trade; that is, they may develop an export
surplus with other countries, which in turn have one with the eco-
nomically advanced countries, from which the machinery and equip-
ment can be had. But in order to attain such an export surplus trade
between various underdeveloped countries, they must be relatively free
and unhampered, and, above all, unencumbered by exchange controls
and other forms of rationing of the currencies in greatest demand
internationally. Unfortunately, at present, the dollar, which is the
currency most widely in demand in underdeveloped countries, is
usually subject to exchange control, so that one underdeveloped
country building up an export surplus with another usually does not
thereby obtain dollars, but often merely a credit in the currency of the
other underdeveloped country. The need for convertibility is thus an
important aspect of the capacity of some countries to support their
economic development programs by means of exports of their staple
commodities. '
- Another important aspect imposed on a country’s capacity to develop
economically by its resource endowment, is the pattern of imports
which it will require. We have seen in previous parts of this essay
that the general path to development will be sought through indus-
trialization. Now a large country with a relatively large population
may look forward to developing a variety of industries for which a
domestic market can be found, especially if the level of income of the
population rises. Thus a large country will try to include in its
development plans industries in various fields of consumer goods, as
well as those capital goods industries which are intermediate in the
production of consumer goods, such as machine building, chemicals,
and various metallurgical industries. Its main limitation in indus-
trial diversification will be imposed by the availability of minerals and
power, although even power often may be imported. S

A small country, on the other hand, will be limited in the number
and variety of industries to be established there by the relative small-
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ness of the domestic market. Hence it will be driven much more
forcefully than a large country to specialize its industrialization pro-
gram in those fields of production in which it has a clear comparative
advantage, or in which it can best fit its production pattern into the
gaps left by several larger countries with which it trades. This was
precisely the pattern selected by countries such as Denmark or Switzer-
land in the 19th century. It is clear, however, that if a small country
tends to be dependent in its industrialization program—and in general
in its program of economic growth-—on markets abroad, its pace of
development will be dependent to some extent on the pace of develop-
ment in the countries with which it trades. It can try to alter its
trading pattern, but this will not always be possible, and may subject
the country to temporary setbacks in its foreign exchange receipts.
This means, however, that smaller countries in general are more inter-
ested in the general level of economic performance in the world at
large than larger countries. A large country may concentrate on a
pattern of “balanced growth” within its own boundaries. A small
country will often not succeed in developing a program of fully
balanced growth, and will to that extent remain more deeply dependent
upon international trade and markets beyond its own frontiers.

2. Differences and similarities in governmental policies

In discussing the past experience of developed countries, we have
pointed to the role governments have played in their process of eco-
nomic development, and have pointed out that, on the whole, the role
of government has become greatly enlarged in recent times. This
statement is true of all countries, even those which are already more
advanced. But in general, one might observe a close correlation be-
tween the general level of backwardness of a country and the relative
magnitude of governmental operations in the development fields.
This impact by the government is even enhanced if we take account
of the social and political aspirations which were discussed in the final
section of chapter II. It was explained there that the aspirations of
peoples in underdeveloped countries usually require some form of
1deological underpinning if they are to be transformed into realistic
social action, and that this underpinning is provided normally by the
more highly educated elite which also occupy positions of political
leadership. In its outward manifestations, this ideology appears usu-
ally as an enhanced nationalism, which has both favorable and poten-
tially unfavorable implications. On the one hand, it tends to destroy
old-inherited local particularistic loyalties and to replace them by a
sense of belonging to a common people. This makes possible the har-
nessing of human and nonhuman resources to the economic and politi-
cal aims of the nation. At the same time, it creates potential and
actual antagonisms against foreigners and provides a seedbed for
various radical movements which may lead a country into the Com-
munist camp. , -

In its impact on economic relations, this enhanced sentiment of
nationalism tends to transfer to the government many functions which,
in a period when public excitability ran less high, were left to private
initiative. Thus we see that in most underdeveloped countries, the
primary initiator of developmental programs is the government, and
that the execution of a large portion of the economic development
program is also left to the government or specified agencies created
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and supported by it. In all underdeveloped countries, development
plans and programs have been set up which usually throw the main
burden of development on the government, and even where provision
for %)rivate action is made, this is rigorously circumscribed within the
public effort. '

The role of the government becomes enhanced not only through the
ideological trends already indicated, but also through the apparent
magnitude of the task of economic development in a country with
very disappointing economic performance as compared with the more
advanced countries. The difference in material levels of living is
great, the aim of achieving rapid development requires an effort of
unusual proportions, and that leaves only the government as the pri-
marily responsible agent for economic growt%. On the one hand,
this creates certain advantages, in that it allows a more highly planned
and presumably less wasteful program of development. It also makes
possible the application of foreign aid through the channel of govern-
ment. At the same time, it creates a serious danger to the survival
of democratic institutions where they exist and an awesome block to
their development where they do not as yet exist in any real way. In
most underdeveloped countries, some form of totalitarian movement,
either of a Communist or a nativistic Fascist variety, is constantly
present.

With the government controlling not only the apparatus of political
government and enforcement, but also in command of all the crucial
economic installations, a concentration of power is created which may
l;e use(_i1 potentially for the good of the country, but may also be used

or evil.

~ The situation is aggravated in many underdeveloped countries be-
cause of the almost total lack of a middle class. As was explained
earlier, a middle class is as much a product of economic growth as
one of its creators. In the advanced countries, the middle classes,
composed of merchants and industrialists, intellectuals and opinion
leaders, have, on the whole, exerted an influence of moderation. They
have recognized clearly that they would only lose from war or civil
disturbance and have therefore been a force favoring compromise
and combatting extremism of various sorts. In the underdeveloped
countries, the rising middle class is placed somewhat in a dilemma,
especially if it is made up—as seems to be the case—to a large extent
of intellectuals. Unless these persons can be integrated into the gov-
ernment machine or its branches, or find a place in political or volun-
tary organizations operating under the general guidance of the govern-
ment, they are likely to become disaffected and to develop leadership
ties among all sorts of freely floating disgruntled elements. The
rapid growth of many capital cities in underdeveloped countries has
led to a congregation in them of a large number of such homeless,
shiftless individuals, and it is not too diflicult for political adventurers
to gain influence among them. Thus the danger of civil disturbance
in underdeveloped countries is often great, and it sometimes takes only
a slight setback in economic performance, or some relatively insig-
nificant incident in international relations, to provide these leaders of
the rabble with political ammunition of a deadly sort. The mass
demonstrations in many countries of Asia in support of Nasser’s posi-
tion in the Suez Canal crisis are an example of the highly unstable
situation existing in many capitals in underdeveloped countries.
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Thus the political and social equilibrium in underdeveloped coun-
tries is highly unstable. A country which may at one time appear to
be firmly within the free world camp, may turn the next day to Com-
munist sympathies, and may turn back again the following day. Since
economic affairs are largely controlled by the governments of under-
developed countries, the changing sympathies o% these governments, or
an actual change in government owing to a coup d’etat are ever present
possibilities which must be reckoned with. A program of economic
aid to such countries may run the risk of eventually helping to build
up strength in a country which will turn its back on the West and may
become a partisan or sympathizer in the Communist camp.

At the same time, economic development and a genuine improvement
in material conditions of living of the masses of the people are two
of the most important prerequisites of democracy and genuine self-
determination.- Only a population which has risen above a level of
abject poverty, which is literate and enjoys some of the fruits of its
own efforts, can be assumed to take an independent and responsible
interest in the fate of its nation, and can be expected to react through
orderly, democratic procedures to actual or potential excesses of its
rulers. To the extent, therefore, to which foreign aid can be applied
to bring about a rise in material welfare, its ultimate political signifi-
cance may lie in bringing about a greater degree OE‘ responsibility,
moderation, and political stability. o :

- It is as yet an undecided question what direction the underdeveloped
countries, especially those crucial countries located on the southern
and eastern rim of Asia, will go. A policy of timidity would advise
no aid or a minimum of aid, since there is a possibility that they may
turn their sympathies to the Communist orbit. = At the same time, a
more or less extended program of development would count upon the
capacity of political leadership to be developed in these countries to
lead them, if not into the political orbit of the free world, at least into
an orbit of their own. One should not forget that if south Asian or
Near Eastern nationalism turns against the “imperialists” of the West,
it also recognizes that it has little to expect from the imperialism of
Russia and its satellites. Perhaps the best that can be achieved in this
part of the world is a policy of neutralism, and it may be the function
of foreign aid to preserve this neutralist position and to prevent any
further encroachments of communism in this part of the world. The
danger of such encroachments is sometimes increased by Soviet aid
programs. Many noncommitted countries try to receive aid from both
the United States and the Soviet Union, so that part of the purpose
of American aid to these countries would be to counteract the intended
political effects of Soviet aid.

At best a policy of foreign aid in this part of the world is a calcu-
lated risk. It is foolish to expect that foreign aid programs, even if
they were much larger than those at present, woulg gain the United
States inalienable friends in Asia and Africa. But at the same time,
it would be a foolish policy to be so stinting in aid programs that
the chances for the success of communism were materially enhanced
by the continued unfulfilled aspirations of the masses of poor Asian
and African farmers and workers. : :

In ‘the preceding paragraphs we have discussed some similarities
facing currently underdeveloped countries in one general region of
the world: in Asia, the Near East, and Africa. It was there that
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colonialism was most highly developed, and it is there that nationalism
is most rampant and aspiration for higher.living standards most
vociferous. These are also the regions in which economic performance
isrelatively most disappointing, and in which the obstacles to economic
development appear to be greatest. :

- In countries with somewhat more satisfactory economic perform-
ance, notably in the countries of Latin America and the poorer coun-
tries of Europe, the degree of political instability is greatly reduced.
In these countries planning for economic development is also largely
a function of government, and most of the developmental effort is
inspired or at least channeled -and regulated by the government or cer-
tain of its agencies. We do not wish to give the impression that our
analysis is based on some modified form of economic determinism,
i. e., that countries with somewhat higher levels of economic perform-
ance are safer from totalitarian encroachments than countries with less
satisfactory economic performance. Among the countries which are
safest against Communist inroads are Burma and Thailand, both of
which have very low levels of average income. What matters, how-
ever, is apparently the fact that once a country overcomes the greatest
bottlenecks to its economic advancement, it can devote its attention
more to the business of economic improvement and less to the search
for sudden and purely illusory panaceas; which all too often lead into
the direction of Communist entanglements. The need for economic
development and political recognition becomes less desperate, though
they are still strong and even overriding motives of social action. But
the procedures applied become more routinized and regularized, and
though they remain important public issues, they cease to appear to
be matters upon which hinge the apparent survival of the nation.

3. Differences and similarities in population density

Underdeveloped countries also differ in the density of population,
especially rural population, with which they enter the phase of indus-
trialization. This factor is merely a reflection of the one discussed
earlier—differences in resource endowment. But whereas we discussed
earlier the differences in the chances for development of a country
with large or small area or with varied or unsatisfactoy natural
resources, we now turn to a discussion of the differences depending on
whether the general relationship between population and resources is
favorable ornot. It isin this ﬁeI{d that some underdeveloped countries
differ most markedly from the presently advanced countries which
went through their period of early industrialization in the 18th or 19th
century. developmental pattern such as that open to the United
States or Canada is completely beyond the reach of any currently
underdeveloped country, unless technological inventions are made
which will allow it to convert at low cost desert country into fertile
agricultural land, or to overcome the barriers.to transport and agri-
culture imposed by such masses of mountains as the Himalayas or the
Andes. Only in the Soviet Union and to a limited extent in South
Africa and Brazil could an overall expansionist pattern of economic
development, characteristic of the United States in its crucial period
of growth, be followed. .

Thus as compared with the economically most advanced countries,
the underdeveloped countries all start from a less favorable man-land
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(or better man-resource) ratio, and this is an important factor which
influences, at least within the limitation of present technological
achievements, their ultimate capacity to develop economically. The
countries of Furope were less favorably situated in this regard than
the United States, and there are some underdeveloped countries which
resemble in the proportion of population to agricultural land, and
possible other resources, the countries of Europe when they started
their process of development. These underdeveloped countries are
in the position of latecomers who are burdened with all the disadvan-
tages, but also some of the advantages, all latecomers face. Some
Latin American countries, some regions of Africa, and one or two
of the smaller countries of Asia may be reckoned in this group.

' But. many of the presently underdeveloped countries have a popula-
tion resource density which is considerably greater than that of even
the most densely populated European countries at the time of their
industrial revolution. Moreover, this dense population is diie not
to the abundance of large and populous cities, but rather to the high
density of rural populations in all but the most niggardly regions of
the country. Thus expansion of settlement is difficult, and an exten-
sion of the agriculturally usable area, though not impossible, is asso-
ciated with very high costs. In thisway,the problems faced by densely
populated countries, such as India, Ceylon, or Egypt, differ funda-
mentally from those faced by some of the more highly industrialized
countries. Even in Europe, where population was more densely settled
than in tHe New Worlds of America and Oceania, it was still: possible
to extend agricultural settlement within most countries when their in-
dustrial revolution set in, and where this was not possible, the “surplus”
population, to the extent to which it did not migrate to the cities, found
new economic opportunities’ overseas. . This alternative is virtually
closed to the densely populated underdeveloped countries of today, and
the only place where the rural “surplus” population can congregate
is cities. ' '

This situation enhances the need for capital formation, especially
in industry, but also in agriculture. Industrial capital is requiréd
in order to provide opportunities for the productive employment of
those individuals who leave the countryside where they are under-
employed, as well as for new entrants to the labor force who cannot
find suitable employment in agriculture because of the already existing
overcrowding there. Capital investment in agriculture is required
in order to increase the output of food and fibers which are needed in
growing amounts in order to supply the population with more. con-
sumer goods. It is clear that in countries in which present levels of
output are low, so that average real income is low, the savings necessary
to form such relatively vast sums of capital are difficult, if not impos-
sible, to procure. Among methods which might be applied to force
the population to save are totalitarian policies, and such policies are
tried with varying success in China. Terror and-compulsion have
the disadvantage of giving people little incentive to work hard and to
take good care of tools. There does not seem to exist clear proof that
totalitarian forms of compulsion are better suited to starting a poor
economy on the road to relatively high levels of capital formation than
a policy of less coercion and one in whicly more free play is left for
private initiative ‘and personal effort. Nevertheless, the Communist
countries have succeeded in persuading many members of the intelli-
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gentsia in Asia and other underdeveloped countries that their methods
have been successfully applied in Russia and continue to be successfully
applied in China.

Since the successful overcoming of the basic obstacles to economic
growth is one of the primary concerns of many governments in under-
developed countries, the Chinese claim of having successfully tackled
this probiem will be observed by many statesmen and politicians in un-

derdeveloped. countries with a great deal of interest. It is for this
reason that the achievements attained in Communist China are of con-
cernto the free world. Not only is the power potential of China one
which may have to be reckoned with, but of equal importance is the
propaganda effect which Chinese economic growth is likely to exert
on the minds of Asian and African leaders. If China’s performance
should succeed in outstripping that of other Asian and African coun-
tries by a noticeable degree, an important advantage for the Commu-
nist bloc will be gained. In the present international situation one
may, therefore, consider it a matter of considerable importance for
the countries of the free world to insure, as much as they can, that the
non-Communist countries of Asia and Africa are provided not only
with the military means of resisting Communist aggression by force
of arms, but also with the means for developing their economies at a
pace which is at least commensurate with that of Communist countries.
For if these countries fail to satisfy at least some of the aspirations of
their peoples in the economic sphere, their military arms’'against com-
munism may prove to be a chimera.

‘We shall now turn to a discussion of some of the concrete problems
and potentialities of economic development in Asian and African coun-
tries. We shall omit Latin America from our survey, because in that
part of the world the problems are relatively simpler and may be
solved by the more orthodox means of capital transfers and private
investment. We shall concentrate mainly on economic factors, but,
as will be seen, in some instances in which political factors loom large,
their.decisive 1nfluence upon the chances of economic growth must be
considered. :

B. DEVELOPMENT PROSPECTS IN SELECTED COUNTRIES AND REGIONS

1. India

India is a vast subcontinental area with a large population, pre-
dominantly agricultural, much rural “disguised unemployment,” and
a very low level of living which according to best estimates has been
almost static in the last 75 years. India obtained independence in
1947 and had to deal with difficulties brought about by the separation
of Pakistan. The first 5-year plan (1951-56) involved a planned
Government investment of about $5 billion, of which less than $1
billion was to come from foreign aid. About one-third was spent on
agriculture (including community development projects, irrigation,
and flood control), one-fourth on transport and communications, one-
fourth on social services, and the remainder on electric power, manu-
facturing, and minerals (most industrial development was under pri-
vate auspices). Only about $4.2 billion was actually spent, and not
all foreign aid granted was used. '

As a result of the plan, total production increased 12 to 18 percent,
which meant only I percent per year per capita, since population
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increased at a rate of about 114 percent. Although industrial output
rose by 50 percent from 1950 to 1954, employment in “organized
industries” remained at 2,500,000, while real earnings of workers in-
creased, but only to the very low 1939 level. Unemployment, both
open and “disguised,” actually increased, the total labor force in-
creasing by about 9 million, while employment only increased by half
as much. ‘

The second 5-year plan (1956-61) involves a planned governmental
investment of about $10 billion, a projected rise of total output of
25 percent, a greater stress on industry, an increase of 8 million in
nonagricultural employment and of 2 million in agriculture, with
unemployment expected to remain the same. This would require
(allowing for private investment and $900 million new foreign aid)
a rise in the rate of savings from about 7 percent of national income
in 1955-56 to about 12 percent by 1961. It is doubtful, however,
whether such an increase in savings or in output can be achieved, and
it has been estimated that the gap between resources available and
those needed to finance the plan may be as high as $5.5 billion. It
is planned to stress industrialization, especially basic and heavy indus-
tries, to continue land reform, to place a ceiling on the level of salaries,
and to encourage small-scale industries.

Despite difficulties, the prospect for Indian economic development
appears to have some favorable aspects. The fact that as'small a
percentage of foreign aid as 10 to 15 percent of the development
budget is planned shows that India is attempting to rapidly develop
its own resources and productive capacity, even though this may
involve great sacrifices. India also appears to be willing, quite inde-
pendently of any foreign aid program, to engage in the necessary
social changes required in the process of economic development.

2. China

Chinese development under Communist auspices differs from India
in still greater stress on heavy industry, in a much more drastic agrar-
ian reform, and in attempting to collectivize agriculture.. .Because
of these and other differences in policies, investment in China was
about 12 percent of the national income in 1952 (as compared to 7
percent in India), and may increase to about 20 percent by 1962 (as
compared to a planned 12 percent for India). But it is not clear
whether this will mean a faster rate of development in the next 5
years than in India. For the greater proportion of resources available
in China may be offset by disadvantages, including wastes involved in
centralized planning, the need to build a whole network of railways
before China’s natural resources can be used, emphasis on heavy in-
dustry which yields a more delayed return, and also the diversion of
a larger portion of the total product to the governmental bureaucracy
and to military purposes. But, like India, éhina appears to:be break-
ing out of a long period of stagnation, and output may grow from
2 to 4 percent per year, but without a corresponding increase in con-
.surilp(‘lcion per head, or even the slow rise that will probably take place
in India.

3. Southeast Asia

Apart from Java, parts of east Pakistan, and the island of Singa-
pore, countries in southeast Asia are not heavily overpopulated, and
the problem of “disguised unemployment” is less acute. The econo-
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mies of these countries depend mainly on the export of raw materials
and rice to India, China, Japan, and Europe. Several countries (e. g.,
Burma, Malaya; and Indonesia) have the difficult problem of sizable
foreign immigrant groups—Chinese and Indian—which have per-
formed in the past crucial economic functions, e. g., in commerce, and
yet are the objects of a suspicion which is mutual. Several southeast
Asian governments have- established marketing monopolies. Since
these operate like a heavy tax on producers, and since these countries
have received proportionately more foreign aid, than India, for ex-
ample, their ability to accumulate capital 1s enhanced.' On the other
hand, Government trading may not be a perfect substitute for foreign
merchants, and native enterprise, whether private or governmental,
hasnot yet fully replaced foreign enterprise. ' o
Developmental prospects for South Korea, South Vietnam, and Tai-
-‘wan, which receive proportionately the most foreign aid, are obscured
by the effects of the heavy cost of defense against Communist aggres-
sion. Taiwan and South Korea have carried out land reforms and
undertaken a fairly rapid industrialization program largely based
on American technical assistance and aid in capital investment projects.

4. The Middle East

Population everywhere in the Middle East is increasing rapidly—
at a rate of 2 to 3% percent per year—mostly by natural increase, but
in Israel by immigration. Kxcept for Egypt, Jordan, and Lebanon,
the problem of overpopulation and of “disguised unemployment” has
not been very acute. Per capita income has probably fallen in Egypt
and Jordan, and risen elsewhere, though data are fragmentary. Since
water, rather than land, is the crucial agricultural shortage, irrigation
is of great importance. Major irrigation projects have been started,
especlally in Iraq, and during the last 30 years, there has been a
rapid increase in both agricultural area and output in Syria, Iraq,
Israel, and Iran. Except in Israel, and in a qualified sense in Egypt,
no full-scale revolution in the system of land tenure hasbeen attempted,
but some public lands have been distributed to small holders.

Despite the fact that some $1 billion per year in royalties and local
disbursements derived from the extraction of oil becomes available,
development prospects are not very favorable for the Arab countries
of the Near East, largely because of political conditions. Qutstanding
among these is the tension between Israel and the Arab States, which
deflects an inordihate amount of human and capital resources—which
could otherwise be used for economic development—into the buildup
of military power. Another important political impediment to the
economic development of most Arab States in the Near Kast is the
political fragmentation of Arab countries, resulting in insecurities
arising out of mutual quarrels on the one hand, but having as a con-
sequence also the fragmentation of markets and potential overinvest-
ment in a few industrial spheres. Moreover, one must not omit
mentioning the influence of large landowners, who are usually ab-
sentee landlords, enjoying often immense incomes. These landowners
are content with matters as they stand. Improvement in agricultural
techniques on their holdings might produce various new difficulties
avhich they try to prevent by attempting to maintain traditional social
and productive relations.” Finally, the changing political relations
between various Arab countries of the Near FEast and the Western
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World on the one hand, and the Soviet on the other, make them poor
risks for investments in'other -fields than: oil and possibly a few min-
erals;” Thus the economic development of the Near Tastern Arab
countries is greatly hampered by the unstable political relations in that
area,and isnot likely to have much chance of success until this political

instability is considerably reduced.
5. Africa : « .

_ It.is impossible to give even a brief sketch of developmental possi-
bilities in Africa. 'This continent is composed of countries on differ-
ent levels of political independence, and this is one factor which plays
a considerable role in the developmental potential of the various
regions. In addition, the European powers who have established
colonial or trusteeship relations in various regions differ in their
economic policy at home and with regard to the countries within their
sphere of interest. o '

Among the African areas south of the Sahara which in the past
have shown the greatest capacity for economic progress are the Sudan,
the Central African Federation, and the two large British territories’
in-West Africa, the Gold Coast and Nigeria. ‘

-All these countries have certain external similarities. All have a
small number of valuable export products which have made possible
the importation.of consumer goods from the advanced countries, but
also some capital investment. In the Sudan, Nigeria, and the Gold
Coast, moreover, the main export crops are produced by small and
middling native farmers, and these persons have, in an indirect way,
thus been tied into the network of world trade.” Although in Nigeria
and the Gold Coast, the staple.exports have been subjected to regula-
tion by marketing boards, the resulting large revenue has been ap-
plied, in considerable degree, for the creation of social overhead, thus
enhancing the chances of economic growth in these countries. In all
three countries the masses of the indigenous population have succeeded
in acquiring political rights, in general more extensive than those of
Africans elsewhere, and the countries either have already gained or
are close to gaining political independence. There are still great diffi-
culties in the path of economic progress in all three countries, but they
appear to offer rather good opportunities for economic development.

The Central African Federation (Southern Rhodesia, Northern
Rhodesia, Nyasaland) unlike Nigeria, the Gold Coast, and the Sudan,
where permanent European settlers form only a negligible minority
of the population, has a relatively larger permanent European popu-
lation. There are some 200,000 Europeans and about 6.5 million
Africans. This Federation has developed rapidly in the past on the
basis of uropean exploitation of minerals. o

Just as cotton forms a staple export of the Sudan, and cacao and
palm oil of Nigeria and the Gold Coast, so minerals form a major
export staple of the Central African Federation. But whereas the
agricultural ‘exports’of the three countries in northern and western
Africa are grown by a large number of small farmers, the production
and export of minerals from the Central African Federation depends
to a large extent upon European enterprise. Nevertheless, investment,
rates in the Federation have been extremely high in the last few years,
varying from above one-third of national income in Southern Rhodesia
to about one-fourth of national income in Northern Rhodesia. FEuro-
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pean settlers have also developed tobacco and tea for export and some
manufactures for the small home market. Most of the skilled and
professional labor is provided by whites, the unskilled by Africans.

The racial division and the serious obstacles imposed upon Africans
to move upward in the social and occupational scale are among the.
most important impediments for continued economic development of
the Federation, commensurate with its past performance. The rate
of increase of Africans in the “westernized” sector of the economy has
been very rapid in the last few years. However, this rate is likely
to be reversed since migration of Africans to urban centers encounters
increasing obstacles, and the main impact of the population growth
among Africans is likely to occur among the “nonwesternized” sub-
sistence farmers, rather than the dwellers of cities, towns, and mining
camps. Unless greater freedom of movement (both in a geographical
and occupational sense) is permitted for Africans, the rate of increase
of income is likely to decline, and although further economic growth
may continue, the aroused aspirations of Africans are not likely to
be met in full. This may have one of two results. Either it may
end in a policy of suppression of Africans, similar to that of South
Africa, or it may develop into a period of internal strife, similar to
that of Kenya. Under either alternative, the progress of economic
growth is likely to come to a standstill. '

This indicates that in Africa various patterns of development are
possible and likely. The Portnguese colonies are likely to continue
to stagnate, and west Africa and the Belgian Congo are likely to
show the most satisfactory rates of progress. In east Africa, as in
South Africa, the potential conflict of Africans and whites may éexert
an important impact upon economic development and political sta-
bility. The same is true of north Africa, where the problem is en-
hanced because of the traditional animosities between Moslems and
westerners.

Thus, whereas in Asia the possibilities of economic advancement
are profoundly dependent upon the question of what will be Com-
munist strategy, in Africa they are dependent upon whether the con-
flicts between Kuropeans and Africans can be resolved and a more or
less stable settlement reached. Whereas in Asia the abundance of
population presents one of the most difficult impediments for economic
growth, in Africa and the Near East-it is the waste of resources for
political or military aims and the rigidity and castelike appearance
of the occupational structure. These .pro%lems cannot be solved di-
rectly by the application of economic aid, and can be solved only very
partially by the granting of military aid. They are problems which
each country must work out for itself, and which have deep roots in
its historical traditions and its cultural and social relations. What
foreign aid can do is to help economic development provide a more
favorable framework within which these conflicts and obstacles to a
final victory over economic backwardness can be overcome.



CHAPTER V

THE EFFECT OF FOREIGN AID ON THE PATTERN OF
DEVELOPMENT IN UNDERDEVELOPED AREAS

A. THE ROLE OF EXTERNAL ASSISTANCE IN THE DEVELOPMENT OF ADVANCED
) COUNTRIES

- As was already pointed out in earlier chapters, external assistance

in a wider sense played an important part in the development of
currently economically advanced countries, while assistance in the very
narrow sense of the term was virtually nonexistent. There was no
deliberate Government policy in early 19th century Britain of aiding
the economic development of such countries as Germany, the United
States, or even its own colonial areas. In fact, up to 1824, the emigra-
tion of skilled workers from Britain was prohibited, and up to 1842
the export of certain types of machinery was restricted. But despite
these restrictions—which proved to be unenforceable—British busi-
nessmen, managers, and skilled workers started some of the first fac-
tories on the European continent and elsewhere. There was also some
British foreign investment on the European Continent, although the
bulk of British foreign investment went to. overseas areas, chiefly the
dominions, the United. States, and Latin America. )

In the United States, British investors helped finance railways,
canals, and other enterprises belonging in the class of economic over-
head. - Some of this investment, turned out to be unplanned economic
assistance when States and railway companies defaulted on bonds.
Perhaps the most important foreign contribution to American econom-
ic.development was made by the hundreds of thousands of immi-
grants, whose education and early training and support had been paid
for by the countries from which these immigrants came. This reduced
substantially the amount of capital formation the United States had
to undertake. We have already pointed to the fact that this flow was
much larger than the present movement of technical experts from the
United States and other economically advanced countries to the under-
developed areas. Moreover, the important fact must be borne in’
mind that these immigrants came to stay permanently, rather than.
for.a visit of more or less short duration. IR

Although most of the international investment and movement of
skilled workers was an outflow of private. initiative, government,
policy both in aid-giving and aid-receiving countries was not with-
out 1mportance. For .example, the French Government induced
private investors to finance strategic railways in Czarist Russia, al-
though these investments, which were riskier than normal industrial
investments, did not yield higher returns than other securities.
1, Limitations of private investment as a means of economic develop-

ment SR

Since almost all economic assistance which the developed countries
veceived was in the form of private capital—including ‘capital in-

68 v
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vested in Government bonds—and since even technical assistance was
being paid for by the recipient countries, we must inquire if private
forms of investment and capital transfers would suffice in the present-
ly underdeveloped areas to contribute in a similar degree to their eco-
nomic development. This question must be answered in the negative
for the following reasons: (1) Compared with the period before 1914,
the total amount of private investment which is forthcoming is pro-
portionally much smaller than at that time, and considerably-below
the capital needs of the developing countries; (2) private investment
is distributed most unequally, both in terms of industrial fields; as
well as from a geological viewpoint; (3) a relatively large amount
of capital in undt.’erdeveloped countries 1s needed for the development
of social and economic overhead. The creation of these forms of capi-
tal is normally the function of governments, and private investors
svould have to be willing to accept the bonds of the governments of
underdeveloped countries freely if this type of capital accumulation
were to be financed by private investment. Since rates of return in
these types of investment are very low, though spread out over a long
period of time, and since they are widely scattered over the economy,
the private financing of many of these capital installations would meet
with difficulties either on the part of investors or the borrowing gov-
ernment; (4) finally, private investment is discouraged in some of
the smaller underdeveloped countries because of their limited markets.
These markets are limited because the countries are poor and popula-
tion relatively low. Thus, in spite of capital shortages in such a coun-
try, investment in industries other than export industries is not .very
attractive to private investors, both foreign and domestic. Thus pri-
vate foreign investment tends to be concentrated in the production
of exportable raw materials, which may have little stimulus to the
rest of the economy, normally, because these export commodities are
produced in plantations or mines.which technologically are complete-
ly different from traditional forms of production. . . o

In attempting to explain the first two points in this list, i. e., the
relative decline in the magnitude of private foreign investment and
its unequal geographical and industrial distribution, two sets of ex-
planatory factors appear to be significant. The first is economic and
the second political. Foreign investment in the 19th century was rel-
atively greater than it is now because the overall difference in tech-
nological performance in, the lending and borrowing country was
smaller than today.. For this same reaso1i, private investors were will-
ing to put their capital into installations which were similar to the
ones created in their own countries, whereas today they are willing
to put their capital, preferably, into only those lines of production
which are clearly complementary to their procuctive or marketing
position. , T oo L -

" 'When the léading countries of Furope had built a reasonably.com-.
plete railway network, the same persons who had financed the railway
networks of France and Britain turned to exporting capital to Spain,
Austria, Russia, and the United States, in order to produce compara-
ble railway networks there, and after that to Brazil, Argentina; and-
South Africa, to repeat the performance. Tt was the same with power
installations, with the development of harbors:and: ports. and -with
communications systems. . Today this'is not the case.: A glance at.the:
distribution of American private investment will show that the bulk of
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it is in extractive industries, and only a small part in industries which
are adaptations of American forms of industrial or commercial enter-
prise to the needs of other countries. ~The reason for this difference
between the patterns of private investment in the 19th century and to-
day appears to be the relative difference in risks of various forms of
capital investment in different lines. K .

Among the political factors, and these appear to be overwhelming,
are ma‘inziy two: nationalism and the threat of Communist revolution.
As concerns nationalism, we have already mentioned that it is wide-
spread and deeply rooted in many important underdeveloped areas.
In regard to foreign investors, it is based upon an attitude of the
nationalist elite which, though founded in the past upon prejudice
against the “foreign capitalist exploiter,” has in some instances some
foundation of truth. In many of the previously colonial areas in
Asia, a large class of indigenous enterprises has not been developed,
and to the extent to which anything approaching native free enterprise
exists, it is only a thin imported veneer over more traditional types of
economy. In some cases underdeveloped .countries have, in effect,
been governed by an alliance of foreign capitalists and local landlords
who tacitly agreed not to interfere with one another’s economic sphere.
Thus, too often in the past, imported capital has failed to lead to the
cumulative self-perpetuating patterns of growth that alone can lead to
a substantial rise in material welfare of the population. Though this
outcome was often prevented by other factors, such as natural-resource
endowment and the quality of population, nationalists in underdevel-
oped countries have attributed it to foreign governments and foreign
investors and have developed vigorous antagonisms against foreign
investment, which prevent the flowing of private capital into many
fields into which it normally would flow.

A second political factor discouraging private investment in many
areas is the danger of political change, espécially the danger of a
Communist coup d’etat.  Although this danger appears to be some-
what reduced after the decisive opposition which Communist
aggression met in Korea and Vietnam, recent developments in the
Middle East indicate that the appearance of Communist aggression is
a constant threat which will exist as long as Communist regimes are in
existence. Under these circumstances, private investors are not will-
ing to sink their funds into industrial or agricultural investments in’
countries in which these dangers appear closer at hand than elsewhere,
Apart from sheer Communist aggression, there is in many countries
also a danger of actual or virtual expropriation of foreign-held invest-
ments, and these conditions, as well as governmental policies in gen-
eral, are also a deterrent to private investment: ' T

It appears that these factors account largely for the relative decline
in the amount of investment and the change in its geographical and
industrial distribution. But given these considerations on tlie part of
private investors, it would be vain to expect private.investment
alone to meet all the legitimate demands for capital in underdeveloped
countries. - Thus there are certain politically or economically vulner-
able areas where only governmental or internationally sponsored in-
vestment can contribute to capital formation.” And there.are, even in
the politically and economically safe countries, certain forms of capi- |
tal Investment—especially -in various forms of social overhead—in |
which prospective rates of return are so low that énly intergovern-'
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mental loans and loans by agencies such as the International Bank for
Reconstruction and Development will be acceptable. o
‘Finally, quite apart from the problem of creation of real capital,
there are areas of foreign aid in which private investment cannot func-
tion at all. One example is the carrying out of extended technical
assistance programs, which private persons would not undertake.- To
be sure, the expert advice which is provided under technical assistance
programs could be obtained by hiring the services of experts or expert
agencies, but the point in technical assistance is often that the govern-
ment of the country receiving technical assistance is unaware: of the
kind of expert advice it needs, and that only extended study by foreign
experts contributes the knowledge of what developmental programs
can and should be undertaken. There are other fields of foreign aid in
which governmental action is required. Apart from military assist-
ance and defense support, this is true of sucli forms of direct economic
aid as the granting of loans under better than ordinary market condi-
tions, or foreign economic aid given through disposal of agricultural
and other surplus commodities, and of such forms of indirect aid as
alterations’in the country’s tariff and trade structure, price stabiliza-
tion of the exports of underdeveloped countries through commodity
agreements or stockpiling of strategic materials, and other measures.
Thus the intervention of government into the field of foreign aid has
not only made possible an increase in the amount of aid granted; but
also an increase in the variety of aid available to underdeveloped
countries.. This has increased the flexibility, and with it, in some
measure, the efficacy of aid programs. ' S

B. EFFECTS OF DIFFERENT FORMS OF DIRECT FOREIGN AID TO UNDERDEVELOPED
CQUNTRIES : R

The total size of 'American foreign economic aid is often exagger-
ated, largely because of a confusion between military and nonmilitary
programs. Thus out of $4.6 billion spent on aid programs in the fiscal
year 1956, $1.6 billion ‘was spent on nonmilitary programs, of which
not more than about $1 billion was aid that contributed to economic
development. Of this, about $150 million was spent directly on grants
for development assistance, $170 million was spent on technical cooper:-.
ation, $200 million on loans, and the rest in.such forms as the use of:
surplus farm products and part of defense support. .

Another way of classifying economic aid is by those portions of aid
which were spent for definite projects and those spent outside such
products. Of the total economic aid extended in the fiscal year 1956,.
close to $400 million was spent in the form of project aid, close to:$1
billion' on nonproject aid, and somewhat more than $130 million on
miscellaneous economic aid. The meaning of these different classifica--
tions ismade clear in appendix IV: S B PR

1. Direct cash granis _ _

In the last resort there is litle difference between the economic ef- -
fects exerted on an underdeveloped country’s economy by direct
grants, loans, or other forms of governmental assistance. A1l forms
of aid may be viewed as implying a subsidy, either by extending a
grant. or loan under conditions less onerous than would be the case
under private investment, or accepting risks which private investors
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would not be willing to undertake. Some of the factors that discour-
age private investment also make doubtful the ability of countries to
repay loans—even those granted on subsidized terms. Countries in
comparatively early stages of development are able to save only a
comparatively small p10p01t10n of the increase in income. brought
about by developmental aid, and these savings may be in forms which
are not useful for 1epayments of foreign loans. In addition, in order
to maximize the speed and ultimate chances of success of development,

any such savings should be used for local investment. Thus, for
cotintries in earlier phases of development, cash grants arve the most
effective, as well as the most straightforward and undisguised, form
of aid. However, there is always the danger that because they do not
have to be 1epald such grants may be “used only to increase con-
sumption—and in particular the economically wasteful consumption
of a privileged elite. The result would be a temporary increase in
consumption and no movement to hig her production and development.-
Such an undesirable outcome could only be avoided by careful control,

not only of the aid granted, but also of the local spending, in order. to
insure that the net result of the aid program was an increase in
spending on development projects from domestlc sources by an amount
at least equal to the foreign grant.

Attempts have often been made to insure optimal use of direct aid
by giving direct cash grants (as distinguished from commodities pro-
cured with aid mone 3 only on specific projects, jointly agreed upon
by the Internfmonal Cooperation Administration mission in an
ald-receiving country and the Government of that country. To some
extent, this prevents the diversion of aid to consumptlon, especially
when, as is usually done, the local government contributes its own
funds to meet all or part of the costs for local labor and materials.
But this does not prevent other, more indirect forms of waste. Some
funds that might have been used for economic development projects
in the absence of an aid program may be diverted to nonproductive
uses. More important, perhaps, many projects that appear quite
sound from an engineering standpoint may involve costs to the écon-
omy greater than the benefits produced by the investment. Such in-
vestments are actually worse than luxury consumption, for in the
latter case the loss ceases when the money has been spent, while in
the case of misinvestments, the loss may recur until the equipment is
scrapped. : 4

2. Commeodity grants

Another form in which aid is given is the grant of staple commodi-
ties such as wheat, cotton, and steel, either purchf\sed out of surplus
farm stocks or procu1ed directly Wlth money appropriated for aid.
Tt is estimated that 70 percent of all economic aid consisted in recent
years of commodity grants, and only 30 percent of direct aid for
meeting the dollar costs of specific deve]opment projects. Often such
commodity grants are used to provide raw materials needed to keep
the industries of a country going when, owing to heavy military
spending or for some other reason, there is not enough foreign ex-
change available to pay for the requued raw materials if these have to
be imported. Though such aid does not directly contribute to eco-
nomic development, 1t may permit consumption of goods produced
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with the use of these raw materials to be maintained, even though at
the same time military or capital accumulation expenses. are not
curtailed. Commodity grants are made also in order to provide more
consumers’ goods, with the aim of preventing inflationary tendencies
which might result from expenses by the aid-receiving government
on defense and development. ,

Although commodity grants do not directly further economic de-
velopment, they can support it indirectly in two ways: industrial
raw materials, such as cotton and steel imported under a commodity
grant, make the expansion of industry and agriculture possible; and
counterpart funds arising from such 1mports may be applied to local
development projects which would not be undertaken otherwise. The
test of whether the use of a commodity grant is an indirect subsidy
to consumption in the aid-receiving country or a contribution to its
economic development consists in whether the resulting expansion of
the economy will make possible the earning or saving of the needed
foreign currency to purchase the raw materials required to maintain
the expanded production. If this is not the case, the expansion would
either cease with the cessation of further commodity grants. or else
future aid would in effect be diverted from genuine development
projects to subsidizing indirectly the losses resulting from previous
misinvestments. 'These misinvestments may be assumed to have arisen
because the new industries received raw materials imported on a sub-
sidized basis. Yet in the long run, economic efficiency was not pro-
moted by this subsidy sufficiently so that the goods of the aid-receiving
country became cheap enough to be sold on the world market to pay
for the raw material imports needed for the production of these new
commodities.

The effects of the use of counterpart funds in local currency, whether
obtained from the sale in the local market of commodity grants or of
farm surplus commodities, will be discussed further below, In section 5.

Another form of commodity aid consists in the gift of war surplus
material. In some circumstances such material may be useful for
development, but in others it might be more economical to sell the
surplus material to the highest bidders (unless this was precluded by
security and other considerations), and instead give aid in the form
of direct cash grants. :

3. Technical assistance

(a) Technical assistance programs by the United States.—Techni-
cal assistance (or as it is sometimes called, technical cooperation) may
be defined as an altempt to encourage, by deliberate government ac-
tion, the transfer of specialized skills, techniques, and technical and
productive procedures from one country to another. It consists in
obtaining technical experts, advisers, and demonstrators, with a grant
necessary to meet their expenses, including salaries and equipment.
This latter may sometimes include the setting up of pilot plants.

Technical aseistance is advocated both because it appears to be
relatively cheap, and also on the ground that underdeveloped countries
need, even more than capital, the technicians required to help them
train their own technicians and to introduce new methods of produc-
tion. Moreover, technical assistance projects embrace resource sur-
veys, and in this' way they form the basis for any further foreign
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aid, whether in the form of technical assistafice or' grants' or loans 6f
ca, ita]. . LTS A R S B
;_)[‘he.amount ofitechnical:assistance:aid granted by the:United States
amounted: to more; than. $150* million: in: the: fiscal: year 1956; the
highest:amount on:record.. This sum includes:a small amount.of dis-
guised direct economic. aidj.but it is limited: primarily, by the scarcity
of experts:who:have the necessary technicaliand: personal qualifications
to work on suchiprojects.in.underdeveloped countries.- ,
~:On the. whole,, technical assistance has met with more widespread
- support. than most. otlier forms. of foreign aid. 'For example, it is
argued: by -some that giving an underdeveloped country money to
finance. the. expenses, of . technical experts, and; the import of equip-
ment.needed. for. demonstration purposes, .is a: constructive. measure,
helping the. underdeveloped country, to help itself, whereas donations
for other purposes. (except military aid, defense support, and aid to
meet. various.emergencies), are demoralizing handouts and giveaways
of the taxpayers’ money. Yet it would be at least equally sound'to
argue that, 1f-a country is unable or unwilling to pay for the compara-
tively small cost. of:the technical assistance; 1t will be equally: unable
or. unwilling. to. pay, the cost of the remainder of its local:developmeént
program.. Sometimes it is said that a country is able to pay the Jocal
currency costs:of its development; including tlie salaries of: jts;own
experts, but' not the foreign currency costs. But even this argument
is not valid, since'if the services:of foreign experts or fcg'i‘ﬁain{é{(gjl;ﬁ's.
of foreign capital are considered particularly urgent for economic.
development,, measures can.usually be taken:to increase exports’or
diminish imports in order to earn.the needed. foreign exchange to;pay:
for technical assistance.. Thus, in. the last.resort, technical assistance
may be regarded as a.form.of foreign aid which can be substituted.
for other forms of aid.. If a country. receives technical:assistance, it:
has more funds.left for either. import. of capital or of additional con-

sumer goods.. . If: it receives a,commodity grant or direct aid.in the

form of capital.equipment,.it can use.foreign exchange to. hire experts:
to get.advice; on.technical.matters.. Erom an overall economic view-
point, these different.forms ofiaid. are substitutes.. The difference be-
tween technical assistance.and other forms.of aid has, however, im-
portant administrative implications, and. if a distinction between tech-
nical aid and:direct cash.or commodity. grants.is made, it should:not be
made by. regarding one as.useful and the.other wasteful, but rather by
the different..administrative and personnel problems. arising, out” of.
these forms.of aid.. We shall. not. enter into a.detailed. discussion: of"
these. differences, since.these. matters:.are more. appropriately. taken.up:
in other studies.on:personnel problems.in.foreign aid and'administra-
tion of foreign aid. programs.

‘The technical experts recruited. by. Government-financed technical
assistance programs may be.only a.small part of the total international.
flow of technicians from developed to.underdeveloped. areas. These.
programs -are. intended to.introduce new. forms of techniques  which
can later be integrated into the:-ordinary Government develcnment
programs and. extension services. Thus, one of the. most effective
forms of technical assistance is the servicio approach, which was.pio-
neered (at least as far as United States programs are concerned) in.
Latin American economic development. In its report on technical

87236—57——6
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assistance.in -Latin America, the National Planning. Association has;
described a servicio as follows:

A servicio is ot a program. It is like a flatcar onto -which

. a 'specific project can be loaded and carried to the point at.
which it can be transferred entirely to a wholly domestic
agency of the host government. This flatcar can carry a

* ‘number of projects simultaneously, unloading each at its
appropriate destination, and taking on new projects * * *.

~ In some cases, however, the projects initiated by the servicios could
not be transferred effectively to the governments of the Latin Amer-
ican countries. Sometimes this was due to lack of adequate adminis-
tration on the part of these governments, and sometimes to the absence
on the part of the Latin American governments of full conviction of
the value of the projects, though they had approved them' because-
they were induced to try them by a United States agency. Generally,.
however, the Latin American governments have been paying an:
ever-increasing proportion, ranging from 50 percent to 95 percent of
the total cost of the technical assistance programs, gradually replac-
ing United States technicians with their own nationals trained with
the Help of the program, and thus allowing the program to expand
without an increase 1n the total number of United States technicians.
Officially sponsored technical assistance has greatly increased since
it was made part of United States policy in 1949. Previous-to that
date, American governmental technical assistance had been confined.
to specific areas, mainly to Latin America and to a lesser extent China,:
as well as in a number of scattered projects in United States territories:
in the Philippines and the Caribbean. » ‘
. To some extent, however, technical assistance has merely replaced.
movements of skilled people on private account. Some countries in.
Southeast Asia and in Latin America have laws restricting the num-
ber. of foreign employees that a foreign-owned corporation can.
employ. Native-born citizens are favored in the distribution of import
licenses and in other ways. Partly as a result of such laws, a large
number of Indians and Britishers in Burma and Dutch in Indonesia,
for instance, have left since these countries became independent. This
has been a serious handicap to their economic growth, since these
groups formed a large part of the small class of private enterprisers,:
as well as professional persons in government and business, and it.
will take some time before they are adequately replaced by local busi-
nessmen or by government enterprise assisted by technical assistance..
The emphasis in United States technical assistance programs has
been shifting away from agriculture, health, and sanitation toward
industrial and public administration projects, although the former
are still predominant. Some projects which involve a greater degree-
of direct capital assistance—the expansion of already known tech-
niques rather than the teaching of new ones—have been included in
the technical assistance program.
"~ (b) Technical assistance of the United Nations and private agen-
cies—The United Nations and most of its specialized agencies also
furnish technical assistance, though on a more limited scale than the-
United States. Besides the large number of small programs under-
taken by the United Nations expanded technical assistance program,.
there are the survey missions to underdeveloped areas sent by the.
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International Bank for Reconstruction -and Development:si!]
missions, undertaken at the request of the governments ‘concerned,
make comprehensive, book-length reports on the economy of the coun-
try visited. These reports deal with every aspect of the:development
of these countries, including not only strictly economic aspects, but
also health and education systems. Governments are aided, by the
survey missions and in other ways, to create coordinated development
programs. - Such survey missions have been sent to Colombia, Turkey,
Guatemala, Cuba,. Iraq, Ceylon, Surinam, Jamaica, British Guiana,
‘Nigeria, Malaya, Syria, and Jordan. These survey missions try to
.estimate the amount of investment that each country can undertake
with the resources at its disposal, recommend priorities for public
.investment among the various sectors of the economy, and economic
and financial policies and administrative measures necessary to assure
the success of a development program, as well as technical recom-
mendations. S . : ‘
The International Bank for Reconstruction and Development, like
the International -Cooperation Administration, participates in other
technical assistance programs, including training programs for junior
career officials from underdeveloped countries. SR
Private programs which are similar in their aims to technical assist-
ance have existed for many years. . Besides some of the work of mis-
sionaries, especially in the field of education, medicine, and agriculture,
-+and: the philanthropic work of such groups as the Rockefeller Inter-
national Basic Economy Corp., the Ford Foundation, and. many
smaller agencies, some business firms have been set up which offer
their services as consultants in various fields, such as engineering, of
economic development. -
. These private varieties of technical assistance have some advantages
over government, programs. Among them are (1) a somewhat greater
flexibility, (2 )no damage to the national prestige of the aid-giving
country 1f a program. fails; and (3) less suspicion on the part of the
-aided country that ulterior motives may be involved in granting tech-
nical assistance.. These advantages of nongovernmental. programs
are, however, counterbalanced by a number of serious disadvantages.
Among them are: (1) Many assistance programs may be too large in
“scope or.too expensive for any one private corporation or foundation
to undertake; (2). some projects that may be deemed to be in the na-
‘tional interest of the United States may not be financially attractive to
private corporations or may not be capable of being executed by any
but a public agency; and (3) most important, a technical assistance
program executed by a Giovernment agency, such as the International
Cooperation Administration, may be integrated into a wider program
of foreign aid and may be mutually coordinated with such an extended
program of aid. This is usually impossible ‘with private technical
assistance projects. To some extent the advantages of both privately
and publicly sponsored technical assistance projects may be combined
by subcontracting a portion of a government program to a private
organization. The International Cooperation Administration has
gained some valuable experience by such procedures. '

4. Loans ‘ '

_ In the field of loans, a distinction must be made between regular
loans -given by one government to another, and so-called soft loans,
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"which contain certain aspects of a direct grant in the outward garb of
-an intergovernmental loan." The general economic effects of a regular
intergovernmental loan are not different from regular loans granted
by other agencies, and we shall discuss such loans further below.
TFirst we shall turn to a short discussion of “soft” loans, which stand
somewhat intermediate between straight grants and regular loans, and
hence have some of the features of each. ‘ '

(a) Intergovernmental “soft”:loans—Soft loans have, on the whole,
-very similar economic effects to straight grants, except that there is
‘some expectation that the loans will be both serviced and repaid—
usually at interest rates well below the rates acceptable to other
‘lenders. Thus soft loans are always, to some extent, free grants,
since private investors, and even semi-public institutions such as the
‘International Bank for Reconstruction and Development or the Ex-
port-Import Bank, would not undertake loans on these terms. -Soft
loans, like grants, though they may contribute extensively to economic
‘development, may not contribute in equal degree to-repayment capac-
1ty, because the benefits of the development may either be spread too
‘widely over the economy to be collectible in taxes, or may be concen-
trated in branches of production in which it is difficult or impossible
‘to raise sufficient foreign exchange for repayment. Thus the dis-
‘tinguishing mark of a soft loan is-the fact that the lending country
réalizes the difficulties in the way of repayment, and faces the possi-
‘bility that interest service on the loan or ﬁzlal repayment in full may
‘not be realized. » '
© Soft loans are usually given for purposes in which political or
-military-strategic factors play some role. Hence the direct. repay-
ment of the loan is only a part of the expected recompense, and an-
other part may be the expectation of reduced foreign aid in other
forms, or reduced military expenditures, or other benefits which are
‘difficult to measure. This ambiguity in the overall conditions of
‘soft loans militates to a considerable extent against them. TIf the
loan is to be repaid, and if it is'expected that it can be repaid, it is
~preferable to grant a straight loan, instead of a doubtful soft loan. If
-1t is-expected that the loan cannot be repaid, in full or in part, it is
preferable to extend a straight grant for that amount which cannot
:be repaid, and a straight loan for that portion which can be repaid.

The practice of granting soft loans 1s due to a number of coin-
cidences which have primarily a political, rather than an economic,
background. As concerns the aid-receiving country, it may prefer
'to receive loans instead of straight grants, even though it may
finally have to default. Its prestige appears to be somewhat less
affected if it can be regarded as receiving foreign aid in the form
-of loans instead of straight gifts. On the part of the United States,
the granting of soft loans is influenced by legal provisions, among
others the provision of the Mutual Security Act of 1954, according
to which efforts should be made to give as much as possible of
American aid in the form of loans. In a way, the extending of soft
loans is an attempt to choose the least of several evils: since grants
are either not acceptable or cannot be made under the law, but since
aid is clearly in the national interest of the United States and the
aid-receiving country, a soft loan is given. A combination of straight
grants with regular “hard” loans, repayable at the market rate of
“interest, would be more suitable from a purely economic point of
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view. than soft loans, especially in the case of those underdeveloped
countries which can clearly be expected to meet their. obligations .
arising out of international indebtedness. . o o

(b) Private, International Bank for Reconstruction and Develop-
ment, and Ewport-Import Bank loans—Largely because of a record.
of defaults on foreign government bonds.in the 1930’s, there now is
a very. limited market %or such bonds: But indirectly, through the
International Bank for Reconstruction and Development, interna-
tional lending has revived, since the International Bank for Recon-
struction and Development derives part of its capital from bonds
floated in the United States, Canada, Switzerland, and various other
Western European countries, although the bulk of the bank’s capital
is subscribed by the member countries. Most International Bank for
Reconstruction and Development loans have been made for projects
such .as improvements in railways, highways, and other forms of
transportation, and electric power, though some loans to India have
been for iron and steel plants, and some loans to Latin American
countries for the importation of farm equipment. Up to January
1954, only three loans were made for general development programs. -

Most, of the loans of the International Bank for Reconstruction
and Development have been not to the most underdeveloped countries,
but reconstruction loans in Europe and loans to countries in an inter-
mediate stage of development, such as Japan, Brazil, Chile, and South
Africa, mostly at interest rates of approximately 5 percent. Among
the factors considered in its loan policy are the effectiveness of gov-
ernment administration; the availability of managerial, supervisory,
and technical skills; the currencies in which debts can be paid; and
the capacity of the country to pay these debts. The International
Bank for Reconstruction and Development does not finance “social”
projects such as sewage systems, street paving, water supplies, housing,
health, and education, although these are recognized to be an essential
part of a development plan. These services must be financed out of
the underdeveloped country’s own revenues, since they do not lead,
f,xcept very indirectly, to an increase in the ability to pay off foreign

oans. '

The effect of the loans of the International Bank for Reconstruction
and Development has been to provide facilities such as electric power
systems and improved transportation that created new opportunities
for private investment. In a similar fashion, the Export-Import
Bank also loans on a commercial basis. It emphasizes loans to Latin

" American countries, but follows, on the whole, a policy very similar
to that of the International Bank for Reconstruction and Develop-
ment. . : .

The experience of both the International Bank for Reconstruction
and Development and the Export-Import Bank seems to suggest
that, since in no year has more than approximately $550 million been
lent to underdeveloped areas by these agencies, their capacity to repay
loans on anything like a commercial basis is limited. The coordina-
tion of direct grants with loans by these institutions, as well as with
private investment, is likely to lead to a greater amount of develop-
ment at a given total cost, since the endeavor to qualify for these
loans would lead underdeveloped countries to improve their plans
for economic development, including their taking steps to use their
own capital. ' :
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With respect to commercial or near-commercial loans, as well as to
soft loans—to the extent to which they are serviced and actually
repaid—one further observation is in order. This relates to the
actual mechanism of repayment. It is, of course, this repayment
feature which differentiates loans from direct aid, grants, and other
forms of assistance which do not require repayment. First, there is
the problem of how the. underdeveloped country raises the necessary.
funds for servicing and repayment of the loan, and secondly, there
is the transfer problem. This last problem will be discussed within
the context of the economic effects of indirect forms of aid 'in con-
.lefcéion with United States trade and exchange policy, in section

The problem of repayment and servicing of loans is one of the
central reasons for the economic surveys and similiar studies which
the International Bank for Reconstruction and Development or the
Export-Import Bank carry through in processing loan applications.
1t is this scrutiny of repayment possibilities which has been a chief
factor in contributing to the overall limitation of loans granted, but
it has at the.same time had the effect of imposing upon borrowing
countries more orderly forms of budgeting and administration of
public projects than would have been the case without such studies.

Thus, in the long run, the activities by the chief national and inter--
national loan agencies have contributed to the overall capacity for
economic development in many underdeveloped countries, and the
extension of loans by the International Bank for Reconstruction and
Development and the Export-Import Bank should be judged not
only in terms of the actual capital developments which they have
made possible, but also in the improvement of overall development
planning which they have promoted. These features have, in turn,
contributed to the better capacity of the underdeveloped countries
for servicing their loans, but have also made them more appropriate
objects for further loans or grants. ' . ‘

&. Other direct forms of assistance : S

(a) Defense support—“Defense support” is aid that is given to a
country in order to enable it to support a larger military effort than
it would undertake without'such aid. Such aid is usually used to buy
consumption goods or raw materials that are imported in order to re-
place the drain on supplies caused by the maintenance of an army
larger than could be maintained without this aid. Some part of de-
fense support contributes positively to economic development, since -
projects financed with the aid of defense support funds, such as roads,
normally increase production as well as aid the military effort. Some-
times, a project that has little direct relationship to defense as such
(like a fertilizer plant in Taiwan) is included in the defense support
}S)rogram. A large share of defense support currently goes to Taiwan,

outh Korea, and Free Vietnam, countries in which extreme military
efforts are necessary, due to recently past and/or threatened Commu-
nist military intervention. - S _ :

A little more than a third of the amount of approximately $1 billion
per year spent on defense support represents an increase in Investment
1n the economies of the aid-receiving countries. - If all non-Commu-
nist underdeveloped countries were given proportionately -as much’
economic aid, this would amount to about $3 to $4 billion a year, or an -
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increase in total economic aid of between 2 and 3 times the amount
allocated to it at present. At the same time this would constitute an
increase in investment in all non-Communist underdeveloped countries
by between 30 and 50 percent. o -

b) Offshore procurement—Offshore procurement may be briefly
defined as the purchase of commodities (normally raw materials or
military equipment) from countries other than the one giving aid
(i.’e., in.our case, in countries other than the United States). If the
goods purchased for aid to an underdeveloped country are bought in
another underdeveloped country, then the offshore purchases aid both
underdeveloped countries, the one directly, the other by supplying it
with dollars to buy goods needed in its own development program.
But a dollar’s worth of offshore purchases does not help the second
country’s development effort as much as would a direct grant, since
the production of the materials procured absorbs local resources.

However, only a small portion of offshore purchases has consisted
of goods produced in underdeveloped areas, and most offshore pro-
curements come from Western European areas. Offshore procurement
in most highly developed areas to supply goods needed for foreign aid
has four advantages: (1) It makes possible, by permitting the use of
American dollars to buy goods for aid in the cheapest market, to re-
duce the cost of aid programs, or to have a larger aid program with
the same outlay. (2) It helps the economies of the countries in which
the goods are procured by providing them with dollars.” (3) It con-
tributes to the safeguarding of American raw materials in short sup-
ply which are required in a foreign aid program, by making possible
the substitution of commodities produced elsewhere for the scarce
American goods. (4) Since the demand of the rest of the world for
American goods is limited mainly by the availability of dollar ex-
change, the offshore procurement program, by increasing the supply
of dollars available to otheér countries (since part of the development
plans result in increases of United States imports), stimulates Ameri-
can general exports, in comparison with a situation in which every dol-
lar of aid is spent entirely in the United States. Thus, attempts to
restriet offshore procurement in order to increase the exports of a par-
ticular United States industry will result in a decline in United States
exports and a less effective aid program. If a particular labor surplus
area, or strategically vital industry, such as merchant shipping, must
be aided, the most efficient method is a direct subsidy, not an indirect
subsidy that increases the cost of foreign aid. The most effective use
of offshore procurement would require an amendment to.the Mutual
Security Act, since that act restricts offshore procurement of goods
produced in labor-surplus areas of the United States, and also requires
half of all aid goods to be shipped in United States merchant ships.

- (¢) Counterpart funds and agricultural surpluses—Counterpart
funds are funds in the local currency of the aid-receiving country
which are obtained from the local sale of commodities procured
through foreign aid. They do not form a source of funds for devel-
opment additional to the dollars that were obtained in the form of
foreign aid. Rather, the aid granted in dollars represents the net
addition to the resources that the underdeveloped country can use for
development, and the spending of the counterpart fund is only a par-
ticular way of utilizing the dollar aid. If the purpose of a foreign
aid project.is.to increase the amount of development spending by at
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least the amount of the aid, the use of the counterpart fund should
depend partly on whether foreign aid consists in the .shipment of
consumption goods or investment goods. If investment goods, for
example, steel, are imported into the aid-receiving country, then an
attempt to use the fund resulting from the sale of the steel for invest-
ment would result in inflation, since there would be no.additional con-
sumer .goods corresponding to the added purchasing power caused by
the spending .of the counterpart funds. ' ‘ RPN
. If .the imported goods.are consumer goods, for example, food, the
counterpart fund must be, spent.on local investment and, in particu-
lar, on ithe payment of workers.employed in the investment projects.
This results in an added demand for consumer goods, especially if
these workers have been underemployed, and the added-demand, de-
spite the spending of the counterpart fund, does not raise prices, since
it is met by the imported consumer goods. : :

" Thus the use, 1n certain.circumstances, of counterpart funds to pay
off part of the national debt of an underdeveloped .country and thus
to reduce money supply in that country does not mean that the Ameri-
can taxpayer is paying off the .debt of a foreign government. For
the aid has already been given in the form of the commodities im-
ported with the dollar grant. In fact, sometimes repayment of the
internal debt in an underdeveloped country—which is prohibited by
the Mutual Security Act—might help increase the effectiveness of -
foreign aid by combating inflation, and thereby discouraging some
-kinds of wasteful investment, for example, hoarding of .commodities.
In fact, in some cases such: disinflationary repayment of an internal
debt might.lead to a dishoarding of gold and dollars on the part of
private investors, and thus a reduction in the amount of American
aid needed for development. ‘ ‘ :

- (@) The use of agricultural surpluses in development programs.—
The :sale -of surplus farm products for local currencies, to be given
or loaned to the aid-receiving -country, can play an important part
in.economic development. 'One of the key factors associated with an
industrial development program is the simultaneous production of a
marketable farm surplus to support the workers employed on private
or public development projects or in other nonfarm sectors of the
economy. . p

Such a potential surplus, however, has alréady been accumulated

in the United States. In a sense, the cost involved in using these
accumulated farm products for foreign aid purposes had already been
incurred (except for the cost of transport) -when these products had
been purchased under loan agreements by the Commodity Credit Cor-
poration. Under Public Law 480, which provides for the encour-
agement of farm exports in ways that do not tend to “* * * unduly
disrupt world prices of agricultural commodities * * *? (Sec-
tion 2), and which, among other purposes, would “* * * encourage
economic development * * *? .some $1,350 million was authorized to
be sold for local currencies up to June 30, 1957, but only a portion of
the resulting United States owned local currency was spent-on devel-
opment projects, and the rest for such purposes as defense :support.
These local -currencies were divided, by the Bureau of the Bugget,
among various United States-Government agencies: the International
Cooperation Administration was given funds for its aid programs,
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the Department of Defense for military aid, the Office of Defense
Mobilization for the purchase of strafegic matérials, and the Depart-
‘ment of State for international éducational exchange activities.  Some
$750 million. of various products were sold in the fiscal year 1956, in-
cluding grains, raw cotton, fats and oils, textiles, machinery, iron and
steel, and fuels. Sixty percent of the proceeds were used for specific
developmient projects, and 40 percent for military activities and troop
‘pay.” A considerable amount of funds so raised was allocated for
various relief purposes. o

- There are many difficulties involved in trying to finance the bulk of
‘aid for economic development by the use of surpluses. "Development
results in the use of more niachinery and other tools, as well as food
and clothing. Hence, without the provision of funds to buy these
‘capital goods, it will not be possible to expand the development pro-
gram, and consequently employment on the development projects, in
‘sufficient degree to provide an adequate market for the surplus food
and cotton. A vigorous program of selling farm products for local
currencies might reduce world prices of these goods and displace the
exports of other countries (including those of some underdeveloped
‘countries such as Syria, which exports wheat and cotton; the Sudan,
which exports cotton ; Burma, which exports rice; and others). This
outcome 1s contrary to the stated aims of Public Law 480 and Ameri-
can foreign economic policy. The agreement to-sell some $350 million
worth of farm products to India for local currency to be loaned for
purposes of the development program of India will not have these
depressing effects on prices, since India’s second 5-year plan will result
both in a large increase in the amount of food the people of India can
pay for (in local currency), and also in the production of steel and
other capital goods to produce some of the equipment needed in the
second 5-year plan.

C. INDIRECT FORMS OF FOREIGN AID

We have now discussed the various direct forms in which foreign
aid has been given by the United States, international agencies, and
some other governments. In the remainder of this chapter, we will
discuss some indirect forms of foreign aid. Under this heading fall
‘the following: the accumulation of stockpiles of strategic materials
in the United States; the conclusion of commodity agreements regu-
lating the international supply and price of raw materials; encourage-
-ment of American private investors who might supply capital to
underdeveloped countries in place of public funds; and the foreign
'trade and exchange policy of the United States. .

1. Stockpiles of strategic materials and commodity agreements -
The stockpiling of strategic materials, like offshore procurenient, is
a form of international trade, which by increasing the demand for the
products of underdeveloped countries, benefits them. These benefits,
as in the case of countries where offshore purchases are made, are
smaller than they would be from an equal amount of direct aid.” But
the purchase of materials for stockpiling supplies couritries with 'dol-
lars—which otherwise would not be forthcoming—and enablés them
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to spend these dollars for imports of commodities and services needed
in their economic development projects. ,

In general, the purchase of materials for stockpiling will thus be
welcomed by underdeveloped countries and may be regarded as help-
ing in a not inconsiderable degree either their balance of payments
‘problems or - their development problems. - However, stockpiling
should, in order to provide maximum benefits for the underdeveloped
countries whose commodities are purchased, be carried on in a regular
fashion, so as not to disturb price stability greatly. Providegu the
‘prices obtained for strategic raw materials are not depressed, under-
developed countries are probably more interested in a stable level of
prices than in a momentarily high level induced by a sudden increase
in stockpiles.. - For these countries wish to have a reasonable assurance
that the tax and other revenues they obtain from the export of raw
materials will remain on a fairly steady level. If these revenues fluc-
tuate widely, it is difficult, if not impossible, to make allowance for
them.in long-run development plans, and since exports of raw ma-
terials form in some underdeveloped countries one of the most im-
portant sources of foreign exchange, instability in the amounts and
terms of these exports imposes a serious difficulty on the governments
wishing to prepare careful plans for economic development.

Thus a program of stabilizing the prices of raw materials (which
on the average would cost nothing, since it would not raise the aver-
.age prices and might, by reducing the risk of investments in raw
materials, actually reduce them) would make it possible for under-
developed countries to use more of their own resources for develop-
ment and thus reduce the need for direct aid.

2. E'ncouragement of American private investment

One of the arguments sometimes given for emphasizing technical
assistance in foreign aid programs is the explicit or tacit assumption
that, if only people in the underdeveloped areas had the necessary
“know-how,” any capital that might be needed for development could
be obtained from private investors, if proper encouragements were
given. For reasons explained earlier, conditions in underdeveloped
areas are not similar to those that prevailed in the presently developed
countries during the 19th century. Some countries with exceptionally
rich deposits of high-grade raw materials can offer sufliciently favor-
able prospects to foreign capital to offset all the political and other
risks involved in investing in present-day underdeveloped countries.
Even in these countries, it is diflicult to transfer the modern productive
‘methods of the foreign-controlled raw materials sector to the rest of
the economy, although some attempts have been made, for example
in Venezuela, to tax these foreign companies to provide expande(f
public services needed to'make more widespread economic development

ossible. :
P Efforts to encourage the increased flow of private capital have in-
cluded partial tax exemption (in the case of investments in the Western
Hemisphere), credits for taxes paid to foreign governments, the nego-
tiation of treaties with underdeveloped areas concerning the safeguard-
ing of the rights of investors, United States Government insurance
(called guaranties) against expropriation, insurance against inability
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to convert profits back into dollars, and other measures. But-all of
these steps have failed to induce much additional foreign investment.
Little use has been made of the guaranty fund, and only $50 million
of guaranties had been taken up by 1954. This was to be expected,
since none of the-attempts to éncourage private investment could strike
at the root of the matter, which is the antagonistic attitude toward
foreign investors of important nationalistic groups in some under-
developed countries, the political insecurity in some areas, and the
poor prospects of yield in many industries in many underdevelos)ed
countries.” These conditions are to a large extent the result, as well as
a cause, of underdevelopment. The signing of treaties against expro-
priation is less important than the day-to-day policy of the under-
developed country toward capitalists, domestic as well as foreign. In
some countries, many basic industries are reserved to government or to
local capitalists. Foreign companies, because of their general unpopu-
larity, dare not disobey the local labor laws, which may be very ad-
vanced considering the stage of economic development, while local
enterprises can ignore them. ILand reforms that may be undertaken
for reasons of political stability and to provide the incentives needed
for economic development may incidentally reduce the prospects for
foreign investment in plantation agriculture. Rates charged by pri-
vate utilities are sometimes limited to levels which make investment
unprofitable.

Sometimes proposals are made to devise new means of encouraging
investment. These include complete tax exemption of returns from
foreign investment, the negotiation of stricter investment treaties,
technical assistance in ways of attracting capital, more thorough guar-
anties, and greater use of the International Finance Corporation (a
revolving, semipublic fund, affiliated with the International Bank for
Reconstruction and Development, investing in industrial equities
rather than in loans). Only the last really strikes at the root of the
problem, by encouraging the growth of local financial institutions in
the underdeveloped countries themselves.

Tax exemption will do little to encourage private investment, be-
cause even after the taxes of both, the United States and the capital-
importing countries, are paid, the return on foreign investments is often
higher than on domestic investment. What discourages investment
is not the tax on profits, nor any threats of direct confiscation or
inability to convert profits into dollars, but the numerous uninsurable
risks of a bad “investment climate.” -

On the whole, private investments, apart from some exceedingly
rich mineral or plantation products, play an increasing role in coun-
tries which are well along the road to economic development. These
countries enjoy,in general, greater political stability and have a more
predictable and-equitable system of taxation. Thus private invest-
ment is, in general, most willing to flow into those areas where gov-
ernmental inducements or guaranties are least needed. Some of
these considerations explain why American foreign investors have
favored such politically safe and economically sound areas as Canada,
Latin' America, and Western Europe as preferred regions for place-
ment. ’ : ‘



70 FOREIGNTAID=-""

3. ‘United States foreign trade and exchange policy :

We have already in previous sections of this.report pointed to the
great ‘importance which relatively free trade and a high degree of
convertibility of currency have for many underdeveloped countries.
This is especially true for those underdeveloped countries which are
small in terms of population and hence internal markets, and those
which have specialized resources which can be fully exploited only if
export markets are available. Although at present most of the export
commodities of underdeveloped countries are raw materials which
meet with few impediments at the frontiers of the United States, the
advance of industrialization in some underdeveloped countries will
make them look for markets for their industrial products also in the
United States. Japan, for example, is already in such a position, and
it may be expected that some Latin American countries will soon
also have exportable surpluses of industrial goods. Tor these coun-
tries wider access to the markets in the United States will become
important. Such access to the United States markets may, moreover,
be of importance to enable underdeveloped countries to earn the neces-
sary dollar exchange with which to service and repay loans from the

"United States.

Although American import duties have been substantially reduced
in the last two decades, the present provision of the Reciprocal Trade
Agreements Act may not be sufficiently liberal for many countries,
because of the escape clause and the peril point provisions, which pre-
vent reduction of tariff duties which may harmfully affect competing
American industries. Although, compared with costs of production
abroad, such industries might be uneconomical in the United States,
they are to be protected, according to present laws.

It cannot be doubted that a further liberalization of American tariff
provisions would be of considerable benefit to underdeveloped coun-
tries. Even in the case of industries which supply commodities not
produced in underdeveloped countries, but in Western Europe or
Japan, lower duties and larger imports would benefit underdeveloped
countries, because a large amount of dollars would be made available
to the world at large, part of which would find their way to the under-
developed countries by way of triangular trading relations. Thus a
further liberalization of American foreign trade would aid not only,
to a certain extent, in the development potential of underdeveloped

- countries, but would also contribute to an earlier reestablishment of
convertibility, which in turn would have benefits for underdeveloped
countries. '

Short of actual reductions in American duties under the reciprocal
trade agreements system, the championship of the United States for
freer multilateral trade is, as already mentioned earlier, a significant
move in the long-run interest of economic advancing countries.

D. THE INTERRELATION OF THE PATTERN OF IFOREIGN 'ASSISTANCE AND
EFFECTIVE DEVELOPMENT :

To state rigid generalizations about the order and size of various
types of foreign aid needed for the most effective economic develop-
ment is impossible, because conditions vary too much between under-
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developed countries. It would be necessary:to make a detailed study
of each country, somewhat along the lines of the International Bank
for: Reconstruction and Development reports, and even then, only the
broad outlines could be given. Although there is less scope for private
initiative in underdeveloped areas than in the United States, planners -
in all but Communist countries try to encourage it as much as pos-
sible, especially in small industry. They also attempt to encourage.
local cooperative movements in the villages.” The form: and impact -
of foreign aid should optimally fill in the gaps in the development.
attern which are left open by limitations of domestic funds or-skills.

oreover, foreign aid should optimally be arranged so that these:
result in as “balanced” a development program as is feasible. By
“balanced development” is meant one which avoids serious bottlenecks
and in which capital and other scarce productive factors are allocated.
among competing uses in such a way. as to attain maximum contribu--
tion to output within a planned development program. If, des ite all
efforts, such bottlenecks appear, then foreign aid, to be most effective,
should be directed towarg eliminating these bottlenecks.

In countries which are economically stagnant at a peasant, subsist-
ence level, the most important measure in a balanced development pro-
gram would probably lie in the fields of local community development
projects, improvement in the civil service, the creation of planning
and budgetary procedures, agronomic research, and the improvement
of transportation and communications. Except for the last item,
these measures would require little more than better internal govern-
ment, and little foreign aid apart from technical assistance. The aim
of these programs would be to create the leadership and the incen-
tives needed to make further development feasible. There would thus
be more of a preparation for economic development than economic
development itself in this stage.

But most underdeveloped countries, even such poor countries as
India and Indonesia, have already largely gone through this stage.
In these somewhat more advanced underdeveloped countries, major
emphasis is to be placed on relatively simple improvements in agri-
cultural techniques, adult education programs, the development of
small-scale industries, and an extension of social overhead capital.
Countries in- this class require more capital, and probably more. out-
side capital, including foreign aid, but much of this might still be in
the form of technical assistance. Development would take place, but
at a slow rate.

_The next phase would be one of rapid transformation in produc-
tion techniques, social and economic organization, the development of
large-scale industries, mining, and possibly the entry of private for-
eign capital in substantial amounts. In this phase substantial amounts
of foreign aid, in the form of grants, loans, and technical assistance
projects, may be called for.

In general, development moves from the simple and relatively inex-
pensive projects at first, to more complex capital intensive projects
later on. But if more capital is available at every stage, through
foreign aid, the development process can move at a faster rate. In
any case, however, the rapid development visualized in the third phase
of rapid advance must have a prior foundation in the psychological
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attitudes of the people toward development and in technical pro-.
ficiency. = - » , ‘

In practice these phases overlap considerably, because in almost all
underdeveloped countries, there has been some development in proj-:
ects and industries pertaining to the later stages, and this develop-
ment must be integrated with the generally backward state of the rest
of the economy. The problem of development may lie as much in
enlarging the already existing-islands of modern technique and enter-
prise as in improving the most backward sectors.

A balanced pattern of development necessarily involves not only
consistency in the projects:undertaken at present, but also.consistency
in planned future projects for which the present projects will lay the
basis. Otherwise, the pace of development might be slowed down for-
lack of some basic public service in the future. Thus, for aid to.
contribute to a balanced pattern of development, it must itself be
planned on a long-term basis. , ‘



CHAPTER VI

FOREIGN ECONOMIC AID AND THE AMERICAN
, NATIONAL INTEREST ' -

A. THE' MOTIVES, OF AMERICAN INTEREST IN FOREIGN ECONOMIC AID

In the preceding chapters we have discussed the conditions under
which economic growth may take place in the underdeveloped coun-
tries of today an§ the role which foreign aid may play in this process.
‘We now turn to a brief evaluation of what place a foreign aid program
may have in the context of American foreign policy, and what might
be the approximate magnitude and direction of such a program.

American interest in foreign aid is based upon three major motives.
First, there is a strongly felt humanitarian sentiment among the Amer-
ican people, which has been reflected at various times in official Ameri-
can policy 1n its relief and rehabilitation programs in war-torn areas
after the last war, in shipments of food to areas of famine, the support:
of victims of disaster and war, relief for the heroes of the Hungarian
resistance movement, and similar projects. In addition to official
programs of relief, a number of philanthropic organizations and reli-
gious missions have operated in various underdeveloped countries, and
the humanitarian sentiment of the American people has proven itself
again'and again in generous subscriptions to various private programs
..of assistance for persons in all parts of the world who suffered disease,

hunger, and misery. Though this motive is, on the whole, strong and
meets with general approval among the American peaple, it cannot
provide the substance of a large-scale foreign aid program.
American interest in foreign aid is also based upon economic objec-
tives. Though it may be exaggerated to assert that prosperity is
indivisible, it is doubtless true that the United States economy can gain
from a high level of real income and economic performance in other
parts of the world. If other countries within the orbit of the free
world. are better off, they form better markets for American exports,
and they are better. able to supply the United States with the com-
‘modities-we’ need to maintain a ﬁigh level of economic activity at
home. More important than this, if the economies of the other coun-
tries of the free world are sound, they are stronger militarily and
better able to defend themselves against aggression. Finally, a high
level of economic activity is, on the whole, more favorable to genuine
_stability and responsibility in government than poverty and misery.
Hence the extension of stable political relations, which offers greater
scope for economic opportunity not only for the people in foreign
-countries, but also for the people of the United States, is in the general
-interest of the United States. _
But the overwhelming interest of the United States in foreign rela-
tions, and that aspect of its foreign relations which centers around
a foreign:aid program, is the security of the United States. If an
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appraisal is to be made of the foreign aid program in its relation to
American national interest, we must emphasize the security interests
above all others. American security may be very narrowly conceived,
in terms of the military defense of the territory of the United States,
or at most, in terms of the military defense of its own territory and
that of its allies. If this conception of the American security interest
is adopted, foreign aid programs would play only a small role, and
would at.best be confined to some aspects-of defense:support-and mili-
tary assistance. T T

But American security shoild, in‘our-épinion, be defined in a wider
and more comprehensive sense. It is not limited to the military safe-
guardihg of American territory and that of its dallies, nor is it limited
to. a policy of deterrence or even containment of-the Soviet Union
and its allies. Unless Amercan security is viewed-in' terms of the
relation between the United States to the Soviet orbit on the one
hand, and the mass of countries, located chiefly in Asia and Africa,
who form an as yet uncommitted neutral group, one is leaving out:
of consideration a potentially most dynamic factor of future world.
political developments. . For. the third countries have, as we argued
earlier, very high aspirations for economic advancement. They will
attempt to realize these aspirations to the best of their abilities and’
resources, and this in itself will impose a dynamism into the inter-.
nitional political and economic arena which it otherwise would lack.-
The fact that these nations are as yet uncommitted. has, however, a:
twofeld meaning. .On the one hand, they are uncommitted in taking:
sides in the cold war. . On the other hand, they are uncommitted as'
yet in terms of the kind .of society they are to develop. . Within the:
next 20 years, the most crucial decisions concerning the future internal.
and external political and economic status of these countries are likely:
to be made. = It is eminently in the American security interest, in-the-
long run, that these decisions should be made in a way which will
benefit rather than damage the American position on -a world scale.

The main obstacle for the rapid realization of the aspirations of
underdeveloped countries is the relative backwardness of their econ-
omy.. The United States on the contrary, is a. country. of vast and:
rapidly increasing wealth, and is able to transfer substantial amounts’
of resources to foreign countries, not only without sacrifice in domestic
living standards, but even with continuously rising living standards.
In addition there have been developed in the United States techniques
in administration, business enterprise, the application of technology,:
education, and other fields, which are intimately bound up with the
ability to improve man’s situation by.his own .collaborative efforts.
Many of these skills are unknown in other societies, and their adapta-
tion to local conditions in various underdeveloped.countries would:
contribute to the development of more positively oriented and polit-
ically stable societies. =~ . T o o0 T
- From these- considerations, it follows that a comprehensive and
sustained program of American economic.assistance, aimed at helping:
the underdeveloped countries of the world to create within the next

2-or’ 3 'decades the conditions for self-sustained growth, can, in the -

short run, reduce substantially the danger of conflict arising out of
at’qempps_:i)y;cpuntries within the Soviet orbit to penetrate into areas
Whel;g"they'_\'.suspevct: power.vacuums., At the same time, it may have
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the result of proving to all underdeveloped countries that their devel-:
opment program may be carried-out without coercion and violence::
Finally, 1t may absorb the energies of the underdeveloped countries in -
their-own-economic and social progreéss to such an extent as to minimize:
the triggering off of international violence derived from a deflection
of national aspirations into the political sphere, because the solution of:
their domestic economic problems appears hopeless or overwhelming.
+In order for this result to ensue, the following propositions must:
be. accepted as true: That American assistance if it is substantial and
sustained.can lead to.economic growth of noticeable proportions in all:
or:most underdeveloped countries. That the -extension of American
economic assistance and the resulting economic growth will lead. to
politically more stable and mature societies. - That successful eco-:
nomic development, contingent upon American aid, of a substantial
number of underdeveloped countries, chiefly in Asia, is likely to lead
to a decrease in political tension in the world at large by substantially
reducing the chance of Soviet political successes in that area. ‘That
American economic aid, supporting the self-devised development
plans of underdeveloped countries, is capable of demonstrating that
over a period of 15 to 20 years, the underdeveloped countries are able
to meet -and progressively resolve their internal problems without
resort to totalitarian measures. That the end result of this process
is'a likely strengthening of democratic forces in the underdeveloped
countries and that the establishment of more stable political relations
in them, coupled with their nationalistic aims directed toward the
maintenance of political independence, will leave open to the Soviet
Union only one rational option, namely a negotiated settlement with
strong built-in safeguards against international violence and aggres-.
sion. : o
These prospects are sometimes caricatured by saying that such a
policy would mean to buy peace and democracy with dollars, which,
1t is further said, is not possible. Rather than enter into a-discussion
of the merits of these conflicting views, we will attempt to discuss the,
ways in which a program of foreign aid should be implemented in-
order to meet the objectives outlined above, or at least to come close
to meeting them. ‘ RS S
The main questions which must be answered in dealing with the-
problem of implementation of such a program are: (1) who should be
the recipients of assistance; (2) what distinction should be made be-
tween economic development aid and other aid (military aid or assist-
ance in the case of disaster relief) ; (3) what should be the magnitude
of an‘economic development aid program; and (4) what are the pre--
ferred mechanisms by ‘which an aid program should be implemented.

B. WHO SHOULD RECEIVE ECONOMIC ‘ASSISTANCE?

From what has been said in the preceding section, it follows that:
economic assistance (as distinguished from military assistance) should
be extended to all underdeveloped countries outside the direct Soviet .
sphere. -This assistance. should be independent of whether these
countries are or are not-in a military alliance with the United States,
and even of whether at a given moment the public speeches of some of
the political leaders of an underdeveloped country are friendly or

87236—57——7
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unfriendly to the United States. - In other words, economic aid should
not be-an instrument of either rewarding our friends or a means of
gaining political influence and approval in certain countries. There
is an open or thinly disguised suspicion in many countries that Ameri-
can aid is often used a a bribe. - The more impartially economic aid is
extended the less basis will there be in the long run to such a charge.

But the main reason for the general extending of economic aid is not
the sentiment of others, or their beliefs and feelings about the United
States. It can hardly be in the national interest of the United States
tomake a particular country (or itsleaders) like us. The reason why
economic aid'should be given to all underdeveloped countries—except-
those within the Soviet orbit—is the similarity: of overall conditions
and of potential effects of economic development in all of them.

We have already explained in chapter IT that in  most underde-
veloped countries the emergent middle class, and especially the educa-
tors, government officials, and intellectuals, are the motivating force in.
the push for economic advancement and the changing social relations.
These social groups often are inclined to see in communism, or other
forms of totalitarianism, the only alternative to the existing order,
and the only means to economic development. They are aware of the
necessity for expanded capital accumulation and investment; indeed,
they often exaggerate the need for capital by emphasizing heavy in-
dustry in their 1deology of economic development. They are equally
aware that the traditional social orders which are breaking down due
to western influence, do not provide the necessary political, social, and
cultural conditions for development. They know that Soviet Russia
has been successful in accumulating enough capital and in bringing
~about :social ‘changes- necessary to development. . Either they are:
' ignorant' of the-ruthless means by which this was achieved, or-they.
excuse them as steps necessary in order to break out of the age-old
vicious circle of poverty breeding poverty that is characteristic of so
many underdeveloped areas. Often, these groups gain as allies the
pleasants, who seek land reform, and the emerging industrial working
class. o ‘ f

- But ‘'though many of ‘these persons are not frankly antagonistic to
communism, they are not committed to it and would. turn from it if
a nonviolent alternative of achieving the aims of economic develop-
ment: at: approximately the same pace as that allegedly possible- by
. totalitarianimeans were shown to.-them. - Hence the strategic. function:.
of Américan economic aid in such a case would be to show’ thése"
middle classes a third alternative between the semifeudal status quo
and totalitarian revolution. It is meaningless to say that in givin
aid there must be no “intervention in the internal affairs” of the aid-
receiving country, for any aid necessarily affects these internal affairs.
In some countries this difficulty of intervention is less severe, since
there the power of the upper classes has already been weakened, so
that aid can be directed to helping non-Communist groups commitied
to changing their social environment remain in power and to help
steer, them in nontotalitarian.directions. . . - .
" "This internal 'social transformation is the crucial determinant of
the-Tuture political- development of the.countries of Asia and Africa,
and ‘such a development appears the best guaranty of their future
political independence and noncommitment to the Soviet orbit. If
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such a middle class imbued by an ideology of economic progress by
nonviolent means could have been created in Egypt after the anti-
Farouk revolution, the intelligentsia of that country, instead of in-
dulging in pan-Arab “imperialism,” might have been so deeply con-
cerned with the solution of the country’s internal economic problems
that the glamor-of enlargement of Egypt’s sphere of influence would. -
have paled in comparison.

C..-HOW.MUCH ECONOMIC AID SHOULD BE GIVEN ?

The ;social, deyelopment sketched. ‘earlier..depends: in. large part
not only on the conditions undér which it is offered, but also on“the’
total magnitude of the aid. Before entering into a discussion of this
problem, a clear distinction must be drawn between economic aid for
development and other forms of aid—for military purposes, disaster
relief, or other aims. This distinction is not aided by the general con-
fusion which exists in the United States in classifying different forms
of aid. Although a relatively clear distinction is made between eco-
nomic aid and military aid, the category of defense support contains
elements of both. In what follows we will confine ourselves to dis-
cussing economic aid in the form of technical assistance, grants, and
soft and hard loans for capital investment purposes, commodity de-
liveries which supplement the productive effort of an underdeveloped -
country, and other measures which directly or indirectly contribute to
the raising of productive performance. . '

Given this description of economic aid, it may be said that a small
aidvprogram, like the present technical assistance and development
assistance programs, more or less as a_token of America’s interest.in;
the development of the poorer countries, would-be useless... For the, '
achievement of a rapid rate of growth without resort to totalitarian
methods implies a rapid rate of investment, but a slower rate of volun-
tary savings. Part of this gap between savings and investment
needed for rapid development could be met by drastic changes in the
tax laws and their administration in underdeveloped countries, espe-
cially if the taxes could be imposed so as to fall on those who invest
their savings in socially unproductive ventures. Another part of the
- gap could %i;’cmfered'by emphasis on community projects and other
-contparatively low-cost -investments, aided .by ‘technical -assistance. .
Judging from the experience of India under the first:5-yéar plan, this
wotlld result'in an increase in income per heéad-of only about 2 percent’
per ‘year—better than stagnation, but not sufficient for setting in mo-
tion a genuine process of self-sustained growth in the underdeveloped
countries. : ‘

Thus, if economic aid with long-term political objectives is to be
given at all, it must be on a scale that enables the recipient countries
to use substantially more resources for development than they can save.
Probably at present not more than about 9 or 10 percent of the incomes
of most of the .underdeveloped .countries could be saved without
resort to totalitarian methods of forced savings. The rate of invest-
ment’needed for:a:more rapid rise of per:capita income:at a rate of
3 to 4 percent per year:(assuming an average rate of increase of the
population of 1.5 percent), would be from 14 to 16 percent of incomes
as a minimum. Private foreign investment of the type most useful
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for aiding development probably would .contribute only- relatively.
little. “Since the total income of the “underdeveloped” countries in
Asia, the Near East, and Africa (excluding China and underdeveloped
countries in Bastern Europe) ‘was approximately.$110 billion in 1955,
the gap to be filled annually by foreign economic aid would amount to
a minimum of $3 billion, allowing possibly for private investment
of the type most useful for economic development of about $1 billion.
Some of this aid would doubtless be supplied by some of the more
highly developed countries-of Europe, especially to those parts of
Africa where they have special political interests. For this reason a
smaller lower limit might be applicable for economic aid extended
by the United States. A lower limit would also apply if not all under-
developed countries outside the Iron Curtain were eligible for inclu-
sion in the program. The size of the program would also depend on.
the ability of the aid-receiving countries to use capital for purposes
of development. The amount of aid needed for any such integrated-
program of development would remain close to the lower limit in the-
early stages of the program, since the absorptive capacity of many
underdeveloped countries for genuinely productive development pro-
jects must first be improved. But gradually, as-technical assistance
speeded up the training of increased numbers of skilled workers,
managers, technicians, and others, an expansion in the rate of devel-
opment could take place. This training program would soon provide
also fairly full employment for the potentially discontented ele-
ments of the middle class. Tt would reach a peak level of perhaps $5
billion per year in about 10 or 15 years, and then decline, since as the
people in the aid-receiving countries might save voluntarily from
one-fifth to one-fourth of any increase in their incomes, their savings
would eventually increase faster than their ability.to absorb capital
for development. Also, as the strength of the capitalist sector .of
the new middle class grew, the climate for private foreign investment:
would improve, a fact illustrated by Latin American events in recent
years. S ' . ' _

~ But all estimates of the amount of foreign aid necessary for a long-
term economic development program which would be in the American-
national interest are extremely uncertain, owing to the many factors
impinging upon the relationship between foreign aid and economic
growth. The estimates provided in this section were ‘intended not
as hard and fast amounts, but only as illustrations of the rough order
of magnitude of the amount of aid which might be required to achieve
the objectives stated in this report. On the one hand, expenditures
on foreign aid of a few hundred dollars per year would fall far short:
of the need, but, on the other hand, spending of tens of billions of dol-.
lars-'would be wasteful and unnecessary from the viewpoint of national
security of the United States. R ST .

i :'D. WHAT KIND OF ECONOMIC AID SHOULD BE GRANTED? °

- In considering the kind of economic aid that should be granted, two.
general considerations have.to be borne in mind. In the first place,
we must not forget.that the overall. pattern of development of pres-
ently underdeveloped countries differs from that experienced in the.
past by the advanced countries, and especially by the United States,
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and, above all, that the role of government planning for economic
growth is much more widely accépted today than was the case in the
19th’ century. ~“Hence economic aid should not be made contingent
upon its being applied primarily for the fostering of privately owned
capital. It would be a serious mistake to assume that some form of
democratic, labor-party style socialism is merely a watered-down
brand of communism. In fact, as was already discussed in earlier
chapters of this report, the intervention on a rather wide front by
governments in underdeveloped countries appears to be necessary due
to the existing low educational and social level of the mass of the popu-
lation. This provides the emerging middle-class intellectuals with
great importance in these countries, and enhances the overall role the
government is destined to play, at least in the initial phase of economic
development. .

Thus economic aid programs may have to be adjusted to the govern-
ment-sponsored and often socialistic or quasi-socialistic development
plans of underdeveloped countries; and, although some features of
these plans may be very different from those of a private enterprise
economy, foreign aid programs may have to be developed so as to
fall roughly in line with development plans of the governments of
underdeveloped countries. This does not mean that economic aid may
‘not be given also to strengthen private enterprise in underdeveloped
countries; in fact, it may be expected that even fairly socialistically
inclined governments in underdeveloped countries will not object
to private capital formation and the exercise of private entrepre-
neurial initiative, provided that this initiative is not centered on proj-
ects with little or no expectation of social (as against private) benefit.

The second problem toward which an economic aid program should
be directed is the promotion of economic development as its central
focus. Since, as we have explained in previous chapters, the main
problems of economic advancement in underdeveloped countries con-
sist in the development of more highly qualified personnel, more and
better suited resources, and a greater quantity of productive capital,
economic aid programs should feature prominently the creation of
these three factors for development. This will require that in the ad-
ministration of economic aid programs constant attention is paid to
the long-run potentialities of economic growth of the aid-receiving
countries. It also means that an economic aid program must be con-
ceived as a long-run enterprise and that some guaranty of its dura-
tion is as important as is the total magnitude of the program. For,
as was pointed out repeatedly in this report, the process of economic
development takes time, and the execution of an effective development -
plan requires a fairly high degree of assurance that sufficient funds
will become available as the program unfolds in coming years. With-
out such an assurance, some of the most basic programs of creating
various forms of overhead capital cannot be undertaken, because the
probability as to whether the supporting investments can ever be made
-1s too low. Thus, an important aspect of an effective economic aid
program is its being conceived as a long-range programs; i. e, a pro-
gram which will continue on a sustained magnitude over a period of
10 to 20 years, as a minimum.
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One further point should be mentioned which affects the nature of’
the administration of an economic aid program.. Asis well known, the-
receipt of economic aid is regarded by many underdeveloped countries
as a sign that they are not fully mature or equal; and in the face of

.old résentments.against .those who in the.past.have treated them as.

inferior, because they lacked political independence, the need to.
receive grants-in-aid is considered as a continuation of their status.
of political immaturity and deficiency. An aid program must be
administered so as to minimize these sentiments of inferiority. We do
not claim that Americans have shown an overbearing attitude in their-
behavior toward people in underdeveloped countries. On the con-
trary, we believe that the American matter-of-fact, let’s-get-down-to-
business attitude has compared favorably with the stiffer and more:
formal behavior patterns displayed by many Europeans or even Asians:
and Africans. The point we wish to stress is that in many under-
developed countries, economic aid includes not merely the transfer of
funds, technical assistance, and the like, but also the actual cooperation:
and advice in the working out of plans and.programs of develop-
ment. Not every underdeveloped country is in the position of India,
which has technically competent people to work out.a development
plan, and whatever developmental planning is executed in some
underdeveloped countries is sorely in need of improvement. It is in
this field in which American expert advice and a proper administra-
tion of an economic aid program can bear considerable fruit. Yet, it
should be recognized that it is a delicate matter to insist on improved
plans for development without offending. the sensitivities of officials.
and others in underdeveloped countries.

E. CONCLUSION

If a program of economic aid incorporating the principles outlined
in this chapter can be adopted, it is fair to expect that it may result
in a successful instrument of American foreign policy. Of course,
there is no guaranty that matters will go as they have been sketched
above, and the implementation of a sizable program of economic aid
for development always will contain a noticeable factor of risk. How-

- ever, in-this it will not differ. from any action: taken:in. the field of

forelgn relations. Moreover, we have discussed here only a program
of economic aid and this may and will be supplemented by a program
of military assistance going to some of the same countries which are
eligible for economic devefopment aid. In the case of political de-
velopments which may endanger the success of the economic aid pro-
gram, other measures, from military aid to actual forms of armed
resistance to aggression, may have to be taken, if the situation de-

- mands. Thus a program of economic aid is neither a cure-all, nor will

it _create ngcqssarilg close friends among the underdeveloped coun-
tries. But if it can be successfully implemented, it is likely to lead to a

stabilization in world political relations which should do much to re-

duce international tension and to improve the overall objectives of

- American. foreign policy. :
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APPENDIX I

EstimaTes or NaTionan Probucr

TaBLE 1.—FHstimates of total gross national product and national product per
head, 1954 and 1955

81

1955 1954
[
Country Total Per capita Total Per capita
. (millions (dollars) (millions (dollars)
of dollars) of dollars)

“United States_. ... ___ 387, 200 2, 343 360, 474 2,220
Canada._._ - 26, 000 1, 667 24, 081 1, 585
New Zealal - 2,673 1, 249 2, 595 1,242
Switzerland__________________ - 6,116 1,229 5,881 1,195
Australia___ ... _.___.___. _ 10, 920 1,215 10, 400 1,182
Sweden.________.__________ N 8,460 1,165 8,090 1,121
Tceland___.__._____________ - 180 1,146 172 1,117
France .. ___.___._ ... ___ - 45,195 1,046 42,730 094

giom__ . _______________ - 9, 311 1,015 9,040 991
ited Kingdom..________ - 51, 100 998 49,745 974
________ - , 320 969 3,247 957
inland______________________ - 3,984 941 3, 868 923
__________ - 4,051 913 3,972 902
__________ - 38,100 762 34, 633 69y
Venezuela..__________________ _ 4, 400 762 4,020 77
Netherlands____._______.____ - 7,604 708 7,014 661
Soviet Union. _ 150, 000 682 140, 000 651
Uruguay. _ , 500 569 1,470 567
Israel R 944 540 902 534
Austria.__ . _________ - 3,711 532 3,376 484
ire _ 1,481 509 1,436 490
Ttaly . - 21,220 442 19, 740 412
________ - 5,208 381 4, 864 362
Argentina______________.___._ - 7,150 374 6, 990 373
Cuba___ ... - 2,180 361 2,050 347
Panama____.___._____.______ - 320 350 305 34h
Colombia..._.___..__..._.._ - 4,180 330 3, 960 320
________ - .292 307 276 302
____________________ - 2,170 ‘208 1; S00 369
- 310 298 274 269
- 5,207 297 4, 691 272
- 6, 463 276 5,915 267
- 380 269 400 289
i - 15,315 262 14, 952 2€2
i - 7, 369 254 7,154 249
i - 316 254 300 21
- 530 244 510 240
-~ - 21, 300 240 20, 300 231
- 1,996 239 1,845 222
i - 494 205 471 201
746 204 678 190
Portugal.._.. - 1,765 201 1,720 198
Philippines . _ oo 4, 400 201 4,230 197
Ir: - 960 195 900 183
- 5, 548 187 5,315 184
........... - 1,220 180 1, 200 182
Guatemala._.. - 580 179 569 181
Algeria - ——e 1,680 176 1,730 185
Saudi Arabia..__.__ - 1, 160 166 1,145 164
Morocco.- - - .. - 1, 512 159 1, 516 162
Peru. e - 1,315 140 1,270 138
Honduras - 228 137 230 143.
Gold Coast_ .o - 624 135 614 135-
Central African Federation___._____..___._____. 945 134 900 131.



82

FOREIGN AID

TasrLe 1.—Estimates of total gross national product and national product per
head, 1954 and 1955—Continued

1955 1954
Country Total Per capita Total Per capita
(millions (dollars) (millions (dollars)
of dollars) of dollars)

South Vietnam. .. - 1, 600 133 1,€76 146
Egypt.._ 3,065 133 3,035 135
T ONISIA. - oo oo cecer et mn e —— 490 131 540 140
Indonesia.- . 10, 500 127 10, 400 128
Ceylon 1,050 122 [ 1,030 123
Syria._._. - 445 111 495 127
Paraguay- .- 168 108 165 108
Liberia._..__.____ . 156 103 150 . 100
Taiwan._ _ : - 1,640 102 1,575 100
Thailand.. oo 2,050 100 1, 750 88
6 RN 2,110 100 1,920 93
Sudan.._.. 885 100 885 100
Belgian Congo..-. 1,639 98 1, 549 94
Jordan____ ———— 135 96 160 115
Libya__. 99 90 90 82
South Korea. .. . 1,780 80 1,730 79
Haiti . 260 75 320 94
India.___ 27,400 72 26,410 70
Nigeria_ - __.____ - 2,250 70 2,165 68
Portuguese Africa. .- 776 70 735 | 67

olivia_.......... 211 66 209 | 60
Kenya-Uganda- Tanganylka. .................... 1,214 61 1,182 61
French West Africa_. 1,020 58 972 56
French Equatorial Africa. - caooeoooooo_. 270 58 256 56
Pakistan.._.._. - 4, 560 56 4,510 56
China (mainland). ... ccocoocececomaoomas 35,000 56 33,000 54
Afghanistan 650 54 650 54
Ethiopia- - cccamcccaaaas 860 54 830 52
Burma... 1,012 52 964 50
‘Nepal.._ 340 40 337 | 40

NotE.—Precise comparisons of the levels of gross national product between the United States and other
countries are not possible. The conversion into dollars has been made on the basis of the latest official
exchange rates, and the purchasing power of the dollar equivalent is appreciably higher in most foreign
countries than that of the dollar in the United States. Comparisons of the converted dollar figures be-
tween other countries are subject to similar limitations.

Source: Office of Statistics and Reports, International Cooperation Administration.
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TABLE 2.—Hstimate of world gross national product at market prices by regions,
1954 and 1955 (converted into United States dollars by latest exchange rates) *

B A " Gross h@fibl_iai_ product, 1054 | Gross national broduct; 1055 (in’
REREEE R 1954 prices)
c Totdl ' Total
Region IR
Per Per
: Percent of— capita - ‘| Percent of— | capita
. Billitpns :|dollars2| Billions . dollars 3
o 0 0
' dollars| Total | Free .|dollars| Total, K Free
‘| world | world , world '| world
World gross national product, total..| " $993 | 100.0 |..__.._- $373 | $1,055 | 100.0 |.____._- $390
Free world, total ... ... 772 77.7 100.0 443 820 77.7° -100.0- 464
Western Hemisphere, total.. 432 43.5 56.0 | 1,216 463 43.9¢| 56.5 | 1,276
Umted States_ - ... 361, 36.4 46.8 | 2,220 387 36 7 47.2 | 2,343
Canada_ ... 24 2.4 3.1 1,585 26 2.5 3.2 1,667
Latin America, total_ .. 46 4.6 16.0 . 264 48 4.5 5.9 268
Central Ametlca_ -- (11y (1.1 (1.4) (207) ‘(12; (LD} (L5 §209)
‘South America. (35)’ (3.5) 4.6) (291) (36, 3.4) 4.4 296)
Other- oo 1. .1 . 499 2 2 .2 617
‘Western Europe, total....._. 217 21.8 28.1 648 230 21.8 | 28.1 680
NATO (excluding ‘ i
Greece and Turkey) .- 172, 17.3 2.3 755 182 17.3 22.2 794
Greece:and Turkey._. 8 .8 1.0 249 8 .7 1.0° 265
Other OEEC._... 20 2.0 2.6 853 21 2.0 2.6 895
Other_ o . 17 L7 2.2 332 19 1.8 ‘2.3 348
A, totEl e 85 8.6 11.0 104 88" 8.3 10.7 106
Arcoffree Asla_________. 78 7.9 10.1 101 81 7.6. 9.8 103
@33 @3 4.3 (68) B4 (32| “D (69)
(45 (4.5 (5.8 @5 “4n| @4 6.7 -@161)
6, .6 .8, 136 6 .6 .8 139
1 .1 .1 150 1 .1 .1 150
Africa, total . _________.______ 23 2.3 3.0 109 24 2.3 2.9 110
(NEA, total) 3_______..._. G- 6.1 6.6) (85) (583)|  (5.0)| . (6.5 (87)
Oceania, total. .. __._____ 15 1’5 19| 1,041 15 1.4 1.8+ 1,069
Soviet bloe, total. ... .._.o.._. 221 22.3 240 235 22.3 251
Soviet {Union___... 140 4.1 651 150 |, 14.2 682
European satellites. ... 48 4.9 516 50 " 4.8 538
China mainland and othe; 3 33 54 35 3.3 56

Source: Office of Statistics and Reports, International Cooperation Administration.

NoTE.—Precise comparisons of the levels of gross national product between the United States and other
countries are not:possible. The conversion into dollars has been made on the basis of official exchange
rates, and the ‘purchasmg ower of the dollar equivalent iis appreciably higher in most foreign countries
than that of the dollar in the United States. "Comparisons of the converted dollar figures between other
countries are subject to similar limitations.

1 Except for the Soviet Union and European satellites.

2 Computed on basis of unrounded total figures,

3 Near East Asian countries, Greece, Turkey, Egypt, Ethiopia, Liberia, Libya, Atghanlstan, Ceylon,
India, Nepal, and Pakistan,
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'APPENDIX II

SELECTED StaTisTioan DaTa oN NoNMONETARY MEASURES oF MATERTAL
" WELFARE

TaBLE 3.—Nonmonetary measures of material welfare, selected countries, 1955
. . or closest year

Calorie in- . Infant Literacy.
take per Protein mortality (percent ot Inhabitants
Country - person per |consumption | (number of | population | per physician
’ : day (num- perday deaths per (10 years and [ (number)
bers) (grams) 1000 live over)
- ) births)
I. COUNTRIES WITH PER CAPITA
INCOME ABOVE $750
3,000 92 27 98 770
3,120 98 32 0} 950
2,785 . 96 42 97 1,100
3,230 86 26 984- 1,200
3,300 89 27 994 . 950
2,945 77 43 O] 750
II. COUNTRIES WITH PER CAPITA
INCOMES BETWEEN $750 AND $300
2,940 99 43 85 o
2,71 81 39 278 380
2,790 83 48 97 650
2, 80 53 O] 800
2, 800 96 62 386 1,300
2,730 167 499 76
II. COUNTRIES WITH PER CAPITA
INCOMES BETWEEN $300 AND $150
TUrkey e el 2,678 86 ) 35 3,100
Brazil..__ - 2,355 57 107 48 3,000
Japan.__ - 2,180 58 49 2954 1,000
Greece...._. - 2, 540 80 44 .76 1,000
Philippines. _________Z______ . 2,280 El) 109 62 12,000
Iraq 2,338 ) 44 212 6, 400
 MexiCo e ccmccmcaaen 2,210 (O] 81 .85 2,400
1V. COUNTRIES WITH PER CAPITA
INCOMES BELOW $150
2,338 69 127 25 3,600
2,040 ® 22004 3 55 71,000
2,052 47 72 58 5,300
2,131 " 102 250 5,000
2,080 0] [ 54 6, 800
2, 004 50 | . 119 18 5,700
1,612 (O] 102 31 4,700
Pakistan : 2,124 53. 125 14 13,000
1 Not available.
2 Estimate.
31947, -
41948-49,

Source: Statistical Office of the United Nations, and Office of Statistics and Reports, International Co=
operation Administration.
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APPENDIX III

Some StATIsTICAL RELATIONS BETWEEN GROss Natronarn Propucr,
Gross CApITAL ‘FORMATION, AND THE DISTRIBUTION OF THE LLABOR
.. ForcE

TABLE 4.—Investment, population growth, and proportion of the labor force in
agriculture in selected couniries

Per capita Percentage | Percentage Percentage
gross national|  of gross growth of of labor
Country product in | investment | population force in
1955 (in of GNP per year agriculture
dollars) (1954) (1955) (1955)
$2, 343 18.7 1.6 12
, 249 19.8 1.6 18
1,046 15.5 .7 36
Belgium-Luxembourg - 1,015 15.5 .6 13
United Kingdom.. .- ______._____l____.__ 998 15.9 .5 5
Denmark. _ . 913 18.1 1.0 24
Germany (Western) ___.__ ... oo _._ : 762 26.0 [0} ’ 23
Netherlands 708 14.2 1.5 ! 19
540 25.3 4.0 15
532 23.8 .4 33
442 21.6 L9 40
374 19.0 2.0 23
361 14.0 2:1 42
297 32.1 1.8.1. 66 -

276 12.6 3.0 75
269 11.5 2.4 50
262 17.7 2.4 68
254 15.9 1.1 49
240 24,1 1.2 45
239 15.4 1.0 60
201 15.1 1.2 48
201 8.4 1.9 7
187 10.9 2.8 58
180 15.3 1.8 35
179 10.3 3.2 71
140 23.4 2.0 42
135 5.0 2.5 75

131 27.2 (O] m
128 6.0 1.6 !
122 10.2 2.8 75
101 10.3 L7 80
80 8.6 1.7 70
72 10.0 1.3 70

68 12.0 [O) . [©)
66 12.0 1.2 71
58 5.1 1.1 80
52 22 1.0 70

! Means data are not.available,

Sources: Office 'of Statistics jand’ Reports, International Cooperation Administration; and Statistical"
Office of the United Nations.

i
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APPENDIX IV

Masor DIvISIONS IN APPROPRIATIONS AND EXPENDITURES IN CURRENT
. Untrep States ForereN A PrOGRAMS v

TABLE 5.—Appropriation for foreign aid programs for fiscal years 1956 and 1957

[In millions of dollars] R

Appropriation for Appropriation for
fiscal year 1956 fiscal year 1957
Class of aid
Amount Percent Amount Percent

Military assiStanee - oo oo 1,022 38 2,018 53

Economic assistance:
Defense support. .. 999 37 1,162 - 3L
Development assistance...._. 162 6 250 T
Technical cooperation. .. 153 5 152 4
Asian development fund_.__.__ 100 4 0 o
Middle East and Africa fund 0 0 0 0
President’s contingency fund 100 4 *100 | - 3
Other. . ceeas 167 6 85 2
b7 7 Y OSSOSO 1,681 62 1,749 47
Total aid e e e 2,703 100 3,767 1000

Source: 1956 data from the mutual security program, fiscal year 1957, A Summary Presentation, April
1956; 1957 data from addendum to this same document.

TABLE 6.—Project-type versus non-project-type assistance expenditures in fiscal

year 1956 ) .

Type of assistance Amount Percentage
II:ijeCt _ty]ge a 'tf'mce 1 3 $252, 697, 000 15
onproject country programs 2 _______..___ :
Miscellaneous economie aid______ } 1,380, 097,000 85
Total economic aid. __ 1, 632, 794, 000 . 100

1 Project-type assistance is an activity deségned to attain a specific, limited, defined- objective. It is
mutually developed or agreed upon by the ICA and the cooperating country. It requires ICA technical
participation through advice or supervision in the planning and implementation of the project. ‘It is a
projeet in which the sequence of actions and the requirements can be projected in reasonable detail at the
time of development of the project plan. The implementation of the project must be initiated not later than
6 months after an agreement is signed by the ICA and the cooperating country. .

2 Non-project-type assistance consists of the grant of any form of commgdity financing whére the com-
modities, whether imported through governmental or commercial channels, are intended for general dis-
tribution or resale within the civilian economy of the coopérating country. ICA assistance and participa-
tion in the transaction is limited to financing and to subsequent end-use checking. The commodities are
not in themselves required for the physical accomplishment of a specific project. The primary purpose of
ICA financing is one or more of the following: Budgetary support, counterinflationary action, or the genera-~
tion of local currency sales proceeds.

Source: International Cooperation Administration.
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(This outline was prepared by the staff of the special committee to
serve as a guide for the Research Center in EconomicDevelopment
and Cultural Change of the University of Chicago in preparation of
its report to cover subjects of interest to the committee.)

Tae RoLe or Foreren A 1§ e DEVELOPMENT OF OTHER COUNTRIES

Purpose—This project will examine the process of economic devel-
opment in nations and its interrelationship with social and political
change. It will set forth the potentialities, limits, and dangers, if any,
of foreign aid as an inducer of change with due regard for its varying
influence at different stages of development. /¢ is designed to assist
the committee in determining. what kind of aid, in what set of circum-
stances, if any, will stimulate an economic development in other coun-
triesin.accord with the national interest of the United States.

Scope.—The study will seek to answer the following questions:

L. What is the state of economic development in the world? A brief
survey and classification of nations by stages of economic development
and in the framework of the different political ‘and social settings in
which development occurs. -+ - AN o
. I What brings.-about the economic development of nations? An
analysis of the principal factors which create a potential for develop-
ment and the catalysts which may set the process in motion. The sec-
tion will consider the influence of factors such as the following:

- .-~ A. Thefactor of resources. - : : :

B. The:factor of wants, incentives, and human capacities. ‘
- €. The factor of' population: growth: and pressures. (in terms of
resources)i . o : » SR C

D. The relation of mining, agriculture, transportation, power
development to industrial development.

Ii. The economic processes of savings and capital formation.

F. The economic prerequisites to sustained economic develop-
ment.

G. The relation of public health, education, and training to sus-
tained economic growth.

H. The nature of cultural changes prerequisite to (and accom-
panying) sustained economic growth (including changes accom-
panying industrialization and urbanization).

I. The relation of ideologies, governmental structures, and
political orientation to the process of economic development.

J. The factor of external social, political, and economic in-
fluences.

III. Why do nations undergoing economic development evolve dif-
ferently? A survey of the principal differences and similarities char-
acterizing the economic evolution of the United States, the Scandi-
navian countries, Soviet Russia, or other selected countries. An anal-
ysis of the reasons for the differences and common elements in terms
of factors considered under II above.

IV. What are the potentials of development of the present under-
developed countries? An analysis of the factors enumerated under IIT
as they apply to the principal underdeveloped countries or regions.
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V. What effect can foreign aid have in the pattern of development
of the underdeveloped areas? An analysis of the role, if any, played
by foreign aid in setting the pattern of development in the countries
mentioned in III above. 5 iscussion of the similarities and differ-
ences, if any, in the role of external assistance in the development of’
the United States (and other developed countries) as compared with
the development of the present underdeveloped areas. An analysis of
the effects of different types of assistance at different stages of de-.
velopment.

: A. The role of external assistance in the development of the-
United States and other developed countries.
B. The effects of different types of economic ‘lss1stance at dlf--
ferent stages of development, including—
1. Direct cash grants;
2. Direct commodity grants;
3. Technical ass1stance
4. Loans; '
5. Other direct forms of development assistance;
6. Indirect forms of assistance.

C. A discussion of the interrelation of the pattern of forelgn
assistance and effective development (i. e., the order and ratio of’
application of such measures as health, educatlon, and agricul--
tural -assistance and. aid in transportatlon and industrialization,.
“etc., ' which:will encourage:effective development-in-other- natlons
at different stages).

VI. Can United States aid act to produce a_pattern of total deveZ-
opment in other countries that is likely to 67:; in _accord with owr
national interest? The extent to which the findings in part V are and
ought to be applied in order to serve the objectives of the United State.,.
aid program (coordinate w1th project IT on ob]ectlves)

X





