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fundamental reassessment of United States
policy on foreign economic aid is urgently

. needed.
Opinion is divided and confused. Misconceptions abound. And

yet, there is no economic issue of greater import to the security
and well-being of the United States. The concern many indi
viduals and groups, both private and public, are manifesting
toward this question is therefore desirable and tim~ly.

CED sought to assist national thinking on the role .of Ameri
can investment in economic development abroad through a
statement released by its Research and Policy Committee in
February,1956. At the same time, the Committee directed that
further study be given to the problem of assisting economic
growth in the underdeveloped nations of the Free World.

Now, 14 months later, the Committee's work has led to the
conclusion that the United States should develop without delay
an improved, enlarged and long-term program for economic
growth in the underdeveloped areas that span most of Asia, the
Middle East, Africa and Latin America.

Many factors support the Committee's conclusion.
Two-thirds of the Free World's people live in these economi

cally underdeveloped areas. Their average production of goods
and services in 1955 amounted to only about $100-nearly 20
times less than the United States average of $2,000 per person.
And their life expectancy of 36 years is only about half t~at of
the rest of the Free World's.

The need of one billion 150 millions of people for better living
standards is being joined with an increasing desire and deter
mination to break loose from their history of grinding poverty. 3
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Per capita income figures represent national incom.e divided by populatwn.

Standard exchange rtUes used, except in South Am.erica where multipLe fules exist.
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This rising demand of the underdeveloped world is strong
enough to shape world history in either desirable or undesirable
ways because the efforts of leaders in these countries to bring
about economic progress can take the way of peaceful develop
ment and growing freedom; or they can lead, through frustra
tion, to violence, communist subversion or other forms of
regimentation.

Recent events in the Middle East have demonstrated clearly
that impoverished, unstable countries can confront vital Ameri
can interests with economic burdens and security dangers that
are real, immediate and grave.

Even before the ominous underscoring provided by the Suez
crisis, it was evident that the needs and desires of the under
developed world for economic growth touched the interests of
the people of the United States in at least three important
respects.

1. It is vital to our national security that these nations
should be stable, peaceful and independent-not neces
sarily allies, and certainly not "satellites," but inde
pendent. Deeply resented poverty and a frustrated
desire to progress are not conditions in which stability,
peace and independence can be expected to grow.

2. Economic growth in areas comprising half the globe and
where over a billion people live could not fail to enrich
world trade. and investment opportunities-including
our own.

3. As individuals and as a nation we have a traditional
humanitarian concern with the well-being of people
everywhere.

These interests require the United States to frame and carry
out a policy designed specifically to assist economic development
in the Free World.

CED would prefer to see private investment become the major



instrument for development, and in last year's statement, "Eco
nomic Development Abroad and the Role of American Foreign
Investment," made specific suggestions to encourage the flow of
private capital into underdeveloped countries. However, it is
not realistic to expect that private capital can meet the needs of
these countries until their development has proceeded beyond
the present stage. Basic but non-revenue-producing facilities,
such as roads, harbors, irrigation, are not sufficiently attractive
to private investors. Once such economic facilities are created,
private investment can then play an important and perhaps a
major role in developing manufacturing, extractive industries,
trade, and similar productive enterprises.

PAST PROGRAMS
Past foreign aid programs, big as they were, have not been
aimed at aiding the growth of the world's less developed
countries.

With but minor exceptions, their main goals were: 1. the
direct relief of distress in war-damaged areas; 2. the rehabilita
tion of· Europe under the Marshall Plan, and 3. the military
strengthening of our allies in Europe, the Middle East and Asia.

These goals· have been pursued with a large measure of suc
cess. But if economic growth in underdeveloped countries is a
major concern, the programs need to be examined more care
fully.

Of the $57 billion1 of U. S. foreign aid in the 11 years from
mid-1945 to mid-1956, $39 billion was spent for economic assist
ance and $18 billion for military help. Europe received two
thirds, or about $26 billion of the total spent for economic aid,
mainly under the Marshall Plan. A further $2.4 billion went to
another industrialized area-Japan.

lThis figure excludes about $3 billion of U. S. contributions to the capital
stock of the International Monetary Fund and International Bank for
Reconstruction and Development.

It includes grants, net. long-term credits, (loans less repayments) and net
sales of agricultural products for local currency (currency acquired by
sales, less currency expended). 7



United States Government Expenditures for Foreign Assistance
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The remaining ~)10.6 billion-less than one-fifth of the total
-went to underdeveloped countries, but nearly $3.5 billions
were for relief, mainly in areas devastated by war. This left
about $7.1 billion for aid having a high "development-assisting"
content-but nearly $3.8 of these billions were concentrated in
the seven countries with which we have large-scale military
arrangements: China (Taiwan), Greece~ Indo-China, Korea,
Pakistan, the Philippines and Turkey; having a total population
of almost 200 million.

Thus, out of the $57 billion, all the other underdeveloped
countries, containing more than one billion people, received dur
ing these 11 years approximately $3.3 billion. In other words,
almost two-thirds of the Free World's people received less than
one-eighteenth of our help.

In the most recent complete fiscal year, 1955-56, an enlarged
but still small share of our aid went to underdeveloped countries.
Although we provided grants and credits of about $5 billion in
that year, economic aid other than relief, and excluding Europe
and Japan, was only $1.3 billion. About $850 million of that
sum went to. the seven chief military-agreement countries, leav
ing $450 million for all the rest of the underdeveloped world.

These figures acquire special significance in view of the race
for economic growth that is being run between the independent
less-developed countries and the countries in the Soviet orbit,
China, in particular. This is a race the Free World cannot
afford to lose if it wants peoples in the und~rdevelopedcountries
to choose freedom rather than communism.

THE OBJECTIVE IS
GROWTH
It would be a blunder to expect economic development to be a
panacea for the underdeveloped world. And in setting our own
course, we should not be diverted by expectations that our
assistance will make all the underdeveloped countries our
friends, allies, or imitators of our society. Such results may
sometimes occur, but the guiding point of our policy should be to 9



United States Government Expenditures for Foreign Assistance
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encourage a process of economic growth sound enough to be
self-sustaining. It is to this growth, and its translation in terms
of independence and stability, that we must look for benefits to
the countries themselves, to us, and to the world at large.

And we must recognize that such growth will not occur unless
two factors are present.

First, the fundamental effort must come from the people of
tke underdeveloped areas themselves.

Outside assistance can only be the extra boost that may make
success possible. The peoples of these countries, and their leaders,
must not only desire economic growth, but they must also be
willing to devote their energy, talents and resources to it, and
to discipline their desires in favor of growth.

Second, an effective effort to help the poorer countries of the
Free World help themselves requires a long-range commitment
by the United States.

This requires the government and the people of the United
States to make and support a new, major decision of national
policy. CED's Research and Policy Committee has concluded
that economic development assistance to the underdeveloped
countries should become a major element in our long-range
efforts to make our own freedom secure, and has outlined eight
principles which it believes are among the

REQUIREMENTS OF
AN EFFECTIVE PROGRAM
1. Our program should be consistent with the fact that economic
development and economic development assistance are long-term
processes.

Until now, economic assistance by the federal government has
been regarded as something to be reconsidered annually, with a
fundamental debate each year about the wisdom of the whole
program. This process needs to be changed.

Most functions of the federal government are carried out
under "permanent" authorizing legislation (which gives Con- 11



gressional approval to the activity for an indefinite time) and
annual appropriations (by which Congress finances on a one
year basis the long-term activity it has approved). But economic
assistance operates under annual authorization as well as annual
appropriations, which keeps the continuity of the program in
constant doubt.

Our long-term dedication to the task would be made clear,
both at home and abroad, by "permanent" authorizing legisla
tion of the kind that underlies other major activities of the
government. Congress would retain annual control over amounts
to be spent and the manner in which they were to be spent.
And this would make clear, both at home and abroad, our intent
to keep the program under continuing supervision.

Other methods of assuring continuity also are possible. For
example, since much of the development activities will be carried
on through loans, Congress could establish a loan fund and
authorize the lending agency, as in the case of the Export
Import Bank, to borrow from the Treasury. The Export-Import
Bank would, in fact, be an appropriate and experienced agency

.to supervise expanded development assistance lending. Congress
reviews the activities of the Export-Import Bank annually as a
part of its budget deliberations, and this same supervision could
be provided if a special loan fund or agency were established.

Whatever procedures are adopted, it is essential they recog
nize that economic development is a long-term process. The
program must be responsive to the fact that efficient decisions
about the use of capital require reasonable ability to foresee
future availability of capital. It must encourage governments
to make long-term commitments of their energies and resources, .
particularly since the training of people and the creation of
economic institutions that must underlie successful investment
projects are time-consuming.

2. Development assistance should be extended mainly on the
basis of country-by-country, or regional, programs.

The underdeveloped world comprises a great variety of coun
tries, widely different in geography, history, culture, religion,
resources, climate, population, political and social systems and

12 degree of underdevelopment.
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A· few have an abundant natural resource, such as oil, ade
quately filling their capital needs, but they require technical
assistance in the efficient use of their capital. Most need a steady
flow of funds, applied to capital development. And to use this
capital effectively for economic growth they also need, in varying
degrees, technical assistance of many kinds. They need not only
training in agricultural and industrial skills, but also the devel
opment of managerial abilities, governmental techniques, and,
very importantly, the development of institutions such as bank
ing systems, distribution facilities and credit facilities.

This means economic development can best be approached
through programs worked out country-by-country, project-by
project, or in some cases, on a regional scale. Where countries
wanting development are incapable of drawing up their own
plans, they can be helped to do so as part of our technical
assistance.

3. In general, the Unitefl States should control the allocation
of the Economic Development Assistance it provides, although
for some purposes, multilateral agencies should be used.

A program directed toward advancing stability and inde
pendence in the free, underdeveloped world obviously involves
political as well as economic judgments. Such decisions it is
wisest for the United States to make for itself. Also, some of
the countries needing development help also receive military aid
and defense support from us, and decisions on the amount and
kind of all three kinds of aid should be made together. Such
decisions, obviously, must be kept on a bilateral basis.

There are cases, however, in which use of multilateral
arrangements would be desirable. While only a few countries
can provide capital, there are many that can contribute technical
assistance, and much of the technical assistance needed might

. be administered by such agencies as the United Nations' Food
and Agriculture Organization, the International Labor Office
and the World Health Organization.

Even in relation to capital, the administrative competence and
extensive experience of the World Bank, another UN agency,
could be used to advantage in administering assistance we have
allocated to particular countries and projects. This might be . 13
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especially helpful in assuring sensitive under~evelopedcountries
that we do not intend to subvert their independence through
administration of·our assistance.

In some cases, it would be desirable to encourage regional
groups. An outstanding example is the Middle East. Some of
the most important development projects there, such as the
Jordan River project, are of obvious multi-national interest.
The use of regional development organizations, where they can
effectively tackle their problems, would provide an opportunity
to use development assistance to promote self-reliance, reduce
international tensions, and at the same time diminish th~ em
phasis on economic nationalism which handicaps growth in much
of the underdeveloped world.

4. Our assistance, generally, should go to specific projects
that are consistent with a country's over-all development pro
gram and prospects.

Several advantages should flow from linking our help to
specific proj ects.

First, it is helpful to make the purpose of development assist
ance concrete in the form of a well-defined project. These
projects should be based on the best available estimates of costs;
the construction, production and management problems in
volved; and the distribution and use of the product envisaged.
The very process of drawing up such estimates will be an impor
tant step in development.

Second, it will be possible to judge the value of and assign

. 15
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priority to development aims only when they are converted into
terms of specific projects.

Third, the process will make clear the demands that are to be
made upon the country's capital resources, its management
abilities, its labor supply, water resources and the like.

Such "programming" will underscore in the developing coun
try the importance of realism, frugality and efficiency, and will
give us a firmer basis for estimating the amount and kinds of
assistance we should supply.

5. Loans advance the objectives of development assistance
better than grants, but some grant aid will be necessary.

The generation of a greater sense of self-reliance, of the need
for prudent use of scarce resources, and of management abilities
is vital to effective development assistance. The businesslike
use of loans tends to encourage the development of attitudes,
skills and institutions necessary to the evolution of dependent
economies into self-managing and self-sustaining economies.

Resources for loan repayments in the currency of the lender,
particularly in dollars, will be severely limited over considerable
periods in some cases. In these instances, loans repayable in the
currency of the borrower should be made. Payments on these
loans could be reinvested, as a part of a revolving development
fund.

The tax system in at least some underdeveloped countries may
not be adequate even to raise local currency, without inflation,
to repay development loans. In such cases, while an effective
tax system is being developed, U. S. grants should be considered
for temporary technical assistance and for the building of basic
facilities that do not yield revenue directly, such as harbors and
roads.

6. The United States should encourage and assist the under
developed countries in meeting their need for enterprises and
management that can use capital and labor effectively.

An economic system is not a vending machine into which
capital and labor can be inserted and from which efficient pro
duction will then automatically flow. The resources must be
combined, managed and used. Decisions' about the use of



resou"rces must be made-thousands of decisions even in a
relatively simple economy.

These decisions require business managers and business enter
prises. The enterprises must be so organized that their man
agers have substantial freedom to make decisions, to take risks.
There must be maximum independence and decentralization,
and a minimum of bureaucracy, red-tape and detailed prescrip
tion from higher authority. There must be opportunity for
people with talent and drive to form enterprises, for successful
enterprises to grow and for unsuccessful enterprises to shrink.

Many of the countries that are most eager to achieve economic
advance have failed to understand the importance to economic
growth of developing managers and a broad range of enter
prises. Anxious as they are to borrow Western technology, they
have not recognized the vital role of enterprises and enterprisers
in the success of Western economies. And the attempt to launch
the process of economic development at the initiative of govern
ment often does not encourage the emergence of decentralized,
independent enterprises or provide incentives and freedom for
business managers.

The U. S. can provide assistance that will accelerate the
emergence of the institutions and people that will make growth
possible.

"CED does not recommend preaching the merits of American
capitalism as a part of a development program. We believe our
system makes its own best arguments in action. We should not
urge others to copy us, but urge them to strive, by means con
genial to their own cultures, to develop independent enterprises
and capable, energetic managers.

We advocate this course because we believe that basic Ameri
can concepts such as freedom of enterprise, the value of compe
tition, the right of labor to organize and bargain, and the right
to private ownership of property will flourish where given a
chance to take root.

The most effective way to encourage economic democracy will
be through example, experience, contact and training. Our
assistance programs should include provision for training pro
spective business managers in this country, both in schools of 17
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business and in businesses. Better still, we should assist in
training business managers in the underdeveloped countries. We
should be prepared to train foreign teachers of business ad
ministration in this country, and to provide personnel to assist
in establishing business administration schools abroad.

If we are to help the underdeveloped countries effectively we
must understand them better and be better able to communicate
with them. This has obvious implications for our own educa
tional system. Our schools and colleges need to devote much
more effort to teaching the history, cultures and languages of
the underdeveloped countries, especially of the East.

The U. S. government should utilize private businesses, includ
ing private management consultants, operating on contract, to
fulfill U. S. commitments in the cooperative effort at develop
ment. This will not only be an efficient use ofU. S. funds; it
will also have the important by-product of increasing the con
tacts of enterprise in developing countries with U. S. enterprise.

7. Our assistance agreements should not be encumbered with
guarantees of mutual defense or friendship.

If development assistance, is to make its full contribution to
our security by advancing material well-being, political stability
and independence in the underdeveloped world, the program
must be acceptable on its own merits. Attaching defense arrange
ments and friendship guarantees to development assistance
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agreements brings our motives into· doubt and impairs the
effectiveness of the program.

We need to keep attention focused on those conditions which
are properly a part of such agreements: that decisions about
where to give aid, how much and when must be ruled by our
national interests; and that United States officials have the
right to determine whether or not our aid is being used pro
ductively.

8. The United States can, and should, use its agricultural
surpluses effectively in promoting economic growth in the
underdeveloped countries.

Although agricultural surpluses of food and fibers are con
sumer goods, they can serve as capital and become a major
factor in helping the poorer nations solve their growth problems.

Whether agricultural supplies in a developing country are
sufficient or deficient, our surplus stocks can allow that country
to use less of its resources or foreign exchange on agriculture
and devote more resources, chiefly labor, ·to building the roads,
harbors, communications, and factories it must have if it is to
become an expanding economy. In either case, the surpluses
can release resources and put them to work increasing capital.

We should not relax the effort to devise a domestic agricul
tural policy that will terminate the persistent generation of
surpluses. And we should not, of course, press on a country
agricultural surpluses for which it has no good use. But expe
rience already gained shows that agricultural surpluses can be
used to genuine and even greater advantage in aiding develop
ment programs.

THE COST OF THE PROGRAM

The amount that can be invested productively in effecting a
permanent increase in productive capacity at this stage in
underdeveloped countries is strictly limited.

In many countries the ability of either private enterprise or
government to plan the productive use of capital is small. Man- 19



agerial talent and skilled labor to use capital is scarce. Trans
portation, power and materials to go with the capital are lacking.

As development proceeds, the ability of underdeveloped coun
tries to use capital effectively for further economic growth will
increase. At the same time, the ability to generate internal
capital will also grow. But internal capital resources are likely,
at first, to grow less rapidly than the increasing capacity of
developing countries to use new funds. This means that the
amount of foreign capital that can be productively absorbed
into a growing economy will rise even while its own capital
resources are expanding. This need not mean, however; that the
amount of external government capital need rise accordingly.

A dependable flow of government capital into basic develop
ment projects, plus technical assistance that increases the ability
of underdeveloped countries to manage capital and business,
should be a stimulus and assurance to the flow of private capital,
making it possible to obtain an increasing part of the rising de
mand for new capital from private sources. And if the process
is successful, the developing country should reach a point at
which it can depend wholly for its continued growth upon its
own savings and foreign private investment.

The costs are therefore difficult to estimate in advance. They
will only be definitely learned as we go through the process of
programming.

It is unlikely that programs meeting the tests of feasibility
and value could be developed during the first five years that
would involve an outlay of more than 5 billion dollars. If
definite proposals of this magnitude can be formulated, CED's
Research and Policy Committee believes such a sum would be
not only a desirable but a necessary investment in our national
security and in our economic and humanitarian interests.

Use of agricultural surpluses owned by the U. S. government
would mean that actual cash outlays would be considerably less
than the total dollar -value of the program. Also, every effort
should be made to obtain the cooperation of other countries in
providing at least part of the capital needed by the underdevel-
oped countries.

20 A program for additional economic aid expenditures averag-



;ing $1 billion a year would bring our total economic assistance
to underdeveloped countries to some $214 billions a year. This
additional billion would be less than 11/2 % of our present federal
budget. It is 14 of 1% of our national production.

There is an urgent need for economy in federal expenditures
to prevent inflation and permit important tax reductions and
reforms. But the essence of economy is to distinguish between
the vital and the merely desirable, and there are few federal
functions more vital to our national interests than that of
advancing economic development abroad.

In its study of this important national issue, CED's Research
and Policy Committee summarizes its views in this statement of

CONCLUSIONS:
1. Success in economic development can be promoted in

the underdeveloped world by United States capital and
technical assistance applied where dedicated efforts
at self-help are made.

2. Where success in economic development occurs, the
prospects for stability and independence will be made
more favorable in a large area of the world now
dangerously unstable and unsure of its future.

3. The United States national interest would be served
by growing stability and independence of the now
underdeveloped countries.

4. The United States should consequently undertake an
improved, enlarged and long-term program of Eco
nomic Development Assistance to free countries.

5. The Committee recommends the use of Economic
Development Assistance as an instrument of national
policy. This means that the direction, amount and
timing of assistance should be governed by the test
of our long-run national interest. 21
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The Background of
CED Statements on

National Policy

The Statement on National Policy, on which this article is based,
represents the views of the members of the Research and Policy
Committee of the Committee for Economic Development and of
the Subcommittee responsible for drafting it."

The Research and Policy Committee is directed by CED's by-
laws to:

"Initiate studies into the principles of business policy
and of public policy which will foster the full contribu
tion by industry and commerce to the attainment and
maintenance of high and secure standards of living for
people in all walks of life through maximum employ
ment and high productivity in the domestic economy."

The by-laws emphasize that:

"All research iS,to be thoroughly objective in character,
and the approach in each instance is to be from the
standpoint of the general welfare and not from that of
any special political or economic group."

The Research and Policy Committee is compos"ed of 39
Trustees from among the 150 businessmen and educators who



Alfred C. Neal
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comprise the Committee for Economic Development. It is aided
by. a Research Advisory Board of leading economists, a small
permanent Research Staff, and by advisers chosen for their
competence in the field being considered.

Each Policy Statement is preceded by discussions, meetings,
and exchanges of memoranda, often stretching over many
months. The research is undertaken by a subcommittee, with its
advisers, and the full Research and Policy Committee partici
pates in the drafting of findings and recommendations.

Except for the members of the Research and Policy Committee
and the responsible subcommittee, the recommendations pre
sented herein are not necessarily endorsed by other Trustees or
by the advisers, contributors, staff members or others associated
with CED.

The Research and Policy Committee offers these Policy State
ments as an aid to clearer understanding of the steps to be taken
in achieving sustained growth of the American economy. The
Committee is not attempting to pass on any pending specific
legislative proposals; its purpose is to urge careful consideration
of the objectives set forth in the Statement and of the best means
of accomplishing those objectives. 25
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ABOUT:
The Committee for Economic Development

The Committee for Economic Development is composed of
150 leading businessmen and educators.

They believe CED's record of the past 15 years demonstrates
that "men of practice and men of theory," working together, can

Conduct obj ective economic research
Support and promote economic education, and

. Formulate and publish recommendations on major economic
problems that will contribute to

Growth and stability in the American economy
Higher living standards and increasing opportunities for

all Americans, and to
Strengthening the institutions and the concepts essential
to progress in a free society.

CED's work is supported by voluntary contributions from
business and industry. It is non-profit, non-partisan and non
political.

. The Trustees, who generally are Presidents or Board Chair
men of corporations and Presidents of universities, are chosen
for their individual capacities rather than as representatives of
any particular interests. They unite scholarship with business
judgment and experience in analyzing the issues and developing
recommendations to resolve the economic problems that con
stantly arise in a dynamic anddemocratfc society.

Through this business-academic partnership, CED endeavors
to develop policy statements and other research products that
commend themselves as guides to public and business policy;
for use as texts in college economic and political science courses 27



and in management training co~rses ;'for: consideration and dis
cussion by newspaper and magazine"editors, columnists and
commentators, and for distribution abroad to promote better
understanding of the American economic system.·

CED believes that by enabling businessmen to demonstrate
constructively their concern for the general welfare, it is helping
business to earn and maintain the national and community
respect essential to the 'successful functioning of the free enter
prise capitalist system.
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For copies of the Statement on National Policy on which

the foregoing article is based, or for further information
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