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---\ - -. 
The President's Task Force on 
Foreiep Eco&c Assistance 

On Bkrch 31, the Preslaent eateblished a Task Force on Foreign 
Econolnic Assistance t o  work out the program, legislation a d  or- 
gknization best ada3ted to the new concepts which were se t  forth 
in his Messsge to Congress of March 22, 1961. The President 
appointed Henry F!. Labouisse as Oirector of the Task Force. 

In order to bring fresh points of view t o  what the PresFdent 
described as an effort  to  shif t  the foreign aid propam "to a 
MIUpd ecoxmmical basis ," he iEmited the participation in  the 
%k Force of several gtwups of distinguished private citizens 
vi th  varied experience i n  relation t o  uderdevelopea countries. 
These groups worked t o e t h e r  with Govenu~len% officials who have 
elso given the major of the* tim3 to the work of the Task 
Force, not as representatives of any Federal Agency, but as 
iadiviauals with specM knovledge an& experience in foreign 
sffairs 4 econoxLc assistance programs. 

The three major Task Force groups established by Mr. Labouisse 
sre as follok-s: 

The Croup on Legislation and Cowressional Presentation, of which 
Theodore Tannenvald, Jr., an attorney of New York City and 
formerly Assistant Director, Office of the Director for Mutual 
Security, is Chairmar?. 

The 0 on Promam Dwelapment, of -&h Franlr H. Coffin, 
bbaging Director af the Ikvelap~nt Loan Aud, is t3hlman. 

Mr.  John 0. Bell ,  Deputy Coordinator for  Foreign Assistance, 
Sta te  DepartEnt, is Deputy to Mr. Iabcmisse ae Director of tbe 
Task Force. 

Professor Max HiYUan, Director of the Center of Inter&ional 
Studies at the Wsachusetts Institute of Technology, is Chairman 
of one panel of private consultants. 

A secod panel of private citizens composed of outstieding 
b u s i n e s s ~ n  sdl members of the banking commity is headed by 
Henry Alexanaer, chahmn of the Wgan Quaranty Rvst b n p a q  
of IOew York. 

The new fore1 gn aid program which is described in th i s  YO~UE, 
a d  the le&islation which is being submitted to mlement the ney 
program, represents the work of the President's Task Force on 
Foreign Economic Assistance. In the preparation' of the program, 
the Task Force hss drawn heavfly on the accumulated experience of 
t h i s  camtry in administering fareign economic dd aver tb past 
two decades. 

The Group on Organization and Administration, of which 
George Cant, Director, South & Southeast Asia Program, 
Ford Foundation, i s  Chairman. 

BEST AWLABLE DOCUMENT 



A NEW PROGRAM WITH NEW CONCEPTS 

A Unified Administration To Stimulate and Respond to Sound Country Programs 
- Tying together existing aid units 
- Centralizing programming 
- Clarifying responsibility 
- Attracting professional personnel of high quality 

With a Flexible Set of Tools 
LONG-TERM LOANS repayable in dollars 
SUPPORTING ASSISTANCE for  strategic purposes 
DEVELOPMENT GRANTS chiefly for  education 

and human =esources 
FOODFORPEACE 
PEOPLE: Administrators, advisors, Peace Corps 

And Long Term Availability 
- Through 5-year borrowing authority for  loans 
- Grants available beyond end of fiscal year 
- Recognizing that the next few years  can be 

critical for  the Frec  World 

- Ry nations willing to  budget their resources for  
growth and to take necessary measures of social, 
fiscal, and governmental reform. 

Using Systematic Research 
- To improve the effectiveness of our  assistance efforts 

Drawing on the Financial and Management Assets 
of Private Enterprise, through 

- Broader guaranties and 
- Investment surveys 

Mobilizing Free World Aid Sources 
- Coordinating multilateral programs 
- Increasing amounts of aid 
- Lengthening commitments 
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FY 1962 REQUEST AND PROGRAM 

FY 1962 PROGRAM ' 

Investment Development 
Surveys $ Research $ 2 0  

Total $ Z , W  1 million 
*~xcludes Peace Corps, Refugee ond Migrotion Programs, ond State 

Administrative Expenses 

Total $2,92 1 milliont 
A 

T Difference between FY 1962 Request and FY  1962 Progrorn : 

Loon Repayments. ........................ $287 million 
Unobligoted Bolonces Carried Forword ... $ 43 million 

Total ...... $330 million 

NOT& An oddition01 $16 billkn in borrowing oulhority is requested h r  a c h  of the four succeeding fiscal years for Development Loans. 



Punct ion 

Development Iroans 

Development Grsnts 
Continuing Costs 
Illustrative lYar Projects 
Excess hperty Pool 

Research 
Investment Surveys 
Supporting Assistance 
Volmtsry Contributions to 
Multilateral Organizations 
Contingency' Fund 

Proposed Program and Appropriation Request for FY 1962 
(In millions of dollars) 

Program 

1187.00 

Proposed Financing 
New Obligational Authority Unobligated Balances 

Dwelopnent bans 

Other Programs 

d errowing authority. An additional 1.6 billion dollars in borrowing authority is.requested for each of the f o w  
succeeding fiscal years. 

Loan Repayments. 

4 Appmsiation Request. Excludes following programs: Peace Corps - 40.00; ICQl - 6.00 plvs 1.00 mobligated bnlmce; 
Escapee Program - 3-30; IJIWCR - 1.20; OECD - 1.20; Administrative fi'pense (state) - 7.80: Total $59.50. 

Revised June 6, 1961 



ECONOMIC ASSISTANCE APPROPRIATIONS 

FY 1961 APPROPRIATION FY 1962 REQUEST* 

\ Development 
~ e s e a r c h - $ 2 0  

Total $2,063 million Total $2,591 million 
4 Includes $50 million transfer from Military Assistance Funds. 

Some portion of this amount may not beused for economic programs but returned 
to the Dept. of Defense for prior i ty needs. Excludes $3 million transferred to 
Administrative Expenses. 

b Excludes opprcpriotionr for migrants, refugees ond escapees-$11.4 million. 
9 Excludes State Dept. Administrative Expmces-$7.4 million. 

* rn In oddition, i t  is requested that loon repayments (eslimoted ot 
$287 million be mode avo~loble for Development Loons. 

Gcludes Peace Corps, Refupee and Migration Programs, 
and State Administrotive Expenses. 

NOTE: An odditionol $1.6 billion in borrowing authority is requested for 
eoch of the four succeeding fiscol yeors for Development Loons. 



EVOLUTION OF U.S. ECONOMIC AID PROGRAMS 
PROGRAM PERIOD 

THE WAR YEARS 1941 - 1945 Aid to our Allies in the Common Struggle 
Lend - Lease 

POST - WAR -RELIEF 1946 - 1948 Emergency Food, Shelter, Clothing ; 
UNRRA, Civilian Supplies First Recovery Steps 
British Loan, etc. 

MARSHALL PLAN 1948- 1951 Restoration of Industrial and Agricultural 
European Recovery Program Production in Europe 

"POINT I V *  
Technical Assistance 

Transfer of Technical Skills and Knowledge 
to Underdeveloped Countries 

DEFENSE SUPPORT 
Korean War, Indo -China, 
The Global Cold War 

Assistance to Countries with Heavy Defense 
Burdens, or to those making Specific 
Contributions to the Common Defense 

START OF DEVELOPMENT 1958- 1961 Loans for Projects in the Less Developed 
LOANS Economies 

Development Loan Fund 

THE DECADE OF 1962 - Support to Country Social and Economic 
WVELOPR#ENT Development Efforts 



The President has proposed that we embark on a new and vital 
creative effort in the field af international cooperation. He has 
designated this effort "A Program for the Decade of Deve1opment.n 
The situatizi ln the world today demands initiative and vision on 
our part, aimed at meeting needs and circumstances which have 
drastically changed over the years. This situation calls for a 
plan af action which differs significantly in approach and method 
fran our aesistance programs of the past. 

A. The Evolution of U.S. Foreim Aid Promams 

We are entering a new phase in a process begun with Lend- 
Leasa during the Second World War, Since 1941, the U.S. has con- 
sistentlyused its great economic power to maintain and to uiden 
fhe areas of natioilal independence and of political freedom in the 
world. Uhile the war demanded great sacrifices from our =%ion, 
ue were nevertheless fortunate enough to emerge from it with a 
mare productive economic machine than we possessed at ths time of 
Pearl Earbor. We soon began to use our increased economic strength 
to help nations which had been less fortunate - both our war-time 
allies and our former adversaries. At the time, a near econdc 
collapse in Europe liberated from the Nazi dmination threatened 
the fundamental purposes for which the war was fought an6 won; and 
the task of r_t?c-owtruction had to be pursudunder the new and 
menachg danger of Soviet Ccmuuunist expan9im. 

Through thz Greek-Turkish Aid Act and the European Recovery 
Program, the United States acted decisively to help seventeen free 
camtries whose stability and capacity for recovery and progress 
were imperiled. Our massive economic assistance did attain its 
objectives. The Greek-Turkish Aid Program and the Marshall Plan 
were succeeses. American aid and the work and industry of the 
European nations have made the recovery of Europe a reality, and 
the North Atlantic LLlliance became the instrument of our camnon 
defense. 

With the Point IV Program, incorporated in the Act for Inter- 
national Development passed 5 ~ ~ 1 9 5 0 ~  the United States enunciated 
for the first time its intention to assist in the economic growth 
of the less developed countries of the free ~rorld. But in sever- 
al sensitive areas, econmic assistance alone was not enough. 
mbg and after the war in Korea, we brought our resources to 
bear in programs ?-" defense support and military assistance to 
protect those friendly nations which L-ere directly threatened by 
Cnmmnlnist aggression or infiltration. 

Since the mid 19501s, we have been increasing our econdc and 
technical assistance to the less developed areas. In 1957 the de- 
velopment Loan Pund was established to supplement technical as- 
sistance by fhxmcing development projects and programs on generous 
terms of repayment. During these years also, we have been learn- 
ing to use our surplus food and fibers as a creative tool of for- 
eign pollcy. 

Our aid programs, based on these conceptions, have for the 
most part been of great value. It is a fact, however, that in 
several important instances they have not produced the hoped for 
effects. To discontime them, as has been advocated from time to 
time, would without any doubt have provoked political and economic 
tragedies which would have cost our country many times more than 
the programs themselves. Yet, the implementation of the progrem 
has often resulted in waste. Cur way of giving aid - some of the 
policies governing our programs, the increasingly heavjr machinery 
of the responsible agencies, i-22 complexities of our legislation - - were certainly to blame. So was the way in which US aid was re- 
ceived and used. We have learned that granting aid to temporarily 
disabled industrial countries, and granting aid to nations which, 
in sane cases, still have to acquire the very tools &nd the insti- 
tutions which make a modern society, are very different problems 
which require different solutions. The time has came for the 
United States to face candidlythe lessons of its failures and suc- 
cesses and to take full advantage of that experience. 

B. The Needs of Less Developed Countries 

One of the most critical circumstances of today is that the 
underprivileged masses in less developed areas of the free world 
have a passionate aspiration toward economic, social and political 

/change. The desire for modernization and industrialization is ac- 
tive and intense 8mciig the nations of Africa, Latin America, the 
Middle East and isia,-whether very old or very new. This i&e- 
sistible trend toward a better life and toward progress is 
understood in the C d s t  bloc: purposeflrl Communist programs 
are under way to expolit the instabilities of the transitional 
period and to bring the less developed countries into the Commu- 
nist orbit. 

We can expect, therefore, that the d ~ a d e  of the sixties b r i l l  -'- 

be a period of continuing crises, characterized by massive social 
and econdc transformation and acute political instability in 
areas covering half of the globe. We c m  also expect that it will 
be a decade of decision, and that the course of events during this 
period will determine whether .-,st of the peoples in the emerging 
areas will live in open or closed societies. 
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: The controUing fact is that the need of the underdeveloped 
world for investanent capital (and for other resources as well) can 
be met in only Cvo ways: by extraordinary external aid or by 
forced savings. These alternatives are inescapable. The first al- 
ternative leaves the way open for the evolution of a free society. 
The second requires a totalitarian political system. 

Faced with these alternatives, the only acceptable course for 
industrialized nations of the free world is to provide external aid 
to the underdeveloped world and thereby to help turn a decade of 
crisis into a decade of development - of growth within a free so- 
ciety, of parallel progress in economic, social and political life. 
Obviously, the U.S. cannot alone provide the resources for the job. 
The unavoidable challenge is that the 3.3. can provide the margin 
between success and failure. 

In his inaugural eddress, President Kennedy has stressed one 
more reason - the most honorable of all - why the less developed 
nations should receive the help of the United States: 

nTo those peoples in the huts and villages of half 
the globe struggling to break the bonds of mass misery, 
we pledge our best efforts to help them help themselves, 
for whatever period is required - not because the Cam- 
munists maybe doing it, not because we seek their votes, 
but because it is right. If a free society cannot help . 
tie many who are poor, it cannot save the feu who are rich." 

C. The Premises of the International Development Promam 

The International Development bogran which is being submitted 
to the Congress this year is aimed at uhelping peoples to help 
themselvesn and is based on the following major premises: 

BY ~rovidin~ long-term support for development plans created 
by the less-developed nations themselves. the U.S. can, during the 
decade of the sixbies. help decisively a large number of these na- 
tions on the road to economic erovth. In order to accomplish this, / we nust shift as rapidly as possible frcm short-term aid desimed "-- ~ 

to stave off sudden- coflapse- to long-term assistance designed to 
produce basic and significant development. CoEaboration on long- 
ten development programs requires &ti-year planning by the de- 
veloping nations, and also requires a multi-year commitment of U.S. 
assistence. The new pr3gram calls for both. 

'r!e can expect that, dm* the decade of the sixties. the   rob- 

" lem of development assistance will be recomized as a collective 
responsibility by the industrialized cations of the free world. 

For a full generation, the U.S. has reccgnized its obligations to 
use its economic resources in the struggle for freedom and prog- 
ress. This obligation is now being assumed by more and more coun- 
tries. The Development Assistance Camittee (DAC) was recently 
established to provide an instrument for the coordirstion of as- 
sistance programs and the sharing of the effort among a mnnber of , 
contributing countries. 

The effectiveness of any country develoment promam depends in the 
last analysis upon that cauntrs1s acceptance and fulfillment of i b  
own responsibilities. The fostering and growth of the public and 
private institutions necessary to carry out development prop-, 
the mobilization of dmestic resources, and the enlistment of the 
energy and devotion of the people themselves can only take place 
as a country recognizes the central importance of a desire and wil- 
lingness to undertake the essential measures of self-help. Appro- 
priate and feasible measures will vary from one country to another, 
but continued progress in any country will no'. be assured until it 
faces up to this underlying necessity. The new U.S. program is 
designed to encourage end to promote this realization and this 
effort. 

If a promam for economic and social develoment is to succeed, 
the eovernment of the recipient cauntrv and the U.S. fzovernment z?.., 
must broaden their joint efforts to take into account all of the 
factors which contribute to mouth, not 1imiti.m themselves. as 
has happened in the past, to an isolated far of these factors. 
External capital and technical assistance are indispensable, but 
so is the survey and mobilization of available resources in the 
developing countries and the formulation of long-term country 
plans. So is the establishnent of s v d  public administrations; 
the creation and modernization of a wide range of private institu- 
tions; the establishment of skilled labor forces and managerial 
corps; the creation of necessary attitudes, motives and interests; 
and the creation in the entire population of a sense of participa- 
tion in the benefits of growth. 

We are dealing with an enormously cmplex process of transforma- 
tion from static to dynamic economies, from traditional to pro- 
gressive societies, from ancient to modern concepts. This is a 
process which we are only beginning to understand, but it manFfesti 
ly requires a mixture of loans, grants, technical assistance, cm- 
modities, domestic reforms and other techniques, all applied on 
a flexible and sometimes experimental basis to meet the priority 
needs of different nations in different stages of development. 

Our DrOm€nU of economic and social rzrowth in the sixties should 
permit each nation to develop in its own b e .  Just as dfversity 



of individuals and institutions is the essence of an open society, 
so is diversity of societies the essence of an open world. There 
is room in a free wcrld for  a *de range of economic., social, pol- 
i t i c a l  and institutional forms stemming from different cllltural 
backgrounds. It is a matter for  each nation t o  determine which 
forms it w i l l  choose. 

By systematic research. we can, &.rim the decade of the sixties, 
acsuire valuable new sk i l l s  in prmotine the process of develo- 

,. meni;. The International Development Program cal ls  for a modest , 
./ 

. . begmnmg on a research program t o  increase our knowledge about 
the teclmiques of development and about the reasons for successes 
and failures. It i s  a striking fact  that, while the United States 
has e-ed in assistance programs of various types for  over two 
decades, no systematic analysis of this type has been made on such 
problems as, for  example, the impact of certain technological de- 
velopnents on the economies of nations, or the t rander  of tech- 
nology from one societ;- t o  another. Research can bring forth a 
vide range of new tools for promoting the process of development. 
It is conceivable that such a program wil l  produce discoveries of 
great value; it is almost inconceivable that it w i l l  not quickly 
pay its way. 

By perseverance i n  our lo=-rwe suuuort propram for  countries 
r e a u e s t k  assistance, we can. durine the decade of the sixties, 
expect t o  see a s i d i c a n t  number of recipient nations become 
capable of continuiw their  mouth aut of their awn resuurces and 
from normal caamnercial borrowing. The process of foreign aid 
should not be endless. In same cases its end can already be 
foreseen. By the close of the decade, a number of the major na- 
tions of Latin America should have achieved self-sustaining 
growth, and the massive reqxbements of India and Pakistan should 
have been greatly reduced. As nearly as  can be calculated, the 
sixties w i l l  be the decade of peak requirements for  external as- 
sistance t o  the less  developed areas of the free world. 

These are the ideas which underlie the program suk i t t ed  by the 
Executive Branch t o  meet the central issue of the 1960s; whether 
the nations of the underdeveloped world w i l l  go forward with open 
or closed societies. The program is based on the pofound belief 
that we have it within our power to help determine the course of 
events and that on the success of this great task, based on human 
justice, depend t o  a decisive extent the security of our country 
and the peace of th9 world. 



ibt capital is indispensable to economic developmefit is so 
basic tka t  it sanetines leads to neglect of other factors. 
Modernization of agrtculture and industry cannot get very far 
w i t h o u t  investznent in vater, transport, cammmications and power. 
But capital is only one of the needs of an underdeveloped coun- 
'q. The experience of the past decade has shown that many 
other 'things are needed ES w e l l ,  

First ,  e country must acquire knouledpe of i t s  resources, if 
it is exploit its minerals, raise the yield of i t s  farms, 
increase the output of its workers and launch new industries, 

Sewnd, it nust make a massive effort  to h m e  the aualitg 
of its labor force and its manageria2 manwwer, by basic educe- 
tion, vocational schools and professional training as well as 
by inprovanent in nutrition and health. 

'I'third, neu or~anisations and institutions are needed to promote 
p r o b t i o n  and trade. These include an educational system, a 
banking and financial system, msrkets for  commodities and labor, 
modernized governmental institutions and organizations to  manage 
and impme such sectors of the econonrg as agriculture, trans- 
port, power, irrigation, industrg and semices. 

Finally, a large number of new ideas must be acquired and 
accepted - ideas about hou t o  make things, how to grow food 
more efficiently, how to improve the quality of human resources 
and institutions, how t o  exploit physical, vocational, and 
cumatic enaoments. 

I n  every case, the range of the developnental needs must be 
de*uernioed. In addition, the scope of the required transforma- 
tion must be recognized. We must ranember that in many parts 
of the underdeveloped ~ r l d  ue are dealing with societies and 
economies which have rAnnined unchanged for  hundreds or men 
for  thousands of years. I f  these societies and economies are 
suddenly to become m a n i c  and progressive, there must be 
radical changes in the attitudes, motives and interests, and 
h sone cases i n  the innermost values, of great masses of people. 

B. Identifving the Priorit ies in Different Countries 

b l h i l e  virtually a l l  of the mderdeveloped countries need help 
from outside in the form of things, pmpie, and ideas, to 
produce all of these changes, the priorit ies as to what is most 
needed vary enormously from cormtry to country and within a 
country frcnn one period of t h e  to the next. 

Certain sepences of need through which countfie6 are likely t o  
go ss they progress fram the ear l ier  to the Lster stages of 
developent can be recognized. For countries in the early 
stages, with largely i l l i t e r a t e  populations and primitive public 
services, the priority needs are l ikely t o  be education and 
human resource developnent and the provision of the basic 
f ac i l i t i e s  for transport, communication, water and health which 
are reqyired t o  enable a country to absorb capital, industrial 
machinery, and complex technology. As countries move forward 
and as incanes r i se  the need for a d d i t i d  food is  likely t o  
be crit ical.  As they reach the la te r  stages of the grocrth 
process, top priority for  extsrnel assistance is likely to  shift, 
as in India, t o  capital goods, raw materials and the needs of 
an industrial economy. 

Nwertheless, the pattern of priorit ies fo r  auy given country 
a t  any given time is probably unique. Since almost any kind of 
assistance can be used in a q ~  underdmoloped cormtry, and since 
the resources of the developed world to supply such assistance 
are limited, it is extremely important that the country i t se l f ,  
as well as those assisting it, form a t  each stage of the process 
a clear judgment as to what are the most c r i t i ca l  bottlenecks 
to economic and social development and therefore whet kinds of 
essistance deserve priority. 

C. Promoting Derelopnent Budget- and Prograrmniw 

1. The Need for  Priority .Ibinking 

Our attempts t o  stimulate econcapic developnent in the past have 
suffered from the piecemeal approach. While responsibility for  
t h i s  weakness has been primarily that of the receidng countries, 
this weakness has been condoned i f  not fostered by our o m  



project-by-project approach to foreign assistance. A s  a result  
of this approach, we have neither persuaded the recipient coun- 
t r i e s  thmmlves to undertake development progrslmaing as a 
whole =or provided assistance to than in c a .  out such pro- 
grwnminp* 

The purpose of prograimnjng is to make real is t ic  assessments of 
needs and capabilities, to establish priorities, and to insure 
a proper balance of the varying kinds of goods and services 
which are required a t  vaqcing stages of developent. P lamhg 
of this kind is a necessary and accepted Rmction i n  we- 
modern society. It is an everg-dey part of our l ives in the 
United States. In  the public sector such planning, in the sense 
of a systematic examination of the pattern of public expendi- 
tures, of their relative priorities, of their inter-relations, 
and of their impacts on the economy as a whole, i s  undertaken 
-by the Eureau of the Budget. In  the private sector, every 
large corporation has its plambg uni t  M c h  attempts to think 
imeginatively and systematically about the t o t a l  problem 
facing the crrporation over a future period. 
2. The Variations in Pmgrmdng Quality 

Ih most of the less  developed countries, however, such pro- 
g-J is a t  best inadequate and a t  worst nm-existent. Only a 
very feu of the more advanced ones, such as India and Pakistan, 
have depeloped systematic techniques of progrsmoling. 

Others have so-called developnent plans, but some of these are 
l i t t l e  more than lists of projects collected from various 
ministries while others are stakmemts of goals without analysis 
of the actions required to attain then. Only rarely is atten- 
tion given to accurate promess reports and evaluation. 

3. :+%at the 3.S. C e n  Do 
Nei'her growth nor a developnent program can be imposed on a 
country; it must express the nation's own w i l l  and goal. Never- 
theless, we can &minister an aid program in such a manner as 

pronote the developnmt of responsible programming. 

'~'~Ius, we can encourage responsibilitq bg. establishing as condi- 
tions fo r  assistance on a substantial and sustained scale the 
definition of objectives and the assessment of costs. 

Second, we can nake assistance fo r  particular projects condi- 
tional on the consistency of such projects with the program. 

Third, we can offer tecb-nical help in the foxmilation of pro- 
grams for  depelopmt which are adapted to the c m t r y ' s  objec- 
t ives and resources. This includes assistance in assembling 
the basic econanic, financial, technological, and educational 
information on which pro-  depend^; assistance ;in survey- 
ing the needs and seqximments over time of brosd sectors of the 
economy, such as transport, agriculture, colrmrunication, inaustry 
and power; assistance in designing tne financjal mechanisms d 
the economy in w q s  that w i l l  p m o t e  growth without inflation; 
a d  assistance in administrative practices trhich w i l l  make 
possible the more effective review and implcmontation of pro- 
p e n s  once established. 

4. The Need for  Capmnon Sense in Am- Conditions 

The application of conditions in  the allocation of aid Aznds 
cannot, of course, be mechanical. It must be recognized that 
countries a t  different stages of developnent have very different 
capabilities of meeting such conditions. To ins i s t  on a level 
of performance in prograrumjng and budgeting completely beyond 
the capabilities of the recipient country would result  in the 
frustration of the basic objective of our dmelopent assistance- 
to encourage more rapidgrowth. 

In  the more primitive areas, where the capacity t o  absorb and 
u t i l i ze  external assistance is limited, m e  activities may be 
of such obvious priority that we may decide to support then 
before a w e l l  worked out program is available. Illhue, we might 
provide limited assistance in such fields as education, essen- 
tial transport, caamnunications, and agricultural improvement 
despite the absence of acceptable country programs. In such 
a case, homer ,  we would encourage the recipient country to 
get on with its programming task, supply it with substantial 
technical assistance in performing that task and make it plain 
that an expansion or even a continuation of our assistance to 
the country1s dwelopuent was conditional upon p r o ~ ~ ~ g  
progress being made. 

A t  the other end of the spec tm,  where the more advanced 
countries can be relied upon t o  make well thought through 
decisions as to project priorit ies uithin a consistent program, 
we should be prepared to  depart substantially from detailed 
project approval as the basis for  granting assistance and t o  
move tavsrd long-tern support, in cooperation with other 



developed countries, of the essential foreign exchange require- 
ments of the country's developent program. 

D. h c o u r a ~ ~  Self H e l ~  
1. The ?.easons for Stressk@ Self Eel0 

A systematic approach to development budgeting and p r o g r a d g  
is one inportant kind of self help. There are mauy others. 
It is vi ta l ly  important that the new U.S. aid program should 
encourage all of then, since the main thrust for  developent 
m u s t  come f r o m  the less  developed countries thanselves. .ZX- 
ternal aid can only be m a r g i n a l ,  although the margin, as i n  
the case of the Harshdl Plan, can be decisive. Werna l  aid 
can be effective only if it is a complanent t~ self help. 
U.S. aid therefore, should increasingly be designed to provide 
incentives for countries to take the steps that only they t h e  
selves can take. 

In  establishing conditions of s e l f  help, it is important thet 
we not expect countries t o  remake thenselves in our image. 
Open societies can take nauy forms, and within very broad limits 
recipients m s G  be free to se t  their  own goals and t o  devise 
their own institutions to achieve those goals. On the other 
hand, it is no interference with sovereignty to point out 
defects where they e d s t ,  such as that a plan cal ls  for  f ac- 
tories uithout power to run them, or  fo r  institutions without 
trained personnel t o  staff then. Once we have made clear that 
ue are genuinely concerned with a countryts development poten- 
t ia l ,  we can be blunt in suggesting the technical conditions 
that m u s t  be met fo r  development to occur. 

2. 7he Fiwe of Self Eelp 

'i'he -or areas of self help are the following: 

(a) The effective mobilizing of resources. 'This includes not 
only developent programhg, but also establishing tax 
policies design& to raise equitebly resources fo r  investment; 
f i sca l  and nonetarg policies designed to prevent serious infla- 
tion; and regulatory policies aimed to at t ract  the financial 
and managerial resources of foreign investment and t o  prevent 
excessive luxury consumption by a few. 

(b) The reduction of de~endence on external sources. This 
includes foreseeing balance of pqments crises, with adequate 
ettention to reducing dependence on imports and adopting 

rea l i s t ic  exchange rates  to encourage infant industries d 
spur exports. It also includes providing fo r  the tr- of 
ne-tionals to  operate projects af ter  they are completed. 

(c) Tap~ing the energies of the entire wuulation. For both 
economic and pol i t ical  reasons all segments of *population 
must be able to share i n  the growth of a country. Otherwise, 
developent w i l l  not lead to long run stability. 

(d) Honesty in ~overnment. In  many societies, what we regazd 
as corruption, favoritism and personal influence are so accepted 
as consistent with the mores of officialdom and so integral a 
part of routine administrative practice that'any attempt to 
force their elimination uill bs regarded by the local leadership 
as not only unwarranted but unfriendly. Yet an economy cannot 
get the most out of i t s  resources if dishonesty, corruption and 
favoritism are widespread. Moreover, tolerance by us of such 
practices results in serious waste and diversion of aid resources 
and in the long run generates anti-tlmerican sentiment of a kind 
peculiarly damaging to our pol i t ical  interest. Same of the most 
dramatic successes of Cormnunism i n  winnjng local support can 
be traced to identification, correctly of not, of communist 
regimes with personal honesty and pro-Western regimes with 
corruption. X requirement of reasonably honest administration 
may be polit ically uncomfortable in the short run, but it is 
politically essential in the long run. 

3. U.S. Posture on Self Help 

The United States can use i t s  a id-as  an incentive t o  self  help 
by responding with aid on a sustained basis, tailored to pri- 
or i ty  needs, to those countries making serious efforts in self 
help. 

In  many instances it can withhold, or linit its aid t o  coun- 
t r i e s  not yet willing to make such efforts. 

There are other countries where, with skillful diplomacy, we 
mag be able by our aid ta give encouragement to those groups 
in government which would l i ke  to press forward with economic 
and social reforn measures t o  promote growth. Governments are 
rarely monolithic. 

ilut there w i l l  be s t i l l  other countries -&ere, despite the 
inadequacy of the level of self help, we shall deem it wise 



for  polltical or miUtary reasons, t o  give substantial econcanic 
assistance. Epen in these cases we should promote self help by 
msking'it clear that our  upp porting assistance i s  subject t o  
reduction and ultimately t o  termlnation. 

Eecause of the importance of self help i n  the International 
h lopnex r t  Rogremthe foregoing considerations are developed 
in greater detai l  in the Annex, "What Does Self Help Mead" 

E. Eucourapjng a Iang-Term Approach 

1. Developmrt Requires a brig-Term Approach 

'Ihe most Atndamental concept of the new approach t o  economic aid 
i s  the focusing of our attention, our resources and our energies 
an the effort t o  pramote the e c o n d c  and social developent of 
the less  developed countries. This i s  not a short run goal. To 
have any suecess in this effort, we must ourselves view it as an 
enterprise stretching over a considerable number of years, and 
we nm& encourage the reci#ents of our aid t o  view it, in-the 
s- fashion. 

Hav long it vill take t o  show substantial success in th i s  effort 
vill vary greatly fram country t o  country. In several si2pifl- 
cant cases, such as India, a decade of concentrated effort can 
laanch these countries into a stage in which they can carry 
foruard the i r  avn econcaaic and social progress with ILt t le  or no 
g-t-to-government assistance. These cases in which l ight  
is already visible a t  the other end of the tunnel are ones which 
aver the next few years will absorb the bulk of our capital 
assistance. 

'Ihe number of countries thus favorably situated is  smal l ,  but 
the i r  peoples constitute over half of the population of the 
underdeveloped world. Meantime, over the decade of the sixties, 
we can hope that many other countries w i l l  ready themselves for 
the big push into self-sustaining growth. In still others which 
are barely on the threshold of the transition into modernity, 
the decade can bring significant progress in Launching the slow 
process of developbg their human resources and the i r  basic 
services t o  the point where an expanded range of developnental 
activities is possible. 

IIhe whole program must be conceived of as an effort, stretching 
over a considerable number of years, t o  a l te r  the basic social and 
econmdc conditians in the less developed world. It must be 
recognized as a slov-acting tool  designed t o  prevent polit ical 

and military crises such as those recently conA.onted in Iaos and 
Cuba. It is  not a tool  for  dealing with these crises a f te r  they 
have erupted. 

2. Ilhe Specific Reasons for  a hng-Term Approach 

a. !Be need t o  budget a period of years. Mmy of the individual 
projects for  which developnent assistance is  required call  for  
expenditures over lengthy periods. Dams, river developent 
schemes, transportation networks, educational systems require 
years t o  construct;. Moreover, on complex projects, design work 
must be completed and orders for  machinery and equipnent placed 
months or even years before construction can commence. Ilhu6, 
as a development program i s  being launched, commitments and 
obligations must be entered in to  i n  a given year which may exceed 
by two or three fold the expenditures t o  be made in that year. 
'Ibe capital expansion program of business firms involve multi- 
year budgeting and the same i s  true of country developent 
programs. 

b. The need t o  plan investment programs. More importantly, 
several of the more advanced of the less  developed countries have 
found through experience that they must plan their  own complex 
investment programs for a t  least  five years forward and tenta- 
t ively for  considerably more than that i f  they are t o  be sure 
that the various interdependent activities involved are all t o  
take place in  the proper sequence. Without such forward planning, 
investment funds are wasted because manufacturing fac i l i t i es  are 
completed before there i s  power t o  operate them or before there 
is  transport t o  service them; or a skLlled labor force i s  trained 
before there are plarrts available in which they can be employed. 

c. The need t o  allocate country resources. Most important of 
a l l ,  the less  developed countries must be persuaded t o  take the 
necessary steps t o  allocate and conmdt the i r  am resources. 
They must be induced t o  establish the necessary tax, fiscal, 
monetary and regulatory policies. lhey must be persuaded t o  
adopt the other necessary self-help measures which are descdbed 
i n  the preceding section. The taking of these steps involves 
tough internal pollcy decisions. Moreover, once these steps are 
taken, they may require years t o  make themselves f e l t .  They 
must, therefore, be related t o  long range development plans. 

3. Providing an Incentive 

If the less developed countries are t o  be persuaded t o  adopt a 
long-term approach, the United States, as the principal supplier 
of external aid, must be prepared t o  give long-term commitments. 



In this.  as in so rnany aspects of our developnt  assistance 
activities,the incentiveeffectsff the posture we take are their  
niost important ones. The extent to which we can persuade the 
less developed countries t o  appraise their  m resources, t o  set 
targets toward vhich they should be working, t o  establish in the 
light of t h i s  forward perspective the most urgmt priorit ies for  
the i r  immediate attentian, and t o  do the other things which they 
must do t o  help themselves, all on a r e a s t i c  long-term basis, 
wil l  depend importantly on the incentives we place before them. 
If they fee l  that we are takLng a long-term view of the i r  
problems and are prepared t o  enter into reasonably long-term 
association w i t h  them in the i r  developent activities, they xill 
be much more likely t o  undertake the difficult  tasks reqgired. 
%haps the most important incentive for  them wil l  be clear 
evidence that where other countries have done th i s  kind of home 
work we have responded with long-term canmritments. To be success- 
ful in encouraging them t o  take self-help measures now so that 
they can gualif'y under our new cr l ter ia  for  aid l a t e r  they must 
have same reason t o  believe that if they do so qualify, the aid 
w i l l  be forthcoming. 

Moreover, since the problem of aid t o  the less  developed world 
over the coming decade i s  not a problem for  the W t e d  States 
alone 5ut for  all the developed countries, we have a great 
inbrest i n  persuading other potential suppliers of aid t o  make 
ccnmitments extending into the Artwe. We can hardly hope t o  do 
this i f  we cannot make such canmitments ourselves. 

In order that we can be in a position t o  make the necessary 
long-term ccarmitments, we are r e g s t i n g  five-year bo1~0k1ng 
authority for the Deve1open-t Ioan pcrtion 09 the over-all aid 
program. This request i s  discussed a t  length under Section III.B. 

F. Providing a Scale of Aid t o  Ehcaurqe Sound Developent 

b e  of the lessans of the past fifteen years Ls ihat there are 
ingredients to a successful aLd progran bepnd our dollar input. 
Every effort has been made in prepzriry the present program to 
stress the nan-monetary factors i n  aid. w a s i s  has been placed 
on self help, long term p l a n . ,  assistance in development, 
research, stimulation of other Free World sources, the involve- 
ment of private enterprise, and the use of food and non- 
2gricultural surpluses. 

IIhe basic fact is ,  however, that the magnitude of funding bears a 
direct relation t o  our ability t o  induce countries t o  engage in 
sound devel0pnent.d activities. If available funds are set a t  a 
scale which w i l l  enable us only t o  meet our short run polit ical 

requirements and t o  gLve assistance only t o  the countries *ere 
need i s  matched by advanced pl-J and administrative cam- 
petence, we shall  be unable t o  hold out the possibility of 
developnent assistance t o  many of the less  developed countries. 
For the U.S. t o  be able t o  influence measurably the developnent 
of a number of these countries, i t s  assistance programmust be 
of a scale larger than that  of a holding operation. 

The present level of Amaing requests was pJ arrived a t  by 
estimating the amounts of capital input needed t o  make possible 
increases i n  per capita incame of 1 or 2$ a year over the next 
decade. Such estimates would call for  a much larger program 
than is  proposed here. But t o  proceed on the basis of mrch 
estimates would be t o  disregard a key assumption of the new 
approach. lhis i s  that capital from outside wi l l  be productive 
only t o  the extent that the less  developed countries themselves 
undertake with vigor the measures they must take t o  mobillze 
the i r  own resources. It i s  t h i s  factor of self-help which 
d e t e d n e s  in most cases the absorptive capacity of the less 
deeloped countries for  external capisal. It i s  this absorptive 
capacity and not the theoretical need for capital which deter- 
mines how much can be effectively used. 

The measure of self  help in turn depends, i n  considerable part, 
on the incentives we are able t o  offer. If there i s  l l t t l e  or 
no hope of capital and technical assistance being available in 
adequate quantities even t o  countries which organize fully t o  
take advantage of it, the prospects of the i r  taking the necessary 
steps are m o t e .  

mere is, therefore, a kind of chicken-and-egg problem i n  the 
determination of aid requirements. On the one hand, we must give 
same indication that we and the other developed countries are 
serious about development assistance, and that i f  the less 
developed countries m e t  the cr i ter ia  we lay d m  for such 
assistance, we are in a position t o  match the i r  efforts with the 
necessary outside resources. On the other hand, un t i l  the 
incentive of our aid has been held before them for  long enough 
t o  have same effect, we cannut know t o  what extent they may 
succeed i n  meeting these cr i ter ia  and, therefore, how much help 
wil l  turn out t o  be justified and productive. 

A further problem in estimating the required amount of U.S. aid 
i s  our present uncertainty as to how fa r  the other cieveloped 
countries and the international sources of aid l ike the &tea 
Nations and the World Bank are l ikely t o  be willing and able t o  
go i n  carrying their  share of support for  the requirements of 
less developd countries. Again there i s  an interaction of cause 



and effect since the commitments we can induce these other po- 
ten t ia l  sources of help t o  make are dependent i n  large measure 
on what we, ourselves, are willing t o  do. Ideally, it would be 
helpful i f  we could say naw t o  the developed countries that i f  
they were prepared over the next five years t o  assume a resson- 
able share of the to t a l  problem, we would conrmit ourselves t o  
our share. We could then assure the less developed countries 
that insofar as they were able over the next five years t o  meet 
the cr i ter ia  for  self help xhich a l l  the suppliers regard as 
reasomble, the external resources necessary to meet realistic 
grcwth targets could be made available. 

ITe ere proposing for  the current f i sca l  year samething sub- 
~Stmtial ly  short of this. 

I n  Chapter 111 below, detailed discussions of each funding 
category are set forth. The amount requested for development 
lending all- very l i t t l e  margin over the major calls for loans 
i n  c r i t i ca l  areas which can already be reasonably foreseen. The 
appropriation request for developcent grants allows only $125 
million over the estimate for continuing costs of existing 
programs. Thus t h i s  $125 million w i l l  have t o  cover a l l  the new 
star ts  i n  the v i t a l  f le ld  of education and h u m  resources i n  
four continents. Supporting assistance, reduced sharply from 
the current  year, represents the minimum amaunt estimatad t o  
serve our interests in the inmediately cr i t ical  areas of the 
world. In a world explosive with Iaos, the Congo, Cuba, and 
other tinder bcxes, the contingency request for $500 million i s  
modest. 

G. Stimulating a Coordinatcci F-ee World Effort 

Ihe proposed s id  programhas as a major objective a much closer 
coordination of U.S. developinent assistance with the assistance 
supplied by other nations and by international organizations than 
we have achieved i n  the past. There are five persuasive reasons 
why such coordination is needed. 

In the f i r s t  place, since the needs of the recipient countries 
for  external assistance w i l l  be met only partly through U.S. 
eFforts, it is important that country programming should involve 
a cooperative effort by all the sources of external assistance 
and by the recipient countries themselves t o  distribute the tas'as 
t o  be done among the donors with due regard t o  the special 
capabilities and interests of each. 

Secondly, the volume of assistance i n  terms of finances, goods 
and people required fK;ol a l l  sources t o  promcte the h w  and 
material development of the less developed countries wil l  have 

t o  be increased. lhis will  require agreement among the advanced 
countries of the Free World on equitable principles for  sharing 
the burden. 

In the third place, there is  a change i n  the character of the 
problem resulting f r o m  the transition from colonial status t o  
sovereign independence of many of the new states. In  the past, 
the metropolitan pawers of Europe, especially -land and France, 
have concentrated the i r  very considerable developcent assistance 
i n  the regions for  which they had direct pol i t ical  responsibility. 
As the colonial areas have achieved independence they have spread 
the i r  requests for  help among a number of sources i n  order t o  
minimize the i r  dependence on any one source and more particularly 
their  dependence on the i r  former colonial masters. A t  the same 
time, the Wopean countries have begun t o  broaden the i r  concepts 
of their  responsibilities t o  the less developed world. 

Fourthly, the newer countries as they achieve independence con- 
front a barlldering variety of national and international 
agencies from which they can seek help, each with specialized 
capabilities, interests and procedures with which the new 
countries may be unfamiliar. The sources of capital include 
the IBRD, IDA, IFC, the agencies of a number of national govern- 
ments, regional institutions l ike the IADB, and private investors 
throughout the world. Technical assistance can be secured from, 
among others, the United Nations Special Fund, the United Nations 
Technical Assistance Admini stration, the PBn American Union, the 
Colombo Plan, FAO, WHO, IID, UNESCO, many national governments 
and private foundations and voluntary organizations. If we are 
t o  assist  these countries i n  devising intelligent development 
programs, we must also help them t o  find the i r  way through th i s  
confusing mass of potential sources of assistance. 

Finally, the new approach makes much of the point that the terms 
end conditions on which assistance i s  offered can play an 
important role i n  encouraging the less developed countries t o  
take those measures which they themselves must take i f  the i r  own 
growth i s  t o  be promoted. Unless there i s  some consistency 
among the cr i ter ia  applied by the various sources of aid, the 
incentives for self-help measures are l ikely t o  be ineffective. 

The program presented here contemplates a variety of ways of 
achieving the various necessary kinds of cOt,rdination. On 
capital assistance, coordination between individual donor nations 
and the IBRD has been established on a reasonably satisfactory 
basis i n  the past. Now the IBRD is  taking the ini t ia t ive t o  
establish consortia of the principal can t r i e s  wiUlng t o  provide 
support for development plans of lhdia and Pakistan. Other 
efforts are under way for  coordination among capital supplying 



ccuntries. An organization of a l l  the principal deveiop6d coun- 
t r ies ,  the so-called "Development Assistance C~mmittee,~ has been 
established under the OECD and has already had i n i t i a l  meetings 
and reached general agreement on some of the principles t o  govern 
the coordination of activities. 

In  the technical assistance field, the amounts of money involved 
ere much snaller but the number of agencies with specialized 
capabilities i s  much larger. Here coordination i s  particularly 
needed because of t t e  world-wide shortage of qualified technicians 
B e  Developent Assistance Committee has already turned i t s  
attention t o  t.his problem. The problems of coordinating the 
American effort with that of the various international organiza- 
tions are regarded as so important that it i s  proposed t o  
establish in  the Office of the Director of the new U.S. Aid 
Agency an International Development Organization Staff. 

A more extended discussion of t h i s  problem i s  t o  be found i n  
Chapter V Selar. 

H. Research t o  Make Aid More Wect ive  

The whole developent assistance pmgssm i n  which we are engaged 
i s  in a sense experimental. The nature o f t h e  economic and social 
transformation through which the less developed countries are 
going i s  historically new. !he industrialization of the United 
States and Western Europe stretched over more than a century, and 
involved different technologies, different problems and a different 
cultural background from those of the several parts of the 
presently underdeveloped world. 

Our avn substantial effort t o  assist  i n  t h i s  process i s  likewise 
a new one, i n  which we have only a few years experiecce t o  guide 
us. We have learned much f r o m  the experience of the las t  decade. 
We wil l  continue t o  learn as we apply the princi3les of the new 
approach i n  the decade t o  c m .  But i n  other areas of both 
governmental and private activity i n  the United States, experience 
has taught us that we can learn very much faster how t b  do-things 
efficiently and well i f  we undertake systematic research on new 
problems. 

We spend billions annually on research and developaent i n  the 
military fielc?. We have large government-supported programs of 
reseuch i n  agriculture, public health, and the exploitation of 
our natural resources. The more progressive corporations have 
found that it pays t o  put 5 t c  1C$ of their to ta l  expenditures 
into research activities. And yet our development assistance 
programs have not, up t o  th i s  point, supported any significant 

amount of research t o  improve our knowledge of haw t o  deal with 
developnent problems. llhis is  surely an important enough tool  of 
b r i c a n  foreign policy so that  it would be w e l l  worthwhile t o  put 
a s m a i f  percentage of our t o t a l  aid expenditures into a program 
t o  &st the country's best minds in the natural and social 
sciences t o  learn haw t o  use th i s  tool  more effectively. The 
Axnding request for  research i n  FY 1962 i s  for about seven-tenths 
of one percent of the proposed economic assistance program. 

Ilhe President's Science Advisory Ccunmlttee has recently made a 
thorough-going study of how research activities might be designed 
t o  further the purposes of the aid program. Ws group of 
scientists concluded that it would be both feasible and productive 
t o  mount a research program In  th i s  area. 

Many kinas of research are called for. The problems of develop- 
ment ca l l  for  the transformation of whole societies and involve 
technological, economic snd human dimensions with which we, i n  
American society, have had l i t t l e  experience. 

1. Research for  Economic Development 

On the technological side there are a number of problems requiring 
new knowledge which has not been important t o  our own advancement. 
We have had l i t t l e  experience i n  improving agricultural produc- 
t i v i t y  i n  tropical climates or i n  dealing with the diseases which 
are endemic i n  other parts of the world. Sane countries l ike 
Pakistan could prevent the loss of large areas of land t o  culti- 
vation i f  they could find an inexpensive way of preventing the 
waterlogging and resulting sallnation of soil. 

Morewer, we have had a tendency in the past t o  assume that  the 
technology appropriate t o  our social and econcnnic conditions 
could be transferred without serious modification t o  the less 
developed countries. In fact, the modifications required t o  make 
technology effective under different human and material conditions 
ca l l  for  as much imaginatiw~ and creativity as  the discovery of 
new scientific truth. Nothing, fc: example, would do more t o  
transform the rural economies of the less developed countries 
tbm the development of efficient, easily maintainable and 
inexpensive small sources of power which could ut i l ize  readily 
available local fuels. 

The economic problems of the less developed countries are like- 
wise different i n  many ways from those with which we have had 
experience. New techniques must be designed for  mobilizing 
savings frwn populations on the margin of subsistence t o  ?ennit 
them t o  focus the i r  resources on the i r  own growth, and thus t o  
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make them independent of special foreign help i n  the shortest 
possible time. In the United States people have alvays been one 
of our scarcest assets, md accordingly we have concentrated on 
capital-intensive technology. In much of the less developed 
world, &ere the problem i s  t o  find productive employment for  
huge populatians, imaginative research is nzeded on how t o  
design economical processes which are labor intensive. 

2. Research for Eman Ikvelopnent 

!he human problems are equally challenging. In a continent l ike 
Africa, developnent rests not only on bringing llteracy quickly 
t o  a people overwhelmingly i l l i t e r a t e  but also on changing the i r  
conception of nature from one of mystical and irrational forces 
beyond the control of man t o  one of cause and effect. To attempt 
t o  inculcate l i teracy and a new view of nature i n  the minas of 
millions of people by the educational methods familiar i n  America 
or Europe would be both very expensive and very time consuming. 
Serious research by ? m r t i v e  persons should be directed t o  
exploring and testing methods of doing th i s  quickly, cheaply, 
effectively, and in a manner suited t o  the peoples involved. 

These are merely a few illustrative examples of the many problems 
t o  which we should be addressing ourselves i f  our aid efforts of 
the & decade are t o  produce the results we seek. 

I. Wcognizing !bade Problems of the Iess Developed Countries 

The new approach t o  deve lop& assistance proposes t o  look a t  
developeent problems as a whole, and t o  discontinue the piecemee 
project-by-project approach. Among the crucial requirements of 
developnent is  the maintenance a t  an adequate level of imports, 
especially imports of capital goods and r a w  materials that are 
not available locally. The size of the foreign exchange re- 
sources available for  current use i s  thus a c r i t i ca l  limitation 
on developaent possibilities. Em one point of view foreign aid 
is  merely a supplement t o  the capacity t o  import which countries 
would otherwise have. 

Export capacities of most of the less developed countries are 
limited. In many cases, especially in  Iatin America and Africa, 
exports are heavily dependent on one or two primary products of 
either agricultural or mineral origin. For most of these products, 
world markets are expanding on ly  slowly. The @ces of these 
products are subject t o  volatile fluctuations which greatly 
affect the exchange available t o  producing countries. In some 
instances, there appears t o  be a long range trend for  prices of 

primary canrmodities t o  f a l l  i n  comparison with the prices of the 
industrial goods for  which they must be exchanged. Moreover, the 
advance of science and technology presents for  some co~lrmodities 
the prospect of displacement by synthetics (as has happened i n  
sane measure for nlbber) or canpetition from substitutes. 

Ilhus, foreign econcmic assistance i s  closely and necessarily 
linked with trade problems. If the export potential of less  
developed countries i s  limited by market forces or  by restric- 
t ive measures, the need for  external resources through aid wil l  
increase. A part of the developnent process we must assist  i s  
the growth and diversification of e m r t  capacity as countries 
achieve sustained econcmdc moaernization. Moreover, we must 
t r y  t o  afford the less  developed countries with protection Bgainst 
rapid fluctuations i n  export earnings on products w h i c h  comprise 
the i r  main exports. 'Ihe possible techniques for  affording such 
protection are highly complex, and have been the subject of 
extended consideration both &thin our Government and within 
various international bodies. 

The process envisaged is not accurately described by the well- 
worn phrase "Trade N o t  Aid." &re appropriate t o  the needs of 
the time would be "e Aid 5 Trade." 

J. A Year of Rgnsition 

It wil l  take time t o  give f u l l  effect t o  the new approach 
outlined abwe. Many projects approved under an ear l ier  
wlosophy are i n  mid-stream and cannot be abruptly discon- 
tinued without serious waste of resources. Expectations have 
been created i n  the minds of same of the recipient countries 
as t o  the aid levels t o  which they can look forward, and these 
cannot be disappointed abruptly without potentially very serious 
polit ical consequences for  the United States. 

Moreover, we have not yet had the opportunity t o  s i t  d m  with 
each of the recipient countries t o  review the i r  progrsms i n  
detai l  and determLne which of the act ivi t ies  now going forward 
meet our new cr i ter ia  and which are of less importance and 
should be discontinued i n  the l ight of a systematic joint 
review of priorities. Part of the new emphasis being suggested 
i s  that we ask the recipient governments themselves t o  take 
more responsibility for  setting priorit ies within the i r  own 
programs and justifying these priorit ies t o  us on grounds of 
the i r  importance t o  development. llbis wil l  take extensive 
negotiation and review with aid recipients ~ i i i c h  we cannot fully 
undertake unt i l  the new program has Congressional approval. 



Ia soxe cases i n  the past, programs have been treated accord- - t o  principles s M a r  to those we propose fo r  the future. 
Io i n s a ,  f o r  example, the basic ob jecti-ve of our aid program 
has been to promote Indian economic development, and t h i s  
objective has not been coql icated by other considerations. 
The Inciiam t.heimelves have developed an extensive and sophis- 
ticated pmcedure f o r  establishing r i o r i t i e s .  They have a 
x e l l  wrked out development Grogran. They .mow which parts  of 
it they >TO-dd l l 2 e  us to  support, and they have submitted 
detailed justifFcations f o r  a wide variety of projects t o  be 
i n c h d ~ d  im the i r  program. Beyond this the t h i r d  five-year 
~laa has had extensive review a d  cri t icism not o n .  by our 
o m  32ssion but by a mission sent b;r the International Bank 
sad by a distb.ggshed illiernational cormnittee of three 
ba&ers mder the chairmanshLp of S i r  Oliver Franics. 

In naqr countries, however, especially in those where 
defense suppo-rt has been i i ior tant ,  it i s  uncsrtain how 
niuch of the act iv i ty  in which we have been enga.ged will 
meet our new development cr i ter ia .  In other countries, 
particularly in -AZrica, governments have only very 
recently t&en o-cer responsiiiilitjr f o r  t h e i r  development 
act iv i t ies  from the colonial powers and have not yet had 
the time or the resources t o  examine the i r  developxent 
problem with the care required t o  determine the i r  
pr ior i ty  needs. 

expect, subject t o  further review and negotiation, t o  
meet our development c r i t e r i a  and (2) thrse  which we 
must regard as being directed primarily a t  other objec- 
t ives  of American foreign policy. The l a t t e r  gmup we 
have placed in the category of Supporting Assistance, 
which i s  defined as assistance which the United Sta tes  
f inds is in i ts  in teres t  to supply despite the f a c t  
tha t  it does not measure up fully t o  developmental 
c r i t e r i a .  

Because we have not had an opportunity t o  review all of 
our programs with the  recipients and t o  recast  them in 
terms of the new approach, we have confined our request 
f o r  funds f o r  FP 1962 to  the minimum we think necessary, 
first, t o  complete enterprises on which we have already 
launched, second, t o  meet needs f o r  assistance f o r  other 
than develepment reasons, and third, t o  provide enough - .  
Mnunal financing f o r  new projects during the coming 
year to  offer recipients a real. and positive incentive 
t o  review t h e i r  programs carefully on the basis of our 
new cr i ter ia .  

We look u+on the coming year as  a year of r e ~ e w  and 
application of our new concepts. We should be able by 
t h i s  time next year to present a program much more M y  
reflecting the new approach. 

We have made an effor t  to divide what we believe t o  be 
our contlinuLng comnitnents k t o  (1) those which we now 



III. ED3 TOQS FOR ACTION 

A. The Program in Brief 

The new approach to economic assistance calls for  the 
coordjnated use of a variety of cqlementary tools - 
public and private, US. and other free world. This 
chapter summarizes the tools which are being requested 
under the proposed Act for International Development. 
Some of theP are alreadg available, some are to be estab- 
lished under the asw Act, and some are to be sapported or 
activated by other legislative authorities or adminiatra- 
tive action. 

The proposed instruments include Development Loans, 
Development Grants, Supporting Assistance, DemAopment 
Research, Contingency M, and Contsibutions t o  Inter- 
national Organizations. Each is described in f u l l  detail  
i n  a subsequent chapter. 

Later cfiapters also outline the role in economic develop- 
sent and the relationship to the above tools of U.S. 
private investment, for  which a variety of supporting 
powers are proposed in the Act for International DePelo~- 
ment; Food for Peace and the Peace Corps, for both of which 
new authority is  being requested in separate legislation; 
and +he priority being given to the task of coordinating 
and stimulating assistance From other Free World sources. 

The problem of defining for  legislative purposes a s e t  of 
categories of assistance 3i coxqlicated by the fac t  that 
there are a t  l ea s t  three different uaya of classFfging 
typea of assistance and that these three principles of 
classification overlap: 

(a) By purpose of aM: Appropriations can be divided 
according to the objectives t o  be served by each type 
of assistance, A 8  explain&d earlier, we are providing 
economic assistance to promote economic and social 
developmenf, to enable the recipient countries to 
maintain armed forces of inqportance to the Free World, 
to help maintain immediate economic and political 
s tab i l i ty  in strategic- inportant countries, to help 
assure availability of U.S. military bases abroad, and 

to help snpport international organizations. W i t b i n  tbe 
f i r s t  of these categories we- provide 'aid to improve 
agricultum, establish transport, c w c a t i a n ,  power, 
and other facili t ies,  establish indwtry, expand educa- 
tion and develop human resources, and W d  n w  organha- 
t i om and institutioae in the recipient countzy. 

(b) By tgpe of resources: To serve each of these pur- 
poses we supply a variety of different k h d s  of resources 
from outside. These include equipment and machinerys raw 
materials and other commoditie8, food, people (including 
technical. advisers, trainers and actual operating 
personnel) and ]mowledge supplied either by sending local 
nationals abroad or by maldng available fac i l i t i es  for  
research or publications. Each of these kinds of resources 
may be used to promote any of the objectives being served. 

( c )  By method of financing: We can c l a s s i f g  aid accord- 
ing to the terns of the financial arrangements made between 
th; providers and the receivers. The ~ a t e d  States can 
make loans on the relatively "hardn terns of the Export- 
Inport Bank, loans with longer matnrities and lower rates 
of interest, grants, sales of commodities fo r  local 
currencies and guaranties of private investment and loans. 
Under each of these types of financing it w i l l  be appro- 
priate i n  some circumstances to engage in act'rvtie8 
serving m s t  of the Wfe ren t  objectives ue are pursuing 
and to supply &l the heferent  kinds of resources needed. 

For practical reasons the categories of assistance used in 
the proposed Act repesent  a conpromise among these different 
principles of classification. Two categories of aid, to be 
provided by separate legislation, re late  to the kind of 
resource being supplied. One is agricultural surpluses 
provided under the Fwd for Peace Program and the other is 
personnel provided by the Peace Corps. Food for Peace w j l l  
be supplied under varying financiel arrangements, and Peace 
Corps personnel essentially in the form of grants. Both may 
be used to serve many of the different purposes of this Act. 

Tlze principal funding categories in  the Act for  International 
Developmnt are t o  be distinguished on the basis of four primary 
objectives: (1) support of relatively urmnt strategic and poli- 
t i c a l  r e q u i r e ~ n t s  (Supportinp; Assistance);-(2) contribution t o  
long-ranp;e economic and social deve lopn t  (Cavelomnt Iaans, 
Developmnt Grants and Development Research); (3) support of 
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internationel or~aniza+,ions (volunterv Contributions to 
Hultilzteral Crzanizations): end (11 meet* unforeseen 
events a d  emergencies {Contin=ency Fund). uhich m a g  in 

m t i c u l e r  case f a l l  under any of the f i r s t  three 
headiws. 

W i t h i n  the development category however, the key distinction 
relates t o  financing . Development Loans would be financed 
through long-range authority t o  borrow from the Treasury 
(supplemented by authority t o  use the proceeds of principal 
and interest repayments from loans made under various 
programs in prior years) and Developsaent Grants through 
annual no-year appropriations. Guaranties muld be financed 
thruugh borroving authority granted in prior years. Funds 
for investment surveys and Developnt Research have been 
treated separately because of the distinctiveness of the 
uses t o  which such funds would be put. 

Tbree of the funding categories of prior yeam, Defense 
Support, Special Assistance, and Technical Cooperation, 
have been discarded in an effor t  to simpupSr the description 
of aid tools and to place a sharper focus on development. 
Defense Support, for example, has always been diff icul t  to 
define. Xoreover, both Defense Support and Special A s s i s G  
ame have included projects and programs in which dm%- 
ment purposes and cr i te r ia  were dominant. These are being 
shifted into eitber Development Loam or Developme& Grants. 

2 .  'Svpes of Resources t o  be Financed within Categories of 
Assistance 

Each of the principal categories of assistance wW tend to be 
used for. particular types of resources. Nevertheless, these 
categories must be sufficiently flexible to finance whatever 
types of resources are reqyired to Will their respective 
purposes. 

Because of the natare of the problems to be dealt w i t h ,  
Supporting Assistance will be used primarily for  financing 
commodity hports.  Occasionally, however, it will be necessary 
for foreign policy reasom to continue or  to in i t ia te  selected 
capital projects with financing under Supporting Assistance, if 
the circumstances are such that adherence to development 
c r i te r ia  camot be assured. 

Within the development category, there i s  l i t t l e  reason for  
distinguishing between the types of resources which should be 
financed out of loan funds and those that should be financed 

out of grants. The security for  a loan of foreign exchange 
repayable in foreign exchange is the credit-worthiness of the 
country as a whole, based on its overall growth potential, 
not of any particular segment of it or instaltation in it. It 
happens, however, that those nations most in need of grants 
also rewire the kinds of assistance that are the foundations 
of economic growth. As a consequence, the deve lop~n t  grant 
category will consist primarily of aid for  education and 
social progress (the fonns of assistance traditionally pro- 
vided on a grant basis) and selected economic overhead projects 
(roads, harbors, and conmrunications systems). However, the 
latter w i l l  be financed on a develo-t grant basis only in 
those countries where the preconditions for  the growth process 
are still absent. These countries cluster heavily i n  Af'rica. 

Conversely, tbose countries that have alre* begm the grovtb 
process, and are therefore considered the prime candidates for  
loans, are l ike ly  to require the preponderant part  of their 
aid for capital expansion, either i n  the form of specific 
capital  projects or mrts that permit a general investment 
program to be carried out. 

3. Funding Proposal.8: Four Shifts in Enphasls 

For Fiscal Year 1962, the new obligational authority t o  be 
provided by the Act for  International Developn~nt would total 
$2.6 billion. In addition, approximately $300 million in 
dollar repa~rmente and interest  generated by loaos made under 
prior progama would be available for new lending and an 
esihated million of unobligated carqover f r o m  prior 
years would be available for  program use, Beyond FP 1962, 
authority would be extended to crsate new obligations 
aggregating 96.1: bill ion in development loans over a four 
year period, supplen.ented by authority to use principal and 
interest  payments generated by prior loans estimated to 
aggregate 81.2 bill ion over the sam period. 

Tbe manner i n  which these funds would be use6 reflects certain 
ehifts in q h a s i s  wfiich would mark the transition into the 
Decade of tevelopment. These shi f ts  include. allocation of the 
lcrgest part  of the proposed funds to development purposes, an 
increase i n  the loan proportion of the total program, 
s i p i f i c a n t  changes i n  programing techniques and modifications 

the character of fun-& autho;lty. 

a. The k d k  of FY 1962 funds will be directed taward 
economic and social development. Development Loans, Grants 



and Research comprise more than $1.7 billion of the 
approximate $2.9 billion program total, a d  Supporting 
Assistance appmxhately $600 million. In addition, a 
substantial part of the Contribution8 to International 
Organizations u i l l  contribute to development and every 
effort  w i U  be made to use Sgporting Assistance for 
developmat purposes. 

b. Loans 88 a proportion of the total program w i l l  
bcrease s i a a n t l y  in FP 1962. They coqwise less  
than 30% of total availabill t ies i n  Mscal Year 196l.r in 
FY 1962 loans wwld approximate 4 6  of the total. &der the 
multi-year loan authority proposed in the Act, the loan 
portian of the program wauld rise again in FY 1963. 

The FP 1962 program also project6 a decrease i n  t&e 
volume of funds prog 1 on a recurrent, annual aid 
level basis. The r igidi t ies  inherent in this programdng 
technique inhibit adherence to the self  help, priority and 
other development criteria outlined in the preceding - 
chapter. Whereas a total of $1,066 million of the total of 
Defense Support, Spec- Assistance, and B X k t e r a l  
Technical Cooperation was p m g r d  i n  FP 1961 to nmt 
nnrmal aid lerpel requiremmts, less than $870 million 
w i l l  be p r o g r d  121 this ~anner in FP 1962. Supporting 
Assistance d3 . l  need to con#rme on the prior basis. Many 
of the Supporting Assistance programs are ex@ected to 
fersdnate, houever, within one to three years. 

Development Loam and a d s t a n t i a l  portion of the 
ikvelopc~nt Grants request are not propammxl i n  advance. 
Fro jects and programs w i t b i n  these categories will be 
approved ody as and when development cri~eria as 
described above in Chapter I1 and in the separate chapters 
below are met. Although the backlog of potential activity 
is substantial it bas not pt heen possible to rmdestake 
the review necessary to debmihe the conformity of 
specific projects and programs to the new approach. It is 
e8sential that both new grants and loam be progrenrmsd as 
carefully as possible to get rnarinlln results from liaited 
r e6ou . r~~ .  IMs task carmot be carried out rapidly or 
easily. H-, by taking whstever t h e  and effort  is 
necessm, available i b d ~  can be concentrated on the 
highest priorits needs. 

Under the present system of single-year appropriations, 
Funds lapse if they are not obligated before the end of 
the fiecal yegc for  which they have been appropriated. 
This fact  tends to cause aid recipients, and U.S. aid 
addnistrotors as well, to relax their  standards in 
approving aid projects 8s the end of each fiscal year 
approaches in order that appropriated fonds will not be 
lost.  

For this reason, "no-year" appropriation have been 
requested for the financing of Developuent Grants. Such 
funds can be carried over to subsequent f i sca l  years even 
if they are not obligated a t  the end of the f i s ca l  year 
for  uhich appropriated. Plus the obligation deadline is 
PJ_iminated, and a more unifarm adherence to development 
and aelf-belp cr i te r ia  throughout the entire Fiecal year 
is prrmnoted. W i t h  respect to Development Loans, no-year 
authority is also requested i n  the section of the Act 
which provides for the carrying over, on a cumulative 
basis, of any unused portion of the borrowing authority 
reqgeeted for any year. 

Aga3.net the foregoing background, the salient characteristics 
of each of the tools to be used h the program for a Decade 
of Development are sunmrarieed below. A separate chapter 
follows devoted to  each iastrmnent. 

Development Loam 

For development lending, the Act for International Development 
would make $900 million available for new obligations beginning 
in FP 1962 and $1.6 billion would become available for new 
obligations in each of the succeeding four years. Funding of 
the entire $7.3 billion would be provided by an authorization 
in the Act to obtain such financing through borrowings from 
the Treasury. 

In  addition, the Act would authorise the use, fo r  loans, of 
dollar prhc ipa l  repayments and interest  paymeata becoming 
due under p a t  Mutual Sermrilg loam and other credits. 
These resources are expected to appmxbate 8300 million 
anmrally over the five-yegl. period. 

Provbion of Development Loam mnld be gorerned by specinc 
criteria in the Act fo r  International Development. These 



uould reqaice a t  other emurcea of financing, economic and 
tectnieal snmdmss, contribution to economic development, 
consistency uith rOng-tene d-t @, ~ o s s i b i e  

- 

adverse effects on tbe U.S. economy and prospects of repagr- 
merit all be taken into accormt. 'We self-help criteria 
outlined in the preceding chapter and in a separate annex 
vill have t5e effect of concentrating uur aid resources in 
those cormtries able to make the mst effective use of 
development capital. In  lT 1962, only a feu countries are 
expected to qaallfg for  loans of substantial size. In tbie, 
as other nations increase their ab i l i ty  to use more capital 
and as they adopt flmther measures for  self-help, apre 
countries uill becone eligible fa r  more significant anrouate 
of loans. 

All lo- under the neu authority u i l l  be repayable i n  
dollars, vfll bear interest a t  low rates or  will be interest- 
fPee, and will erteod for terms of up to 50 years, with 
substantisl grace periode where warranted. The sh i f t  to 
dollars froa local currency repapait is being made because 
experience has shorm that substantial, unusable local currency 
accrrrmlations consfitute a source of misunderstanding and 
friction between providing and receiving countries and do not 
make new economic *sources available either to the United 
States or the receiving country. -reover, aid-receiving 
c o u n ~  are l ikely to husband their  dollar resources more 
carefully if thep are obligated to repay loans i n  dollars. 
In addition, the U n i t e d  States is entit led to be repaid i n  
dollars if receiving countries achieve sufficient growth so 
that they are able to make such repayments. 

W i t b i n  certain established U n i t s ,  loan terms will be devised 
u i t h  respect to each country in terms of its capacity to 
repay. In all cases, houever, loans will be made on more 
favorable terms than the comtries ccmld obtain f r o m  other 
soslrces. The need for  "softn loarm (provided in the past by 
the Development Loan Fund and projected for the future under 
the new Act) e.xi8t.s because of the inability of less  
developed countries to obtain fram other sources the 
financing which they require for their development needs on 
reasonable -. 

DeveloFaluxlt Grants 

Appropriation of $380 mLUon (plus authority t o  carry forward, 
f man the FY 1961 appropiation, Punds estimated a t  $9 million) 
is requested for  Developent grants i n  FY l*. These Amds 
would be available on a no-par basis. !&us unobligated 
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balances at the end of the f i s ca l  year would be available for  use 
in the next. As in the case of Develo-nt Loans, Ikvelopnt?nt 
Grants would be provided on the basis of well-defined criteria.  

Development Grants would finance educational and other 
act ivi t ies  contributing to the development of human resources 
as w e l l  as selected economic overhead projects (mads, 
harbors, caewmicatibn fac i l i t i es )  in economies at tbe 
earliest stages of growth. Included within this fbding' 
category are activities of a teclinical assistance nature as 
udl as capitid investment essentiel fo r  social and 
institutional developnmt (schools and hospitals). 

Development research grants would also be available to permit 
aelected countries to secure expert help in preparing long- 
range de-t programs, to survey natural resources or 
sectors of particular economies and to appraise the cost and 
feasibi l i ty  of particular capital  project possibilities. 

In addition, $5 million of the total would be used to 
establish a revolving fund to finance the uarehoushg, 
rehabilitation and transport of excess property owned by 
other goverr~nent agencies for  use i n  the econondc assistance 
program. When stocks of property are transferred to 
recipient countries, the revolving fund would be reimbursed 
f r o m  other accounts for expenses incurred in handling such 
stocks. Thia device should help materially to expand the 
use of excess government property i n  the aid program. 

A s  explained in d e w  in the Development Grant chapter 
below, a distinction has been made betueen continuing costs - 
the best current estsmate of the minimum requirenmts for  
carrying farward in FP 1962 act ivi t ies  init iated in prior 
years - and requirements for  new activitias. Zhe $380 mil- 
l ion  request, l ess  the revolving fund mentioned in the 
preceding paragraph, is comprised of $250 million for  
continuing costs and P25 million for  new development grant 
ac tivii;ies. 

The continuing activities are largely of a technical assist 
ance nature, but some act ivi t ies  originating under the 
Defense Support and Special Assistance programs, such as 
malaria eradication, are also included. 

The reason for distinguishing between these two components 
of the Development Grant category is to emphasize the 
transitional nature of the FP 1962 program and the turn around 



in  pmgrmmjng planned to take place during the year. A l l  
 con^ activities n i l l  be subjected to extended review, 
?mth -A* the neu aid agency and in consultations w i t h  the 
recQient gavernerents, in order to detemine tibether they 
qnalifg rmder the new developmnt criteria.  A s  a resul t  of 
such reappraisal, S Q D ~  projects r m d o u b w  nill be texminateq 
others uill be Podiried and still others uill be expanded. 
Tie timing of the reappraisdL w i l l  depend upon t&e speed with 
a& the new agency can be created and staffed. To sane 
extent, the ab i l i tp  of the neu agency to temdnate or  modify 
contimring activities w i l l  be Uaited by existing project 
agreeserts with foreign governnents. 

l%e $LS million for neu development grant activities is 
substantially less  than the amunt rereqnired for  projects 
a L z  identified. However, all proposed new activities 
vill be subjected to the saEe review i n  depth as is planned 
for  continuing projects. 

Sopporthg Assistance 

Appropriation of $581 million i n  Supporting Assistance is 
requested for  F'Y 1e. In addition, authority is requested 
to carry forvard, from the PY 1961 appropriation funds 
estiraated a t  $29 million. 

Supporting Assistance is designed to meet requirements for 
U.S. eamoedc assistance *re urgent US. national security 
and foreign policy needs are the predaminant determinants of 
the axmams and types of aid to be provided. To the degree 
consistent w i t h  these requirements, such assistance is being 

so as t o  m z e  its contribution t o  the develop- 
leent of' the recipient countries. However, the p- g of 
a particular type or c ~ ~ l r m t  af aid under Supporting Assistance 
is an indication that such assistance is required even though 
cagpliance w i t h  development criteria cannot be assured. 

fn tbe FY 1962 pragram, Supporting Assistance is nov projected 
for 21 countries in all regions of the world. In each of these 
cases the funas are required t o  serve one or mre cf the follow- 
ing objectives : 

1. A large annaal input of resources is needed to  help the 
host government support a substantial ntiI2ta-r-y burden; 

k. Capital progecte must be provided a8 an alternative 
t o  exclusive economic dependence on Sino-Soviet aid. 

Developnt  Research 

An appropriation of $20 million is beiag requested for  
FX 1962 to begin a program of Mopment Research, 
includiag applied research on the application of research 
findings, w i t h i n  t k  economic assistance program. This vill 
be the first concarted program of research designed to bring 
the results of scientiFic investigations to bear on the 
iqrovement of our economic assistance program. 

Ihe program follows recommendations made bg the President's 
Science Advisory Committee to secure more efficient use of 
aid resources through intensive research direckd a t  
problems of the aid program. 

In most instances, a c M  research wodd be c&ed on out- 
side the gopermmenti i n  private o r  university laboratories 
and research centers and by private individuals under 
grants or contracte. Il lustrations of the problems uhich 
should be researched are contained f a subsequent chapter 
on the subject. 

Voluntary Contrihtians to International OrganizaUons 

An appropriation of 353.5 million plus authority to  carry 
forutlrd, from the FY 1961 nppropriation, f u ~ d s  estimated a t  
&.E5 million is requested t o  finance voluntary contributions 
in FY 1962 t o  thirteen international organization programs 
specified in  the chapter below on this  subject. These 
contributions are over and above assessed contributions t o  
international organizations for which financing i s  provided 
in separate legislation. The major elements to be financed 
include A0 million for the U.S. Technical 4ssistance 
Adninistrztion and Special Fund, substantial amounts for  
ni l i tary and economic assistance to the Congo, a substantiel 
contribution for  support of the iJ. S. Relief and !.:arks 
-+pncj for  Falestine Refugees, and contributions to the 2.11. 
Children's Fund and the Indm Basis Development Fund, 

2. Assistance is provided to maintain base rights; 
3. An input of resources is required to prevent economic insta- 
bility which w w l d  threaten vital U.S. pol i t ical  interests; 



Contingency Fund 

An appropriation of $500 million is being proposed fo r  contin- 
gencies that might ar ise  during FY 1362. These contingencies 
include events which cannot now be clearly foreseen, as  well as 
events which can be foreseen but whose costs cannot now be es t i -  
msted w i t h  any reasonable degree of accuracy. 

Private Enterprise 

A separate chapter below outlines the role envisioned fo r  Private 
Enterprise both U. S. and foreign, under the new program. A 
variety of different  authorities are provided i n  the Act t o  
induce the participation of private enterprise i n  Cevelopment 
ac t iv i t ies ,  including Development Loans, the small business pro- 
vision, investment guaranties and investment surveys. 

Food f o r  Peace 

The $2 bi l l ion  of new conmitau=nt authority fo r  surplus agricul- 
tu ra l  sales during the calendar year 1961 covered by separate 

legislation has an intimate bearing on the purposes of the new 
economic assistance program and on i t s  operations. The Agency 
f o r  Inkrnational  Development w i l l  have a c r i t i c a l  role i n  deter- 
mining the sales agreements t o  be entered into under the new Fooa 
fo r  Peace program and it w i l l  cietermine the uses of a substantial 
portion of the currencies thus generated. The manner i n  which 
food can be employed i n  economic development, the role envisioned 
fo r  local  currency programs, ana certain policy changes i n  th- 
operation of P.L. 480 are summarized i n  the chapter below on Fooa 
fo r  Peace. 

Peace Corps 

Authority for  a new Peace Corps i s  being requested i n  separate 
legislation. Peace Corps Volunteers w i l l  provide the skil led man- 
power needed i n  many junior and middle-level positions abroad, 
u n t i l  nationals of the host country have been sufficiently trained 
t o  hold these positions. The Peace Corps w i l l  be assigned t o  
projects selected fo r  thei r  contribution t o  economic and social 
development and to  improved international understanding. 

Revised June 6, 1961 



SZI- 'PHE lPOOLS FOR ACPOH (continued) 

B. Developnuat Loans 

1. Introduction 

Ikvelopment Loans w i l l  be the heart of the new program 
for the Decade of Development. The basic tone and 
character of the new approach will be se t  by the 
-is being placed on loans, by the long term 
character of the lending program and by the policies 
and p--tics w h i c h  w i l l  govern Development Loans. 

The Act for  International Develapment would authorize 
a long t e r m  program of dollar lending on terms to be 
adapted t o  the limited repaylaent capabilities of the 
less developed countries. The aggregate amunt to be 
available for  such 1- over the next five years 
would be mroximttely $8.8 biUlon. Of this aggregate 
am,unt, $900 ndllion financed by borrowings from the 
Treasury would be available for  new obligation beginning 
in FY 1962 and $1.6 bill ion financed in the s m  manner 
would be available bebllnning i n  each of the next four 
years. In adilltion, appm-tely $300 miUion would 
be available for  lending in  each of the five years out 
of the proceeds of principal and interest m n t s  on 
loans ride in prior years under the Ehrtual Security 
and other programs. 

2. Purpose of Development Loans 

The purpose of Development h a n s  i s  t o  support economic 
growth in the developing countries of the free world. 
m e  a t h o r i t i e s  provided under the new Act, and the 
policies and the operating methods which w i l l  be 
folluwed in  practice, w i l l  all focus on this objective. 

k l a t  follows in th is  Chapter is a description of each 
element of the Development Loen program and i t s  relation- 
ship t o  the repuiremnts for  developnrent. The discus- 
sion rovers the reasons fo r  loans, long range funding 
authoriw through Treasury borrowing, the f'unding 
amunts praposed, contemplated lending policies, terms 
an13 conditions, and the m e r  i n  which projects and 

w i l l  be developed, appraised and carried out. 

3. Why Loans? 

I n  his ~ s s s g e  of March 22, 1961 on the new foreign 
economic assistance program, President Kennedy stressed 
the need fo r  special emphasis on Development bans. In  
the s t a t e m t  of policy in the proposed Act, such loans 
are emphasized as a primary instrumsnt for  supporting 
economic gruuth. As the preceding chapter indicates, 
the projected loan component of the to t a l  economic 
assistance program w i l l  r i se  both absolutely and as a 
proportion of the to t a l  in FY 1962 and FY 1963. 

Loans tend to minimize the sensitivit ies that are often 
experienced in  a donor-donee relationship. The remval 
of such sensitivit ies i s  also helpful i n  creating a 
climate of discussion in which the requiremnts for  
develqpment can be examined m e r a t i v e l y .  

Experience shows that the obligation t o  repay is desirable 
From the point of view both of effective execution of 
an assistance program and satisfactory relations between 
providing and receiving countries. A loan transaction 
establishes a businesslike atmsphere in which economic 
and technical standards are taken into consideration as 
a matter of course. By establishing an environment of 
discussions f r o m  which the hmdia t e  problems of inter- 
national relations are minimized, the possibili t ies for  
adhering t o  the economic and technical standards for  
development are enhanced. 

4. Long Term Fmdiqg 

The Act for  International Development would make loan 
funds avaLlable for use over a period of five years. 
Firm assurance of adequate funding over a period of 
five years is a central feature of the entire program 
for  the Decade of Develop~nt.  

The primary reason why long term funding is needed i s  
t o  permit us t o  make long term connnitnmts i n  support 
of country deve lop~n t  programs. A s  explained in 
Chapter I1 above, it i s  vitally important for  us t o  
make such conmdtments i f  we are t o  persuade the recipient 
countries t o  adopt the long te rn  approach vhich i s  
essential for  them t o  succeed in their  developmnt 
ef forts. 



In addition, as suggested in Chapter 11, long-term 
funding, and the ability which it provides to give long- 
tern c&bents, is a valuable tool for us to use in 
persuadku other industrialized natisns to move to a 
long-term basis in their cwn aid programs. 

J?inally, long-term funding promotes the efficient use 
of our own funds. ks long as Development Loans are 
ahinistered on an amxd basis, ther~ will be strong 
Dressures to use available funds within the fiscal 
&ar without sufficient regard to the soundness of 
their use. Under such circumstances, aid dollars 
m o t  accomplish as rrmcb as the American taxpayer has 
a right to expect of them. 

Long-range authority would be used in different ways 
to i i a l  with different situations: 

Example 1 

The sizable population, strategic location and history 
of this country give it an important positicn among the 
merging nations of the Free World. Compared with most 
other less developed countries, it possesses relatively 
admced business, governmental and intellectual 
cmmmities. Its political processes are free. Against 
substantial domestic and external obstacles. it has 
demonstrated a w i l l  and capacity to mdc* umsud. 
effort req?llrtd to m tcward self---- 
It has prepared its program of develop~nt  with wide 
public and private participation. The reasonableness 
of the program has been confirmed by a variety of business, 
banlricg and academic leaders from the West. 

If the new investment essential to achievement of the 
prcpm's goals is to be made over the next five years, 
substantial financing is required from abioad on liberal 
terms which the nation can bear. Because the develop- 
ment program is a carefully balanced one, all parts 
should be carried out in the proper sequence. To 
un3eI-te selected elements of the program now without 
assurances that subsequent parts w i l l  be undertaken in 
later years uould be a waste of the donors' and of the 
host country resources. 

In fiscal years 1961 and 1962 substantial expenditures 
will need to be financed and a large number of contracts 
for long lead-time capital goods and projects w i l l  need 
to be placed. 

Thus, in this country, the development criteria set 
forth above are met as fully as can be reasonably 
expected and at the same time needs are substantial and 
urgent. It is proposed, therefore, that the U.S., 
.using its new development loan authority, would join 
with other industrialized nations of the Free World in 
making a multi-year commitment of funds which would meet 
a substantial part of that nation's foreign exchange 
requirements during the period of its third plan. 

Example 2 

A country distinctive in its area for stability, con- 
servatism and the pro-Western orientation of its 
leaders, and for a relatively high level of adminis- 
trative competence, has decided to embark on a five-year . 
program of development within our next fiscal year. It 
has sought assistance from the World Bank in preparing 
such a program. Tf.e prospects for a reasonable long- 
range development program, while good, are not yet 
fully assured. 

The approach which would be taken here would first 
entail a technical study of the country's development 
progress and prospects and of its accomplishments and 
problems in developing the new program. Decisions 
would then be made regarding any expert assistance 
requested for preparing the program e?d with respect 
to any changes required in the country's policies and 

- 

practices. The prospects for obtaining agreement to 
the latter w i l l  be improved by assurances that the 
United States would be prepared to make a long-range 
funding commitment for a development program if the 
program's framework proves to be reasonable and the 
prospects good for carrying it out. Only when there 
is a reasonable prospect that development criteria are 
met would such a commitment be made. However, this 
country's performance thus far is sufficiently encourag- 
ing to suggest that such a commitment in same form 
might well be appropriate before the end of FP 1962. 



Example 4 

In this country the basis for  a long range commitment is 
mre  remote than in either of the foregoing instances. 
Howwer, the prospect of such a conmitment could be of 
critical inprtance in inducing this nation to begin the 
slov process of establishing economic order and a basis 
for  progress in i t s  haphazard. econow. 

It has been a recipient of Defense Supsupport and a variety 
of other fonns of U.S. and European assistance over 
the gears. The country's economic policies t o  date have 
not been conducive to the most  effective use of such aid 
or  Weed of its own resources. Periodic foreign exchange 

crises have led to recurrent operations i n  which the United 
States in recent years has joined uith other countries t o  
provide emergency financial help. The country has failed 
to deal with its investmnt and development programs in 
an orderly and consistent fashion. 

Concurrently with the n a k h g  of future U.S. aid commit- 
mints, t h i s  country should be informed that it nust 
develop a reasonable and w e l l  considered approach t o  the 
stabilization of its ecomq, to its developmnt, and t o  
the establ isbxrt  of an appropriate administrative and 
technical mechanism for  such purposes. I f  these con- 
ditions were met, the United States would be prepased to 
oWer a substantial long t e r m  financial conmitment in 
support of a reasonable developi~ent program i n  conjunction 
ui th  other industrialized countries. Technical assist- ~- - - -  

ante would be offered to support t h i s  effort. There are 
men in responsible positions i n  t h i s  recipient country 
vho would agree with th i s  approach, who have the capacity 
to respond t o  it, and whose position would be strength- 
ened by such a policy on our part. 

Here is an instance where an assured project of sub- - 

stant ial  financing three to five years hence, subject to 
basic internal meesures, is essential to induce the 
begimings of a necessary process of aconomic reorienta- 
tion. Without the promise of a substantial long term 
conmimt ,  pol l t ical  end military considerations are 
likely to continue to require annual support to th is  
country of substantial dimensions for  m ~ u r y  years to come. 

The foregoing examples i1lustrate the relation of long- 
range funding to long-term comitnt?nts. However, assured 
finsncing of developmnt loans fo r  a five year period 
has other uses. I n  the past, it has been diff icul t  t o  
adhere to sound economic and technical c r i te r ia  in an 
annual funcling environment. m l e  4 is a country in 
which long-term funding w i l l  help inject economic reason- 
ableness into a polit ically charged situation. 

Anuual levels of aid have been provided t o  th i s  country 
for several years. While aid funds have financed 
investments of some value t o  the countryfs economy, 
they have done so i n  an environment in which 

the country's own resources were not being effectively or 
even fully used and where a rational f l - m r k  for  under- 
taking new investment does not exist. The fact  that 
funds were provided on an annual basis and that no 
assurance could be given that a i d  funds woulC be avail- 
able beyond the inmediate f iscal  year created a situation 
i n  which it became polit ically necessary t o  obligate 
substantial funds t o  t h i s  country before each f i sca l  
yaw's funds -&shed. Under these circunstances it was 
not possible to assure investment in the soundest 
activities. 

A t  the present time, certain outstanding collndtments for  
specific projects still remain t o  be fulfilled. It is t o  
m e t  these prior commitmnts that supporting assistance 
w i l l  be programmed for  FY 1962. Hor~ever, it x~uld be 
expected t o  decrease grant assistance as rapidly es 
feasible and t o  c o d c a t e  this fact  to the Governmnt. 
A t  the same time, the Governnent would be info& that  
W s  ~ d l l  be available over the next five years t o  
assure substantial financing for  capital investments 
which ultimately meet the standards of reasonableness 
of the new loan i n s t m n t .  It is hoped that these t w o  
announcements in combination w i l l  inauce the country t o  
focus greater attention on the hard problems of its own 
develop~nt .  Under t h i s  arrangement the United States 
w i l l  not lack an alternative to the undesirable practice 
of providing a given amunt of funds each f i sca l  year 
regardless of the economic requirements for  such funds 
and the contribution they make to economic growth. 



The method wbich i s  prcposed for  making salable on a 
long term basis the major part, aggregating $7.3 billion, 
of the f l m b  which are t o  be us& for  lending operations 
over the next five years i s  the provision t o  the new aid 
agency of born- authority. In  a m t i o n ,  as set  forth 
in the intro&uctory section of t h i s  chapter, approxi- 
mately $300 million of funas for  lending operations are 
expected to be obtained in each year during the five- 
year period fromprincipal and interest payments on 
prior loans. 

The piqosed borrow* authority would give &&e President 
the r5ght t o  issue notes for purchase by the Treasury in 
the aggregate 8mmt indicated above over the f ive-year 
perlod beginning with FY 1962. The am,unt of notes to 
be issued within each year would be limited. Up to 
$300 million could be issued in FY 1962, and an addi- 
t i o d  $1.6 bil l ion could be issued i n  each of the 
succeeding four years. Ito the extent that the issuing 
authority might not be used up in  any year, tine unused 
portion could be carried over to any succeeding year 
during the five-year period. The terms and conditions of 
the notes would be determined by the President. 

Congressional control over the five-year lending program 
would be exercised throughout its l i f e  in  several uays. 
First, provisions in the initial legislation would phase 
the annual availability of funds  (as indicated in the 
preceding paragraph), establish the cr i ter ia  for  their  
use, require a subrdssion to Congress of quarterly 
reports on lending operations, and require the estab- 
lisfrmcnt of an interagency loan canrmittee t o  f i x  basic 
terns and conditions for  lznding operations. 

Next, in accordance w i t h  procedures followed i n  presen- 
t i n g  anrnral authorization progmns, an annual presentation 

would be made t o  the authorizing committees of %he 
Congress oovering all devzlopment lending 02erations. 
This would include a report of the lending activities 
undertaken during the preceding year, on a country-by- 
country and transaction-by-transaction basis, and would 
indicate plans for  prospective lending activities during 
the coming year. The authorizing comndttees would have 
the power t o  reconmend t o  the Congress any changes in  the 
lending cr i te r ia  or other modifications i n  the enabling 
legislation w h i c h  m i # t  seem appropriate. !be Cowess 

would have the power t o  cu r ta i l  or terminate the borrow- 
ing authority a t  any time. 

Moreover, an annual presentation of the lending p r o m  
would be made t o  the appropriations committees of the 
Congress. Since the proposed legislation would subject 
the lending operations t o  the provisions of the Govern- 
ment Corporations Control Act, the President would be 
required t o  present an annual budget for  the lending 
operations t o  these c o d t t e e s .  Pursuant to Section 104 
of that Act, which provides in part: 

"The budget program3 transmitted by the 
President t o  the Congress shal l  be con- 
siclered and legislation shal l  be enacted 
mking necessary appropriations, as may be 
authorized by law, mking available for 
expenditure for  operating and administrative 
expenses such corporate f l m b  or  other 
financial. resources or limiting the use 
thereof as the Congress nay determine and 
providing for  repaymnt of capital funas 
and the paylaent of dividends." 

It would be necessary in each year for the appropriations 
committees to recormnend, and for  Congress to pass, legis- 
lation authorizing the President t o  make expenditures in 
accordance with the budget. 

Accordingly the Congress would retain its control over 
the funds t o  be provided through borrowing authority. 
However, A-omthe standpoint of the agency administering 
the program, there would be a vital difference between 
the procedure t o  be followed under the borrowing author- 
i t y  system and the procedure which i s  presently followed 
under an annual aib appropriation system. 

Under the present system, the ESLecutive Branch has no 
indication of the size of the funds which w i l l  be avail- 
able to it i n  future years. On the other hand, if the 
aid agency is provided with five-year borrowing authority, 
it will have a firm indication of the m u n t  of the f'unds 
which can be committed i n  future y e s .  Although the 
amunt of these future m d s  w i l l  be subject t o  being 
reduced by the Congress, the agency will nevertheless 
have a figure which it can use i n  i t s  p h m b g  and i n  its 



negotiations -xi= recipient countries. 35xm the 
administrative standpoint, this  is a difference of 
the greatest hportanct. 

I n  other wods, the provision of the borrowing authority 
uill constitute an expression of intent on the part  of 
the Congress t o  w e  the specified m u n t  of Funds 
available over the five-year period. Congress w i l l  
retain the right to change i t s  mind. Nevertheless, the 
d s t e n c e  of t h i s  expression of intent will be of v i t a l  
imgortance i n  helping the aid agency t o  administer a 
long-range development program. 

The same purpose could be acco@lished by the technique 
of a milti-year appropriation. However, the technique 
of borrowing authority i s  better adapted t o  an income- 
pxducing lending operation which w i l l  be used t o  
finance increases i n  productivity, and i n  fact  has been 
the techniqye m s t  conumnly used i n  the past for 
financing rewlvin& loan Amds. 

m e  following are examples of legislative authoriz=- 
tions, currently in effect, for  financing with the 
b o w  technique : 

C o d t y  Credit Corporation 
Defense Production Act of 1950 
&port-Import Bank of %&xington 
Federal Deposit Insurance Ccrporation 
Farmers Home Administration 
St. Lawrence Seaway Developmnt Corporation 
Federal Home hen Banks 
Federal National bbrtgege Association 
Federal Savings and Loan Insurance Corporation 
Eousing and Home Finance Administration 
Rural Electrification Administration 
Federal Ship Mortgage Insurance Fund 
Federal C i v i l  Defense Act of 1950 
Snail Business Administration 
hformational Media Guaranty Fund 
Veterans Direct b a n  Program 
International Cooperation Administration 
Panama Canal 
Virgin Islands Corporation 
D i s t r i c t  of Colmbia 
Helium Act. as mended 
Area Redevelopment Act of 1$1 
Tennessee Valley Authority 

This list includes, amng others, programs which engage 
i n  domestic lending on terms more l ibera l  than the cost 
of money to the U.S. Treasury, programs for  international 
lending operations, d programs whose assets are not 
regularly maintained in the short t e rn  through operating 
income. There is W l e  precedent for  applying the 
bornwing technique to the financing of development loans. 

a. Needs are not precisely calculable a t  th i s  time 

The magnitude of the requirement for  Development 
Loans is neither easily nor r~echanicelly detendnable. 
It would be neither accurate nor consistent with the 
purposes of the neii progzam t o  suggest that the m u n t s  
requested represent precisely established needs. The 
proposed funding represents the best j-nt of mini- 
xum needs that can be made a t  t h i s  t ime .  It takes into 
consideration the inpacttha% past levels of development 
financing have bad on the growth. of the less  developed 
world and reflects the conclusion that substantially 
mre  is required i f  siguificant progress is t o  be made. 
It also takes into consideration the expectation that 
other capital-exporting countries w i l l  also make m r e  
Punds available for  development purposes. 

Certainly the needs of the less  developed countries 
are meny tine s greater than the financing now available 
A.om the United States and the res t  of the free world. 
But while the needs are vast, the cqac i ty  t o  use funds 
effectively is much less. The c@ acity of the emerging 
countries to put new capital to good use turns on factors 
which are diff icul t  t o  predict. These factors include 
the many s e V  help measures summarized i n  Chapter I1 and 
i n  the Annex. 

A t  the same time, the likelihood that such self 
help measures w i l l  be undertaken i s  often dependent on 
expectations as t o  their outcome. necessary actions are 
less  likely to be undertaken i f  the prospects for obtain- 
ing edditional capital are uncertain. 

?a approach such as that proposed for  development 
loans i s  based on an estimate of that which can usefully 
be done. I t  does not mean that the proposed loan capital 
actually u i l l  be used over any particular period of time. 



b. FY 1952 Funds requested stems f r o m  several facts. 

Some measure of the  relat ion of the proposed funding 
requests to neeas can be obtained by looking at FY 1962, 
the first year of the  Fmgram and the  one f o r  which p l a s  
s r e  wst Zavanced. 

It i s  clear that the  mst inmediate and largest  
c la im. t  i n  FY 1962 w i l l  be India. Subject t o  Congres- 
sional action a substantial coriinitmnt has been offered 
t o  s q p o r t  India's Third Five-Year Plan. The conrmitment 
would be made in  conjunction with other Free 50rld 
contributions. Apgraisal of Pelristan's Second Five- 
Year Developent pro gnu^ suggests that  a large c o d t -  
m n t  could 'oe used eflectively there es well. Contri- 
'butions to this prograii Kill be considered a t  a second 
mz-eting of the  consortium on P a i s t a n  -50 be held i n  
June 1Sl. 

3razi1, under a new g o v e m n t  tiedicatai "a or&erly 
finazlcial manag-=nt and t o  domestic masures directed 
to-d a sound &evelopment p r o p m ,  Is confronted with 
a degree of economic ins tabi l i ty  tha t  c m  b- overcome 
only by an e x t r a o r d i ~ w y  infusion of external assistance. 
I n  coqjunction -dth the Intematioosl  Ihnetaqj M a ,  the  
Eqort-hport  B& and Treasury Department funds, the 
U.S. Govemnent has also coxnittzd, aub2ect t o  Congres- 
sional. amroval, $10 million t o  Brezil f ron the  new 
development program. 

The probable loan commitments t o  these three countries 
v i l l  account f o r  a very large share of the financing 
sought through borrowing a u - r i % y  f o r  FY I*. I n  
eddition, there are a t  l e ~ t  ten  countries, som: i n  each 
of the four major geo@-~phic areas, &ere need, planning 
and over-all bportance v i l l  resul t  i n  s i m f i c a n t  lozn 
requests. FUaUy, Yn-2 irill be prcject n p o s e l s  
k m  acne 25 ot;h-r colmtrics, soae of w'.-iich w i - l l  very 
probably -fill thz n s ?  concEtions ap~.lyinz t o  develo2- 
Z C E ~  lending. 

c. Ceeds beyond FY 1962 

k l h i l e  the  deta i ls  af needs and country development 
capabilities beyond FY 1962 cannot be precisely pre- 
sented, the  Kisdon of a comnitment bjr the  United States 
covering the  four subsequent years i n  the  magnitufie 

F i r s t  Ire know that the loan support fo r  such -9 
countries as India and Pakistan IGUS~ continue at high 
levels fo: the  inmediate future if  t h e i r  ef for ts  =e t o  
be successful. I n  these cases, it is possible t o  foresee 
the general l eve l  of ac t iv i ty  which it would be i n  our 
in teres t  t o  maintain. 

Second at the  time of the  Act of Bogota, Latin -9 

American countries were promised that development cas i t a l  
would be available t o  them w r e  freely than previously. 
As they f i rmup t h e i r  plans and programs, significant 
amounts of development lending funds w i l l  be rec;uLred t o  
meet our fair share of the i r  legitimate anC! proven needs. 

Third we know tha t  there are seve.1-a important -, 
countries which have previously r e c e i v d  sid from us 
chiefly in  the  form of grants where we are  proposing a 
s h i f t  t o  loans t o  the  extent tha t  plaming .=nd other 
se l f  help neasures are met. For this zpproach t o  be 
effective i n  t k s e  countries, we nust have the capability 
to make substantial iievelopment loans. irhile the  
amunts of lending are  inpossible t o  forecast, any hope 
of achieving a significant permanent reduction i n  oqport-  
ing assistance r e s t s  on being able t o  aake su'ostantid. 
loans t o  these countries. 

Fourth it is  already apparent tha t  such countries 
-$ 

as iJigeria and Tunisia are approaching the point r h r e  
neanin@d planning, s ~ c i a l  progress ZLUC a &oo& quality 
of sublic a3ministration e n t i t l e  the= t o  seriocs con- 
sideratzon fo r  long t e r n  comitments. Unless we are i n  
a position t o  be able t o  respond i n  the ~'e.sor,aX.y nsa- 
Tcture t o  this kin& o r  cowtry, ve s'ncll f a i l  in c m  
e?r"01", t o  us2 a55 Fn the mst constructZve an& ~conomical 
manner. Xsain, it is  not possible t o  predict tile raibrc 
of c-zs rrherg such c o m i t ~ n t s  ten v i s e k i  be caZe ovai. 
Lq-. b ~ - ~  nee fsw ;reas.  B u ~  OW capabi1it~- "Ye ~\nzaz= 53 a 
!li:*..?ll;r ceLjctivc n u h r  o? grio-city com15t,nent.; sans 

we  at ;-aaze 2 substzntid. w u n t  of lom2b1e funds 
&*milable to us i n  t i e  next f e w  ;rears. 

Fifth, &rid. pe rhqs  mst inortan%, e-rcn though we 
cvuiot foresee _nrecise lams se-reerel years rheab, 113 

'aov tha t  as xe nre successful ic n&ix clss r  our 
determination t o  respond help?"ully t o  those countries 



who help themselves, we shall confront - along with portion of the Bank's t o t a l  credit  program w i l l  continue 
other Free World nations - an increasing number of t o  consist af development loans. Roughlytwo-thirds of 
countries in Africa, the Far East and the Middle East the t o t a l  is  l i k e l y t o  be available f o r  Latin American 
H c h  w i l l  have met our conditions. countries, it being a region in which the Bank has found 

it possible through the years t o  focus a substantial part  
With the types of si tuations facing us vhich have been of i t s  lending. 
mtllned above, the requested increase in  future lending 
capacity is conservative. 9. Scow of Lending 

7. Other Free Vorld Contributions 

The pending proposals recognize that external assistance 
needs of the l e s s  developed areas neither can nor should 
be m e t  wholly *an U.S. saurcea. The revital ization of 
Western h p e ' s  industrialized econanies has made it 
possible fo r  them t o  provide substantially increased 
developnent financing on liberal terms. One of the addi- 
t ional d i f f i cu l t i e s  i n  estimating precisely the require- 
ments fo r  U.S. a id  i s  the f a c t  tha t  the funds which uill 
be fcrthcaming from Western Europe and i n t e r n a t i d  
ins t i tu t ians  such as  the IElRIl and the Inter-American 
1)evelopment Bank are  an essential  element in the equation 
and tha t  this avai labi l i ty  cannot be precisely estimated. 
But just  as the inducement of greater se l f  help and 
longer range perspectives in the l e s s  develaped cumtr ies  
are essential  elements of the  new program, so is a con- 
certed e f fo r t  t o  induce the other industrialized nations 
t o  enlarge the i r  development financing. The methods by 
which t h i s  ef for t  is being and u i I l  be carried out are  
autlined in Chapter V belw. 

In many instances, U.S. contributions t o  particular 
camtr ies  uiU be contingent on increased contributions 
from other industrialized nations. In some cases, the 
United States may determine that  its contribution should 
be a minor portion of the t o t a l  package. 

Mechanisms f o r  coor3inating assistance by the advanced 
nations and multi lateral  lending agencies are  ei ther i n  
being or a re  being created. Already, consortia convened 
by the lBRD fo r  India and Pakistan are beginning t o  
bear fruit. O E D  is moving toward the day when its 
deliberations w i l l  pass beyond the stage of exchanging 
information. 

8. Role of the Export-Import Bank 

The proposed program assumes tha t  the Export-Import Bank 
w i l l  play a c r i t i c a l  ro le  in the t o t a l  effort. A significan 

Under the  proposed provisions of the  new legislation, 
the  Agency for  International Developent w i l l  be authorized 
t o  make loans or extend credits  t o  a variety of different 
types of borrowers, including foreign governments, other 
foreign public ent i t ies ,  foreign individuals or private 
firms, U.S. individuals and corporations intending t o  
undertake productive investments abroad, and international 
organizations. 

Loan flrnds w i l l  be used fo r  whatever purposes and activi- 
t i e s  seem in particular instances t o  make the most 
effective contribution t o  e c o n d c  growth. In those 
re la t ively  few instances where it w i l l  appear that a 
national development program a s  a whole is  worthy of 
support, the credits  extended in support of such a program 
may be used fo r  a range of purposes from the financing of 
general imports needed t o  maintain or expand economic 
ac t iv i t i e s  t o  the financing of specific types of commodity 
imports intended fo r  fabrication in to  capital  items t o  the 
financing of capi ta l  projects. Where it does not seem 
appropriate t o  provide such broad support for  a national 
program, loans will-be made f o r  selected capital  projects 
or in support of selected sector programs, such as  pro- 
grams f o r  the expansion of railway, irr igation,  road or 
power distribution systems. 

Thus, loan f'unds w i l l  usually f ind the i r  way in to  industry, 
pouer, transport, agriculture and camrmnications. It 
should be recognized, however, that a country's growth 
might in some instances be more broadly and perhaps even 
more immediately stimulated by an improvement i n  educa- 
tional, training or other social ins t i tu t ions  rather than 
by the provision of a new highway. The neu loan program 
might occasionally f ind tha t  its resources would be best 

employed in connection with ac t iv i t i e s  connected with 
social  advancement. In  those instances where broad 
support of a national development program is undertaken 
and general imports in l i n e  with such programs are 

l t  
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financed, many of these imports vill find their way not 
just into manufacturing plants, roads, irrigation systems 
and the like, but also into schools, hospitals and other 
social institutions. 

10. Lendim Policies and Criteria 

The selection of countries to which financing vill be pro- 
vided and the activities for which financing w i l l  be pro- 
vided w i l l  reflect priority judgments in accordance vith 
the developnent criteria outlined above. 

This is not to say that judgments related to more immedi- 
ate foreign policy considerations w d d  have no impact on 
the selection of cauntries or activities to be financed. 
On the contrary, it suggests that it might be appropriate, 
w i t h i n  limited funds, to accord some countries priority 
amorig those equally qualified in terms of development 
criteria. There may also be urmsual cases where assist- 
ance to nations othervise qualified would cause serious 
damage to our foreign policy. 

In considering activities to be financed by loans, the 
Agency for International Ikvelopnent w i l l .  be required by 
statute to take into account: 

whether financing could be obtained in whole 
or in part froin other Free World sources 
on reasonable terms, 

the econamic and technical soundness of 
the activity to be financed, 

vhether the activity gives reasonable promise 
of contributing to the development of econcauic 
resources or to the increase of productive 
capacities in fhrtherance of the purposes of 
this title, 

the consistency of the activity with, and 
its relationship to, other development ac- 
tivities being undertaken or planned, and 
its contribution to realizable long-range 
objectives, and 

the extent to which the recipient country 
is sharing a responsiveness to the vital 
economic, political, and sodial concerns of 
its people, and demonstrating a clear 

villingness to take effective self-help 
measures. Loans shall be made under this 
title onlyupon a finding of reasonable 
prospects of repayment. " 

Loan Terms and Conditions 

The terms and conditions on which development loans would be 
extended differ markedly from prior practice under the Mutual 
Security Program in two major respects: all repayments uill 
be required in dollars and the repayment terms for individual 
transactions w i l l  be based primarily on a judgment of the 
recipient country's overall capacity to repay rather than on 
the character of the activity financed. 

a. Dollar Repayment 

The shift to dollar repayment reflects the widespread 
view that the advahges of local currency repayment are out- 
weighed by its disadvantages. In many countries the United 
States now has substantial holdings of foreign currencies 
which are far beyond any of its foreseeable needs, and it 
faces the prospect of further increases in these holdings. 
The accumulation of these holdings has already served to 
create tensions and misunderstandings with host governments. 
While foreign currency balances are legally the property of 
%he United States, they can onlybe used, by and large, in 
the country of issue. When these currencies are spent, the 
budgeting procedures of the local government and its mone- 
tary policies must be adjusted to compensate for such action. 
But the use of these currencies does not bring new resources 
to assist the country's development. 

In proposing loans repayable in dollars, the new 
program recognizes that there are a variety of factors 
which bear on the debt service capacity of the developing 
countries. In some cases the size of a developing 
country's internal debt uill bear on its foreign debt 
service capacity. One aim of the program uill be to 
improve the ability of a country to service its debts 
overtime as it progresses in developent. The type of 
activity financed cannot be used exclusively to determine 
a country's capacity to repay. While same of the projects 
and programs to be financed w i l l  contribute directly to 
the foreign exchange earnings of the recipient countries, 
others w i l l  have an indirect influence on their capacity 



''a service foreign debt by increasing the general level 
of economic activity. As the economies of the less 
developed countries expand, they nay find themselves 
better able to mobilize domestic resources, and increase 
their  exports and foreign exchange earnings and be in a 
better position to repay dollar loans i n  the future. 

Accordingly, loans under the grogram would be made 
repzyable in dollars, thcu* repayment would ke over a 
long termgeriod, up t o  fifty years in SOLE cases, with 
no rep-nt of principal in the early period of the 
loan. The deferment of principal payments might be for  
as long s ten years, so as to exlgkle the country to 
get the benefit of increased ymduction resulting from 
the loan before it begins amrtization. Loans d g h t  be 
UEU?~ at no interest a t  all, or at nominal interest e s ,  
so as not to burden the balances of payments. Tenns of 
this sort  are contemplated by the IDA an& the new aid 
srogram could be developed along similar lines. Conai- 
tions should be -flexible so that tenns appropriate t o  
the particular p r o m  8nd activities can be devised. 

Terns of loans appropriate for assistance t o  govcm- 
rents nag not ge~e re l ly  be desirable when the Agency for  
Internetionsl Dwelopment makes loans to private imres- 
tors engaged i n  ~rofit-makine; enterprises or t o  autono- 
mus public ageacies which operate on a profit  basis. 
The him favorable terms contenglated for  loans t o  
govemmnts vould make dollars available t o  private or 
public activities of t h i s  type a t  a rate  of interest f a r  
lower than is normally available f 'mm lending agencies, 
while the maturity muld be f a r  too long in the case of 
a private bwiiness. !.loreover, such enterprises may 
obtain part of their  funds from local mney raarkets i n  
wkich the interest rates are greatly in excess of interest 
rates ~revaiEng 3h the United States. Since it is one 
of the objectives of the program t o  promte private 
enterprise, some portion of the loans under the program 
shouldbe M e  to private entities, but such loans should 
m t  gi-r~e them unreasonsble adventages i n  competition with 
other enterprises i n  the sarae country, or  provide 
I"ill3nc- on the l iberal  t e r n  apgropriate i n  government- 
to-governuent transactions. 

To deal w i t h  t h i s  situation A.I.D. should have flexi- 
b i l i t g  to set appropriate terms. Various dcvices could be 
used, such as loans made repayable LC dollars at rates con- 
parable to  the Export-Import Bank rates, or loans nmde to 

governments on the usual terms of the A.I.D. program, 
Kith provisions for  relending t o  private ent i t ies  a t  
local rates and with shorter maturities. The t e rm and 
conditions of particular loans should be worked out in 
the specific case. 

12. Procedures 

Two fundmental attitudes will govern the nanner in which 
loan proposals are evaluated and carried out. 

First ,  only those proposals will be considered t o  which 
local authorities attach a high priority in their  own 
schene of development and i n  wfiich local interest i s  
sufficient t o  warrant confidence in the success of the 
activity. 

Second, the focus of responsibility for  the origination, 
planning and conduct of an activity w i l l  be placed on the 
borrower. 

These requiremnts do not mean that  the new agency wil l  
be passive and act only on proposals presented to it. 
They mean tha t  mmy proposals must be turned d m  and 
that preferable alternatives must frequently be suggested. 
It w i l l .  often be necessary t o  provide technical assistance 
t o  the borrower for  the planning and conduct of develop- 
ment activities. However, no activity w i l l  be undertaken 
unless local effort  and interest is exhibited during the 
preparatory phases of the activity and unless there i s  
evidence that the hard tasks involved i n  carrying it out 
will be approached seriously. 

Proposals are expected to originate from a variety of 
public and private sources. In' each case they w i l l  
in i t ia l ly  be judged i n  terms of the c r i te r ia  already 
outlined. 

Regional bureaus of the new Agency for  International 
Development w i l l ,  Kith the assistance of the Agency's 
country missions, de tembe whether or  not self-help 
standards have been met and whether proposals have 
suffYciently high priorit ies i n  total country schemes 
for  developnent t o  warrant serious consideration. 

I f  favorable judgolents are made on these matters, pro- 
posals K i l l  then be subjected, as appropriate, t o  the 
detailed economic, technical and financial analyses 



rq;iired by l a w  and amplified by administrative regula- 
tions. The regional bureaus w i l l  be assisted in these 
~ l a l y s e s  by the  Office of Dwelopent Financing, described 
in Chapter Fi below. The further ro le  of the Office of 
Cevelopent Planning in advising the Ph in i s t ra to r  of the 
Gzency on the policies, standards and practices governing 
the provision of loan assistance is elso described in 
Chapter IV. 

I n  the case of each favorable evaluation involving sub- 
s t a n t i d  enounts (those in excess of e. f igure t o  be 
l e t e r  established), the Assistent Administrator of the 
regional b e a u  vill recommend appropriate action t o  the 
Ewelopent  Loan Committee, a s  described i n  Chapter I V  
below. Gn the basis of a detailed analysis of each 
proposal, the Development Ioan Committee w i l l  deternine 
whether lending policies, cr i ter ia ,  and procec!ures have 
been net. i n  the cese of loens below the threshold 
figure, authority f o r  approval w i l l  be vested in the 
driministrator. 

Xter a loan is  approved, an indivitktall7 tai lored loen 
agreenent vill be prepared f o r  negotiation. Yhen such 
negotiations are conclu&d, the loan agreement will be 
signed and an entry s b Z i t ~ e o u s l y  made on the books of 
the Agency constituting a formal obligation of funds. 

Prior to t h i s  point, a plan f o r  implementation w i l l  be 
evolved which will place upon the borrower a variety of 
responsibil i t ies t o  be carried out in  accordance w i t h  
the loan agreement. These responsibil i t ies may include 
the him of consulting engineers, the  preparation of 
detailed specifications and drawings, the issuance of 
tenders t o  bid and the award of procurement and 
construciion contracts. The implementation plan w i l l  
elso require the establishment of a work schedule and 
periodic reporting on progress. I t  w i l l  s e t  fo r th  the 
m m e r  end purposes f o r  which funds are t o  be disbxrsed 
m d  establish the procedures f o r  disbursement.. i n  the 
collrse of carrying out the activity,  the borrover will 
be required t o  give notif ication to the 'h i ted  Stetes 
.k~ernment of proposed procuremnt so that  interested . - s.5. mppliers w i l l  heve en opportunity t o  bid, 'The 
borrower w i l l  also be required t o  e s t ~ b l i s h  lh i te . t ions  
on the ocem shipment of goods to  conform t o  the 50/50 
shipping requ5rment. 

?hrougho--~t the term of ezch lo?n, the qyropr ia te  
'egional 3meau of the agency w X l l  police progress 
v i th  respeci, w proc'nenent, constn~ction, operetions 
end r e p w e n t .  



1. Introduction. Development Grants w i l l  assist the less- 
=tiom to: (a) improve the educational, 

technical snd pmfessioasl sldlls ad abilities of their 
peoples; (b) Unaertabz p r o m  of social refom and 
developent, indudkg the control or &cation of 
major  diseeses; (c) improve aPa expand institutions 
a d  or&finimtions which further e c h c  ad social 
d e v e l o w ;  (a) forppilate effective plans to achieve 
feasible dev- goals; (e) identifs the human and 
naterial resources Wch axe amihble  for developaent 
thmugh general surveys and surveys of specific projects; 
an5 (f) i n  a limited mnnber of extremely underdeveloped 
camkries, establish or *rove basic mical f k i l i t i e s  
re@-& for econcnnic growth. I n  addition, this category of 
assistance will meet other needs requiring grant assistance, 
imludimg the payment of handling, transportation, and 
renovation costs on -pew which is excess to the needs 
of agencies of the U. S. Government and which can be used 
for &onamic assistance purposes, payment of overseas 
freight for coimuodities donated by Am rican voluntary 
agencies, assistance to Axuerican schools ab&, and 
sqpmt of the bi?aateml Atoms-for-Peace -orogmm. 

Tc w e  yogaras Unaer this !i!iAde, $389 million of 
obli@tionn3 suthority (inclu3ing $380 million of new 
authority asxl $9 million of unused authority flroan the 
current -1, t o  remain available until expended, is  
requested. Of this amount, approximately $259 million 
vill be required t o  cover the continuing costs of 
projects within the - t Gra.nt category which 
wve been initiated x t e d  izi 1961 m prior 
years. Another $5 million is  required to pey tbe had- 
ling, transportation, renavation an3 other costs of 
excess property acquired frarn agencies of the United 
States (%rvernmeat. The :ra;lainlsg $I25 million yiU be 
used t o  finance new p r o w  an3 projects. The major 
shareofthislastamountuillberequiredtosupport 
Lovelapnent p r o m  i n  the newly irriepenaent nations 
of TXQicrrl affica, 

The discussian a c h  follows wlll cuver the need for 
develapneat grants, the criteria to  be applied t o  
requests of the recipient governments for assistance of 
this type, the hpx tmce  of no-year funas, and the 
appmpriation -- for FY 1962. There is aJ.60 
a description of the major types of requirements, 

ment Gr& pro& w i l l  be proposed, with examples of  
specific projects and certain special rewaaents such 

2, The Needs of the Developing Nations, The problems con- 
hnting the less-developed mtions as they seek t o  
achievegrogress within a frammork of & defy 
solution by their awn unaided efforts. In the countries 
in the earlier stages of growth which w i l l  be the 
principal recipients 'of grant aid, the cri t ical  bottle- 
necks - often of an hportance greater than the lack of 
ca itsl for productive -illties - are ordiaarily 
(aJ - of s-cient rnmibers of p w l e  possessing 
technical, vocational and mmgcrial skills and abU- 
ties; (b) lack of effective organizational institu- 
tional forms in the fields of gowmment, -e, 
coarmerce ard &cation; (c) lack of kwwledge of human 
and mbterial resources aml of how to plan effectively 
for their use; and (a) imdequacy of basic facilities 

Developing nations m u s t  also taloe steps affecting the 
a t t iWes  ard motivations of their peoples. I f  inaivid- 
uals belleve that they XU. mt share equitably in the 
benefits of progress, they wi lJ .  make no w i l l i n g  contri- 
bution to progress. If they have no sense of aational 
identity or conmdtmeat to a mtioaaJ. purpose, they will 
not xark together in the na t i om intereet. A greater 
measure  of social justice and of aatioaal COglPitment 
is required to stimulate dwelopnent, t o  ensure political 
stability, ruPa to meet legit-te social aspirations. 

BFtrr the devehpmkt of human resources a d  institutions 
has reached a certain stage, the d- for ard the 
ability t o  absorb larger amouate of invesianent for 
iocressing production increases sharply, and lack of 
capital , particularly of fore- uccbange, becomes the 
most critical bottleneck. This does not mean that 
foreign technical assistance is no longer required. 
Countries, such as m, Yhich have reached this stage 
obviously still require aibstant5aJ. technical assistance 
as well. But the "mixmix" of assistance needs 
has shifted from eqheisis upon social and economic 



b. Flhether the activitv 16 consisttat, vith ather 
a- activities -0 be* UdermEn or 
parmed. JigpUcatioo of this criterion vlll help 
insure that Development Gsmt activities clearly 
relate to develapamt goals e .  are consietent w i t h  
thc p r b r i t l e s  for achieving these goals. The review 
of a propose& p r o m  or pojec t  should consider not 
only its relationshi2 to other host 

ectiviA3es being udertaken or pla.ni7ea i n  

i n  other sectors. Experience has demonstsated that 
iJ. S. assistaace a d  host cuuntry resources u s e  
Srirrg m%er results when i2xzy are US& for activi- 
t i e s  which are part of a velldeveloped long-term 
Tilan, The review sh.ruld also consider whether the 
actiiviw pmposed requires priorS,ty attention a t  the 
t h e  proposed. gssistance wbich ia ~ O C U S ~ ~  upon the 
c r i . t i c s l b O ~ t o ~ i s 0 f ~ t e r  
b c n c f i t ~ t h a t w h i c h i s r e l a t e d t o o t h e r ~ ,  
thm@ less tirgent, resuirements. 

into colrsiderstian the availabiliw of trsined 
p e r s d ,  materials, necessary supporting 
facilities, an& the anticipated demad for +he addi- 
tional goods or services which are to be produced. 
In the case of water or related land resource construc- 
tion projects or programs, it should consider whether 
the requirements of the proposed legislation as to a 
ccarputstion of benefits and costs (made insofar as 
practiceble in accordsnce w i t h  procedures established 
by the Bureau of the Budget), have been met. 

d. Whether the c-tinff nation or entity is taldq 
Or -sing to take adepue.te self-help measures. It 
is espec- inrport;ant that Develojgent Grants en- 
cowsge self-help measures by the less-developed 
countries, and that they be airected t o  assuring the 
success of these efforta. However, this criterion 
must be 8ppIiea rea.listical3y and with judgment and 
tact. In sane cases it m w  be inqpssible t o  insist 
on performance befare U. S. assistance is forLhccmdng; 
instsad we m e ~ r  accept expressione of inteation where 
we belleve them t o  be sincere. frbreover, jutlgments 
as t o  the adequacy of self-help rn-s should take 
igto account the stage of d- of the country. 

e. Assistance anticipsted or avsiZsble fKln h e  W o r l d  
sources other than the United States. Other donors 
of assistance, mch as the United ations or other 
multilateral agencies, are sametlmes able to provide 
aid of a ldnd not readily available i n  the U. S.; 
there are also occasions i n  which the recipient 
country prefers curtafn Qpes of assistance to be 
provided by such sgencies. This m w  also be true of 
bilateral assislance frcnn other E'ree Warld sources, 
In reviewing proposals, ut should consider these 
possibilities and, where appropriate, encaurage 
recipient countries t o  seek assistance f h m  these 
sources. 

4. The b m r t m c e  of N0-Y- M. An essentisl require- 
ment for the most effective use of the criteria described 
above is  the availability of new obligational authority 
beyoad the ad of the f lscsl  year in which the funds are 
appropriakd. The system of single-year apprapriatians 
used for grant Amas i n  psst years has placed pressure 
on aid personnel t o  obligate flrnds prior to the end of 



ZquaUy important, the availability of no-year funds w i l l  
help to lninimize the troublesome problem of past years 
vith respect to annual cuuntry aid levels. The amount 
a country received in ~ i o r  years frequently was .consid- 
ered to be an indication of requirements in the current 
year and the yior pattern of funding encouraged many 
coutrios to argue that an increase or decrease in aid 
uas an indication of U. S. favor or disfavor. Availabili- 
ty of r~o-@ar i k d i n g  would r&ce the significance of the 
a%d level in m y  partidar year and should assist, 
therefore, in securirg more effective use of funds. 

5. The Recuirements for FP 1962. The FP 1962 Development Grant 
sutnorioation and appropriation request is for $389 million 
(ixludirg $9 nillion of unused authority frcm FP 1961 ) , to 
be used for the purposes a& under the methods and criteria 
described in the preceding sections. 

for the provision of U. S. GovcrraDmt eu@q& tech- 
nicians aver a period o f  -, ftmds required for the 
pag a d  refated costs of these U. S. 
technicians are, In a c c e e  wlth 8- GavuP- 
memt practice, apprqprZsted in the year in ubich the 
ps~r~ents are actual& d e .  

The est imrte  of continuing costs of &st ing  activi- 
ties for FY 1962 by m p h i c  regions is as follmm: 

For all regions except Africa, continuix costs are 
either si~iflcantly reduced or held to about the 
F!f 1951 level cf costs. The project-ion fcr JL-ica is 
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b. Hew Fmgmus  an3 RmWts. O f  the $389 miyion 
prognsm for DeveloLrnd -9 8-w $525 

is projected be 8vailebI.e for ~ C W  Programs 
&i projects, after dabcting the requirements far 
wntimhg costs of present pmgmms and the $5 ~KU- 
ionrtquirea in come&bnuith the use of non- 
agricultraal excess prqpert;g. The prospect of these 
new pmgmns should provide an 3mwr tmt  incentive 
to the recipient co&ries to improve their 
azd prcgm&.rng aa3. to t83r.e other self-help measures. 

Secaad> +#he -cation of the new criteria frequent- 
3 y  vill r q u 3 n  greater time initially for project 
dembp~& then heretofare. The emphasis on pram- 
t i n g - 4 v = h = = i ~ ~ T i t r u m 4 n a ~ ~ r o g r c r m -  
mine;, a d  the insistence on increased s e l f - h e  w i l l  
all temi to U2ait the rate of expansion ofihe prom 
in FP 1962. Ihird, the general rmfamiliarity of the 
rccipi& camtxies, aria to  a lesser d e n t  U. S. 
field personnel, w i t h  the nev priorities and criteria 
wiudeaaytht  idtn#ficationof s- f3mlmquh-e- 
melts. RJurth, changes in nmpi.t;uae and emphasis 
~ r e c n l i ~ o f s a d i t i O D a l ~ a s o r n e v  
types of pcrsomrel, sane of uhan are in relatively 
6- supply, as well as chmgea in t3anhistrativt 
procedmrs uhich take time to effect. 

Pi,zsty assistance in p&tming and resources 
mmagcmat w i l l  be stressed. This includes assistance 
in establishing the institutions ant3 tmhing  the man- 
power for national acvelopnent planning; in establishing 
sources of statistics azla information on which planning 
dep-ids; in  m @ n g  the req?liranents of broad sectors 
of the economy such 8s ixmqyxt, agriculture, ccmmuni- 
cations, *try and panr; in Unaertaking pmlhbmy 
surveys as to the econauic andtechnical feasibility of 
projects; in designing the financial mechanisms of the 
ecolxmy in waJrs thlt will promote growth w i w  inflstion; 
and in devc&ping sdministmtive practices which w i l l  make 
possible the marc eflective review a& implementation of 
progrems once establdshcd. To deny the less-devtlqpea 
countries this assistance could well delay sigt~Ifica.ntJy 
their rsaching the point where accelerated drvelapment is 
po~sible. 

S e c d ,  the malor share of the furds available for nar 
projects aver and above those required for plaunbg surveys 
&nd reLatcd services ere Uldy  to be utilized i n  Trouical 
AArica. In m of the M W m t  'Prapical African 
countries assistance pro(pans were not initiated u n t i l  
Ute 1960 a& are still i n  a stage of expansion as needs 
are identified aad ias,lcmentation capacity is augmented. 
A d d L t i d  c m e s  are urpeckd to  became Ldepdent 
in FY 1962. The importance of U. S. economic assistance 
to help the new African countries move i n  a democratic 
and econermically soud direction has been discussed maqy 
tines. Gmnt assistance will be the primary 
ins-t for meeting the most urgent requiremeni;~ of 
nascent n t ~ t i a h o d  - public administration, expmsion 
of the educational base, aupp1antnta;ry t r c h e d  manpawer, 
basic econamic facilities, disease eradication, and 
agricultural inrpravencnts. 3 i s  essential that m work 
w i t h  leaders in these countries fram the TCL-Y beginning. 

llhirdy in the countries outside Tropical mca, total 
eammts availabley inc klding cast- costs, wlll 
rou&b approxhak the amount available far caPnparable 
yurposes in FP 1960 and FY 1961, sad therefore w t l l  not 
resu l t  i n  a significant increase i n  assistance. 

While major -nts have been identified, the $125 
m i l l i o n  has nut been pmgmmd in advance. The genera3 
practice will be not to allocate it by country early i n  
the fiscal  ye^^; allocations w i l l  be made as program 



andprojects asedevelopedwhichmeetthecriteriafor 
Ikvelqlment CTantS. #hen canp,rehmsivc criteria, such 
as t b s e  described above, are applied to assistance 
rqgcsts, f3m advance pmgmmhg of Aruas becanes 
aot anly unnecesm hut also uxdesirsble. The speci- 
f i c  idmt3ficatios of activities and requiranents 
twelve to dghteen months in advance is mmalistic 
when w e d  to lessdmebpea countries in which 
g c f m m m t  policies and budgets are uniergoing collth- 
ual change end lmaxLcation. FClrthellmre, as new and 
iaqxroved i n f ~ l ~ l ~ ~ t i o n  becanes avsilable, the projects 
a c h  seem of hignest pr ior i ty  toaay may be replaced 
by others which vlll be developed during the next, 
&&been months. 

It is essential that we retain I l u d b x t y  to deal 
with wentualities as they wise  i f  we are to have 

inpact upm the developmtnt of the recipi- 
ccmtrf. Rrr abiktty to respolad to need when ana i n  
the fanu it arises is also of major impartaace t o  the 
success of cnxr eeor ts  to encourage better long-range 
plazming d self-hell, efforts. If we are 
~ n s i v e  t o  bmrch contribute to or are 

incentives t o  Arrther action will be increased. 

a. Elmat id ,  Technical and Professional !bahiq. The 
&ortage of skLUed rruylaavpl. a t  all levels probably 
represents the single nost critical bottle&& fac& 
amajorlty of lessdeveloped countries. Progress in 
a l l  of the lessiievelapea nations is h - 3  back in 
varying d- by lack of technical, vocatiom%l, 
professiollal a d  mmqgsial pwxonnel, by widespread 
illiteracy, mi by lack of adequate means for the 
dissemination and absorption of knowledge. These 
deficiencies must be attackea by expn thg  and ins,=- 
ing basic education, vocational schools and profes- 
si0m.l -, by adult education through such nems 
8s adult Uteracg courses, Fn-service trsining and 
agricultursl extension, and by far-reachhg, eFfective 
cammications media. 

Increasd eaucation and traLnbg wes t ionab ly  ra ises 
present levels of living by opening up new vorlds of 
thought, socialmdbility and enjoyment. Br ing ing  

literacy to a peasant farmer i s  almost the equivalent 
of bringing sight to  a blind man. Education therefore 
is in increasinglyurgent demand by the peoples of the 
less-developed world as they seek social progress. 

Of' a3l the resources required for econan5.c deyelopuent, 
creation of slcU3.ed and high level maapawer reqp3res 
the longest "lead time." H e m  dams, power stations 
aad h c t i l t  factories can be constructed within a few 
years i f  sMUs aDd capital are avairsble. However, 
it takes amininnmnof 10 years to develop the-, 
the administrators, and the engineers reqpired by the 
urderdevelopd country. In sume countries, the nurn- 
b m  of &tors, e e e r S  end professio- trained 
agriculturists can be counted on the fingers of both 
hauls. 

Fsst ma. In the four countries of British Eest 
m i c a  - m, 'lkmgqrika, Ugaxda and Zanzibsr - with 
a total population of over 22 million, the annual 
output of senior secondEuy school graduates is only 
1600. This relative handful must provide the recruits 
t o  replace depsrting British civil  servants, the 
students for training as seco- teachers t o  expand 
the school system, and the clerks and junior l l lar~~ger- 
ial personnel for the business camnity. 
important, these secondary school graduates make up 
the reservoir from which East Africa must draw i t s  
people for university and professional training in 
medicine, engineering, and science. Approx3nstely 
one out of three children of primary school age are 
in school; less than one out of a hundred children 
of secondary school age m in school. 

Bast Africa, although lacking a comprehensive develop- 
ment plan, has obvious priority reqp3rments in educac 
tion which w i l l  be included i n  any plan subsequently 
derelaped. The Eest Africans themselves are flnan- 
cing a large share of these  requirement;^ and the 
U. & is also coIltributing significant f'inancial and 
technical assistance. However, the problem is of 
such magnitude and of such urgency that Arrther 
ext;ernal assistance on a substantial scale i s  required 

In 1960 the herican Council on Eaucation conaucted 



a rmrvey of the W t i o n a l  repuirapents of Eest 
M c a .  This surveg culuduated in a Conference on 
E;aucation i n  Fast Africa, which, after a searching 
txmination of tbe needs am3 priorities, conchled 
that extemd aid should concentrate on breaking 
the eaUcational bottlenec3s a t  the secomkry a d  
iaan#flate post-secolldary ltvels. 

Polloving this Conference, specific priority requtm- 
E n t s f o r e a c h t e r r i t a r y t ~ u r e ~ u p a n .  Psmng 
#e "-" prior i ty  projects, begun in 1961 a d  
- l ? y m k b g  fbr&zr srrppart in 1962, arc construction 

of secondary school facilit ies,  assistance in teacher 
trainina;, coconstruction and partial staffing of a 
d-tmtion c q h e n s i v e  M#I schoo1 for @rIs, 
and a project to mrpply 150 young A n e r i c ~  secollaary 
school teachers a d  a team of senior educational 
experts to help develop new u a p  to speed up the 
taxbhg of M r i c ~  secondsly school teachas. The 
EBst AFricans are requesting f'urther assistance in 
1962 to help meet these other mu- identified 

sgred priorits repuirements. 

Nigeria. If lUgeris, w i t h  its 35 million people, is 
to maintain over the next ten years even the modest 
rate of gmwbh of We past seveml years, a rapid 
expansion a d  qgmdhg of its education system is 
needed. The educational requiraeents of Nigeria wcre 
the subject of sn intensive study i n  1959 em3 1% 
by a team of senior educators A'Qn the U. S., the 
U. L, and Nigeria under the leadership of 
Sir Eric Ashby of hibridge Univssity. Their stuay 
Znchded a detailed emdnation of Nigeria's reg pi^- 
merits for hi@ level maxlpower if the c m t r y  is to 
achieve a 45 annual increase in per capita incane 
drrring t h e  decade. Their ~ ~ t i o n s  included, 
ataong others, a daubling of €he d e r  of primary 
school pupils, a qpadmpIlng of the znmber of students 
in the seem schools, a fivefold expansion in the 
m b e r  of university students in Nigerian institutions, 
a d  a major program of iz-service training to upgrade 
employed mpover. They estimated that if Nigeria 
were to have an adequate m&er of its teachers to  
service its secondary and higher educatianal facili- 
ties by 1970, it wuuld be necessary for  600 men e& 
mmen each >.ear for the ~exb five years ta be sent 
to overseas universities for training solely as 

teachers, snd that roughly 7,000 "imported teacher- 
year8"wouldberequiredoverthedecsdetoserve 
in senior Migerian schooIs. The Ashby Report was 
fouared by another iatensive study on the financial 
bplications of -the recaannudstions, which had been 
only roughlg estimated in the f'irst report. 

Both reports were carefully reviewed by the Federal 
Government of Nigeria which issued a White Paper in 
early 1961 commenting on the Ashby Report and general- 
ly accepting it as the master plan for the educational 
dmelopslent of mgeria over thc period 1961-1910. 
The .three Regional Govemmcnts, W c h  have the prinvuy 
res-oonsibility for education i n  their areas, as w e l l  
as the Fed- Government, have instituted a seriee 
of organiza*ional changes and hprmements for  the 
purpose of ioIp1ementin.g the program and far obtaining 

cOardjpBting the repuirea external assistance. 

xnQlemeLftation of the program uill require a to ta l  
capital ~ ~ t u r e  for the ten-year period of more 
than $XlO million am3 by 1970 the total annual 
recurring cost of servicing the educational structure 
will be of the seme order of magnitude. These reqdte- 
nents =e nou being incorpora%ed into as mer-all 
Five-Year Plan due t o  be initiated i n  l.kcrdh, 1962. 
The flnanciaJ. problems faciag Nigeria ard a measure 
of its self-help are indicated by the fsct that it 
alrenay has a hi& rate of internal taxation with 
more than 20 percent of total recei2ts currently 
going to s-zv-3c= the educational structure. 

The U. 8. initiated a significant p1'0gmu of assis- 
tance for education and training in Xigcria in FY 
1961, but successful inplementation of the p r o m  
will require, to quote the White Egpsr, "a heavier 
share of the burden even than a t  present to be 
carried by the ITigerian tazgayer, and there w t l l  have 
to be a w e  increase in aid frm outside Niger i a . "  
The U. IL and the private faundations are exgected -bo 
incr8BSe their contributions, but the U. S. w i l l  have 
t o  be a major partner 19 the well-developed self-help 
effo& of the Ni&ans is t o  succeed. 

Eigeria offers a ~~e exmple of a systematic 
approach tom pramoting both econormic and education- 
al development. The preparation of the Nigerian 



Five-Pear Plan w i l l  be wmgleted during the course 
of Fp 1962, axi vill relate a e  educational develop- 
ment prom t o  =e cneeall plan for t h e  a e v = l w  
of the cormtry. The U. S. should be prepared to 
contribute subst€urtially to  the m u l t i l a t e r a l  finan- 
cialarrangenentsthatvillbeneededtolaunchthe 
progmn  success^. 

CmfboXa. This country presents another case where 
meiitable efYorts are being mede to correct &ute 
educational deFIciencies. X$ of its revenues axi 
45 of i t s  GISP go into education, en urnzsually hi& 
m i o n  for a poor cour.x@r. Klthcmgb there i s  
no long-term, txzlpmhaive plan for a- of 
the educational system, Cmbodia has been trying t o  
neet clb~sly d--tea requirements, ad u. S. 
assistance h a  been used i n  the attempt. 

In the decade of the 19501s, -is was placed on 
education. With the help of effective U. S. 

assistance it has been pos~ible to eqaml the system 
s o ~ t ~ i n c r e e s c a t e n f o l d a n d ~ ~  
of srimary age chU&en are in school. However, 
seccdazy school deficiencies have hardly been 
touched. In a couuixy of 5 miulon, there are only 
l7,OOO studeats enrolled a& less than 4430 graduates 
in the class of 1g6l. 

A t  present the greatest needs for additioml urteraa3 
assistance are for general an3 vocational secollaary 
eacillties, school books, training facilities to 
increase the mmiber and improve the quallty of 

853 s e c m  teachers, and schools for 
uder-geduate agbecm and sub-engineering 
t ~ c i a n s .  Reqyests uder considexstion for assis- 
tance in  ET 1% for these activities, mostly for 
professional s d c e s ,  e c h  uill alleviate a e  
grsakst bott lm t o  a balanced educational m, total approldraately $6 -on. 

TMisia. mi8 ilqmbmt EJorth African country also 
has a caep&easive pmgmm for e q a d h g  educational 
-ties. The over-all ecmcmdc develapmtnt 
plan, in the process of fondlation, encanpasses 
plarrs already existing for sectors of the 
ec- which, as it heppcrls, are best articulated in 

the fields of education a d  human resources. A t  the 
same time, an efport has been made to identify needs 
for specific skills in this process of grow& through 
manpaver p-, a technique Wch i s  being applied 
thmgh a U. S. technical assistance project in 
Tunisia. 

A major goal is to provide prime3y school facilities 
for the entire schoo~ age population by 1969 ad to 
eqml greatly the set- school fscillties over 
this period. This w i l l  involve extensive achool con- 
struction, esfa33lislmnent of a system of no& schools 
for training primEuy teachers, and expansion of the 
university system t o  include a kabing college t o  
provide teachers for the secondary level. The total 
capital cost of the program for the eight years, 
R la-1969, i s  about $150 -on. me U. S. has 
been allocating approxhately $2 -on amually 
over the past yews for support of earlier 
stagcs of this p r o m ,  and future aid Fcpuirements 
will be fiubstantially greater because of the heavy 
demanaS on Tunisian f'inancial resources generated by 
the  uver-aU a- eflort. 

A secona high priority i s  vocational and technical 
kainhg facilities. The govenrment; has proposed to 
estab-h ten training centers tbroueJluut the country 
over the next two years, for which $500,000 of U. S. 
assistance i s  under consideration i n  FY 1962. 

T h i r d , t h e ~ t h a s a 2 0 - - p l a n t o d e v e l o p a  
national university. U. S. assistance i s  Unaer coe- 
sideration for the deparbwts of econamics, business 
andlaw. 

Other Caunhles. In ather ulderdevelopcd nations 
there are shil&r urgent merits far assistance 
W c h  are accmpaded by the intense desires of the 
guvemnents and the i r  peoplts to h@rove their e d m  
tiollal levels. This f'ield is q e c t e d  to utilize a 
greater share of Ikvelopment Grsnts .than q other in 
v iew of the obvious priority of these needs i n  econrrmic 
ard social develcrpmant, the greater -s of mmy 
governmurts to ucercise self-help in this field than in 
certain others, and planning already uderway or con& 
plekd in ccnmtries. 



A m i d t u r d  Credit. An example of a Development Grant 
program for  the development of ru ra l  ins t i tu t ions  is a 
pmpomltoaavalapan~culturalcredif systemin 
Uganda. Eotimrkd FX 1962 costs would be $550,000. 81- 
thaugh .the i 8  dJ 1% rrould estebllsh a* 
tutionwhichwpldpnwidethe otimuluefortheplsating 
of cash by d s i s t e n -  f-IS. Wen fhe inetitu- 
tion is fuUy estcibltohcd and qperatlng tecbniqpes have 
been proven, it wlll contribute to the increased marlcet- 
lug of cash cmpr and bxxxder aervices to ?amera snd 
vlY becane self-wutsining and eligible for loan finenc- 
ing to  m e e t  its fUture rcquirmrents. 

Traae Unions end Urban Crouos. Change i n  the nrral srose 
is usuallg scccmpanied by a process of urbanizatian anil 
inlluskLdLzation vhich significantly affects urban sodel 
aria economic relatiO11Bhipe. ~sbor uniw c a e  into exist- 
ence as a class of urban workers is f d ,  and an mdan 
middle c l u e  develops a6 the volume of trade and crrnnrzr_e 
incrurses. 



Fbrldng w i t h  locsl labor ministries and trade mian- 
ists, activities in labor education a d  epprart;ia 
t rdn ing  also are being conducted successfully in 
msllg c ~ u p a e s .  In other cases, labor orga&%%ti098 
have been assistea i n  &velqEment of self-help haus- 
ingorathuhrmwriap,rovementprogramsamongtheir 
-P* 

Ihe Inaustrial Belaticme Institute of the UnivcrSi* 
of Puerto luco, operatea under ICA contract flnancixlg, 
has became a f a  point for trsining of non-camnunid 
trade unionists from all of Latin America. The Insti- 
tute is also being called on to conduct seminars in 
other raw -can caucationsl institutions. The 
Asian Ijabor -cation Center, located a t  the Universitg 
of !The Philippines, perfom a &dlar service for 
thtFarEastenilSouthAsia. 

RhUc Adminisfiration. Assistance which increases 
the effccfivulcss of g c m z m m t  institutions is vi- 
tally reqpired. Baq,id enil orderly econanic snd BOCial 
dmlapaaent regpire6 a machinerg of government m l e  
of performing a wide VarleQ of dif'ficult tasks such 
as collecting taxes, establishing a smnd fiscal policy, 
operating a banking system and establishing s a d  mone- 
tary pra&ices. 

One of the major emphases of the new aid program 
w i l l  be assisting in the establishment and strength- 
ening of plennina; orgsnizstions. A substantial psrt 
of this assistance w i l l  be provided in the fonn of 
grants to finance contrects vith Americau universities 
or private research organizations. !l!he need for im- 
p- develqpmt planning is reallzed more c l ~ l y  
by the underdeveloped countries ntn? thsn a few years 
ago. The ucemple of a few countries such as India 
and Puerto lUco which have successfully cipplled cm- 
prehensive plaming processes has now convinced mang 
developing countries of their need t o  do Ilkewise. 
The mted States is now receiving numerous reqwsts 
for assistace i n  this field. 

Development Grant assistance to the planning organiza- 
tion of a cooperating government includes assistance in 
determining priority goals and in interrelating them; 
assistance in establishing the organization and pro- 
cedures for the collection of the basic economic, finan- 
cial, technological and educational information; as- 
sistance in surveging requirements of broad sectors of 
the econcany such as agriculture, industry, transport, 
comrmrnications and power; assistance in designing finan- 
cial mechanisms which will promote growth without infla- 
tion; and assistance in the establishment of the admin- 
istrative practices for effective review and implementa- 
tion of programs. 



AfRhanistaa. Bssigtsnce of this typc is  projected. 
fo r  Afghanistan for ini t ia t ion in l a t e  FY 196l. or  esr- 
l y  EY 1962. A t  the request of the Royal Government 
of Afghanistan, an& subject to the findings of a sur- 
vcy team, it is proposed that the United States pro- 
vide a team of three to five resident Contract 
technicisns, plus two short-turn consultants, to as- 
sist tht Ministry of Planning i n  appraising Afghani- 
stan's future needs fo r  planning ma reseaxh.  his 
team would help s&ex@un the Ministry of Planin& 
iastitutianslly by sdoising an pbzmbg techniques 
and by trsining Ministzy personnel. In addition, 
f i v e  officials of the Min is t r y  of Planning .Flould be 
sent to the United States each ycsr to study econamic 
depel-t n'lann.tw methods and procedures. 

East AAlca. A second i l lustrat ive example is as- 
sistance to an Inst i tute  of Developnent -, 
l o c a t e a i n ~ b u t ~ a l l o f E a s t A f r i c a .  
The Institute, as a pmt of the Universltg of Bast  
AfxLca, is t o  provide tr&dnin& in developent plan- 
ning, conauct restarch, exchmge infomation and ex- 
pcrience, and provide COILBUltation services upon 
m e s t  to African governments and business concerns. 
Funds have been requested to finance a contract w i t h  
an -can academic insti tution for  a teaching, re- 
search and consulting stafP, teaching materials, 
twrnty annual rc&ioIL83. scholarships for  Africans and 
three anmrsl foreign study grants for  potential 
Bfrican teaching staff. Costs would total approxi- 
=tels Q55,OOO per year- 

l%dbnd. %!he new - six-year plan, and the 
~ 2 8 t i o n  of its plarming institution, the Hs- 
t ianal  Ecanamic Developncnt Board, need further im- 
m t .  Substantial additional help is  requires 
bqmd that Wch a single senior American econcxaist 
has becn ab3.e to pn,vibe over the past several years. 
A praposal is under consideration for  assistance 
undv a contract Wch w m d d  provide fo r  both econo- 
mists a d  enginetrs and for  participant training. 
A U.S. stodg team uill Visit in the  wring 
of 1963. and f3.m project plans w i l l  be develOpea 
during aad aStu the team's visit. 

Liberia. In Liberia the United States is assisting 
the pkmnirg process through two related projects 
totaling 8400,000 in FY 1962. One provides advice 
in the establishment of a top-level policy body for  
econcsnic plslPling Bnd assistance in buageting, both 
government-wide and w i t h i n  individusl depaxtments. 
This project also assists Liberia in overall improve- 
ment of governmental organization and administration. 
The second project aims at strengthening the existing 
Idberian Bureau of Ecmcenic Research, vfiich has re- 
sponsibility for  collection and analgsis of data 
necessary t o  the developuent planning function. 

Tunisia. In Januaty 1961 the &msmment of Tunisia 
establlshtd an organization t o  prepare imp1epnent 
a long-range developnent plan. The Ministry of Plan 
aad FFnauce, under the leadcr&dp of a forceful and 
dedicated young Tunisian, has part;islly stEfPed a 
planning office aad prepared preliminary three and 
ten-year overall programs: A U.S. m y  team is t o  
visit Tunisia in the l a t e  sunrmer t o  review Tunisia's 
progress in its plaPning effort  and t o  discuss f i tu re  
re-anents i n  the l ight  of these plans. The Govern- 
ment of Tunisia has expressed interest in working out 
arrangements for  sdditioasl U.S. assistsnce i n  the 
F7nnn.fna process w i t h  the m y  team. 

d. Resource Surveys and Feasibility Studies. The dearth 
of basic information concerning human and materid 
resources is one of the obstacles t o  real is t ic  
developnent planning in most of the less  developed 

countries. Only a few countries have made papalation 
censuses or have adequate information concerning the i r  
lsnd, mineral, water, forestry or human resources; yet 
the availability of such information i s  a prereqpisite 
to intell igent devel-ent p-. Even whul basic 
resource infonnation is available, there is often a 
lack of knowledge concerning the feasibi l i ty  of spe- 
c i f ic  projects which arc included in the developeat 
plan. Yet ,  without such feasibi l i ty  surveys, it is 
difficult  i f  not impossible t o  make rational decisions 
concerning the allocation of resources and investment 
risks. The need i s  particularly acute i n  those in- 
s b c e s  in which external developnent assistance is 
sought. 



Examples 

Collection and gllal~is of Basic Data. The Uoited 
States, under an existing commitment, will provide 
techical assistance to the Government of Tunisia 
ia FY 1962 to carry out a comprehensive survey of 
macpouer resources and requirements in the 300 
largest enterprises in the country. 

S u r v e ~ ~  of Major Hatural Resources. A project is 
under w in Pakistan to Fnvesti~ate the mineral re- 
sources of Pakistan and prepare &eralogicaL maps 
for Avther intensive prospecting and developuent. 
'Ihe United States has been requested to provide a 
team of seventeen geologtsts w i t h  supporting supplies, 
at a cost of 8450,000 in FY 1962, to psrkicipate in 
eoratory wrk and to tzSin Pakistan geologists. 

flulpeys of a m e  &o,qraphi& ~ rea .  Since 1956, 
the United States Goverment has bsen conductbg a 
multi-pupose project to assist the Bhiopian Govern- 
mgnt to determine the econonic potential of the land, 
water an& other resources of the Blue Nile River Bssin. 
The project provides for aerial photograpby and map- 
ping geodetic control, snd reconuaissance of the hy- 
drologg, geology, and economic developaent potentials 
of the Basin. In FY 1562, it would involve a team of 
47 technicians aad the ob-ation of $1,500,000 of 
Develapment Grant funds. 

Project Feasibility Survegs. Tunisia has requested 
the United States to finaace a study by an Americsn 
engin- consulting firm regarding the economic 
aud technical feasibility of a nitrogen fertilizer 
plant. If the requests were acted upon, the FY 1962 
cost of this survey would be $85,000. 

e. Internel Reforn and Social Develomnent , I n c l u q  
Control and Xmdication of Bkjor Diseases. The pre- 
conditions for econmic growth include not only the 
human and institstianal capacities of the society but 
also the motivations and incentives which operate 
w i t h i n  the society. If the orainary individual does 
not share eqxLtably in the fruits of growth, he wU1 
malre no w i l l i n g  contribution to it. Rrthennore, 

lacking a stake in the process of evolutionary change, 
he may be attracted to more violent methods of change. 
Cuba is a striking example of a country where there was 
a significant annual growth rate in GNP, but where there 
was also a growing disparity between the rich and the 
poor and a widespread lack of social justice. 

Land Reform and Rural Development. Since most develop- 
ing nations are predaminantly agricultural and social in- 
justice is most apparent in rural areas, demands for re- 
form often focus upon land reform and associated rural 
development programs. These programs are designed to 
bring about a more equitable distribution of income through 
providing land to small owners and operators; reducing the 
exorbitant rents paid by tenant cultivators and protecting 
them from arbitrary dispossession; increasing the wages and 
improvin,~ the living and working conditions of farm labor- 
ers; and assisting small landowners to secure credit on 
reasonable terms, advice concerning farm management and 
practices, and assistance in marketing their crops. Com- 
prehensive rural development programs also include measures 
to upgrade educational and health standards and improve 
community facilities, such as village water supply and 
sanitation. 

Improvement of Livinp Conditions. Rapid urbanization in 
the developing nations has resulted, in many cases, in a 
deterioration of living standards and the growth of slum 
areas in the cities. Large numbers of workers crowd into 
inadequate housing, overtax municipal water and sanitary 
facilities, and compete for the relatively few jobs which 
are available in urban industries. These workers often 
represent one of the most volatile and dissatisfied ele- 
ments in the political and social structure of the under- 
developed countries. Development Grant activities can 
make a contribution to social improvement by encouraging 
and assisting the governments of these countries to pass 
labor legislation which protects theworker from exploita- 
tion and improves his living and working conditions; to 
plan and construct low-cost housing and other necessary 
community facilities; and to improve social services in 
the field of health, child welfare and relief. 



Msease gradication. Perhaps the out- single 
social developnent need in many of the developing c m -  
t r i e s  is  the control or eradication of -or endemic 
diseases ana the general raising of health standards. 
Such progrsns have an understandably great psychological 
* C  on the individual through improving his  w e l l  
being. In a t i o n ,  they increase the effect ivaess  
of the labor force, and they may also open LI large 
land areas to productive use for  t5e first time. 

An otstanding example of such a csrspaign i s  the world- 
vide malaria eradication campaign ini t ia ted by the EllEO 
in 1955, and srrpported by the United States since  it^ 
initiation. Emdreds of milUons of people have bene- 
fitea fram the caapdgn an& geographic meas larger 
than many of the states of the United States have been 
opened up to cultivation for  the first time as malax58 
has been bmught under coptm1. 

Pfslsris eredication must be Carrsea out with 1cn$ 
coverage of dwIlhngs during the *ole multi-yea.?? at- 
tack phase, or emdicatian uill f a i l .  A program short 
of total spreging, or with interruptions, not only 
fails t o  interrupt the l i f e  cycle of the mrrlssis para- 
si te,  but also risks the devdopnent of immunity on 
the part of the mosquitoes M the insecticide. 

A l l  U.S. assistance t o  malaria eradication is  coordi- 
nated vith WBD sad UNICEF-pmgrems. The United States 
for  seversl years has mcrde grant contributions t o  the 
special ma3aria eredication accounts of UBD ana its 
regional a m  in Latin America, the Pan American Health 
Organhation. Our contributions to these organizations 
fo r  malaria eradication proposed for  fl 1962 financing 
are respectivelg $2.5 million and $2 million w i t h  the 
contribution t o  PAEO being funded A-om the Inter 
Bclerican Pmgrsm for  Soci8l Progress. 

Curreatlg taenw-faur eradication progmms are re- 
ceiving U.S. bilater83 assistance. On the anerage the 
host goverrnnepts are i3nEmcinE about 60$ of total 
costs -- pr imr l ly  local costs. For U.S. support to 
tbe~e p- in PX 1962, $22.6 i s  repuirea 
i n  Developent Grant assistance and $5.9 milJLon is 
reqaired for the Iatin American p r o m  f m n  the 
fater-Bmerlcan pzuglam for  Social  progress. 

Since malaria eradication i s  really an indivisible 
process that can regress uhen it does not progress 
tomud coverage of t i l l  countries in the world, support 
has been requested by forei(p governments under the 
FY 1962 prog.am to permit the start of eradication 
efforts i n  edditionsl couutries such as Pakistan and 
the United Arab Republic. 

Smallpox and yaws are examples of major diseases in 
Tropical Africa which caufd be brought under control. 
On the basis of successful eqerience on a pi lot  
scale, it appears that both of ehese eariaus diseases 
could cease t o  be a problem during the decade for  a 
ccmbined total cost of less  than $50 million. 

f .  Assistance in the h~rovement of Basic EconoPnic Fa- 
c i l l t i es .  Econcunic ana social growth i n  many of the 
l e s s  developed countries i s  being held back by the lack 
of basic transport, canmamication, water, power and 
other physical f ac i l i t i e s  of t h i s  type. Crops cannot 
be moved t o  markets because of lack of roads; mineral 
deposits and forest resources cannot be developed be- 
cause of the absence of inland transportation and port 
facilities; effective   strati on of governmental 
and economic affairs suffers A.aan the innilamy of 
camrmnication facili t ies;  sanitary snd heslth standarrds 
i n  the c i t i e s  sre law due t o  lack of water. 

The construction of roads, dams, power stations ana 
the like is costly, requirZng substsntisl amounts of 
foreign exchange f o r  machinery and materials which 
must be imported. Furthermore, these faci l i t ies ,  
when canrpleted, usually sre not directed t o  immediate 
remnue production. The Pinancing of these important 
projects, therefore, presents a difFlcult problem for  
the less  developed countries. This i s  particularly 
true in countries with extremely primitive econcmies 
which hsve no capacity in the foreseeable future t o  
servtce loans repagable i n  foreign exchange even on 
a lmg-tenn basis. On the other hand, there is no 
prospect of the i r  ever becaning self-sustaining without 
adequate basic facilities. It i a  for  this reason that  
Developnent Grants w i l l  be provided t o  that  relatively 
limited xmiber of extremely underdeveloped nations 
vfiich are not capable of s e rv l c iq  foreign loans t o  
finance the cost of these projects. 



In Jordan, for  &e, Developnent Grants are needed 
fo r  tvo basic fac i l i t i es  - d s  and irrigation. A p  
p m x h & d y  $2.5 m i l l i o n  w i l l  be required in FY 1962 
t o  complete the second portion of the East Ghor 
irrigation project, as w e l l  as to  in i t ia te  the third 
m d  final phase. This project w i l l  bring water 
to 3,000 acres tlhich can be cultivated inten- 
sivelg. L&slaticm has been passed to provide for  
distribution of land and to prevent w i n d f a l l  profits 
for the ouners of fomerly arid Land. 

Additionally, saaae $700,000 is re- in FY 1962 
for  gzants to establish highway naintenance stations 
on the road systen vhich has been constructed and 
kiprod by ICA program which have cost appmxiumtely 
$i3 nilUon since 1953. 

7. Use of Nan-AAricultural Excess -. U.S. Government- 
owned property, of types appropriate fo r  c i v i l  use, has 
been &clared excess each year in amounts averagbg $2 
bil l ion on the basis of original acquisition cost. Sub- 
stantially a l l  of th i s  excess property, which i s  gen- 
erated by the Department of Defense, is suitable for use 
by civilian agencies if i n  satisfactory condition. This 
aamual average is expectea to increase consider&ly mr 
the next five pars. The categories of greatest potential 
value to the foreign aid program include tractors, con- 
struction and road-building equipnent, engines, machinery 
and machine tools, motor vehicles, d craft and msrine 
eqyipment, and general purpose machine tools which have 
been assembled for  issue as an integrates "package." 

Under &sting lee+slation, this excess property is  avail- 

g. Inx=r-Re&icm€Il -s. The Inter- gram, 
able for use in the aid progrm without reinibursement t o  
the federal agency declaring it excess. In prior years 

mnt financed f r a n  Technical Cooperation Amds, provides 
support on a uorlduide basis for program, as distin- only a anall fraction of this potential asset has been 

guished frm administrative, activities of the assist- utilized. Acquisitions have increasedin the past year, 

mce agency. It covers v s  inaidy in t t e  United but during the period FY 1958-1960 the average of acqui- 

States. a c h  it would be i?n~racticable. from an ac- 
sit ion was only $22 million aanuslly. 

coupti& or  other standpoint; to w & a country or  
e o n a l  basis. Activities fall generally into five 
bmad categories: Participant & . z r t ,  Technical Con- 
sultation and rt, Overseas Personnel pr%rsm, 

supportyDepartaent of s ta te)  =a usm Stail. 
The -st tuo are carried out by ICA W- per- 
m e l  or the s taffs  of the participating agencies, 
or  through special contractual or  other arrangements. 
The Overseas Personnel Program is concerned principally 
vlth trabhg aesigned to improve t ? ~  perfornance of 
overeas technicians. Pmgm Support pays for  the 
meilical, cfmamications, custodial, fiscal and other 
services supplied to ICA program personnel by the 
Deparbaent of State. The 1WD (united States Repre- 

to -anal ~ r g a n i ~ a t i a n ~ )   tail a d s  vith 
matters concerning OECD (organization for  EconoInic 
Cooperation and ~ e v e l o p e ~ t ) .  Two principal changes 
are proposed is FP 1962: (a) Development Research i s  
to becr*i?e a separate authorization and appropriation 
t i t l e ;  and (b) vorldvlde support services for  the 
EIalarfs Eradication and the CnmnntnitY water Supply 

One of the major obstacles t o  greater util ization has been 
the problem of matching availabili t ies with requirements 
&ning the short time period allowed under the disposal 
procedures. Lists of excess items are circulated by the 
General Services Administration regional offices to in- 
terested government agencies which have a maximum of 45 
days, and frequently less, in vhich t o  submit a clajm. 
A t  the end of the circulssization period, unclaimed i tems 
are available fo r  disposal through other channels or for  
sale to prLvate bidders. It has been a&bistratively 
d i f f i c u l t  to circulate the Usts t o  the field, match the 
availabili t ies against known requirements, and submit 
the claims back t o  the United States within the Limited 
tine. The problen is compounded by the difficulty of 
accurate identif'ication froan the nomenclature provided on 
the l i s t s ,  particularly for personnel who are unfamiliar with 
the terminology and who are located i n  four parts of the 
world, and by the understandable reluctance t o  take a chance 
on items i n  a questionable state of repair which might re- 
sult  i n  seriously delaying the implementation of a project. 

Pmgrass, exclusive of cantributions- t o  multilateral 
agencies, u i l l  be incorporated into the Inter-Regional 

It is therefore proposed t o  establish centrallz& acqui- 

Progsm. In FY 1962, a total of $24.4 million w i l l  sit ion and marshalling units on the %st C o a s t  and West 

be required fo r  cantiming costs. 
Coast which would be authorized t o  accept t i t l e  t o  ex- 
cess i t e m s  ufiich, in the aid agency's Ju@nent and on the 



W s  of pol ldes ,  pmcedsres, and criteria established 
to gcmm act ivi t ies  i n  connection uith the excess pro- 
gram, are suiL&le fo r  assistance W s e s ,  in advance 
of ide~t i f ica t ion  of firm requirements from the overseas 
missions and foreign governments. Five million dollars 
is repested in PP 1962 fo r  Amds to p q  for  pac~og ,  
lwaung, inland transportatia,   ow ti on or  rehabili- 
W o n  and other related costs of property for  tlhich an 
sia pmgma use is  anticipated. This amount would be 
used to establish a revolrbg Rmd, to be replenishes, 
in g€¶=d, fr(El ccnmtrg propm Arnas a r e m t s  
sre i&ntiPiea snii deliveries made Anm )3a~slMUhg 
points. 

Although cmly a relaSvely smal l  amount of aid Amds is 
m e s t e a  fo r  this pmgran, its importance l i e s  i n  the 
Anct *t wz shall be pmperty imich is i n  m e s s  
of the needs of the feaeral governnent to help achieve 
our eccmcgic assistance objectives, without substantial 
expense to the berican taxpq?er. 

bation to the a c a t i m  base in foreign countries snii 
to the trsSning of Arture leaders. They have also con- 
Mbuted to a better - of the Wted States. 

BPerican spansored elementary, secondary and higher edu- 
cation& institutions i n  twentpseven countries have re- 
ceived aid and assistance unaer the Nutua l  SeCUZ3.Q Act 
of 1954, as enemled, under the Snith-1.6mdt Act (PL 402, 
80th hap=ss), and uuder the -cultural Trade Develop- 
nent & Assistance Bct (PL 480). 

 or FX 1962, $4 u r n  i s  prqposea to provide amas for  
eCIPgt;Nc'ion aad equipent fo r  &&can sponsored higher 
ealcation8l institutions abroaa. Priority is aven t o  
*those schools uhich are nost likely to make a direct and 
innediate contribution to ecancapic &evelopent, such as 
the American Universifq of Beirut, including its m e d i c a l  
school, and its affiliate seeomby school, the Inter- 
national Colle&e. 

9. Overseas Freight - V o l u n t a r y  R e l i e f  Supplies. The Over- 
seas mt Progran, by subsidiziry the movenent overseas 
of supplies donated t o  hedcan voluntary 86encies, fa- 

c i l l t a tes  and encourages people-to-people gies Amn pri- 
vate Americans t o  needy persons abroad. These agencies, 
which are operating in sane seventy countries, obtsin 
their  msjor support fran donations of cash and goods ob- 
tained in-kbd f r o m  the American people. 

Before expending h d s  appropriated for th i s  purpose, firm 
assvrances are obtained that the goods w i l l  be accorded 
duty-free entry and the costs of inland transportation 
fraan ports of entrg to ultimate points of distribution 
w i l l  be borne by the host governments or  other non-U.S. 
Government sources. m e  American agencies for  their  
part bear the cost of sollcitatian, processing, warehous- 
ing, padkeging for  export, aad transportation t o  United 
States ports, plus the salaries and other cb in is t ra t ive  
costs in maintaining f i e ld  representatives i n  the countries 
of reception t o  supervise astr ibut ion.  . $2.8 nillion 
requested to continue this support in FY 1962 for  the 
first time includes shipnents for  Korea. 

10. A t a u  for  Peace. !he A t o m  for Peace Program contributes 
t o  the develqpment of program in the peacefbl use of 
atanic energy in l e s s  developed countries. Through the 
p r o m  the United States has demonstrated our policy of 
sharing the benefits possible from the peaceful use of 
atomic energy. Assistance has principally taken the form 
of grants fo r  atcanic reactors, with smaller amounts for  
eqyipnent and consultant services. A t o t a l  of twenty- 
three reactors have been approved through FY 1961 of which 
eight are presently in operation. The U.S. offer t o  pro- 
vide atomic reactors q i r e d  on June 30, 1$0, and the 
funds reqyested for  contimxhg operations in fl 1962 are 
principdly to meet cQlrmi-bents made prior to June 30, 
1960. 

New act ivi t ies  for  FY 1962 consist of plans for  the use 
of consultants in  new areas an& the provision of labora- 
tory, field, and teaching e w p e n t ,  such as radioisotopes, 
subcritical assemblies, and Cobalt 60 irradicators. These 
items are neededto improve training in basic and applied 
nuclear science and technology, enlarge nuclear therapy 
and resesrch f ac i l i t i e s  i n  hospitals and medical centers, 
and encourage the agricultural appUcations of nuclear 
energy. 

Total program requirements for FY 1962 are $2.0 million. 
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3. S - i c o r k k  Assistance 

i. h*duc*don. T i s  catego-- of U S .  economic aid i s  pro- 
v m  t o  promote z g a t  U.S. national security 
zzxi fo,ceLgn ~)oLicy objectivss in selected countries. 
~"J~JSO- Assistance, be provided largely on a grant 
jzsis, is  3-osed in those situations where development 
I- Z ~ I  deo_uate amounts -auld be inappropriate and 

oA&e= Torrs of aid are insufficient t o  achieve our 
* 4. -04 obSectives. As countries prepare and begin the 
c=cu4.tion of sound p r o g r a  for  economic ponth, their  
sl-ogrzzas 1-111 be assistRd ' h u g h  development lending, 
d S-qpo-riSng Assistance xill be reduced or terminated. 
To srovZde S q ~ o r t i n g  Assistance to 21 countries, $610 
S L L ~ E  of obiigatianal authority i s  requested for  FT 1962, 
~ T x L L E &  $581 U o n  of new authority and $29 million 
of ~ ~ e d  authosty from the current year. 

2. 05jectives. P A - o g a s  of Sqporting Assistance are de- 
s2gced +%I serve the folloning objectives: 

To d e  countries to cont+ue t o  make specific contri- 
Setons to the co;neon defense by maintaining military 
forces that can defend against external aggression, con- 
tribute to the defease of a region, or maintain adequate 
%*r-?al security. 

Po za51tzin access to U.S. bases and to assis t  the local 
governaent 5n dealing ki th  economic or other problems 
&sing o ~ t  of the eestence of such bases. 

To maintain economic s tabi l i ty  in countries whose press- 
ing economic needs -ass their  productive capabilities. 

To provide a a l t e m t i v e  t o  SFnoSoviet bloc aid where 
such zld threatens a country's independence. 

The f o l l o i i  discussion rieeals u i t h  each of these objectives i n  
&e-: 

a. Assis'ace fo r  the Common Defense. About two-thirds of the 
p-std. progra?~~ of $610 million fo r  slrppcrting assistance 
is pograzmed for  eight countries on the Immediate periphery 
OT *&e SSino-Soviet q i r e .  In the l i gh t  of renewed Conrmunist 
5&=rfel.~nce in Laos and the possibility of Connuunist probes 
else-mere, it is  m o r t a n t  that these couatries continue t o  

maintain adequate m i l i t a r y  forces. These eight nations 
contribute t o  the R e e  World defense posture by: 

(1) Supporting forces capable of deterring external 
aggression. 

(2) Maintp-g internal security and opposing insur- 
rection and subversion by Communist bands. 

i . 3 )  Granting U.S. rights t o  use of bases of strategic 
importance and contributing t o  the local defense 
of such bases. 

(4) Contributing t o  organizations fo r  collective 
security. Turkey and Greece are members of NATO; 
Turkey, Iran and Palcistan of CENTO; Pakistan and 
Thailand, of SEkTO. Furthermore, the United States 
has signed a mhal defense treaty with Korea. 
The effectiveness of these security organizations 
requires adequate combined forces i n  the member 
states. 

Under the new spprosch, increased emphasis vill be plnced 
on working w i t h  these countries to  achieve economic 
grouth. As their  levels of economic activity rise,  they 
should be able increasingly t o  finance the local costs of 
their  defense budgets out of domestic revenues plus the 
local currency proceeds of our agricultural surplus pro- 
grams. These countries will, therefore, be assisted with 
Development Loans as they demonstrate their  capacity t o  
use such loans t o  accslerate long-term developmnt. 

In varying degrees, the less  developed countries with sub- 
s tant ia l  military forces are pursuing economic policies 
which lead t o  increased production, a higher level of 
economic activity, and rising standards of living. 
This wrovement i s  not, however, taldng place a t  an 
equal pace in a l l  such countries. 

Several of these ccnantries which have received supporting 
g&s in the past appear to bave made sufficient progress 
to  dispense with them completely b e g h a  with Ff 1962. 
They wil l ,  however, receive Development Grants and agri- 
cultural commodities. Their further development w i l l  be 
fostered through loans. The to ta l  amount of resources 
thus provided should be a t  least  equivalent t o  current 
levels of U.S. assistance. 



Howver ,  less  than a dozen cormtries mm3.n which can 
make a conidht ion  t o  ths ccamnon defense but uhich 
carmat be expected t o  maintain acceptable economic 
levels, ai. least through F'Y 1%2, and in sane cases 
f o r  a longer period, without cr-timed grant aid. 
The* eamcmies are b s e t  by tvo icterrelated pro- 
blems - shortages of foreign exchange and budgetary 
deficits. With substantial portions of their  lmsnpover 
iz tbs armed forces and w i t h  economies dependent on 
exports of raw materials fo r  foreign exchange earnings, 
they are unable to pay ui th  their  own resources fo r  the 
5qorted machinery and materials and consumer goods 
requimd to keep the i r  ecmamies fimctioning a t  
acceptable levels, Large military farces produce sub- 
stantial drains on the budge- resources of these 
countries. Uhen added to the needs fo r  governmental 
onthys for  sducatim, health and public investment, 
the resnli,ing requirements are beyond their  financial 
capabilities. 

The major part of their  Supporting Assistance in 
FT 1962 w i l l  be programed to  finance the flow of 
essential imports. The local currency generated by 
the sales of these imports will in turn be used t o  
meet badgetary needs. In same cases, the currency 
will be used for  support of mil i tary budgets and 
military construction m e  in others they uill be 
eaploped to finance developent projects. 

A feu camtries rimy be able to dispense completely 
with  fbrther Supporting Assistance af te r  FY 1962. 
lbelr transition to exclusive reliance for  further 
develaplsent on Food-for-Peace and developnt ledbg 
A.arn bath United States and other Free World 
sazrces, vill be fimmced thraugh temim%l g-ts of 
Supporting Assistance in FY 1962. 

The remaining countries in this  grouping w i l l  probably 
continue to require some Supporting Assistance beyond 
FJi 1962. In me case only does it now seem reasonable 
to anticipate the introduction of a long-range develop- 
ment program that would permit the elimination of Sup 
porting Assistance. In the other cases it should be 
pcss5ble t o  reduce Supporting Assistance progressively 
and encourage its use increasingly fo r  development 
purposes. 

b. Maintainine: Access t o  U.S. Bases. In certain 
countries, U.S. air and naval forces presently are 
utilizing bases considered highly important, now and 
a t  least  fo r  the next several years, fo r  our defense. 
The existence of such bases in these countries expose 
them t o  possible Soviet retaliation. In sane cases, 
they profess t o  be neutral in the cold-war conflict 
and therefore f ee l  entitled t o  special compensation 
for  the risks brought about by the presence of U.S. 
bases. 

To provide U.S. forces continued access t o  these bases, 
it has been necessary for  the United States either t o  
make specific cQmOihents of assistance as part of the 
bse-rights agreement or otherwise t o  make clear that  
assistance nill be f o r t h c a .  

The countries i n  t h i s  category, a l l  of which are 
less developed countries, require a total of 
about $63 million of Supporting Assistance for  
FY 1962 (approximately 10s of the to t a l  request. 

Other forms of U.S, assistance, particularly 
a a e s  of surplus agricultural ccmnnodities under 
the Food for  Peace %gram and Development haw, 
are available t o  these countries t o  the extent 
they are able t o  meet the cr i ter ia  for such 
assistance. 

c. Maintainiup Economic Stabiliiiy, 5Upporting Assistance 
programs totall ing $82.5 million (u$ of the to ta l  
estimate) are proposed for  five countries t o  help 
m a i n t a i n  their  economic l i f e  with some semblance of 
order. Four of t h s  would be faced with the distinct 
possibility of e c o n d c  disintegration if such aid 
were not available. Their difficulties stem from 
recent ruptures of external polit ical and financial 
relations, internal instabi l i ty  coupled in some in- 
stances with administrative inccmpetence and mal- 
administration, and adverse trends in world markets. 
For each of these states, the only likely alternative 
t o  continued U.S. support i s  increased unrest mid 
polit ical chaos, affecting not only the inhabitants 
of the s tate  concerned, but the peace and s tab i l i ty  of 
the states su r rounu  them. 



a c e  the ~ ~ - y  problem of these countries is  the 
e t e n a n c e  of minirmrm levels of e c o n d c  activity 
and of essen- govenrment services, Supporting 
Assistance uill be utilized largely to finance 
inporis for consmption and f a r  budget support. 

S p x t h g  Assistance for  these countries is 
essentially a matter of dealing with cri t ical  situ- 
ations and using the tine i h ~ - ~ a i n e d  t o  stimulate a 
serious address t o  basic problems. One of these 
c m t r i e s  should be ready fo r  assistance exclusively 
ttrrough a dsvelopntent lending program by the end of 
FP 1%2. 

d. Bltzmative t o  Complete Dependence on the SinoSoviet 
Bloc. 

In  another group of countries, the primary U.S. 
objective is to  prevent the absorption of weak nation8 
intother t bloc through growing econmic 
dependence. Sme $68 miUion is needed for  these 
countries fo r  FY 1962. 

The governments of certain of these countries ha= 
been attempting t o  pursue neutral or Mependent 
policies, e s c h e w  close political association w i t h  
either of the great pover blocs. They aspire t o  

higher standards of living, but they have not yet 
undertaken sustained efforts t o  modernize their 
economic l i f e  a t  t h i s  time. They are receiving aid 
on attractive terms from the Soviet Union and Com- 
munist G h 3 . m .  They have been offered advantageous 
trade agreements as w e l l  as substantial financing 
for  projects such as roads, factories, and other 
highly visible enterprises. Acceptance of such 
offers leads t o  the introduction of Soviet technicians, 
widening contacts with the SinoSovist bloc, dependence 
on the bloc for  foreign markets and ultimately, per- 
haps, t o  ccauplete dependence. 

The United States is not attempting t o  outbid the 
Communist offers. We are attempt-, however, t o  
provide aid fo r  useful projects t o  which the coun- 
t r i e s  are particularly attached. Our object i s  t o  
demostrate our interest in making a constructive 
contribution to  their  progress and t o  provide an 
alternative to  exclusive reliance on Sino-Soviet 
aid. We should be prepared t o  help these countries 
develop sound long range programs fcr the* economic 
and social growth and t o  offer substantial develop- 
mect loam for  programs that we can reasonably 
expect t o  be successfully implemented. 



in. TOOLS FtE ACTION (Continued) 

1. General Purooses: This is a special fund designed 
to meet urgent requirments which can be expected to 
arise during the course of the f i sca l  year but which 
c m t  be provided for  in other aid categories because 
tbe nature or t b e  gagaitude of the needs cannot be 
predicted. llbe crmamt requested is $500 million. 

The wst likely requirenent for use of the Contingency 
Fund vill be to provide additional aid to countries 
receiving Supporting A~sistan~ce. The level of Supporting 
h i s t a n c e  has been held to an absolute minimum, for  the 
purpose of persuedi;lg the countries receiving such assist- 
ance to prepare long-term developent programs, to under- 
tabe necessary measures of self-belp, and thus to qualify 
thglselves receive Developexit hens. As a result  
these countries have been l e f t  with no mergin to meet 
unexpected conditions which might arise during the f i s c d  
year, whether of a naturd,  polit ical or economic 
character. Kost of than have l ini ted foreign exchange 
resources end l i t t l e  or no capacity 'a finance in- 
creased budgetary requiranents or increased imports. 

The needs of these countries, or of other countries 
for  which Supporting Assistance does not now seem 
required, nay increase beyond our present calculations 
as the result  of events beyorid their control or ours. 
Killtary budgets may have t o  be expanded to meet 
threats of internal subversion or external aggression. 
Assistance uhich is enticipated from other governments 
or fran international agencies may not be forthcoming. 
&parts nag f a l l  below expectations because of price 
declines. Internal polit ical crises nay interfere Kith 
tax collections or necessitate large governmental ex- 
penditures. Natural disasters m a y  take unbearable tolls. 

I n  brief, Contingency Funds w i l l  be needed to meet 
requireaents which ere either completely unforeseen 
or  vhich ere identified but without enough precision 
to warrant inclusion in one of the other categories. 
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i t  e ~ b i z .  
2. Use of Contimencp i?und in  F'Y 1961. The original 
wthorization b i l l  for  the Mutual Security P r o g r i  for 
FP 1%1 made provision for  a Contingency Fund of $150 
million. However, as a result  of the development of 
the Congo crisis,  the heightening of unrest in Latin 
America, and the occurrence of a disastrous earthquake- 
in Chile, Congress voted in mid-1%O to  increase the - 
Contingency Fund to 3.250 million. Thereafter the Fund 
was further increased when the President decided to 
transfer to the Fund $50 million of military assistance 
funds to meet any new contingencies. It is clear that 
the entire amount of the Fund w i l l  be exhausted by the 
end of the current f i sca l  year either for  non-military 
or militaxy assistance requirements. 

In addifion t o  being used in the Congo, Contingency 
Funds for FT 1961 were used for  grants to fifteen newly 
independent Mrican States where it was considered 
essential to inaugurate U.3. aid programs as soon as 
possible after independence. They were used to provide 
extraordinmy assistance t o  Turkey and Korea where new 
governments wished to introduce economic reforms and 
stabilization programs. Other uses of these funds were 
to meet a portion of the costs of an international con- 
sortium which was organized t o  support a reform along 
l iberal  l ines of the Yugoslev foreign exchange and trading 
system; to make an i n i t i a l  contribution in support of the 
Indus Basin Development Plan; t o  contribute to a multilateral 
effort  50 help Bolivia break out of a period of economic 
stagnation; and to  finance an jncrease in our contribution 
to the United Nations Technical Assistance Program and 
Special Fund required as a result  of increases in  pledges 
by other govemnts.  Particularly acute economic crises 
in Guatemala, H a i t i ,  Honduras and Panama all led t o  un- 
anticipated claims for  U.S. assistance of a high order of 
urgency. A series of natural disasters ranging from the 
earthquake in  Chile t o  floods in  the Philippines and 
typhoons in East Pakistan called for extraordinary 
assistance to  help meet the cost of relief and rehabili- 
tation. A complete list of the programs authorized for  
funding from the Contingency Fund as of April 30, 1961 is 
shown in tke accompanying table. 



dLLOCBTI:OR aP TEE C- FUND Fp 1961 
As of A-mil 30, 1961 
(a Thousands of Dallars) 
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N U R  EBST AND SOUTB ASLa (continued) 

Yemen 
hdus  Basin 
Regional 
Regional 

Korea 
Philippines 
Classified 

projects 

TOTAL 

LATIN AMERICA 

Brazil 
Bolivia 
Brit ish Guinea 
Chile 
Colombia 
Colombia 
Costa Ilica 
Ecuador 
Ecuador 
Guatemala 
Guatemala 
Haiti 
Honduras 
Panama 
Venezuela 
West Indies Fed. 
Central American 

Bank 

TOTAL 



A~U~CATIQB OF THE CORTIBGE~YCP FUND FOR FY 1961 
As of April 30, 1961 

(In Thousands of ~ollars) 

HlffQPg 

Iceland SA 
Yugoslavia SA 
HATO Science Progam SA 

Aid to American Schools 
Abmad SA 

Cuban Refugees OP 
Msaster R e l i e f  
(world-wide ) SA 

Preight Differentials DS 
SA 

Ocean Freight, Volun- 
tary Relief Agencies OP 

Project Hope SA 
Peace Corps SA 
WIX & Special Ebnd TC 
Other Programs SA 

TCJWL, ALL PROGRAI(S 

3. Possible Requirements in FP 1962. The coming fiscal 
year unquestionably will bring continued international 
tension. By overt or covert aggression, the Soviet 
Union or Communist China may be expected to attempt to 
threaten one or another area of the Free World. Wherever 
crises may arise, the United States Government must have 
resources available with which to use American economic 
strength to buttress the desires of less fortunate 
natiors to retain their freedom. 

Some types of situations which may call for the applica- 
tion of Contingency Funds in FY 1962 are the following: 

(I) Newly independent states may find themselves 
with insufficient resources to establish and 
maintain minirmun public services; 

(2) Countries may seek to lessen present depen- 
dence on the SinoSoviet bloc for external aid; 

(3) In the face of stepped-up hostilities or 
threats, countries may need economic assistance, 
as well as military materiel, to help them increase 
their military capabilities; 

(4) Countries may find it possible to introduce 
long-term economic reform or major stabilization 
programs but may be unable t:, do so without extra- 
ordinary financial assistance; 

(5). Natural disasters - earthquakes, hurricanes, 
floods, fires - may warrant the provision of 
emergency funds to relieve suffering and to inme 
an orderly continuation of economic life; 

(6) In cases where minimum anounts of assistance 
have been programmed, the actual reqoements for 
assistance may be much higher; 

(7) In cases where firm U.S. commitments have been 
made to finance specific projects, work may proceed 
at a more rapid pace than is now anticipated; 

(8) Actual negotiations of agreements to renew U.S. 
military base rights may reveal a need to increase 
U.S. aid above current estimates of requirements. 



I.  lhcreased Need f o r  Contingency Funds. The President Homer, a t  l eas t  half of the Contingency Fund would be 
she-uld be provided with greater latitude to meet unforeseen reserved by the President and subject t o  a specific 
~eq@n?ments fo r  U.S. e c o n d c  zssistance than has been deterraination by him prior t o  each conmrltment. An 
omvideti freretafore if he is t o  be in a position to  deal amount comparable to  that appropriated for  FP 1961 could 
kth uhteves threats t o  mr ld  peace and a stable inter- be committed, as heretofore, on the basis of a finding 
natianal order may arise. Accordingly, it i s  pxposed by the Administrator that such use was required t o  serye 
"ht an amount of $500 d l l i o n  be made available, an the purposes authorfzed by the Act. 
&&-ease of $250 rnUl%& above FP 1961 appropriation. 



An ap-iation of $20 miUAm is being requested for  fiscal 
year 1962 to  begin a progrm of dewdopent research, including 
the practical testiog and application of its results. In con- 
cept, -- and approach, this w U l  be an essentially new 
part of tbe &eve- assistance program. Research and de- 
vdopent are faadUar ehm?nts in mmy other govermaental and 
private activities, end Isme proved their worth in a wide 
variety of ather fields. -very e bave never bad a concerted, 
c-, pupefbl progntln of research designed to contribute 
t k  resalts ef scientific investigation t o  the -nt and 
tbe direction ci' jat ecamuic assistance program. 

Inhis Special&ssage anPbreiepAidofMarch22, l*, the 
President aslred that there be Mtiatea " a progmm of research, 
de- and scientific evalrration to increase the effective- 
m s s  of an sid effort." Earlier the Deve- Assistance 
rn of tiE Resident's Science Advisory CcBrmittee had prepared 
mmnm~%tians on the gpplicabillts of scientific research and 
de- to the problems of developaoent assistance. The 
Pazlel's report recaamp-nds the -tion of a uni t  uithin the 
dewlapllrent assistance program to stinnilate and finance intensive 
research intended specif'icsllg t o  assure the most effective use 
of de- sssistsnce resources. The proposal now being 
Bde follovs in its -or u u t b s  the rec-tions of the 
papel. 

uithin the frsmem* of * new dewdopent assistance pmgrem, 
researekt ens its applicaticm occupy a position which is more 
signifXcaut than tbe m~netary re-nts might indicate. The 
intent is to farge d e v e w n t  assistance into a new tool, 
-ly and pmposefu33y des- to assist "more than bslf 
the people of the less-developed mtiane into self-sustained 
eeaooPic grwth, nhile the res t  move substantially closer to 
tbe Fmen tbep, too, u33l no longer have to depend upon out- 
side assistaoce." % & this r e w s  tbe assenblhg of a body 
of -ledge uhich is s ~ ~ ~ t k d  and mvslusted. It is 
tbe role of resesrcb, bere as in other undertakbgs, vhether 
ptbl3c ar private, to  assemble such a body of Pmovledge and to 
ghE possible its efficient & d i sc rhdmtbg  employEnt. 

1. l b z  Role of Besearch 
--- 

The role of re- sed deoelument in assisting our'-- 
armed forces to e t  - challenges they are fac& is 
~KU-knovn. S h U a r l y ,  research in many fields is crucial 

63 

for tbe success of efforts to explore the mysteries of 
space. Ou govelllr~ent hrs init iated and supported mw 
research progrrrms that bave $reduced vide &&fits f o r  our 
population in agriculture, heslth and the uses of amclear 
energy, to nam only a few. Recently, it has becone a 
matter of commn conviction that tbe results of research, 
by both governmental and private organizations, play an 
important role in  the rate of growth uur economy enjoys. 
llhe most vigorous and rapidly growing industries are 
conumnly those in which research and developmnt plays a 
key role in nnking available new products and processes. 
'&m@mut tbe private sector, BurpIval depends on the 
ecooamies and new activities discovered by continuing 
research. 

m s  large V D ~  of research m a  develogarent in guvern- 
~ n t  and private enterprise (costing billions of dollars) 
pmvides results that are s ~ t i m s  useful in the develop- 
mt assistance progr8an. But very little of it is tailored 
specifically to the problems and conditions encountered in  
the develapment assistance process or in the countries we 
are aiding. Eence, the spill-over of results fram other 
research &as to be s u p p i . ~ n t e d  by research directed to 
the problems of assistance programs themselves. There is 
an enormous pool of lmowledge and ~ t h o d s  f r o m  which t o  
drav in seeking t o  advance economic and social development 
in the newly e ~ r g i n g  crmri33.e~. The need is t o  use it in 
a syatemrtic and purposeAil way. 

N o t  a l l  problems can be solved by research. Military 
strategy and tactics are &ill essentiaUy an art, des~ite 
the successf'ul use of rest!--zh and developnent for military 
purposes. Tbe - can be raid of nranaging a private 
ccmpany or establishing policr for  the agricultural sector 
of the econaqy. What research can do i s  to  enlarge the 
scope and diversity of the instruments available for  
accomplishing a given task, and to clarify and interpret 
the alternatives among which human ju-nt must be exer- 
cised. 'RIUS, research enlarges the range of options open 
to decision-malrers snd increases the probability that aqy 
given decision w i l l  bsve the result intended. 

2. The Program of lkvelopent Research 

If the Develapment Assistance Program i s  to achieve i t s  
goals, it ~ r m s t  purposefully se t  about the acmmpllation of 
new or greater knowledge in three broad areas: the humin 
and natural resources of the less developed countries; the 
adaptation of available technology to unfamiliar needs and 
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(1) 'Efie iderrtffication aad Qodification of tbe 
factors in a society tbat determine ttE success 
or failure of ecanolaic, social or technological 
ixmovatian; 

(2) The collection or develwlB?nt of scientific 
infcmmtion that bas been by-passed or fallen 
into dinrse in our awn societg, but is needed 
to  advence laDaelpization elsevhere; 

(3) rme sinq,IlfiCation and adaptation of technolo- 
gies to f i t  conditions in tba less  developed 
countries; and 

(4) Tke selective support of basic research. 

b. Amctio3ls to be Performed 

(1) A liaison Amction, by which research being 
carried out through other govellnaentsl programs 
or under private auspice8 is reviewed end exam- - so that results usem f o r  the aid program 
are uncuvered and uses t o  the nmxham extent. 
'Ibis  lies a clearing hause activity which 
can be of help in guiding the growth of the 
camwnilq of research facilities as w e l l  as of 
benefit to the assistance program itself. 

(2) A support fluxtion, by which problem or require- 
ments encountered in developent assistance 
pmgrms that can be usefully nrrde tbe mibject 
of research are identified and research on them 
is encouraged and supported. This *lies a 
readiness t o  strengthen exist* f ' i l l t i e s  where 
they ere weak, and to establish new ones as 
needed. 

(3) An execution fbnction, by which &he results of 
relevant research application are nrrde available 
to operating staffs end persormel in usable form 
and are placed in  operation where feasible. 
This w i l l  involve serious attention to the large 
issue of training future generations of personnel 
t p J 3 f i e d  to work in develQpnnent assistance. It 
will also  an a feedback of actual field exper- 
ience to  the people eng8ged in continuing research 
projects. 

3. Kxt?mples of Developaent Research 

A large &r of problem bave been identified wbere 
scientific hvestigation vrruld promise potentially useful 
results for  the developplent assistance program. Indeed, 
it is estlnnted tbat several times the amcruat of money 
now being requested could useAilly be expended on valuable 



lbqy prattlers or seeds suitsble for research treatm?nt 
-st tbeffelves. The following q l e s  are illustra- 
t i v e  : 

- reqaire very 3.m-ge investm!z~t end w i l l  often be 
heavily taxed to  mape the goods needed fo r  end 
produced by developaaent. Decisions must be Prnde on 
the intensity, modes end location of transport fac i l i -  
ties t o  be prcrpided. These decisions nnst ref lect  
ju@k?nts about population growth and lacstion, tbe 
amamt and location of uutpt ,  the character of good 
t o  be m a ,  costs and efficiency of transport, and 
a host of related issues. Desigahg a transport  
program to optimize the return f'rom the resources plt 
into it in  the local conditions is a highly diverse 
undertaking in which research can be of p a t  value. 

c. Health: 

It is established that spraying DIE in concentrations 
of two grams per square meter w i l l  control mosquiAy0 
carriers of maleria. Experience indicates that  half 
this concentration may be mtfficient under certain 
conditions. If the laver concentration were  p r m n  
enough, the potential savings in rmalaria eradication 
program could lgount t o  as much as $50 ni l l ion a year. 

E&~cation of sufficient medical personnel is one of 
tbe several difficult training problems i n  many less 
developed countries, especially those in Africa. The 
use, t o  the me;ldmrm extent consistent with safety and 
efficiency, of persons with low levels of medical 
training offers one source of relief. Research can 
assist in  identifying the levels of training required, 
and the most effective aeployEnt of medical person- 
nel. 

e. Education: 

!Phis is ane of the most important, expensive and the- 
consumiag tasks required of tbe less developed 
countries. For same educational levels, subjects 
and processes, new techniques of imparting education 
mey ofYer -ties t o  speed educational progress, 
t o  save money, or to reduce the requirements fo r  
teachers. Research can assis t  in defining more pre- 
cisely the results t o  be anticipated and the! W w  
advances giving promise of still better results. 



tbe insights of practical experience. 

Phis is a social and polit ical re-t in a &r 
af camtries, if their -tion is t o  go hfmd-in- 
hand w i t h  social aPd polit ical progress. Yet, hasty 

?es=-ch on successful and msuccessfliL land redistri- 
tut5on experiece h differing parts of the world can 
help Mgh3ight those approaches to the problem least 
lilrely to cause econcanic disruption. 

tEhe identificaticm and trainiag of persame1 vho are 
effective in psssiug on spprosches and technigues t o  
citizens in a i d - r e c e i m  camtries is a most hprtant 
tsslr. Besearch can assist in  this job. 

Research in  this cauntly, is carried on in universities, 
in independent research institutes,  in units associated 
directly with private industry and in agencies of the 
gwerpment. The university, to a large extent, is dependent 
upon research for  its own health, since in the sciences 
tbe Amctions of research and teachirrg are inaepareble. 
Priwte inmustry possesses unique appropriateness for  
certain forms of applied research, where an intimte know- 
ledge of production processes may be central t o  the usefUl 
c m b c t  of research. 

The Agency for  International Developnent would became 
iwoloed only st the scientific Uaison level vi+h research 
f ie lds  thst are the responsibility of other agencies of the 
Federal Government. For example, in the f i e ld  of health 
there has recently been created, within the lktional 
Institutes of Health, a Division of International Bkdical 
Research. Once a particular health problem was identified 
as being a pressing m t t e r  for Developmeot Assistance, it 
could be braught to this organization w i t h  a request for 
help. Other questions related t o  Develspment Assistance 
are suited t o  the act ivi t ies  of the Haticinal Science 
Foundation, the Atc4uic Energy Conmdssion, and various 
divisions of the Departments of Defense, Agriculture, 
Interior an& Capmerce. 

In nraa~ instances. the actual research and the studies of 
its &lication u k d  be carried on by mn-ga~era~aental 
bodies thrmgh grants or contracts. It is unlikely a t  
internal research projects would be frequent, since there 
are research centers already in being which are 
thoFOUghly capable of the research required. In such 
centers, the= are expert research workers who are well 
acquainted with tievelopent assistance program. There 
are ample indications in the lnrmerars extra-curricular 
activities of the research ccammity that  many of its 
menibers are anxious t o  participate in the developn~nt 
effort.. The role of research vcmld be t o  serve as a 
central rallyiag point for  these research workers, t o  
provide the cans whereby the highest priority research 
could be done, and t o  assure the effective use in the 
program of the research results. This role nuuld include 
mddng grants for  strengthening existing research fac i l i -  
t i e s  or establishing new ones, as needed. 

An additional adpantage of having the Agency work princi- 





In i31e aeCentrallzed strPcture t&t characterizes the United 
States eccnadc and social system, a lar* portion of the 
nscumes am3 shills available to us lies in the private 
secttx. L* we are to approsch a trulg national ef'f'ort in 
sssisting a e  ecapoadc and social modexnization of the k.-6 
devebpd naticms, ue llnst f i d  and utilize more effective 
aeans o? enlisting these private resources. Privz-t= resources 
and sklIi.s are not merely additional t o  those of the Federal 
Guve-t; in sacae cases they are different in kina and are 
w a r e  &-le aiiy outside of the government. 

In sore axmtries, acfivities that assist ecoatoapic develap- 
mznt tau te undertaken by h r i c a n  canpaales on a purely 
Susiagss basis. In other coantries, there may be ec-c 
activities of hpor&uce to e c d c  develapment goals uhich 
cannot be undertaken oa a sitrictly business basis, even 
~~IIX@ U.S. private ente* be best qualified t o  
uxkrtak the task. In such cases, am government must be 
able to p m d e  special incentives, potection, or financial 
8ssis'r;arrce which vill rsbillze U.S. business in the effort. 

-.tent d e v e l o p ~ ~ ~ t  plEnming, by e z p h ~ ~ i z i n g  statis- 
t i c a l  =ornnrttion and a quantitative fmn~uork for 

targets and gpals, creates a more dependable 
envlroarment for evaluating business opportunities and 
risks thsn nrrn ex+sts i n  m m y  less developed countries. 

~ m r c y d e f i n e ~ ~ t l y a n d m o r e r e l i a b l y  
'a fields of activity in which government and private 
business, respectively, are expected to provide the 
zllaill leadership and activity. 

Care f t i l  plannrnn fbCilitates the tb?ly provisioa of 
pibllclg-f%mnced ins+al'lntians, such as roads, irri- 
gstiaa facilities or power plants, which are important 
to gmvth of private inves-nt. !3b the extent 
devdapent pbnnhg improves the use of resources for 
developnent, tihe basic facilities to support a 

vigorous private sector are provided more rapidly and 
effectively . 

d. The planning grocess forces the planners to recognize 
the size of the requirements for sustained economic 
growth, and the consequent necessity of enlisting the 
forces of private enterprise in helping to meet these 
requirements. There are several instances in which, as 
a well-administered planning process has moved forward, 
a pmq-essively larger role has been alloted to private 
enterprise, both local and foreign. 

2. Potential Contributions of U.S. Private Enterprise 

Ihe contributions of U.S. private enterprise n u s t  be 
re@d as an important csmplement to publicly-funded 
econamic assistance progrsms, but not as a substitute for 
them. llhese contributions are to be found in three muin 
-as: capital resources, human resources and inpro-nt 
of institutions. 

a. Capital Resources 

The volume of capital resources potentially avsiLable 
through US. private foreiEpl investment i s  of course 
enormous - fsr larger, in all probability, than can 
ever be made available in the form of publicly p p -  
vided assistance. Yet, Lsrge ~ l u m e s  of private 
capital resources will be transferred to the less 
developed countries only as they reach the stage 
where economic advancement, and particularly iadus- 
trial growth, becomes w e l l  established. A t  that stage, 
private foreiw investment, w i t h  l i t t l e  or no speciai 
government stimulation, can take on a progressively 
larger portion of the need for injections of external 
resources, while a t  the same time (dong w i t h  local 
private enterprise) helpiag to provide &rough taxes 
the governmental resources nee&?& to support continued 
and expsnded public activities. A t  the early stage of 
gmuth, when the need i s  greatest for investment in 
education and public works, private foreigu investment 
can f i l l  only a portion of the requirement for addi- 
tional capital. 

b. Humen Resources 

&bodied in a private investment is a transplanting 
of managerial, professional and technological skills 
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vhi- are of great signifXcance to the process of 
economic mvth. Since a private investment abroad 
is usually a permanent undertakhg, private eriter- 
prise is able to transfer these shills in an orderly 
fashion and in wper sequence without the annual 
decisions d chsnges in policy tbat sometimes charac- 
terize a government eid prom. Even more importat 
is that private enterprise Fs probably 'in the best 
msition to transplant and nurture the entrepreneurial 
a~:prc\a& - the capacity and disposition to conceive, 
0-e and set into operation new business ventures 
that vill prosper and grov. 

U.S. private foreign investment m y  also assist in 
the process of creating new institutional ama~~ements 
more-%spitable to p r i k e  growth. kgal conce$s 
and administration m y  be imuroved or made clearer 
as a result. k r e  st&m&ed or re- procedures 
of m r c i a l  finance m y  be stimulate&. Accounting 
arxl marketing practices xmy be improved. In some 
countries at a vexy early stage of economic develop 
ment, pivate foreign investment provide the 
first instance of organized &ern productive activity. 
Such basic institutions as the regular and disciplined 
use of time schedules may be introduced. 

3. %sic Eblicy on the Role of O.S. Private Enterprise 

It must be a basic ylicy of ahinistration of the 
Cevelopnent assistance program that actions aimed at 
providing incentives or protection to US. private enter- 
prise s- be for the objective of erlisting private 
A m e r i c a  business in the public purpose of assisting 
ecoacdc grovth in less developed couxitries. To the 
degree that special governmental incentives or financing 
devices are employed. to t h h  end, the businesses tbat 
use then are engaging in a ml3lic service, not merely a 
@-vate one. 

'be relationship thus established betveen governmental 
and ~ i w t e  instttutfons is a delicate and difficult one. 
Because governmen- measures, public funas and national 
ourposes are Znvolved, the private businesses affected 
k e  on a special trust and subject themselves to the 
imposition of conditions. At the same time, tbe G~vern- 
merit must avoid imposing conditions that will stirle or 

impede those vexy elements of private enterprise which 
are so-t in prc~Lding special incentives. 

In order to enlist U.S. private enterprise in the develop- 
ment assistancc task, the Government must have a selec- 
tion of instruments available for use in a variety of 
cases, ranging fromthose where the obstacles to private 
foreign investment are slight to those where substantial 
Government inducements are required. The degree of 
selectivity in the choice of companies, projects and 
locations must be consonant w i t h  the degree of Government 
credit codtted. 

4. Forms of Participation by Private lhterprise 

Four primary forms of participation by U.S. private 
enterprise are envisaged: 

4uity investment unaided by special Governmerzt 
provisions other than those normally used, such as 
existing treaties, diplomatic protection, or tax 
agreements ; 

4uity investment aided by special governmental 
programs, including: 

1) F m e i a l  assistance in the feasibility study 
stage; 

2) Guaranties against political risks (and, under 
special and limited circumstances, against other 
risks); 

3)  Iending on terme not available from private 
sources ; 

Direct private lending to foreign enterprises under 
government guaranties against political risks (and, 
under special and limited circumstances, against 
other risk as well), in some cases accompanied by 
government lending to such foreign enterprise; and, 

kmgerial, professional and organizational services 
under contract, sometimes pursuant to provisions 
thst envisage Later participation in the project 
either by iwestment or by contractual semices paid 
for by foreign owners. 
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5. Poals fo r  Mobilizing the Participation of U.S. 
?rfvate Euterprise 

An iaDortant element in the program u i l l  be the effectiveness 
af reiatimships - the bocd of confidence and respect - that  
is es'r;ablished betueen oar business community and the persons 
responsible for  administering the development assistance 
progran. 

The speckl  instnnaents for  mobilizing U.S. business contri- 
bations that are included 5n Ws presentation w i l l  operate 
-Ln an enrkmmpent that is shaped by other factors such as 
the quality and devotion of U.S. diplomatic representation; 
treaties of Friendship, Commerce and Navigation; and the tax 
%reztoent of U S ,  business earnings. The President's Tax 
Message to the Congress of A p r i l  20, 1961, has recommended 
a series af changes i~ our tax laws which are aimed a t  
dhinatSng tax deferral f o r  U.S. bnsiness iwestment in the 
kdnsk%lized parts of the world t&ile retaining tax 
deferral for  investment in the less  developed parts of the 
world, ' t .  investment in the l a t t e r  relatively more 
attractive. m e  actions, programs and policies of countries 
receiving econoloic assistance are also of crucial importance 
to the ability and willingness of American business (and, 
indeed, of local _private enterprise) t o  contribute effec- 
t L 7 e l ~  t o  the task. 

Four specific -ts aimed a t  mobilizing U.S. business 
partLcipatian are pmpsed for  inclusion in the development 
assistance program: 

Guaranties have been a part of the foreign economic 
assistame program since the begianing of the Marshall Plan 
in h p e .  The gaaraaty anthorities iihich are now i n  effect 
are of tw types: guaranties (through ICA) up t o  a face 
imarrmt of $l bill ion of investments in less developed 
countries by U.S. persons or companies against certain 
specified risks (expropriation, inconvertibility of earnings 
or  capital, and -xar dmage); and guaranties (thruagh DLF) up 
to a face amtmt of $lo0 million nhich can be extended with- 
out Wt as to risks covered or  as to nationality of the 
-actor, provided that ordinary business risks of equity 
invest;nrent cannot be covered. It is now proposed that these 
gnaanty:anthorities be consolLdated into a single s t a t u t o q  
provision; ami that a consolid&ed reserve (cansistiog 

of Amds available fraaa borravirrg a u t b r i t y  of 
m d e a  by legislation of prior years d 

e.1 million generated by the fees charged in respect of in- 
vestment guaranties and in addition amounts t o  be transferred 
from Dm) be established fo r  backing up guaranties issued 
under both authorities. Certain modifications are  to be 
ride in both authorities in accordance with the following: 

(1) Guaranties against Specified Risks 

Authority i s  requested to continue making guaran- 
t i e s  of investments against specified risks up to a face 
amount of $1 billion. The outstanding volume of &sting 
guaranties issued both by ICB and by IlLF is  to be included 
under t h i s  ceiling. Provisions are to be included: 

(a) manding the risks which can be covered 
(which are now limited to expropriation, inconverti- 
b i l i t y  of earnings and principal, and war damage) to 
include certain additional polit ical risks, including 
acts of provincial and municipal governments .as well 
as national governments in the country where the 
investment 18 located, sanctions hposed by other 
countries of the Free World (including the United 
States) which materially adversely affect an enter- 
prise, and inaufiection, revolution and c iv i l  s t r i fe .  
It should be noted that the authority to  issue 
expmpriation guaranties has been construed by I C A  
in the past to include authority to insure against 
losses due t o  breach of contract by the government 
of the caolntry where the investment is located, as 
well a s  losses due to action of a regulatory or 
reme-producing nature where such action is  taken 
with expropriatory parpose. It is eqected that the 
new aid agency will c o n t h e  to insnre against risks 
of this kind. 

$ 

(b) ~~ el igibi l i ty  f o r  8pecgied-risk 
guaranties to include U.S. citizen-r..;ded foreign- 
chartered colporations . 

(c) Prodding greater f l d b i l i t y  in coxmection 
n i th  the requFrement that bi la tsral  agreements be 
executed wlth host countries befom investment 
gaaranty programs can be executed, so that it will 
no longer be necesssry to  include in such agreements 
specific provisions regarding the subrogation righta 
of the U S .  Oov-t. 

(d) Qmnting authority t o  suhmit disputes w i t h  
investore under guranty contracts t o  arbitration. 



Authority is alro requested, for use in e x c e p t i d  
circuestances, to gumulty both equity am3 loan inrrestments 

of a l l  IdPae. lhis authority is t o  be Umited 
to -ties aggregating $100 million in  face ~ m n m t .  

lIhe all-risk guanmty axzthority vith respect to 
eqaity ime6-ts is to be used only to insure against 
losses of irmes-t (as opposed t o  failuree to realize 
-its), aPd is %o be used only op.an experimental basis in 

sitaatiane vhere close collaborstion betmeen govern- 
and private capital is called for. In some cases, the 

r e g i i  gtnuaaty p r o m  outlined above aay be inadequate to 
a v e r  an equity investment vhich 3.6 attended by seriou~ po- 
lftical risks. llbis ~ s g  be true, for elsnrple, because of the 
iti9ficulty in a particular case of defining the specific 
r isks to be covered by the guaranty contract. If these risk6 
are aot dle~v3.y defined, the possibility w i l l  exist tlmt a 
clainby the investor for recoverg under the'guarantywill be 
r e s t , .  '&us the potential investor caanot be provided 
vith the regpimd degree of cez-taint.y as to the extent of hie 
risks and t o  loss. 

'he authority t o  issue all-risk guaranties might 
be used t o  vr i te  a BDR reliable guarsnty on an equity in- 
veshnent on a "sbare the loss" basis. Pie U.S. Qvernment 
a d  the iwestor cadLd negotiate a t  the outset a percentage 
split of any gmss loss to  be assumed by each of them. Coop 
pensstion to * i  inveetor would then be p l d  by the Qvern- 
Pent n g a m X k s s  of the cause of loss, but such campeneation 
ucm3d be Uaited to the agreed upon percentage assumed 
tke acrP-t. This uee of the authori.ty would be made only 
ia cases vhere, became of political or economic considera- 
tions, the project u w l d  have a priority vhich would qualify 
it for direct gavernaent lending. Qnsequeufily, the use of 
the guzmmty authoritp in this mumer ~ u l d  extend the assiet- 
ance Arnas by to them mgutsm&ied m v a t e  investment 
fuaae- A t  tbe aepe time, tihe use of the autharity Muld 
b r i n g o u t t h e ~ a a d t h e t e c h n o 1 4 g i c a l c o m p e t e n c e o f  
private enterpsise. 

The all-risk gusranty authority vith respect to 
lan -, if used st aY, is likevise t o  be.wed on 
an k i e  i n  unusual situations vhere, because 
of pollti& or eamoaic considerations, the m j e c t  nntld 
lmve a priority vhich muld q m  it for direct government 
lemllng. In aqy case where such a grnrraaty was issued, the 
partion of the laan vhich m t  covered by the 11.8. aaVermnent 
gt-azanty nmld be at least 255 of the principsl BPDUII~ there- 
of. In every caee, the authority vaald be used in such a 

way ae t o  avoid the creatlon of debt nmmgemeat pmblems 
for U.8. bermnent securities. 

b. U.S. &naing 

There are q inetsncee where, notvithstslldiag the swila- 
bil l ty of e~llaraptiee under the proposed changes in 
authority, private 0.8. investment will not be d e  in places 
and in industries where its existence could contribute t o  the 
dwelopent p c e e s .  Ir: conW&tion vlth guaranties, or 
separate from the, U.S. lending can, in some of thgse in- 
stances, mske the vital difference between having a private 
investaent or not. Iarns to private enterprises established 
by U.S. investors abroad can reduce the amount of private 
fund8 exposed t o  r l ~ k  and raise the potential profit antici- 
pated on the equity portion of the iwe~tment. The terms on 
which lending occurs can be varied so as tm provide the in- 
centive eff'ects repuired. 

US. 1- to 'encourage private investment in the less 
developed mesa can be undertaben in dollars or, *re local 
currfmciee are available for this  purpose pure& t o  pre- 
vious assistance operations, in foreign currencies. W h e ~ e  
local currengr ladbg ces be undertaken, one important 
effect is t o  remove fram the U.8. investor esteblishhg buei- 
ness operations abrPad the r isk of foreign currency devalua- 
tion. 

In  same cases of clear high priority, it may be necessarg to 
depsxt substantially from comercial and b ~ s h k n  practices 
in ode r  t o  pmvibe, through lerding, tht support needed for  
private investment. It may occseiomUy be necessary for 
go-t lending t o  m a e  vbrt, by private stammas, 
would be an inordinaw high pmportion of total.capita1 
requlremmts in order to eucceed in arranging for a private 
bueinees w&rb&hg. Were such measures are required, the 
gaverrnaent must bave protection against the possibility thst 
the rate of return on the amall propartion of equity ixtveet- 
ment mtly prove inordhmtely high, thus presexitlng a eource 
of enibarraesneat. In these special conditions, m e a n s  of 
particimting in, or reducing, or dietributlng nume widely, 
the initially high equity profit =tee must be available. 
These v i l l  be sought thmugh guch devices ae colzpertible 
debentures a d  profYt slntring securities. 

Such opemtione sometimce raise charges tbat the private 
dmacter of the m t u r e  ia be* diluted; thst the tram- 
action ie misleading. 'Iht justification for unUBUally large 
gommmmt financial participstion in r private venture 
a'brosd l a  not to exhibit U.S. buEIineee abroad, but rather i e  
t o  a c e  a given taak aa effectively as we can. Were 



such unusual conditions are present, we should not 
delude ourselves or countries receiving our assist- 
ance tbt %r%vate enterprise is doing the 3ob;" 1.e 
are .raerely ereatirog the best cmbination w e  can 
devise of private and public resources to accampliah 
a t d s  in the p U c  Interest. A t  the ssnte time, 
shere the task is i n  fact  w e l l  done, there need be 
no hesitancy in  asserting that private sk.iUs and 
znsmsgaaent have been a c m i a l  part of the effort. 

bxating Investment Opportunities 

%ny sound and useful investment possibilities may 
exist in the less  develapea countries which are never 
brought t o  l ight due t o  lack of exploratory work. 
Go-tal assistance t o  feasibili ty studies can 
&e used to increase the volume and variety of U.S. 
private inveshent in  the less developed areas ve 
are seeking to assist. Tb increase the sm~t rn t  of 
exploratory work going on, there are already in pro- 
cess a nmber of professional studies i n  different 
countries, of varying degrees of specif!icity, desfgnetf 
to collect aml make avail&hle useful infomation on 
investment possibilities. fn same cases, feasiZiiLiw 
studies of prkicular  industries are being undertaken 
under eontract. It is planned to increase the volumz 
of #is activity. Biovever, t3ie inftiatlon of surh a 
f easSb3U- st* by the government suffers frcan 
certain disabilities. When the st* i s  completed, 
it must be put to effec5ive use in foming the basis 
for a private investment decision. It is difficult, 
a t  best, for  the pverment t o  do the essentially 
praaotional work vhleh is necessary to interest a 
prticular private cmpqy in a particular project. 
Bbreover, mmy c m p n i e s  f ollov the practice of 
criticallg reviewing, or  redoing, the feasibili ty 
study vhich has already been performed, even when 
there is m, question as to the professional ccmtpe- 
tence of the YO&. IYllpitly, even w i t h i n ,  a n a r r o w  
selQaent of a given Mustrial fseld, different 
mmufaetrrring p c e s s e s  9r approaches mag yield 
qudte dtfYerent results when tested for  econcmric 
and technical feasibility a t  a given location, 
Ihus, a feasibility study can be f'ully useful only 
*en tailored specifically and i n  detail t o  the 
pmdurts, proce&mes and policies of a particular 
mapmy considering an investment. 

Previously, the procedure has been followed of con- 
tracting investment studies only to private organi- 
zations that  would not bene i t  directly. In cases 
vhere the feasibili ty of 8n enterprise t o  be managed 
under contract is eonce-, the organization inves- 
tigating feasibili ty has been excluded fram consid- 
eration for  the later eon fmt .  &reover, because, 
vith fev exceptions, public bidding procedures have 
been in force for feasibili ty study mntracts, 
tbere bas been no vay t o  respond positively t o  the 
ini t ia t ive of a private co- that wixild l ike  ta 
explore the feasibili ty of a possible investment 
abroad, $ut does not feel  itself justified, on a 
purely btrsiness basis, in pmviding the costs of 
the needed study. 

Ib meet these needs, the following steps are  pro- 
posed: 

(1) A larger number and variety of feasibili ty 
studies of p r t i c u l a r  investment possibilities w i l l  
be initiated. In executing these, preference w i l l  
be given, where possible, to  contmctors which 
fndicate a positive interest i n  tzndertdstng the 
investment t o  be studied. Such contractors rmay, 
hovem, employ as subcontractors pmfessional 
organizations in a mnnner consistent w i t h  their  
u s d  practice. 

(2) In orher t o  respond positively to  -the initia- 
t ive of c a q m i e ~  that have an interest i n  consid- 
ering an investment, but cannot justify financing 
the needed investigation, a new werimental 
appmach is proposed, to be celled the Investment 
6m7ey ]?rograro* 

t&der the new progrem, authority would be granted 
t o  enter into cuntracts Mfh prospectim investors 
pursuent t o  w h i c h  the U.S. G o ~ e n t  w a d  p y  up 
t o  505 of the costs of feasibili ty surveys t o  be 
uudertaken by such prospective investors. Ehch 
contract wuld provide that i f  the pmject t o  be 
surveyed uas not undertaken by the investor, within 
a ~pe t i f i ed  period of time Fran the date of the in- 
i t ia t ion of the survey, a l l  infonnstion, findings, 
samples and other m t e r l d s  developed in the course 
of the survey ~ U i d  become the p e r *  of the U.S. 



Government. !Be Government mula have the right to 
dispose of such infomation and other materials in 
any ~anner 2% considered appmpriate, by sale or  
othervise, 

*ere it is not possible or desirable to secure any 
private f i.mmcial pe r tk ipa t  ion by American business 
In an dd-related activity ahmad, the manageriel, 
t M I o @ c a l  and pmfession;il skills of private 
enterprise can be secured thn,ugh contracting. I n  
the use of contracting techniques, several princi- 
ples ~~, so far as possible, be obserwd: 

(1) Preference w i l l  be given, where feasible and 
reasonable, t o  making assistance funds available t o  
foreign governments fo r  contracting w i t h  U.8, organi- 
zations. B-iis w U 1  provide experience, for  the  for- 
eign organizations and individuals concerned, in the  
techniques and procedures for identification of pos- 
sible contractors, evaluation of the i r  costs and com- 
petence against reasonable stan&ards, and the actual 
m e M c s  of contract negotiation and administration. 
lhis procedure should also eliminate difficulty and 
confusion in contractual relationships. 

(2) mere possible, services under contracts should 
provide fo r  the  l a te r  conversion of a public invest- 
ment pro,lect into a privately-owned undertaking, 
w i t h  partic- =urphasis on a wide dispersion of 
local share ownership ermong the population. 



H. Contributions "XI International Ormnkations 

A total of $153.5 million is requested for  U.S.  voluntary con- 
tributions to thirteen assistance programs of multilateral 
orprizaticms. All of these programs are presently being 
carriea ? o m ,  Ten of them are lmdertaPcen within the 
frspewrk of the kited Hations System; tvo are undertaken 
by Begbnd Organizations; me -- the h b i  Waters Program -- 
is imdertalren by an & hoc consortium. W i t h  the exception 
of the EAT0 Science Program, the Prom for W U t a r y  
Operations in =e m, the U13 *rgency Force i n  
Palest*, sad &the relief and refugee programs, these pm- 
grains are a direct sqprt of the social end economic devel- 
-t of +&e less developed countries. Our contributions 
'XI =ese pm-, along b-ith stesdily increasing contribu- 
tions from other governments, add "4 the Amds which are 
exaihble for projects desimed to develop economic resources 
of the less-developed countries. 

'Ihese programs as w e l l  es the multilateral orgauizations 
=@am@ng thexi were initiaZt. under U.S . leadership. Three 
of -, m; the pm@zns of the UN Relief and Works 
~ F D C Y  rbr Palestine Refugees, the UN Ebergency Force in 
Palestine, and t%e UB Mlitary Operations in the Cango were 
initiated in r e s m e  to e r p c i e s  and are intended to 
tzsminate vhen ci.rcums+%mces pemit. The U.S. contributions 
to WHD for the World-Wide &laria Ersdicatian end the World- 
Wide Waters Programs were initiated In canjunction with U.S. 
p m  in these fields and w i l l ,  of course, terminate when 
the specific problems are solved, if not before. The remain- 
ing Fmgrams, vith the exception of the UN Program for E%o- 
naPic Assistance to 'hz Congp, are part of the contirming 
activities of the respect h e  d t i l a t e r a l  organizations. 

In  view of the universal ned and demand for development 
assistance by the less develo-md countries on the one hand, 
aad 5x1 view of the widespread xUingness or  the develqed 
camtries to particQete in meeting this need 3n the other 
haad, it is natural that me total world-wide assistance 
efYort has gmm q as a 0 i . x  o l  'bilateral and mult i -  
lateral p r o w .  E b l t i 3 a k x - d  organizations have built the 
assistance objectivz inA& *&eir overall structure i n  a clear 
r e m e  to the d t i n g  and &roving c h U n g e  of development, 
%ereby increasing and stren-elring their om overall value 
a;ld si@fXcance t o  n e d x r  govemu~nts. This is the csse 

w i t h  the United Nations -hose Charter gives an important place 
to the development objective, and it is also true for the 
Regional Organizations. In cases such as the consortium for 
the Indus Waters Progrm the development objective is, of 
course, absolutely central to the orgauizational arrangements, 
with other objectives entering as by-products. 

Ihe U.S. interest i n  the multilateral programs i s  s ix- f~ ld :  

(1) Strengthening the international organizations has value 
in i tself ,  since thetr aims l i e  i n  the direct line of advance 
tonards a stable international society of free and prospering 
nations; 

(2) Providing U.S. leadership in  the development assistance 
programs of the in temt iona l  organizations strengthens over- 
all U.S. leadership in these organizations; 

(3) Multilateral assistance programs represent one method 
suitable to enlist  increased resources f r o m  other develo~ed - 
countries, both in terms of money, knowledge and scarce 
s U ' s ;  

(4) Certain elements of development assistance, e .g., those 
desieped t o  lead to nilmlnistrat9e reforms, will often be 
more readily accepted by the less developed countries and 
hence be more effective if given by multilateral organiza- 
tions of which they are members; 

( 5 )  Under certain circumstances, e-g., in  the Congo, the U.S. 
may have an overriding polit ical and security interest to 
reduce the r isk of rivalry inherent in bilateral propans; 

(6)  Somz of the international organizations can be assigned 
significant Mctions in the broader planning of US. 
bilateral assistance. This w i l l  f o r t ~ d l y  be the case with 
0.4s and is, of course, true i n  a less formal way with regard 
to the UN where a process of mutual consultation tends to 
inprovs both bilateral and mltilrrteral programs. As i s  
indicated i n  Chapter V, increasing emphasis will be placed on 
s t indat ing Free World assistance efforts through the 
Development Assistsnce Coamnittee of the OEO. 

The balance of advantage between multilateral and bilateral 
pro~ams is a dynamic one. The assigmsnt of U.S. resources 
t o  ihe one or t o  the other group is a matter of changing 
objectives, effectiveness, and circumstances. The flexibili ty 
inherent in the nlxture of nluntary contributions included 
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CONTRIBUTIONS TO INTERNATIONAL ORGANIZATIONS 
PROPOSED F. Y. 1962 PROGRAM 

Tofa1 A.LD. Program 
$2,921 Million 

$ Millions 

Maloria NATO UN OAS IAEA, 
SCIENCE EMERGENCY l::: 

FORCE 
WHO 

( wwld Wiar 
Wohr SUODIY 
and Resrorchl 

Total Contributions ... $158 Million 
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In this sad the assessed umtributions awried in the Prqposed FY 19& Contributions to International Organizations 
-t of the of S k t e  pemdts a wise and effec- (Pignres in nit'l.lanfi of & U s )  
t h e  of this mvhg bslance- 

Illuml lM!I.OHS: 
A ~ t a b l e o f c a & % m t i a n s p r q p o s e d t o b e m a d e t o  
Hlltilsteral organh%tioPs ior the ccdng f i s c s l  year is set 1. namA&SpecialAmd 4.0 .O 
forth belorr. A drtailtd jastificatios! for all of thc items 2. U.10. Caago - M3.ftfu-y Operations 27.0 
s € u m n i a t h i s t a b l e i s c a a t a i n e a i n ~ C ,  3. U.B. Congo - Econamic Assistance 35 -0 

4. URRWL 13-35 * 
5. U.H. brgency Force 1.8 
6. U.N. CUIdrenls Amd 12.0 
7. WEB) MaUri.8 Eredlcation 2.5 
8. WED World-Wide Water Supply .4 
9. WBD Medicsl Research -5 
10. IAEA 4 

U. OAS Tedhnical Cooperstion 
12. lWB3 Scilnce Program 
13. Indus Waters 



I. Bma for Asace 

!Be reameoP,ndatiaus for t?ze 2boti for  &ace Bmgmm have 
been separately traasndtted t o  the Congress for ccm- 
sidexaticm by the Agricultural rather then the Foreign 
AXcy Camittees. Bevertheless, Food for  Feace i s  an 
i n L e  part of the &ole foreign aid program. Food 
is a *or and necessary cmpment of the resources 
ahich the less  developed cwntrles need frcmn abroad, 
bat Zbod f a r  Ebceaannot be fallg effective except in. 
cosJrmctioa vith a brcder pmgnm of foreign aid. 

SprPps agricultural ccmaodities have made a v i t a l  
codributim t o  U. S, foreign assistance prcgmms and 
should amtinw to do so. Even closer integratiau of 
Rm5 f a  Reace under the varias t i t l e s  zf the 
Agricultaral a a d e  Developpent and Assistance A d  of 
3 - 9 9  (P.L. 480) vitb overall carmtrg aid pmgmam is  
i a t d  than has been done in the past. lbis will be 
mtly assisted by the long-term authority repuested 
i n  the extension of P.L 480 for  forelgn currency sales, 
ca5KK3ity grants 8Qa dcI.181 credits. 

It I s  h t e z m k d  to use the authorities for special 
expart pmgmms in  POL 480 t o  the full extent that  
srnplPs agricoltmal camm5ties caa s e n e  aid 
pqposes vi*& disrupting coaslerdal ~ k e t s .  As 
a result, Amds are requested under this act prinarlly 
for nopl-food rg-ts and w i l l  be needed m l y  for  
those agricultural cammdities vhi& are not in surplus 
supply ar eligible for  shim under P.L. 480. 

Ibe food needs of the less  developed collntrles do not 
always d c h  the availabili ty of surplus crops. !he 

of Agdculture i s  studgitg this problem and 
has already taken steps within &sting f h r m  mrpport 
l e g l s l a t i m  t o  direct our mt productive capabilities 
touanh tbe pm&~ction of the kinds of agricultural 
pxducticm mst needed bath a t  hame and abroad. 

me  principal econauic wee of United States food as  part of 
the tlhited States aid program t o  underdeveloped countries are: 

To p e d t  Increases of employment t o  occur more 
rapidly than the capacity of the country t o  produce food 
for  the newly  employed; 

t o  imprwe both the q p n t i t y  and quality of d i e t s  so 
as  t o  raise or increase human productivity; 

t o  provide a r e s e m  of food In the recelvlng countries, 
thus insuring against natural catastrophies; 

t o  provide rellef for  the sick, for  the aged; 

t o  s e n e  the pol i t ical  purposes of foreign aid in 
special cases. 

In most cauntlles, efforts are being nm2e t o  expand 
agricultural production at =e same time as i dus t r i a l  
pIoduction. With increasing agricultural and indu8- 
trial employment, food cansmption necessarily 
increases; employed workers, i f  they are t o  be 
effective, eat much more than the ummploped. But the 
expansion of agriculture i s  l ikely t o  be longer and 
more difficult than that of industry. Consequently, 
a colortry which wants t o  derelop must, in mrny cases, 
run a food deficit  or else seriausly curtail its 
aeve10pDent plans. 

As one example, food grain con8wption in Indie i s  
eqected t o  increase f l a n  75 ndllion tons t o  more 
than 95 ndllion tons during the third flm-year plan. 
'Ihe -sent level of production is  73 nd.lXon tons. 
Despite the -1s given t o  agriculture in the 
third plan, there i s  a large probability that Indian 
production will increase by subetantially lee6 thsn 
20 nd.3J.icm tans during the f lve yeare. Consequently, 
food Prom abroed is  an essential ingredient of the 



W i t h  appllu3tia.1 of ferti l izer,  increased irrLgation, better 
seeds, iqmved pzvanctian techrd nres and adequate motiva- 
ti-, mia w s  to - its fooa d e f i d t  snd perhaps 
ekbdnate it entirely, thm there i s  no assurance that 

deficit can be entirely e-ted dm-ing the third 
@sn. =a has been used here OLQV as an example; other 
camtrles incar food deficits as a result of inaustzl- 
a l i z a t l a  cud cw food supplies can malte an importaut con- 
td?xrticn t c ~  - ezup1oyment and incaues. 

The pmspects af develop=& are sU@t unless Labor, wh ich  
is a caartrgns -test production resource, can increase 
the Hart it expends & the efficiency vith which it 
e. Ttnts, even frcla the outset, conswption standards 
mu& incresse. RUQ the pcdnt of vfev of motivation, a 
w o r k e r  nust have the apportrmity to iqnmm the living 
stan&n% ofhis and, A-cpnthe paint ofviev of 
his clpa effectiveness, his diet must increase and improve. 
?&e increases food w s  of a developins country, 
therefore, CBPPD~ be mzesxed simply in the taxis of b- 
aeadng eqployxent but also In t e w s  of increasing real 
sages to the aDst effective use of employed labor. 

3nn the point of v i e w  of productivity, the quality as w e l l  
ss the qaratity of iliets mnst be impmved, there being 
seriars pI.atein deficiencies in many of the less  developed 
camtries. Cunsea_uently, an hpr tant  aspect of the Food 
for A3aee should be Mt only- t o  increase the human 

c-ion of grain but also t o  encourage the feeding 
of ccame graias t o  ardmds in order t o  increase the 
supply of ndlk and meat, 

Food for %ace can make an important contribution t o  
econcmdc developnent by permitting the countries t o  
establish food reserves within the i r  own territoriec.  
Such reseroes have several Amctions: 

(1) !bey can help t o  avoid the disruptive effects 
of fandne. Without reserves, a country 
affYcted uith a famine has t o  face a choice 
of internal disruption and misery owing t o  the 
lack of food on the one hand or of using scarce 
foreign exchange in order t o  import food rather 
than the equipnent and materials needed for  its 
industrial developtent; 

(2) With adequate reserve stocks, a country can 
APce the risks of depenaence on imported food 
which are serious i n  a politically unstable 
world; 

(3) Reserve stocks can be used by the government 
as a buffer stock t o  c d e r a c t  the price 
fluctuations that are Ukely t o  be particularly 
acute in m m y  of the less  developed countries; 

(4) Reserve stocks also permit a goverrmrent t o  
undertake land reform 1ne86UreS which may 
involve temporary dislocations of dmestic 
production. 

(5) Reserve stocks can be used t o  Arrther land 
settlement projects, either on new irrigation 
projects or for projects t o  reset t le  displaced 
persons or refugees, by -ding food for the 
settlers during the seasonal period when food 
production is  n i l  while the land i s  prepared, 
seeded and cultivated and before it is  hervested 
and perhaps durlng the longer period of two years 
or more while the new set t lers  are learning how 



for lbm cannot relieve the general state  of 
pvertr *a Hffllrts of the less  developed countries. 
&vert&eless, it is bebg used by pibliz sad prlvate 
orgsniz&.ticms t o  alleviate canditions of extreme suffer- * smng ChildrPn and the sick and the aged. There - 
qportPnities for  the expansion of many of these pro- 
grams. 

e, S q p r t i n g  bid 

Mted States f d  can be used t o  serve the polit ical 
as sell as the developpntal objectives of the aid pm- 
grse; *a re3ieve natmal disasters or, as has been done 
in -Tanisis gpd kmcm, t o  m d e  vork relief for  the 
W m ,  Thc availability of abundant supplies of 
grainJ flour, BdUc ass ather fooas for  these progmms 
has gmmeiZ a m o t  boon t o  the recipients, and has 
szbsL&ia33y d r i b n t e d  t o  good U, S, relations vith 
the -s concerned. 

~ s i a t i v e  authorlTy for  the Food for  Peace Program i s  con- 
%- in me Agricultmal Trsde Developent and Assistance 
A r t  of (~db33c k v  480, as auem3ed). The Agricultural 
AEt 3f 1%1, nw under cansidelation by the Agriculture 
Ckmdttees, contains proposed nrmnrlnr?nts to strengthen 
F.L 460, to avthorize its operations on a longer term basis 
aJd to ike Act mare effective i n  meeting world food 
ilefTd+% ssd in I.iromoting ecanclnic developmznt. Ti t le  I of 
ihe Act axtt21arlzes sales of U. S. surplus agricultural 
camdit?les fcr foreign currencies. Tftle I1 authorizes 
graxk of -ties for  fmdne relief and other extra- 
cdimry asslsta;nce, and, d.thin certain lh i ta t ions ,  
gmzrts to praPate etancmi: &-melopent in underdeveloped 
eamxtdes. Title III of the Act authori7~s donations of 
facds frm CCX: stocks to U. S, non-profit voluntary agencies 
& kterga~ernillental o-zations for  fYee d i s t r i b u t i ~ n  t o  
*&e needy &mad. Dcarat ic~ls  of food t o  the needy i n  the 
U, S. am2 barter transactitma are also authorized under 
this Btle .  Title IV of the Act authorizes long-term supply 
ccnrtzacts fm repageent in dollars over a maxhum pried of 

20 years. In undertaldng these programs, reasanable pre- 
cautions must be taken t o  safeguard the usual l ~ ~ ~ k e t i n g s  of 
the United States as well as the camerda l  trade of friendly 
count.rles. 

!be proposed amendments t o  the A c t  include a five year  
extension of Titles I and 11 through Deceniber 31, 1966. 
Authority t o  make grants of surplus camaodities under Ti t le  
I1 t o  prawte econadc developpent vould also be extended 
for  t h i s  period. An additional authorization of $7.5 bi l l ion 
i s  proposed for n t l e  I, with an upper limit of $2.5 bi l l ion 
on the amount of sales agreements t o  be concluded i n  any 
calendar year. The present authorization of $300 mill3011 
per calendar year for Ti t le  11 grant progmm wrmld be 
continued -- a t a f d .  of $1.5 bi l l ion i n  new authority for  
this five year perid. Ihe Isw imposes no W t s  of tiE 
or amount on Title III and andtle N domition and credit 
Inograms* 

'Ihese dollar anunmts refer t o  the cost of the cmmdities t o  
the Camaodity Credit Corporation and reflect domestic support 
prices, processing, storage, hanung and transportation costs. 
However, the prices a t  which cormmdities are sold abroad for  
dollars or foreign currencies reflect generally lower world 
market prices. ?he mrarket value of goods shipped has 
averaged about TO$ of CCC cost. 

Several sllbstantive emendments are proposed t o  P.L. 480 
which are of importance t o  the aid program: 

1, Amendment of section 104 is proposed t o  authorize 
the use of foreign currency loan repayments for  
any of the purposes authorized by that section. 
Bey  may now be used only for  the payment of U.S. 
obligations, agricultural market developnent and 
educational- exchange programs. In a s 6 l l  but 
increasiog number of countries there is  already 
an excess of currencies available for  these pur- 
poses n!aking it desirable t o  clear the way for  
these currencies t o  be used for  the other special 
program and purposes of mutual beneflt already 
authorized. 

2. Amendment of the last proviso of section 104 is  
proposed t o  remove the statutory barrier vhich now 
prevents the use for  programs of educational 



THE FINANCING OF U. S. AGRICULTURAL EXPORTS 

Total US Agricultural Exports 

Cotton 

Cmnc 
Groins 

EXPORTS BY COMMODITY 
c ~ L S D ~ Q  Yoar 1960  Percent 

TOW under 6wernmcnt Rogroras under €& 
Programs 

. . . . . . . . . . . . . .  Rice 148 

Dairy 117 . . . . . . . . . . . . . . . . .  
Products 



3. hen&mi t  of secticm 106 is pruposed t o  return t o  
*the President the selection of the countries via 

th- m y  be ly t le  I or Title IV pxgmals. 
Tbe secI.etary of Agriculture ~n has th is  authority 
as v e l l  as that over the kind sad awuut gf can- 
&ties t o  be inclpdea i n  each agreement. & 
chenge i n  the latter control is proposed, but there 
is need for closer integratim of Food for Ibce 

with the developB3It of overal l  assistance 
m'xT==. 

4. A nev secticm 110 is proposed authorizing the t-- .. m- 
fe r  of surplns -ties t o  national food reserves 
in u&erdevelo@ ccrrmtries. ribese reserves vould 
be held under an providing +ht they could 
be used either to  e t  emergency relief needs or 
add be sold wAer d t i a n s  vhich vould nut dis- 
mpt vorld narkets, in vhich case paymerrt youla be 
mgde t o  the U. S. In local currency. 

5. of Title 71 i s  muposed t o  pemdt the use 
for progmats imdtr thst s;rthority of any cammdities 
dttt-bytile Sccrctaryoihgridtuhtobe in 
surplus in vith section 106, rather than the 
scaevhat narrover raqe of ca!mmdities found in CCC 
stoclts. 

6. u s  in Title iv are proposed t o  pemdt slightly 
r~ore flexible credit terms and t o  ensure that these 
c r e d i t  sales am= subdec t  t o  the same policy guides 
a d  restrictions as the currency sales authorized 
by lEitle I. 

3. m e  Scale of the Rogmm. 

llhe anmmt or" food that c& be effedi-rely used in the Food 
far %ace program depends on the &nt t o  which it inter- 
feres with d m s t i c  proriuction in receiving cormtries and 
the -dent t o  which it canpetes with cannercia1 exports of 
the U. S. and of other countries w i t h  whom the United States 
hopes t o  rmintain Alendly relations. In fact, P.L. 480 
provides that reasonable precautions be taken t o  prevent 
shiTmar+.s under it f m m  displacing usual U. S. muketings 
or interfering with exports of Men- countries. 

'&is ~ 8 n s  that the size of Food for m c e  uhich 
use c o m ~ r d a l  channele (T3tI.e I currency sales and Title IV 
long tezm credits) depends on the amount by which the in- 
creasing d m  for  food and fi5er in develop3.q camtries 
outpaces their ability t o  produce or earn foreign exchange 
t o  meet the need. Food supplied t o  a country in a st- 
fareign exchange position and with llberallzed imports w i l l  
inevitably interfere with damestic production or  w i t h  
camaercial exports or both. On the other hand, a country 
that is industrializing or i s  on the road t o  industrlaliza- 
tion usually expands its demands for food in excess of 
damestic production. Consequently, there i s  rooan for Rmd 
for Race in addition t o  both danestic production and no- 
cczmercial imports. 

Haw much focd a country can absorb camrot be estimated 
except in cannection with the to t a l  develop& program of 
vhich it is a part. For food t o  be fully used t o  suppoli; 
develoIment, it i s  desirable that the United States should 
make comrdtments for several years i n  advsnce. Bo country 
i s  l lkely t o  take the risk of adopting a development program 
which involves food requirements about which it is uncertain. 
lhus increased integration of Food for Peace progmmdng with 
long-term foreign assistance plaming should make possible 
substantially increased exports of surplus agricultural 
c d + i e s  in support of developaent. 

For FY 1962, shipments mder Title I of the Act are pro- 
jected a t  about $1.4 billion a t  U.S. export market prices, 
erroximately $1.9 billion a t  CCC cost. This compares with 
estimated shipnents of 81.2 billion in FY 1961 or about 
$l.7 billion a t  CCC cost. Although several multi-year 
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a faar-gesr d e s  Bgreaent cmexbg 81,276 d u a n  of wheat 
aPtl rice (& U. S. eqort vslr~) was signe. w i t h  
lhdia hte in ZT 1960, 'Ihe I T  1- aad F Y  196.2 pro:actioos 
far =a imlde IAe aBamt of u?~eat and rice s h i e s  
~ ~ t h e i i r s t t v o g e a r s o f t h e ~ .  

l k s e  cstiiastes are based an the assumption that all agrf- 
cdltmsl -ties w h i c h  are eligible far sale d e r  
P.L 460 w l 2 l  be grwddefl urder that Act, t o  the nmdmm 

ecqatlbk *.th the legLslation, t o  meet the require- - of aid-receiving cumtries. In a number of cases 
t?rie incliaaes aY.mts vhich in 1- and earUer years were 
pugmwml under the lktud Secrnity Pmgmm in accordance 
di& Sectiun 4.02. SectIan 402 of the MutW Security Act 
-s t ta3 a of $l~ m a n  of flmds atherwise 
a-ted for t h  lkxtual ~ c r a i t y  pro,= far FP 1961 
k u s e d t o f h s n c e t h e ~  and sale of U. S. surplus 
agrlcaltprsl -ties for foreig- I-7UTePcies. Since 
this rec_ldreamt overlaps almost caq&etely v i th  Tit le  I 
of P.L 480 and does have a umml mrketings require- 
em;, :? does nd CazttrLbzrte sigaiflcantly t o  the expansion 
of agricultmal erparts aed series only t o  hsmper aid pro- 
~pas~I~ng aad mWmistmtion. Bo parallel  pruvisian is pro- 
posed in %he bd, far Internaticmal Ikvelopent. 

'ELlls &ift to m c e  cm POL, 480 far +&e provision of 
sPrpLns cap.odities t o  aid redpieat countries hes caused 
a In the estiaates far sapparting Assistance. 
!5e funds - under the sqpparting Assistance t i t l e  
v3.l be needed entirely -. f3.m~- imprts of ccamodities 
nat eILglb1e for P. L. ! .. Piaandng. Shuuld P.L. 480 be 
Qiable to fYnance the pmJectea3 need of the Supporting 
Assistaace ccrimtrles for surplus U. S. egi-icultural 
-ties, the request& appmp-iation for  Supporting 
Assistance vlll be inadecpate t o  meet the foreign poUcy 

iArcn@out the mrId on 8 basis of need or work contribution. 
Wlch progrsms frequently -0 entai l  mibstarrtial non-food 
costs. As administrative capacity increases and progrruna 
can be developed using the %ace Corp~, local currencies, 
and other resources t o  combine with awilable food, such 
prog~rrme should increase. 

Ti t le  LI: of P.L. 480 authorizes grants  of IT. S. surplus 
cammdjties t o  underdeveloped countries t o  promote 
ecanadc develgment in addition t o  that  which can be 
acccmplAahed under Wtle  I of the Act. IIhese grants 
support school lunch programs, paJllnenta in klnd for  mad 
canstructian, irrigation, reforestation, end vlllage 
-t projec:s, and other non-ccmimercial develgment 
progrems. In F Y  1962, it i s  expected tha t  such developnent 
programs invalving the use of about $100 milllm uorth of 
canmodities (at  U. S. export market value) can ,-*, undertaken 
under this authority. 'Ibe CCC cost of these ( 1 7 2  wdities 
approxhmtes $220 ndlllon. 

Title IZI authorizes donetiom of mnp lu~  ccmanodlties t o  
American voluntary agencies or t o  international orgeniza- 
tions for  distribution t o  needy people abroad. Hl l lons  
of pounds of powdered milk, flour, corn meal and edible o i l  
are shipped armnally by UEICEF, CARg, Church World Service, 
Catholic Fkllef S e d c e  and a number of other agencies t o  
school children, expectant mothers end infante, refugees, 
residents of hospitsls, orphanages, and other institutions, 
and needy families in soane 9 coltntzdes snd areas. In. FY 
1962 it i s  expected that  the CCC ccst of cmmdities used 
in these programs wil l  exceed $200 millLon. 

4, r o d  Currency ma3 

IIhe bulk of the food provlded will be sold for  the 
currencies of the receiving countries. Part of these 
currencies w i l l  be available for  various U. S. agency 
expenditures in the country. P. Lo 480 prrmides a t  least 
10s of sales receipts be made available under appropria- 
tions for  such purposes. In same countries 25% or m o r e  
of sales proceeds are so used. In  athers 10% results in 
accmnilation of excess currencies. !I!hese excesses are 
available for  special fareign currency programs, such as 
agricultural research, health research, and aid t o  American 
s p o r e d  sdhools. 

to distribute large areormts of food directly t o  people 



United  S A x s  N c y  vith respect t o  local currencies available 
far emmasZc dm-  or the camaaa defense is  t o  use them 
to in the receiving camtries the objectives of the 
fimzign aid 3iz ases  vheze s cormtry has a well-conceived 
a d  Pell- devrlqpPent pmgmm, and is meeting its defense 
a%~#~Ltraents, the =tea States coPld ao no better than use the 
local -cypmceeds t o  raPhe a grant t o  the count= for 
geaemii krZget support. In other ceses, the W t e d  States m y  
feel that is nee& to pw&e particular &eveloppent or defense 
ae5Aritiec; rihich +h count- is unvilllng t o  incluae in its 
hdget. 3he Wted Stgtes my then d-de t o  devote its local 
-3 reczlpts to SRdI spedflc screenea projects. 

h a t  care nust be taken with th monetary impact of country 
use currencies. When the commdities are shipped a d  the sales 
proceeds colledcd, money I s  wit- from the e c o m  of the 
purchesing country causing a deflat1ozwt-y effect. To the extent 
that  the ec3aDlqp uas alreedy srrffering from inflation this  q 
be desirable. Wck expenditwe of these fuds puts back into 
circulation money VitMraPn as a result of the sale of the 
conmcdities, thus neutralizfng t ? ~  m o ~ c t a r y  effect. The 
expelditure of past accumulstione, huwevcr, mcam the re- 
introduction into the eco- of maey vith no correspondirig 
incnase in  gcods enmuable snd - . . resenibles the e x p e r d i b  
of newly created money. Prequen-4 j . iouary conditions ere 
such that past accurmlations csnnot safely be spent unt i l  nev 
progreaw or increased pMbuction =aerate a comeponbing 

in goods. In most countries tk release of ede s  
proceeds for mtually beneficial pupoaee is nov keeping pace 
w i t h  .he geacration of currency by new .program. 



tart the staff  of projects which ICA personnel have help& 
dee- and mag continue to adviae, or which use ewps~ent an& 
slrpplles obtsiDcd thmu@ developn~nt grrrnts and loam. They 
c m  help distribute foOa. in co~ection w i t b  special Food-for- 
Peace pjec t s .  Tbcg can provide skilled assistance on'con- 
structian projects finances w i t h  local currency loans, or tbey 
um be eqloyed in d e v e l p n t  activit3es to which the United 
States provides no other development assistance. 

The Peace Corps will be important not solely as a suurce of 
trained manpower. It w i l l  also be impartant as a means of 
international cnmrmmication. By working abroad, in personal 
contact with people who, like themselves, are outside of polit- 
ical circles, the Peace Carps Volunteers will have an unparal- 
leled opportunity to learn haw other societies work and to 
explain haw American society works. The very participation of 
young Americans in constructive, ccmnnunity-serving activities 
abroad, the standards of performance they set for themselves 
and the values and attitudes that they exemplify should have an 
important impact in helping to bring about the psychological and 
social changes which are necessary if. the pace of economic growth 
in the underdeveloped countries is to be stepped up.- 

3. Initiation of Activities 

Peace Corps projects w i l l  onYy be udertaken at t h  invitation 
of the host gave-nt. A uusber of projects hame a3readg been 
start& under the 8uthoriw of the Mutnal Securiw Act of 19% 
+a& Executim Onkr No. loge4 of b k c h ,  1g6l. A d d i t i d  proj- 
ecte &e lLv8r low stagis- ai Uscussion axml negotiation. 



P B e n e u ~ t o a i d d e v e l ~ t u i l l r e q u i r e t h e  creationofa 
new foleign assbtance agency. The Agency f o r  In te rna t id  Dewl- 
apent a a m b b e  u d e r  the  -ctian of a single A d m i n i s t r a t o r  
the went lbhhgbn am3 field aperations of the Internat id  
Cooperatim A h h i s t r a t i m ,  the Develzqment Loan Fund, the Fod- 
f a r - ? e a ~  przgam i n  its relations vi th  other countries, the local  

activities of the Fkport-Imp0l-t Bank, the donation 
of mw%.dcrrltrnal surpluses fran stoclgiles of excess ccmnodities 
am3 -, and tbe related staff and program services now pro- 
Bided by the Depmbmnt of State and the International Cooperation 
A-s'~.ation. These i'un~tLons uill be merged k i t h i n  a nex organ- 
Lzat5on e c h  has heen des-2gned t o  express the new conc'epts of the 
-a,- and 'to obtain the best use of the various foreign assis- 
k c e  'toois described in the preceding sections. The proposals f o r  
orgax&zation and adnh&stration s e t  for th  below u i l l  no doubt 

sore changes in the l i g h t  of experience but they indicate the 
f r ~ &  necessary t o  accoq l i sh  the objectives of the aid program. 

Tuo of the neu amcepts e;le basic t o  the sixxxrhm and canposition 
af tbe a .- agency. The first concerns program plannjng for 
US. as~iscanCe. T b  starting point aP assis- efforts vill be 
the fcn=thtion, by the recipient nation, of a national d e v e l o p n t  
plan ca progrcna of priorities, Uherever possible, the country 
progrars developed by the assistance agency vill stem frcdn, and 
lePd srrpport w, established national dewloptent plans or programs 
of priorities and uill =present that portion of the cormtry's t o t a l  
assistance needs a c h  the Wted States believes that it can and - -. 
A l l  US. assistance ac t iv i t i e s  cannot be bmgbt under this concept 
hmxmw.y. ~ d t m e n t s u i l l e x t e n d l ~ a n g e x i s t i n g  
projects for tuo o r  three years. Arrthenuow, it uill be months, 
6nd even years, before many developing nations ac+re the insti- 
Mianal cap&ifi* ta fornniiate meaningLful plans f o r  the i r  own 
devKiopmMt. We must anticipate a transit ional  period of two t o  
three gears. The orgarxizational strucbne,  while reflecting the 
cbxmgghg concepts of as is tance,  w i l l  also accommodate the inter-  
d a t e  needs of the t r a n s i t i o ~  period. 

TbseCanacanceptum3erlyhgtheorganieationistheimportanceof 
i & u i z k g  the tools of the ai,d program t o  f a c i l i t a t e  the growth of 
st;rong ant3 cable inst i tutions a t  'the coimtl~g level. F'rsrision has 
bm mde thmgh the arganiaation f o r  directing assistance 
activities, h c b d b g  resear& efforts ,  tovard this goal. 

The new agency uill be orgazlzed along geographical lines. Author- 
i t y  w i l l  be centered in strong regional bureaus in Uashington, uith 
appropriate delegations t o  ccmpetmtly staffed country missions, 
t o  assure that our aid will be effectively and e f f k i e n t l y  geared 
t o  the pr ior i ty  needs of recipient nations. A clear demarcation 
between line authority, vested in geographically based bureaus, 
and the staff f a c i l i t i e s  required t o  shape poficy and provide 
effective administrative support, w i l l  fix responsibility f o r  all 
phases of program ac t iv i ty  a t  one point i n  the structure -.the 
Ragional Bnreaus - thereby reducing delays in program prosecution 
resulting fram widely diffused responsibilities. 

The Agency f o r  International Developuent w i l l  be an agency 
w i t h i n  the 'Department of State. The head of A.I.1). w i l l  have 
the t i t l e  of Administrator. He uill have the  status of IJnder 
Secretary of State and will report directly , to the Secretary of 
State and the President. 

Central direction and responsibility f o r  the econcmic assistance 
program w i l l  be flxed i n  the Administrator. He will be respon- 
s ib le  f o r  the formulation and execution of the program. He uill 
establish procedures f o r  Wtaining continuing contact between 
the regional bureaus and country desks of A.I.D. and those of 
the Department of State, and between a l l  elements of A.I.D. and 
other appropriate sections and bureaus of the Department. 

The Agency f o r  International Dewlopent will consist oft 

- The Office of the Administrator 

- Four regional bureaus t o  carry out the program 

- !Rme program offices t o  assist the Admbistrator 
in dealing u i t h  broad functional areas and inter- 
~ g i 0 n a l  Programs 

- Four rnaDagment s t a f f  affices t o  assist the Bdmin- 
i s t r a t o r  i n  managing the affairs of the Agency 

The chain of cmmmd will run in a di rect  m e  f k a n  the Admin- 
i s t r a to r  t o  the Assistant Administrators i n  charge of the 
regional bureaus, and thence through the Ambassadors t o  the 
Chiefs of the Co-antry Missions. Line authority, therefore will 
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be vested In the R e g i d  Bureaus. The program and shff 
cffices uill provide guidance, assistance, and administrative 
sqpart to the Ahinistrator and the Assistant Administrators 
k the peSammxe af the Agency's mission. 

1. The Office of the Administrator 

B e  Adzr2.nistrat.c~' s inaaediate office w i l l  include tvo 
m t y  ~ s t r a ~ s ,  the Program Revieu and Coordination 
Staff, the Internatid Developuent Organieation Staff, 
d the Infarmation and Congressional Liaison Staff. 

Be Rwmm Reviev and Coordination Staff w i l l  assist the 
A d m i n i m t a r  in the fonauLation and presenta%on of the 
agency's progmn pOUcies and budget and in the allocation 
of Amiis smong the various parts. of the organizatioa. It 
uS.l be responsible far establishing guidelines for the 
Regimd. hresus in developing programs, for revieving 
program ~ s s i a n s ,  and far rec~mnending to the Adminis- 
trator an appropriate allocation of resaurces among the 
varims r e g i d  and program units. 

The I n C ~ t i o n a l  Ikvelourtent (h-ganigations Staff w i l l  
provide speciAliged assistance to the Administrator in 
cm - t i a n  uith the Agency's relations vith private and 
&-tiad d w e l o m t  agencies. 

As a general rule, primary responsibility far A.I.D. 
relationships with the vork af the nailtilateral agencies 
u i l l  be assigmd to the appropriate geographic or f'unc- 
t i 4  unit. Relationships with the Inter-American 
Developteat Ekmk, for example, uiU be assigned to tine 
Begicaal Bm-eau far Eatin America. The Office for Devel- 
o p e ~ t  Financing uill be responsible for A.I.D. relation- 
ships vith the inkmatianal financial institutions 
hclnding the Urn1& 3ank and its affiliates. 

The International Developent Organi2ations Staff vill 
m r ~ L t o r  these arrangeaents and assist the Administrator 
io r e l a t i d p s  with uorld-wide orgadsations on A.I,D. 
matters vhich are not assigned to a regional or functional 
nnit. It u i l l  also provide a central point of contact 
within the dgency for private organizations engaged in 
5nternational developent and assistance uork. It uill 
supervise the m k  of the Agency's representative to 
ZSRO, and uiY provide liaison vith other Departmental 
affices aml h m e a u  concerned vith multilateral 

organizations including the Bureau of International Organi- 
zations. 

The Infarmation and Coneressional Liaison Staff v i l l  be 
responsible for preparing and making available to the p~blic 
information concerning the nature and purposes of inter- 
national development activities performed by the Agency at 
home and abroad. It u i l l  serve as the primary channel for 
obtaining and transmitting replies to Congressional corres- 
pondence and in-ies, uith tuo exceptions: program 
ma+ters v i l l  be reserved to the Program Review and Coord+- 
ation Staff, and legislative clearance mattera vill be - 
reserved to the General Counsel. It vill serve as the point 
of contact with USIA and the information offices of other 
federal agencies engaged in international activities, prepare 
the Agency's Annual Report, set the theme and tone of other 
publications or exhibits, and receive and distribute uithin 
the Agency reports and publications ~ u i s b e d  by Congress. 

The Administrator w i l l  also be Chairman of :.he Ileveloment 
Loan Camittee. This Committee w i l l  have f a r  ~dditional 
members : 

- The Chairman of the Export-Import Bank 
- The Assistant Secretary of State for Econcmic 

Affairs 

- An Assistant Secretary of the Reasury 
- The Director of the Office of Developuent 

m c i n g  

The Committee w i l l  establish under the direction of the 
President standards and criteria for the Agency's develop- 
ment loan operations in accordance with the foreign and 
financial policies af the United States. 

2. The Repional Bureaus 

Regional Bureaus, each under an Assistant Administrator, ui3l 
be established fiii the Far Eaat, the Near East u d  Sauth Asia, 
Latin America, and Africa and Europe. 

The Assistant Administrators, through the Ambassadors 8112 ti6 
Directors of A,I.D, Missions, uill be responsible for p h m l g ,  
conducting, and reporting on the program of the Agency within 
their respective Regions. R e g i d  programs w i l l  be 



arfaindstemd ace- to objectives, standards, and poEcies 
estnhiiz;hed b r  the Admintstrator ui th  the assistance of the 
several program and steff offices. The internal organbation 
of each of 'ti Eegicmal Bureaus vill be adapted t o  the 
spcLfie reqnirements of its respective pr* and workload. 
Eadh Bureau vill, houever, be W p p e d  .to carry out four 
rkc tzars: 

The first, a d  perhaps the nost impartant of these fum- 
Mans ki fannulating the pattern of U.S. assistance -. This process vill involve both the reviev and 
a s  of natianal developent plans, of programs of 
p i a r Z c S e s  proposed by the governments of recipient 
ccmntries, aod the review and analysis of f ie ld rec- 
onmendations f u r  p r o m  of U.S. assistance. Consider- 
h g  the contrlbutians which other agencies and countries 
prqpose to make, tmt? b k b g  into account U.S. foreign 
p E c y  obJectives, each Bureau v i i l  prepare and transmit 
to the AfkinZstrator an annual program document covering 
a l l  poposed Agency activities for  each country i n  its 
region. Policies and standards for U.S. assistance 

Se as+&lZsM br the Administrator. The Pow== ----- 
Assishnt-Ackbisirators vill work closely with the 
AssZstant Secretaries of State in  charge of Regional 
Ehmms and the a w p r i a t e  A.I.D. program offices in f d t w  the amaal program daxments. 

The second *tion is the dlrectian and implementation 
of approved projects and programs. Staff competence in 
developrent financing anti technical assistance, including 
such sk5Us as those i n  the f ie lds  of engineering, 
edacatian, @ E c  health, pablic admini-stration, labor and 
e g r i d b n e ,  as w e l l  as specialists in lending sad con- 
trecting operaticpis, w j l l  be required t o  assist the 
Assistsnt Ahhistrator in monitoring the conduct and 
perf~rma~ce bf snthorized projects and in evaluating the 
adapacy of institutional ammgements and procedures. 

The third function is to provide expert advice on 
~~~ camtry d regional developent, and to  
e x p i l t e ,  fdllwthmugh, and report upon specific actian 
items initiated by the Ussion Director. This function 
hcludes relatZonships ui th  appropriate regional multi- 
Imteral organizations. 

The fourth ftmction of the Regional Bureau w i l l  be t o  
provide the necessary administrative end support services 
that are not centralized in the headquarters s h c e  and 
support staffs. The Bureau w i l l  provide assistance t o  
country Xission Directors in the establishment of new 
mission offices, the adjustment of miasion administrative 
and service elments t o  trends in workload, and the closing 
of offices upon the cessation of cwntry activity. 

Concepts similar to  those mtlined above for the Regional 
Bureaus w i l l  be folloued in organizing the mmtry missions. 
The basic corganization of each mission w i l l  consist of a 
small staff concerned with program planning, and accounting, 
administrative and logistical support. Additional personnel 
will be added only when needed for  specif3c project ar pro- 
gram activities. No attempt w i l l  be made t o  maintain 
nbaLancedn structures, but only such personnel as ere required 
t o  support the particular portions of country dwelopnent 
plans t o  be carried out by the Agency. This policy should 
result  in a reduction in personnel a t  established nTssioim 
once outstanding project xmmitments have been met and the. 
Regional Bureaus have cmpleted their revieua of current 
operations in the l ight  of the revised concepts of assistance. 

In the field, country missions will repart t o  the Ambassadors. 
Operational responsibilltywill be vested i n  Hission Mrec- 
tors. 

Country level administrative support will be integrated by 
assigning responsibility either t o  the %abassy or t o  the 
Mission. These assigmnente w i l l  be mad? on a basis of 
country-by-country review and vill be Arnded by reimburse- 
mw-: iz the administering agency. 

3. _T le Pros-am Offices 

Program Offices, each under a Director, will be established 
fa r  Developnent Financing, Developnent Research and Assist 
ance, and Cammodity Assistance. 

The Office of Develouaent Piaancing will be responsible 
for  advising the Administrator on policies, standards and 
practices governing the provision of capital aeaistance 
through loans, guarantees, and grants in the prosecution of 
the Agency' a development objectiws; On the basis of dele- 
gations prcmulgated by the Admid.strator, it v i l l  review 



capi&l assistance proposals prepared in the Regional Bureaus 
to assure wnfolmance vith standards and policies established 
by 'the &Suhbtmtor and tbe Developnt Loan Cananittee. 

'Phe Wfice u l l l  assist the Assistant Administrators jn 
cboosircg, h-cra the YFAX~IJUS alternatives avat lable, the most 
appmprhte ~ t h o d s  af financing proposed projects. In th i s  
conrrection it uill seek to  create a favorable environment 
f3r tlx attraction af prim* capital through the ut i l i -  
=tim of guaranties, iztenuediate credit institutions, and 
o+&r +xchiques. It u i l l  a l s o  assis t  the Administrator and 
''tk -m,m flevZeu and Coordination Staff io allocating funds 
available for capital fipaacing uill also coordinate the 
1- pmgmas of the Agency vith those of other lending 
institutions and agencies. 

T b  Office uill provide, on request, highly specialized 
and finrncial staff reqaired by the Assistant 

Admhistratow fo r  tbe purpose of assisting them in the 
developent or  Q f  particular projects. 

'2he Office af Develoraent Research m d  Assi~.tance w i l l  be 
responsible fo r  identifying major barriers to  developtent 
dthin tbe less developed astions, giving particular emphasis 
b tbe bnad and general problems bavhg to do vith tech- 
nological and educational factars, and tibe role of e c o n d c ,  
social, a d  polit ical insti.tntio119. It w i l l  evaluate tk? 

of institutional deve lopn t  and af the h v e l o p  
rant process, dmdng upon the operational experience of 
agencki engaged in d e v e l o ~ n t  activities. 

'Ibs Office u i l l  f o d t e  research mquhw18nt.s and speci- 
f1cati.a~ axd arrange fo r  the conduct of research projects 
rired at breakkg d m  th of developent. Research 
projects uill be lmdertahen either directly or by contract 
dth universities or  other institutions and agencies. As 
=search flmlhgs are tested a d  becaw available f a r  f ie ld  
alFrpllcatias, this Office vill suggest the best ways of 
hxqarating tha iato natiocal dewlopent plans and 
-try developsent prograns t o  fac i l i t a te  the achievement 
of Agency objecti.ws. Particular attention b3.U be given t o  

best vays of providing assistance to countries in form- 
nlating their cw aeve1opmt plmx3. 

Fkally, the Opfice W r l l  provide professional mi technical 
leadership and overall guidance t o  the R e g ! !  Bureaus i n  
matters relating t o  the developtent and util ization of 
l-nmem resources; w i l l  maintain l iaison with the academic and 
scientific conamlnity; and v ' 5  lend specialized professional 
staff t o  the Regional Bureaus when needed t o  supplement 
Regional staffs atv&ans stages of project planning, 
execution and evaluation. 

The Office of &kd%~-bss ie t ;ance  vlll be responsible f o r  
recammendinn policies, slaruhds and cr i ter ia ,  and i m m v e d  
practices g&irning the var ims  types of cammodity assist- 
ance, both project and non-project, agricultural and non- 
agricultural, available t o  the International Developnent 
Program. This includes responsibility for  providing guidance 
XI problems of ccamnodity supply mansgementi. The Office w 3 ? 1  
recamnend systems f o r  c c ~ ~ ~ o d i t y  program authorization and 
implementation documents. It w i l l  act  as a c l e a .  house 
t o  assure the optimum util ization i n  the program of excess 
U.S. Government personal property. 

The Office of Canmodity Assistance w i l l  assis t  i n  assuring 
that ,-=all business enterprises participate equitably in 
f rnishing camnodities and sel-picea financed by the Agency. 
It will advise the Administrator and Assistant Administrators 
on policiee and practices as t o  overseas shipping and uee of 
water transportation for  cammodity mawments t o  c q l y  with 
existing laws and regulations. The Office will also be 
responsible for  setting up appropriate machinery t o  enable 
private importers and governments t o  finance ccmmercial CUR- 
modity procurement through camercial banking faci l i t ies .  

The Office w i l l  serve as the focal point for  the Agency's 
msponsibilltiee under the Food-for-Peace program. It will 
together w i t h  the Department of Agriculture and i n  accordance 
w i t h  approved A.I.D. country programs, 

(a) foxmulate sales agreements under Title I (Foreign 
Currency Sales) and Title IV (Long-term Dollar Credit 
Sales) of Public Law 480; and 

[b) arrange grant aid f a r  disaster relief and fo r  feeding 
needy populations under Ti t le  I1 of PL I+&. 



T b  Office w i l l  prwide A.I.D. representation on the Inter- -- M t t e e  - F~~d-fo~-Peace and - liaison vith 
tbe DLrectoi: of Food-for-Peace in the Executive Office of the 
President ard register and m a b t a i n  off ic ial  contacts with 
primtie D.S. mmpmfit ~01~~1tasy apncies  which receive U.S. 
&ma- assistance under PL L80. 

b Hba Staff Offices 

T b  -t staff dfices uill  inclode the Office of the 
Geraeral Camsel,  Ute Ofiice of the Costroller, the Office of 
Eerscrmel A d d d s k a t i o n ,  Bd the Wfice of -t Sercrrices 

lPre Gene- Chnsd vill be the chief legal officer of the 
Bgency, Ee vill advise the Administrator concerning the 
hterpretation spa application of the basic statutes con- 

the operations of the  Agency and fonuulnte the 
A@~cps position an legislative proposals.. The Office of 
'cbe mral Caunsel uill provide central legal services, It 
ui3l 00 provide decenlalised legal services through assign- 
mant of attorneys to other Agency offices as needed and 
~ ~ t e  in the d e v e l w t  of standards governing the 
w o n  af Agency boslness ~~ contracts, agreements, 

o a r  iastmaents ~ W c b  c d t  Agency resources. 

93e h n t m l l e r  vlll be the Agency's principal fiscal officer. 
Be u l l l ,  by setting standrrds and controls, and conducting 
&--, ardit, Idget, and investigative operations, 
pradde the ihruicial -nt tools designed t o  give 

rssis- t o  the execution of the Agency's mission, 
ladle asanring Integrity of operations. 

f r m c t f a  include auintenance of both general and 
accounts, asset custody, finnncial reporting, 

receipt am3 disburseaen5 of both U.S. and foreign currencies, 
exambatian of disbruseaent docum=nts, aad developnent of 

systans eld procednres. 

'2be aPdit functions w i l l  inclPde selective internal auditing, 
sebetive aodit af cost-Qpe caatraciw, f ie ld atxiit  of develop 
rent firancing operatia~~, aad audit =view of project 
assistance, These activities w i l l  provide a constructive 
*pendent applsisdl of internal operations and ccmplimce 
w i t h  policies,including the &rformance of contractors, 
importers, and recipient cotmtqq participants. 

The Office w i l l  p r f o m  a variety of agency-wide servlce 
an2 support activities related t o  the budget, including the 
translation of program decisions into prescribed budgetary 
format. 

Investigatiom vill be conducted t o  ver i fy  or disprove 
alleged or suspected wrongdoing, improper, or unethical 
behavior, and canPllcta of internet on the part of Agency 
personnel, contractors, and other finns or persons engaged 
in the development program. 

The Office of Personnel Administration will be responsibL 
for  providing the Agency w i t h  adequate numbers of cmpetent 
personnel. It w i l l  be responsible for  personnel selection, 
placement, developaent and tnzddng, campensation and allou- 
ances, promotion, performance, and separation. It w i l l  
de~elop and install personnel syeteme, procedures, and 
reports uhich faci l i ta te  effective personnel util ization and 
evaluation; establish prac5ices for  dealing idth employee 
relations and grievances; and determine suitabili* for  employ- 
ment, conducting security investigations and isduing security 
clearances. The Office of Personnel Administration w i l l  
provide decentralized personnel services through assignment 
of personnel staff t o  other agency of f i  es as needed. 

The Office w i l l  also conduct for  the Atiministrator surwys 
and studies of Agency organization, structure, and relation- 
ships, so as t o  define patterns of responsibillty and 
accountability, and w i l l  develop and maintain a system of 
organisational directives through which the Administrator 
controls Agency organization and administration patterns. 
As a part of its o v e r 4  responsibility f o r  manpower and 
organisation, the Office pf Personnel AcbLni8tration uill 
provide the leadership and mMnistrativ9 support fo r  the 
Agency's evaluation program. 

The Office of Manaaement Services will be responsible for  pro- 
viding supperting administrative and technical services in. 
Washington ac.3 it w i l l  se t  sta=ldards and procedures for  the 
provision of supporting servlces in the field. Administrative 
services t o  be provided include: syetems and procedures 
analpis, office services and paperwork management, automatic 
data processing, statistical analysis and reporting, head- 
quarters contracting (nonproject), procurement, supply and 
property maoagement, space and u t i l i t i e s  management, 



3. linZnistratPm 
a-& -ative pmcduzes for  the conduct of  the 
Agencps busiaess ba esbblishsd after the orgasisation 
bas been created. These pmcedures will be dweloped to 
-t tke mgzmhational cmcepts described in fhe pm- 
9 sectiacrs. C e r h i n  key aspects of administration are 
&SFAS& in tbe folloving paragrapas. 

Success of Thited States efforts in assisting cormtries 
to obtain mrriaun g.outb w i l l  depend largely upon the 
Ageacyls abiliw to maintain a professional staff with 
h5&i stardards of reotivatiaa snd performance. To th is  
ead, the system w i l l  provide naxirmrm f lexibi l i ty  
fn obtaining the best persxmel wailable, whether uithin 
or vitbcrut "he Federal service. In  addition to its o m  
t e d m h d  staff,  -5.i.D. w i l l  uiobilize personnel resources 
bg -%-term q-t, by vith other gov- 

agencies, and by contracts w i t h  private institutions. 
9he position af personael rrsinistratton is given greater 
statas ard weight  in tbe nev agency so that more aPpbasis 
4 attentiem uill be given to  personnel selection, train- 
ing 0.d -ent. 

Seetion 527 of the Knkral Security Act of 1%, as mended, 
pravides for  the appointanent and assignment in the a s s i s t  
mace agenqy of persannel of other U.S. Government agencies, 
xxse tbe pmrlsium of the Foreign Service .kt to appoint 
d assign Foreign Service fieseme Officers, Foreign Ser- 
rice S t a f f  end alien clerks d employees, and canpensation 
of a specified aoaber of personnel employed in the k i t e d  
s'itten ultbcnrt regard to the provisiops of the Classifi- 
c a t i c ~  k t  of 1x9. Phese basic authorities shauld be 

extended. 

After a careful review of these and other features of 
the current personnel situation, it h6s been decided that  
the development of a separate cm- system fo r  A.I.D. 
personnel is unnecessury and undesirable. Instead, it is 
proposed that the authorities in  the ldutual Security Act be 
retained as an interim step in the developnent of an infie- 
p t e d  foreign affairs  system embracing both the assistance 
andnonassistance parts of the State Depnrtaent. In the 
meantime, the personnel systems of the State Department and 
A.I.D. w i l l  be &ministered in such a vay as to assure 
consistency of policies and standards, t o  fac i l i t a te  inter- 
change of personnz?l, and yet to provide the decentralieed 
operationsmecesssry to accanmodate the requirsmemts of each. 
Interchange 0-4 assignments among State Department and A.I.D. 
personnel w i l l  be increased to broaden the scope and per- 
spwtive of each, add to the base of qualified personnel, and 
improve working relationships both in the f ie ld  and in Washington. 

In the past, when foreign assistance activities haps';mdergone 
reorganization, new administrations bave been given discre- 
tionsry authority t o  select all of those anplopes who would 
be carried over. 4.1 .D. will rely 'primarily on established 
laus and regulations affecting transfers of govennnen';al activity; 
existing authorities properly used are adequate fo r  the eelec- 
t ion and transfer of personnel ufio are well qualified fo r  
positions in the new agency, without the dhruptive ippluences 
inherent i n  fanner reorganizathns. However, discretion id being 
requested to fill  up to  85 key positions i n  Washingtan. Thia 
authority together with the special authority to be pr'mided 
for the selection of top mission personnel should give the 
Ahhis t ra tor  sufficient f lexibi l i ty  in staffing key positions. 
Persons for  these excepted positions w i l l  be selected on a 
merit basis. hployees of the agencies abolished or superseded 
by this proposed legislationmay be selected t o  f i l l  some of 
these new positions, depending on their relative qualifications . 
Those employees vho are not so selected be given their  
rights under existing laws and regulations to compete for  aqy 
ranaining positions for which they are qualified. Also, the 
proposed legislation prwides a selection-out system for  Foreign 
Service Reserve Officers similsr to that  now i n  effect fo r  
Foreign Service Officers. 



The proposed Ieglahtiao Pproridts for twelve ststutoSg posi- 
tiarrs. Shis is an offour ovex the manber of such 
poaiticms -tly .uhirred. atbough the situatia~zs are 
mt climcfl;J L.lauubfe, the increase results primarily free 
tbs fp tbic category of "the Asstistant Administrators 
In of a R e g i d  Bureans. Tha legislation authorites 

@tLms a t  rates hlgtter tban tbose provided for grade 
l5 af tbc gcPerdl schdule established by the Classification 
kt d 1959 - 55 far A.I.D. and f ive ta enable the Departmeat 
of State to ooordinak lnilltary d ecacdc -ssistsnct. 
grams. PEU 55 fcr A.1 .D, represeolts an increase af nine 
#ur ahUau positi~118 aut&wised in the M u * d  Security Act 
a 3 . l a c m t u i t O t b e ~ t i a w ~ c h w i l l i n ~ e f u t u r c b e p e r -  
fond bg L.1.D. These a d d i t i d  positions are required 
becanse af tbt Peed to staff  tihe top positims in the n w  
msnxzeh a d  -t pmgmm sld to strength= the 

aud f h z m z d a l  -t functions. It is also 
amtapilatsd tbae an avernge of thirty-tuo positions w i l l  be 
vim t& r e g i d  of'fices filled in under the Foreign 
Sari- Act at ra+a bigher t imn tbose provided for  GS 15. The 
-t araage meher so f i l l 2  is 20 and these positions v i l l  
be assd to amble the R e g i d  Bureaus to carry the additional 
mspasibilitics described above. 

The integration of foreign assistauw functions described in 
the foregoing sections w i l l  elliminate many of the pmblctma 
associated with financial mumgemant i n  the past. Accoun% 
abiliw for managins the f i s ca l  aspects of the assistance 
progran will, in the future, res t  with a single Administre- 
tor. This u i l l  make it possible to consolidate the financial 
management functions under one lrof and t o  simpUPy the cum- 
berscme procedures 03 the past. 

Within the Agency f inanc id  mnnag~ment act ivi t ies  uill be 
centrdiged under a Controller. The ControlLer u i l l  report 
directly to the bdninistrator and ulll provide him vlth an 
independent f udgment on afficimcy, economgr, and integrity 
of operations. 

The Controller, anong his  other duties, w i l l  be responsible 
for  developing, installing and when necessary revising an 
integrated 8yst.m of accounts and pracedures t o  assure p p e r  
umtml and util isation af the Agency's resources. TMs 
system together with the program control procedures described 
above uSll keep the Administrator Fully informed with respect 
to the efficiency and effectiveness of the Agency's operation. 

It is essential that the Achinistratm have the capability t o  
assess periodically the substantive quality of progress made 
and results achieved under the various program~s of the Agency. 
Several parts of the organisation will  participate in the 
evaluation process. The Assistant Administrators w i l l  be 
responsible for continuously reviewing, evaluatiq, and 
reporting upon the operations in their respective regions. 
The Office of Developent Research p d  -9ssistance uill be 
responsible for  evaluat5ng the degree t o  which the Agency is 
acccmpUshing its long-nm objectives, particularly with 
respect to faci l i ta t ing the growth of strong national insti- 
tutions in recipient comtries. 

An imprimpa part of the assessment process involves measure- 
ment of managerid performance at. ell levels, down to and 
including the country and project levels. This activity 



The progosed leglslation states the Congressional intent that 
-cas smm3l hiness  fim shCU be given optimrrm oppor- 
emtty -33 pastlcipate eqditsbly in t he  Purnishhg of ccan- 
-+Aes a n i  services financed uith funds made available 
*&-a@ '%he Act  for Ihteroatioml Developen+,. Pr- 
~ r s p n s i b i l f t g  fclr 3npIe~~entat ion of this provision vill rest 
ui-A %he Agency's 3 3 1 ~  officers - the Assistant Administrators, 
In order tn a s a t  t&m in W s  effort, a central clearing 
brrrrse Fill be e~. t lE l is ) ,ed  xithin #z Office of Cormnodity Asaist- 
erne t o  pr=ulae a systematic flou cf advance information t o  
small atuslaess describlog propsed purchases under the Agency's 

The agency fo r  I n t e r n s t i o d  Developemt vill crmI;ina i n  one 
sgancy ths major existing agencies and prograacs of foreign 
assistance and integrste in one operation the xmjor tools of 
assistance - capital financing, developmnt research and 
assistance, and food and other coslrmodity supply. The 4gency 
fl be ct?ganhed primarily dong geographid ms t o  assure 
coordinatet? and responal.ve msiatance t o  the developing coulltriee 
i n  terma of their  own nee& and prioritiee. Hovever, A.I.D. 
w i l l ,  IL its planning and prograprming, seek the advice of dm- 
est lc  d e - m n t s  and agencies which ham ccutpetence in f ields  
related to  development and ut i l ize  the services of such depart- 
merms and agencies and their  experts md technicians on s 
reimbursable basis, just ss it doee'the services of State gov- 
ernments and private agencies. Thsae az~azlgmenta will continue 
to  be based on agrements md contracts entered h t o  by A.I.D. 
a=d the appropriate Pederal agency. This canbined and integrated 
approach t o  international developaent vill bring the several 
aspects of assistance into focus a t  the points it is ~eeded and 
can be used best and it will avoid the conArsion.and ineff ic ienq 
of multiple plnmhg, representation, a d  operatione. 

The Admbistratlve Bucket 

T k  administratiw hdget  proposed fo r  f i sca l  year 1962 .ie 
kepd t o  the transitional nature of the operatiooa df the A.I.D. 
hming this  period, This budget has been developed t o  cover only 
the snnualleation in fiscal year 1962 of the levels pf admini- 
stmtiw emp1oyment expected t o  be reached by the md of the 
f iscal  year 1961 in f'unctions of the prsdeceesor agencies which 
will be carried on in soane form by the A.I.D. A s  the epecific 
manpaver requberaents are developed in h e  uCth the naw 
operational rxmcepts and t-'A orgadsationdl structure of the 
A.I.D., and as the prese-,, distinctkons betwen the administrative 
and program categories of erpenses are re-e.Qlained, it is anti- 
cipated that there  ma^ be a change in the requirements for  
administrative funds. Furthermore, an exparded operational 
requirement i n  Africa and Latin America, the expanded dewlop- 
ment le- functions, and the administration of foreign 
currency programs formerly the responeibility c? the Export- 
Import - may sell lead t o  additional manpower requirements 
which canno% be met vithin the limits of this budget. Additional 
administrative fun& and staff which may be required during the 
f iscal  year 1%2 for  any of the foregoing reasone are proposed 
t o  be p v i d e d  thpmgh the transfer authority contained i n  



Section- 610 gf 
3f 1961. This 

the urouzxsed Act for International Development 
authkrity will be used sparingly and onliwhen it 

is dfiermined b;' the Administratgr to be essential to the carry- 
ing gut 3f the functions and programs of the A.I.D. 

Tie amistrativs functions of the predecessor agencies, which 
have been considered for purposes of this budget as correspond- 
ing to those of A.I.D., are: (1) the intema%ional Cooperation 
Administration (section ~ ( b )  of the Mutual Security Act, as 
amended); (2) the Development Lo= Fund; (3) the related econ- 
,dc assistance functions of the Department of State (Section 

(c) of the Mutual Security Act, amended); and (L) the 
Office of the Inspector General and Comptroller (~ectio; 533 A. 
of the mtuai Security Act, amended). Of the former Mutual 
Sea-ity functiok of the Department or' State the Public Inform- 
atioll functims and some portions of the Frogram coordination 
aiirl presentation fmctions fall &thin the scc7e of A.I.D. 
Those vhich do not fall within the scope of A.I.D. and, accord- 
ingly, have been exzluded from the comparative fiscal year 1960 
aad 1961 figures in the accompanying table are (1) program 
coordination and presentation of ~ther assistance programs; 
(2) program policy and review; (3) United States representation -. 
NATO and Enropean Regional Organizations; (4) Refugee and 
Migration Program; and (5) Kutual Defense Assistance Control. 
Hsnceforth, these functions w i l l  be budgeted as reguJ.ar activities 
~f the Department of Stete. 

Amounts are shown for fiscal years 
accompanybg table of the funds of 

1960 and 1961 in the 
the predeczssor agencies 

to the A.I.D. used for the comparable functions carried on by 
those agencies. During fiscal year 1961, the administrtitive 
expense funds appropriated for the predecessor agencies were 
hcreased through transfer from other Mutual S~curity funds 
under the authority of Section 501 and 551 of tii5 Mutual 
Sscurity Act of 195!+, as amended. These transfers were ngces- 
sary to provide for the costs of the increased compensation of 
Federal employees; additio* expansion of African operations; 
acceleration of social and economic development activities in 
Latin America; more comprehensive administration of programs 
under Section a6 of the Agricultural Act of 1949, as amended; 
and other unbudgeted contingency needs, including the Peace 
Corps and the President's Task Force on Foreign Economic 
As:Astance. Funds so transferred amounted to $361,000 for the 
Mutual Security functions of the Department of State and 
$5,650,000 for the International Cooperation Administration. 
Of this latter amount $500,000 was transferred to the Peace 
Corps for its arhjnistrative expenses. 

Tile budget proposed for the fiscal year 1962 administrative 
expenses of the A.I.D., under the authority of Section 636 of 
the proposed Act for International Development of 1961, is 
$Sl,SSO, OC;O, consisting of $51,000, 000 new obligatiod authority 
plus the unobligated prior year balances of the administrative 
funds of the predecessor agencies to the A.I.D., estimated at 
$550,0OCl. This budget covers the estimated cost of personnel 
compensation and benefits and supporting services and facilities 
for the staffing levels shown in the accompanying table. 

Revised June 6, 1961 



AGElOCY FOR IrtmmAT1om D m -  

A D M I I ? I s ~ I v E  EWEIJSES 

COMPARATIVE SUMMARY OF PREDECESSOR C O M P O N '  AGENCIES 

WORLD-CmjE WSITIONS AND O%CGATIONS 

1960 ~ c t d  1961 Estimate 1962 Estimate 
U.S. Obligations U.S. Obligations 'J.S. Obligations 

positions ($000) ~os i t i ons  ($000) Positions (WOO) 

WASmmB: 
International Cooperation Administration 
Development laan Fund 
Department of State: 
Program Coordination and Public Information 
Inspector General and Comptroller 

Agency for  International Developnent 

Total 

OVWSEAS: 
International Cooperation Administration 
Developent Loan FMd 
-t of State: 

Program Coordination and Public Information 
Inspector General and Comptroller 

Agency for  International Developat 

m: 
International Cooperation Administration 
Developat Loan Fund 
-ent of State: 

Program Coordination and Public Information 
Inspector General and Camptroller 

Agency for  International Developaent 

Total 

* %dudes $7,762,000 fo r  f i sca l  year 1960 and 87,726,000 for  the f i sca l  year 1961 expenses of former Mutual Security functions being tram- 
f erred t o  the Department of State in  f i s c d  year 1962. 



V. Mobilizim Free World Contributions 

A IIhe Problem of DeFining "Aid" 

Although the United States, other industrialized countries, and 
a number of international o r g d a t i o n s  have been assisting 
underdeveloped countries for  some years, there is no agreement 
as to what constitutes naidn. There is no doubt that export 
credits on ccmercial t m s  do result  i n  the transfer of more 
real resources to a developing country than it codd afford t o  
pqr for  currently. An mess ive  reliance on short- and medium- 
team export credits may, however, delay rather then assis t  the 
developusst process, either by forcing premature repayment or 
by contributing to a balance-of-payments crisis. In the l a t t e r  
case, the extension of connnercial or off ic ial  debts fall.jng 
due through new consolidation credits mey permit the maintenance 
or  resumption of a pace of denrelopent which would otherwise 
be drastically curtailed or terminated entirely. Any definition 
of "aid", however, should be limited t o  financing made available 
on tsnns more l iberal  than those available in the commercial 
market. 

Recogn ia 'mg  that there is  no international agreement on what to 
include in "aid", the following data and discussion are limited 
to the portion of t o t a l  off ic ial  capital flows fram other f ree 
world ~ t r i a l l z e d  countries which unquestionably must be 
included in the catego- of "aidn - net grants and gross loans 
of over f ive years original ma tu r i t yg  

&am f ive years ago, thb t O t d  flows of grants and long-term 
loans from other f ree  world industrialized countries directly 
to less  developed countries cm~ounted to $0.9 billion. In  recent 
years more donor countries hcme antered the scene, and 80~3 of 
the former colonid powers have extended bilateral assistance 
to  additional countries, By 1959, the flow of grants and long- 
tenn loans from other f ree world industrialized countries to 

1/We would prefer to Umit "aid" to loans of over ten years 
original maturity, as being clearly better than what is obtain- 
able on the market. A t  this time, however, no s ta t i s t ica l  data 
are mailable on this basis. Frrrthexmore, it is inpossible 
to show w i t h  uny degree of accuracy long term loans net of 
amrtization payments since, i n  the only avsilable s ta t ia t icel  
data, sll off icial  amortization payments are lumped together. 
This is  perhaps less  of a problan than appears, since what is 
signjficant for  economic dwelopuent. on the part of less  
developed countries is = darelopent assistance. 

1ese.developed countries had increased more than 50% - to zZ.5 
billion. During the same four year period, economic assistance 
to developing countries from internationel organisations rose 
from $0.3 to  $0 J billion. 

B. International Coordination of Sources of Aid: The Job for  
the Future. 

Coordination is necessmy to make the most effective use of aid. 

International coordination of aid can be thought of rn two 
levels. A t  the level of the recipient country, it is desirable 
accampanimmt to a developnent plsnor progrmn of the recipient 
country. Coordination among various aid donors, and between 
them an5 the recipient country, is necessary if the most efficient 
use is t o  be madc of the &anal resources iavolved. 

A t  the mre  general level, there is a place for  coordination 
aumg aid donors, i n  order t o  insure that the t o t a l  v o l m  of 
resources t o  be made available by the industrialized countries 
as aid t o  the less  developed countries is eufficient, and that  
it is made available on appropriate t e r n .  

1. Coordination at the Country Level 

a. The Central Role of Plannim. Ebr a country bent on 
econoanic developmnt, appropfiate steps must be taken t o  make the 
most effective use of i t s  resources through conscious planning. 
'Ibis may be i n  greater or i n  lesser detail. 

Whatever degree of de ta i l  the p u  process of a particular 
country entails, an essential part of it w i l l  be decisions on 
how aid is t o  be used. There cannot be aqy rea l  coordination of 
-ad without conscious decision mking on the part of the 
recipient -nt, whether or not this is &died in somthing 
celled a "five yeas development plan". Once the basic decisions 
have been reached aa to the uses to  be made of the country's own 
resources, external aid, whether f r o m  one or mre donor coun- 
t r i e s  or f r o m  international institutions, can be f i t t ed  in. Only 
rarely are the foreign resources mre  thrm a fraction of the 
total .  Even where they form an important part of the resources 
devoted t o  developmezt, much of the effectiveness of their  use 
w i l l  depend on what happens i n  the res t  of the econoqy. Hence, 
effective coordination muat take place i n  and with the recipient 
countrg. (1f the recipient is less dwebped admbLstratively 
as well as economically, so= direct coordination of its activi- 
t i e s  amng aid donors mey be appropriate, a t  least  to the extent 
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of exchanging informtion in activities t o   event uastePul 
overlapping. ) 

B e  need for  active coordination of aid has been increased 
by two developrwnts--an increased number of aid donors, and a 
broader geographic distribution of countries aided by each. 

b. Increased Nunher of A i d  Donors. In  many countries i n  
the past, the U.S. was the only. or the only ma.ior. aid donor. 
The few &her aid donors t e n e t 0  l i m i t  mst of their  assistance 
t o  their  colonies or associated areas where, generally speaising, 
the U.S. was not 2nvolved. I n  a nurber of recipient countries 
in the past the ooly other donor of significance was the 
International Bank for Reconstruction and Development (IBRD). 
With th is  inst-tution, coordination has been good, i n  view of 
the presence on the lBRD of aU.S. Director, and of the internal 
U.S. coordinating machinery provided in the National Advisory 
Council (IIAC), in which the U.S. position on all loans i s  
determineit. flow, in  gart as a result of the effort  t o  secure 
an increase in  the assistance t o  the less developed countries 
and a mre  equitable distribution of the aid burden, more donors 
are contributing mre  aid t o  mre  recipients. Problems of 
coordination are thereby increased. 

c. Greater Dispersal of Aid Recipients. The problen of 
coordination has increased as mre  of the less develmed areas 
achieved independence. On the one hand, the U.S. has-been Gked 
in  rimy cases t o  provide help i n  achieving their  deve lop~nt  
goals--or help i n  aete- what reasonable developmnt goals 
mi@ be. In  nost cases the former mtropole i s  continuing t o  
aid the newly-independent country, and some degree of coordina- 
t ion of aid efforts i s  therefore essential. 

A mmber of the other aid donors are now beginning t o  assis t  
other less developed countries where thzy had not previously 
been involved. In  part t h i s  may result from so= decline in the 
ammt of assistance granted t o  f o m r  colonial areas, with a 
consequent shif t  in the locus of aid t o  other less developed 
countries. I n  part it is the direct result of efforts i n  the 
Develop~nt Assistance Group (DAG) and elsewhere, with the U.S., 
the IBRD or another principal donor actively seeking the partici- 
pation of other industrialized countries i n  assisting a parti- 
cular developing country. Zach of these trends, wheth-s self- 
generated or the result of discussions bilaterally or in 
international forums, increases the need for coordination. Each 
makes it clear that the necessary degree of coordination can 
take place only in the recipient country. 

d. Coordinating Technical Assistance Activities. 

This problem i s  larger i n  scope and yet i n  some respects more 
manageable. Although the amounts of money involved are rela- 
t ively small by comparison vita capital assistance, more donor 
agencies are involved. Even within a single donor country, 
there may be a number of agencies providing some form of 
technical assistance t o  developing countries. In addition, 
there ha& tended t o  be inadequate coordination among the 
various UN and other internatioxial agencies providing 
technical assistance. As a result, the technical advice 
which a developing count'ry has received has frequently 
borne l i t t l e  relationship t o  a rational assessment of i t s  
needs. Rather, the assistance extended t o  a developing 
country has often been the result of t h e  availability a t  a 
particular time t o  a technical assistanze agency of particu- 
l a r  individuals with particular skills. A coordination of 
the various national and international technical assistance 
activities was undertaken a t  the third meeting of the DAG 
in Washington in October 1960. W s  was followed by a 
meeting i n  Washington i n  February of t h i s  year of experts 
fromthe principal national and international agencies 
offering technical assistance. The fourth meeting of DAG, 
in London i n  March 1961, adopted a resolution t o  establish 
a Working Group t o  serve as a forum for the exchange of 
information and t o  prepare studies of the technical assist-  
ance activities of members. 

Cbviously the ex-e of infornation on technical assistance 
requests received by the various agencies can contribute t o  
eliminating unnecessary conflict and overlapping. In some areas, 
the U.X. can play a useful cwrdinatLng role. A prerequisite 
t o  such a role would appear t o  be e. greater degree of central 
direction and control of the various, often-competing Specialized 
Agencies of the U.M. which offer technical assistance t o  less-  
developed countries. It i s  also anticipated that the discussions 
amng technical assistance experts of the donor countries will 
continue i n  the Technical Assistance Working Group of the DAG. 
Once again, however, the only coordination which, in the last 
analysis, i s  meaningful i s  that which ta i lors  the technical 
assistance elqployed t o  the needs of the individual developing 
countries. Ideally, a national development plan should specify 
the areas i n  which technical assistance i s  required. Failing 
this,  steps should be taken within the developing country t o  
seek t o  make the best use of t o t a l  technical assistance avail- 
abi l i t ies  by eliminating co&licts and overlapping. 

As one element of the new approach, the U.S. will  contribute t o  
th i s  process of simplification and coordination by incorporating 
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all sources of technical am? capital assistance i n  the single 
aid agency. This should help t o  reduce the confusion on the 
part of the nevly independent countries, which i n  the past 
have been faced vith a variety of U. S. sources of assistance. 

2. Coordineticm amow Donors. 

a. Increasiw the Total Flaw of Aid. 

'Ihcre are certain areas in which coordination directly 8mong the 
aid donors i s  appropriate. 'Ibe principal purpose for which the 
Developent Assistance Group was established early las t  year 
was t o  insure that the resources made available by the 
industriallzed countries as  aid t o  the less developed countries 
are large enough, and that they are m e  available on the right 
terms. 

!lbtal aid f r o m  other industriallzed countries t o  developing 
countries has been substantial. Details are given later  i n  
this section. 

W e  do not know what the t u t a l  needs of the less developed 
countries for outside assistance are. It i s  quite clear, how- 
ever, that more can be used effectively. The volume of assist-  
ance that  can be used effectively is increased i f  enough of it 
is made available on "soft" terms--that i s ,  i f  the repayment 
burden i s  not too large i n  the early years. 

llhis involves efforts on the part of aid-giving countries t o  
learn from each other's experience. It involves decisions as 
t o  what types of new legislation or action may be necessary i n  
order t o  effect fnstitutional changes t o  make ai& available 5% 
the form needed. It involves efforts t o  secure a more equitable 
distribution among aid donors of the burden of aid. (This does 
not mean "equitable sharing" of aid t o  any ~ ~ ~ r t i c u l a r  recipient - 
country. It i s  l ikely that many recipients w i l l  continue t o  
r e c e i ~ e  most of the i r  aid fram one or two donors. What i s  
important is  the equitable sharing of the to ta l  aid burden.) 

b. Sharing the Burden of an Increased Aid Program. Pro- 
gress was made on these efforts i n  the most recent meting of the 
Development Assistance Group M c h  was held i n  Iondon. Members 
of the Group agreed t o  recommend t o  the i r  governments that they 
should mske it their  cormnon objective t o  secure an expansion of 
the aggregate volume of resources made avaihble t o  less developed 
countries. !bere was agreement on the need for assistance 
provided on an assured and continuing basis; m t h e  need for a 
larger proportion of to ta l  capital outflow i n  the form of grants 

or of loans on favorable terms; on a periodic review of both the 
amount and nature of the i r  contributions t o  aid program; end 
on a study of the principles which should govern an e m t a b l e  
sharing of cortributione t o  the common aid effort. 

In its proposals t o  the other members of the Group on the last 
point, the U.S. De)elegation recognized that there wss no simple 
formula t o  cover fdr-sharing. Ihe benefits of an effective aid 
program are joint and indivisible. They accrue i o  each member 
Aran the scale and quality of the t o t a l  program--not in propor- 
t ion t o  the mz&er!e own contribution. The principles which have 
collie t o  be accepted i n  our own countries as fair and reasonable 
should be applied t o  sharing the tatal program. a z s e  principles 
can be briefly stated. 'Ihe contribution of each should be i n  
relation t o  his capacity t o  pay. me wealthier nations should 
contribute a larger fraction of the i r  incame than those less 
well off. The contribution of each country t o  economic aid mugt 

take f'ull account of its contribution t o  other canrmon endeavors 
such as the joint defense. 

c. Impravin~ the 'Penns of Aid. The developing comtries 
can use more outside assistance effectively i f  more of it i s  
made available on tenns which do not impose an excessive repay- 
ment burden in the earlier years. A large volume of medium-term 
export credits, for example, may provlde the external resources 
t o  accelerate dwelopnent for  a brief period. Soon, however, 
the sharply-increased debt servlce requirements are l i k e l y t o  
lead t o  a slow-dm of developent, a foreign exchange crisis, 
or both. 
Few of the capital-exporting countries have had the legislative 
or institutional f'ramework t o  extend much rea l  "aid", as i t - h a s  
been defined above. For a few of them the principal government 
financial activity i n  this f ie ld was t o  guarantee private export 
credits. Others have had small grant aid programs, and no other 
activities. S t i l l  others have extended most of the i r  "aid" 
through international agencies (which does not show up i n  the 
bi la teral  aid data glven earlier). 

Thanks i n  large part t o  activities by the U.S. i n  DAG and by the 
IBRD i n  the various "consortia" discussed below, this problem 
i s  now more generally understood. Some donor countries which 
have been extending a considerable amount of of l ic ia l  financing 
t o  less developed countries are taldng the necessary administra- 
t ive steps or seeking the legislation necessary t o  insure that a 
larger proportion of the t o t a l  i s  made available as grants or 
long-term loans, and that appropriate portions of the loans have 
low interest rates. 



3. Or-zing for  Future Action. 

a. Developent Assistance Connnittee. In seeking t o  give 
form and substance t o  these principles, steps are being taken i n  
several areas. !be ~evelop&nt ~s&t&ce Goup, for example, 
agreed on the appointment of a permanent Chairman and Vice Chair- 
man and t o  representation by senior officials, in order t o  
strengthen the coordinating work of the Group. It i s  contem- 
plated that the high level officials w i l l  be available t o  meet 
on ca l l  of the ( h r i c a n )  Chairman t o  handle problems as they 
arise. 

Arture meetings of the DAG (and of the successor Developent 
Assistsnce Committee of the OECD) vill continue t o  address the 
problems of expanding the common aid effort and of insuring that 
a larger proportion of the to t a l  capital flow is made available 
on terms appropriate t o  the economic and financial position of 
the develogdng country. In  addition, the DAG should prove t o  be 
an appropriate forum t o  seek an area of agreement .on other 
matters directly related t o  developnent. For example, the 
countries i n  the inter-American system agreed last year a t  Bogota 
that a nunher of self help internal measures were necessary i f  
developEent were t o  succeed. Aid can provide an invaluable 
incentive t o  a gaverannent i n  facing the perhaps unpleasant 
inmediate polit ical consequences of, say, the belt-tightening 
measures which may be necessary t o  stop an inflation. Such an 
incentive may be nullified i f  other capital-exporting countries, 
perhaps motivated by short-run ccmnaercial considerations, extend 
financing (perhaps on inapprop5ately short-terms) without regard 
t o  developent requirements or t o  the wishes of the government 
of the country involved t o  put their  house i n  order. Elsewhere 
in th is  presentation the importance of the incentive effects of 
aid are stressed, together with an explanation of the reasms 
why econamic conditions attached t o  aid are necessary. !!be IIAG 
should provide a forum i n  which agreement can be sought on cri- 
t e r i a  t o  govern such econadc conditions. It i s  most important 
that any "conditionsn attached t o  aid are those whlch wil l  
faci l i ta te  the developnt  process, and not the polit ical or  
cora~ercial advantage of the "aid donor. " 

b. "Consortia" of Aid Donors. Ieadership i n  another area 
a t  this  level of coordination amom donors has been taken by the 
IBRD. Under i t s  auspices the major countries uhich have been 
assisting India i n  i t s  deve lop& have been assembled on four 
occaeians t o  discuss their  contributions t o  the Indian Second 
and Third Plans. A similar "con~ortium'~ of aid donors t o  
hkis tan  i s  expected t o  convene i n  June for  the second time. 
Alth- the consortium i s  an association of aid donors, it 
m t s  and acts with specific reference t o  a development plan 

prepared and presented t o  the Bank by a 
The role of coordination is, therefore. 

developing country. 
still essentially 

performed by the developing-country. it the same time, the 
discussions in the consortium meetings conform t o  the objec- 
tives set  forth for the Developnt Assistance Group--that i s ,  
t o  seek agreement In more general t e rm on the t o t a l  volume of 
aid an& on the tenus on which it i s  made available. 

The Bank also took the lead i n  arranging for  the international 
financing of the Indus Waters development program. lh i s  included 
agreements on plam and financing by India and Pakistan and long- 
term financing commitments totall ing $900 million by the IBRD, 
Australia, Canada, Germany, New Zealand and the United Kingdam 
as well as the U.S. The U.B. Economic Conmdsslon for Asia and 
the FIsr East (EcAE'E) was instrumental i n  working up a program 
of continuing assistance t o  the developnt  of the l4kang Hver 
Basin and the riparian countries--Laos, Thailand, Cambodia, 
and T'ietnam--by eleven other countries (including four less 
developed countries) and eight TIM agencies. 

There have been other efforts on the part of capital-exporting 
countries t o  coordinate the i r  efforts with respect t o  individual 
developing cauntries. Most frequently these have taken the 
form of concerted action t o  put together a "packagen of aid t o  
rescue a developing country frm financial difficulties which 
might result i n  defaults on obligations due i t s  creditors, and 
t o  support a financial s t a b i l i Z a t 1 ~  program e c h  will  make 
possible future developent. Frequently these have included the 
appropriate international orgaoi zations, which have sanetimes 
taken the lead i n  seeking this agreement. For example, the 
United States i s  nav engaging i n  discussions with the Inter- 
national EQnetary Fund (3MF) and the principal European credi- 
tors  of Brazil i n  order t o  work out a program which wil l  permit 
a continued flow of trade and hence maintain the tempo of 
developnt .  The OEEC and the IMF have been instrumental i n  
putting together "aid packages" i n  support of stabilization pro- 
grams i n  Spain, Turkey and Yugoslavia i n  the las t  three years. 
Gther stabilization program aid commitments have been worked out 
by the IMP for  Argentina and Iran, with participation by the 
U.S. and other countries. 5 e  United States has engaged i n  
discussions with individual aid donors i n  a continuing efYort 
t o  interest others i n  the problems of W i c u l a r  aid recipients 
where we have been carrying most of the burden. A par t ia l  l i s t  
of coordinated efforts i n  providing assistance for  develop~ent 
or stabilization programs f o l l m .  



Partial  List of Coordinated Effo2-t~ i n  Providing 
Assistance for  Development or Stabilization Programs 

Total "Package" 
Date Country Aegis Participating Countries Millions of Dollars 

Bolivia 
India 

(second 5-year plan) 
India 

( Third 5-Year plan) 
Inaus Waters 

(~ndia ,  palcistan) 

Mekong River 
(Laos, Carbda, 
Viet TJam, Thailand) 

Pakistan 

Stabilization Programs 

1959 Argentina 

1961 Brazil 

Iran 
Spain 
Turkey 

Turkey 
Yugoslavia 

IDB 
IBRD 

IBRD 

IBRD 

ECAFE 

IBRD 

IMF 

-- 

IME' 
IME' & OEEC 
IMF&OEEC 

IMF & OEEC 
IME' 

IDB, U.S., Germaqy 10.5 
IBRD, U.S., U.K., Canada, G e m ,  
Japan. 

634 

IBRD, U.S., U.K., Germany, Japan, 
Cazlada and possibly other countries. 

Y 
IBRD, U.S., U.K., Australia, 900 
Canada, Gernany, N e v  Zealand, 
Pakistan, India. 
U.S., Canada, France, ATev Zealand, 6.5 
U.K., Australia, Japan, India, I ran, 
Israel, Rep. of China; and 8 U.N. agencies, 
including U.N. Special Fund and 
UNTAB. 
IBRD, U.S., U.K., Seraany, Japan, CanaA 

M, U.S., U.K., Gemmy, France, Italy,  
Switzerlana, Belgium, Netherlands, Sweden. 
U.S., U.K., Austria, Belgium, France, 
Germarry, Italy, Netherlands, Sweden, 
Switzerland lJ. 
U.S. and IMF'. 
IMF, European Fund, U.S. 
IMF, U.S., OEEC countries 
as individual countries. 
IMF, %ropean Fund, U.S. 
IMF, U.S., Austria, Italy, 
Germany, France, Netherlands, 
Switzerland, U.K., Private G e r m  
Banks. 

1/ Under study end negotiation. 



C. A Report on the Past an3 Present 

1. The International Capital Assistance Agencies 

a. International Bank for  Reconstruction Developnent. 
T J p  un t i l  the present time the only international organization 
which has extended really substantial amounts of capital assist-  
ance t o  less developed countries i s  the IBRD. In the l a s t  two 
years disbursements on lBRD loans t o  less developed countries 
have been over $300 million per year. (New commitments were over 
$500 million las t  year.) Tue proportion of a rising level of 
to ta l  loans going t o  less developed countries continues t o  rise, 
Bpvmting t o  almost two-thirds in  the past five yeam. Geo- 
graphically, the bulk of commitments continued tr be in Asia, 
but Africa accounted for almost one-third of the Bank's new loan 
cCmmi.tnents Last year. Thzre has also been increased lending in 
Latin Anerica. The purposes for which Bank l o w  were made 
shoved the usual concentration on basic faci l i t ies .  Over the 
years approximately a third of i t s  development loans have been 
for  electric paver; a third, for  transport improvement -- ra i l -  
ways, highways, a i r ,  waterways and pipelines; and a third, for  
general developcent purposes, including agriculture, especially 
irrigation, and industry, especially s teel  production. 

b. International Corporation (IBRU-AL'~ i l i a te )  . 
Since its establishrent in  195;6, the IFC has roade 36 investments 
tot- $45 million in  17 countries. Seventy-five percent of 
the investnrents have been i n  9 member countries i n  Latin America. 
In 1960 the P C  made 13 investroents, w e g a t i n g  the equivalent 
of $18.6 million or smm 28.4 nrillion above 1959. Of the dm- 
jects i n  which IFC invested during I,@, eight are owned and 
nnrnaged by residents of the country where the project i s  located, 
four are zoint enterprises of local and foreign ownership and 
mmageraentj and one is a subsidiary of a foreign firm. Seven 
of these investnrents were m6e in countries *ere the IFC had 
not previously invested. 

c . International Developent Assoclat ion. The IDA began 
operations OR Eoveriber 8, 1960, and h d  not &e any loans by 
%he end of the year. The initial subscriat5.011 t o  the IDA is 
$1 blllion, with the economically stronger countries paying In 
$763 million, e l l  in  gold or cmvertible currencies; and the 
less developed countries $237 milliot, 9 percent of a i c h  
would be in n a t i o u  currencies. As of April 27, 1961, there 
were k IDA rnembers and SDA subscriptions arrpunted to  $362.84 
million. 

d. Inter-American Developnent Bank. The newly created 
IDB did not make any loam unt i l  early 1961. Hmver, by the 
end of 1960 the Bank had received 194 applicatioasfor loans 
and 174 inquiries. Three-fourths of the applications csme from 
private agencies or individuals and one-fourth frompublic 
agencies. A t  the e d  of &&e year, the Bank had 91 applications 
in  an active ststus, involving about ,&00 million i n  loan 
requests. Remining applications were "on f i le"  , incluaing 
so= that m y  lend themselves t o  financing through the Inter- 
k r i c a n  Fund for  Social Progress. (AS of the end of April lsl, the IDB had mde 10 loans totall ing $50.25 million, of 
which $0.75 million was i n  dollars. ) 

e. %EC Overseas Development Fund. The Overseas Develop- 
nrent F'und, established by the Mopean Economic CQmmmity to  
provide grant economic assistance t o  overseas areas associated 
with the Comn Market, -made its f i r s t  comtitments i n  1958. 
Through the end of I*, some $120 million had been cornmittel. 
t o  specific projects (over 1/5 of the to t a l  F'und of $581.3 mil- 
lion over the five-year period t o  1363), but only 3 million had 
been disbursed. The f i r s t  tw years were devoted to  establishing 
the administrative rmchinery and developing pro.iects. Assistance 
fromthis Fund is  intended t o  be complemntary t o  the direct 
contributions of t5e responsible ~rriber states. The types of 
pro.iects which mey be financed by the Fund include "infra- 
structure" protects, e. g. , hospitals, teaching and technical 
establishments, and institutions for  the promtion of pro- 
fessional activities amng the population - and economic pmiects 
of general interest. 

2. Technical Assistance Agencies. 

a. The Bdks. One of the impo-*ant functions of the IBRD, 
and OIE of the prospective functions of the IDB, is t o  f'urnish 
technical assistance t o  mmber countries. The IBRD has, over 
the years, undertaken a series of basic economic surveys, 
resulting i n  a series of volun~s which are an essential basis 
for developmnt programs. The IDB aespatdhea a special techni- 
cal  assistance mission t o  Bolivia in  1$0 ,  end plans have been 
completed t o  send other missions t o  Haiti, Honauras, Paraguay 
and El Salvador. Both institutions ere expected t o  assis t  with 
developneri p h n i n g .  The IBRD has for soroe years engaged in 
advanced traioiag of economic development officials from member 
c o ~ ~ t r i e s  . 

i? . 3niCed Xatbns Technical Assistance Actfvit ies . The 
technicel assistance ecthrit ies of the United Natfons are 
carried out through the U.X. Regular and Exganded Technical 



Assistance Progrms and the !Jnited Nations Special Funs. The 
forner has been a source of f+ - for technical assistance, 
& i s  fina;lcr?d by voluntary - .ributions t o  a special assist- 
ance account maintained by the 2cretary General of the 
United nations. Funds are allocated fromthe central account 
t o  each of the specialized agencies which actually provide the 
technical assistance. 

The Special Fund was established in 1959 t o  assis t  less 
ceveloped countries in preliminary steps of d e v e l o ~ n t  pro- 
Jects. Unlike the Expanded Technical Assistance Programs (m), 
the Special Fund concentrates on relatively large projects. It 
provides zssistance in the form of preinvestment surveys, aid t'o 
research or training institutions, and demonstration and pilot 
projects. The STpcial Fund i s  financed by voluntary contribu- 
tions of governments, and may also receive donatiom from non- 
governmental sources. I t s  primary objective is t o  faci l i ta te  
new capital investment i n  the less developed areas. 

?he activities in the f ie ld of technical assistance by the 
specialized agencies are financed both out of their regular 
budgets for  which member countries are assessed and for  special 
projects, from mds made available through ETAP. The special- 
ized agencies provide technical assistance in thelr  specialized 
areas of, e .g. ,agricultural production, vocationsi training, 
hedth  a d  sanitation, and education. 

c. O r w z s t i o n  of American States. The Technical 
Cooperation Program of the Organization of American States is a 
cooperative technical aid program, on a d t i l a t e r a l ,  regional 
basis, supported by voluntary contl-ibutions fromtwenty-one 
mmbtr nations of the OAS. This program affords technicians and 
students fromthe m&er countries the opportunity ta work 
together toward the solution of commn problems. The principal 
technique is a pmgram of regional training centers. The 
principal problems addressed have been sgricultural production, 
public and business &nistration, teacher training, s'tatis- 
tical tecMques, and social welfare programs, etc. 

The importance of these activities cannot be nreasured in terms 
of dollar volucle. The cost of providing technical assistance 
is by no means a basis for comparison with the vastly greater 
cost cf capitkl assistance. The exp~nditures of capital assist- 
ance and technical assistance ageilcies are not directly com- 
parable. The tables which follow, however, give dollar value 
cf technical assistance l o  order t o  i l lustrate  the gross orders 
of mgnitude involved. 

Although the dollar am,unts i n  t e r M c a l  assistance are relatively 
s-, these finance a wide variety of individual activities.  
!Lke prcblerns of coordination 09 the technical assistance 
activities of international agoncie~. and other f ree world donor 
countries with the similar activities of t3e United States may 
therecore 'i;? a mre  complex problem than that  of coordinating 
capitkfl assis-i:ance. This problem is discussed in  greater de ta i l  
below. 

Capital and Technical Assistance t o  Less Developed Countries by 
- 

International Agencies 
(Disbursements or  Expenditures  asi is) 

(~ igures  i n  millions of dollars) 

Capital Assistance 

In t l .  Bank for Recon. & 
Developmnt 181 279 347 

In t l .  Finance Corp. - 1 1 
Int l .  Development Assn. - - - 
In t e r -h r i can  Devel. auilr - - - 
EEX Overseas Devel. Fund - - - 
Technical Assistance 

United Nations agencies n.a. 104 99 

Organization of h r i c a n  
States 7 8 9 

-= Less than $500,000 

Includes relief agencies as w e l l  as regular and expanded 
Technical Assistance Program, specialized agencies, and'UR 
Special Fmd. 

Data on several of the OAS agencies, comprising perhaps half 
of the total  expenditures, are on a f iscal  rather t hm a calendar 
year basis. 

3. Other Free IJorld Countries. 

A consirlerable nunher of other free world countries have been 
extending economic assistance t o  lass  developed countries for 
several years. The largest arrpunts have been those fromthe 
h o p e a n  n&ropoles t o  their overseas territories or t o  states 



with which they are, or preview-!! had been,- associated. 
T h r o m  agencies such as the C o l d o  Plan, additional countries 
have found that they could be of help to developing countries. 
In the Colombo Plan context, even SOE of the recipient 
countries have found that they were in a position to extend 
certain tylps of technical assistance, for example, to other 
less developed countries. 

'This section is M t e d  to a brief m y  of the existing pro- 
grams of the other free world industrialized countries. In 
most cases, the grant figures include sun= financing of tech- 
nical assistance or related activities. In view of the 
variety of such activities, little that is meani@ul  could 
be said in this brief m y .  Attention is rather devoted to 
the nature of the capital export programs which the other 
donor countries have including, as appropriate, mntion of 
institutions, types of assistance extended, or direction of 
aid. Since the description is of exist- institutions and 
types of financing made available to less developed countries, 
it covers activities which do not constitute "aid" as defined 
above. 

Official Bilateral Grants and Long-Term bans 
to Less Developed Countries 

(~igures in millions of dollars) 

Australla 
Austria 
Belgium 
Canada 
Denmerk 
France 
Germany 
Italy 
Japan. 
Netherlands 
Bew Zealand 
IJonray 
Portugal 
Sweden 
Switzerlaud 

Grants Loam -- Grante Loans -- 
Grants hens -- Grants Lo? 

40 -- 38 -- 

United States 1,742 322 1,871 414 1,581 7& 1,641 739 

Notes: Data cover only bilateral economic assistance grants 
(net) and gross new loans w i t h  an original maturity of more than 
five years. For the U.S. only, net grants include the.net.'increase 
in U.S. holdings of local currencies resulting from PL Title 
I sales, not yet allocated to country--me grants or loans or used 
for U.S. purposes. Excluded from this table are loans .with an 
original maturity of five years or less, consolidation credits of 
whatever terms, and offsetting entries for mrtization peyments 
received. Also excluded are government subscriptions to, assess- 
ments by, and voluntary contributions by governments to muter- 
national organizations. The data therefore understate the true 
total aid effort of so= countries. 
Conversion to dollars mde at prevailing exchhge rates. 

Sources: OEEC, "The Flow of Finarkiel 3esources t r 3  Countries in 
Course of Economic Development, 1956-1959,"tables 2(a) to 2(d), 
pp. ll - 17; except for Australia and New Zealand, from UN, "Inter- 
national Economic Assistance to the Less Developed Countries," 
New York, 1961. (~/3395/~ev.l, Sales No. 61. 11. B.2), pp. 21, 26, 
and from informstion from those two governments. @or these two 
countries, the data are for fiscal years.) 



Australia. The principal beneficiaries of Austr83.ia1s 
pmgmm for economic assi-e to less 5.mMqxd areas are its 
oversea terr i tor ies  in Oceania and the participants i n  the 
130lm&o Plan. Australian Assistance has included training in 
Austrslla of students f r o m  less  developed areas, serding 
ktrallan t o  less  de- mrreas, pmvidips technical 
equipment and capital aid. 

The bulls of AustrdIan assistance has been in the form cf g x s  
for the arlndnistration and developmnt of Papua and the Rvst 
Territory of Rev Guinea. About one sixth has been capi- and 
technical assiatance edendea thmugh the Colonibo Plan. 

Austriir. The Austrian aid program is still relatively s d ,  
although consideration is being given to its expansion. &TIT 

long t e r m  loans of $4 million over the past four years vere mre 
then balanced by anortieatim receipts on earlier loam of $9 
million. In  addition, off ic ial  consolidation credits were 
extended to Greece and Turkey. The Austrian GovermPent has also 
eponsared the uork of a rimer of experts in the less  developed 
anmtries and has granted echohuships to students from these 
meas for  study in Austria. 

Belgium. Belgid aid Plmds are, in  principle, Fully con- 
vertible and not specifically reserved for  erpenditures for  
goods and serrrices of Belgium origin. A substantial part of t3e 
assistance extended by Belgium in the past ~ s s  in the form of 
gmut budgetary support for  the Congo and Ruanda-UNndi. A 
part of the proceed6 of the "I j ter ie  Colonisle", organized i n  
%lgium, are transferred to these areas 51 the form of grants. 
!he Belgium program also includes loans st favorable rates of 
interest of 2-3/4 and 3 m c e n t .  Loan guarantees have been 
an impartant fonn of assistance provided to these territories. 
A major form of assistance provided by Belgium is the guarantee 
by the Belgian G o v e m t  of loans raised by Af'ricanterritories, 
ms t ly  in Belgium Ltself. Bg the end of 1959, the total of 
gaarsateed loam outstanding ammted to $170 million. 

C a . .  Tht Canadian program for  assistance to less develop,+ - 
areas - almDst exclusively grant aid - has been channelled pri- 
rmrily throu@~ the Colombo Plan, CornPDmealth Technical A s s i s t -  
ane, and the West Indies Program. In  addition Csnada has msde 
special grants for the purchase of food stuffs. The necessary 
fmaae are appropriated aaau831y. 

Dennark. Although there are no special iasti tutional pro- 

visions fo r  the Danish aid program, the questian of partid- 
pation of Scandinavian countries i n  the economic develogplent 
of the less developed countries is receiving conrriders%ion i n  
the Nordic Council. Dennurk, as its other Scandinadan 
neighbors, has enphasized technical assistanck aad obnrtributions 
to multilateral agencies as the technique by which it can mke 
a contribution. It has also rmde contributions thmugh loans 
t o  stabilization program and has psrticipatetl 2n consolidation 
agreements by extending credits f r o m  four to eeven years at rates 
of interest f r o m  2-1/4 t o  3-1/2 percent. 

Prance. The French aid program is  relatively large. It 
emphasizes grants for both current and development expenditures. 
It is concentrated almost entirely on Algeria, overseas ter- 
r i tor ies  and areas having special relationship t o  France. The 
main types of official  financial flow Setween France and the 
res t  of the R.anc area are (a) certain direct administrative 
expenditures met from the French metropolitan budget, (b) grants 
for specific purposes (in particular, advances t o  price stabiliza- 
tion funds for tropical products) and grants t o  cpver current 
deficits in local budgets, (c) direct investment expenditures met 
out of the metropolitan budget, (d) grants t o  local authorities 
for investment purposes, (e) loans for Investment purposes, and 
( f )  cash advances from the metropolitan Treasury t o  local Treasury 
departments. The flow of public fundp t o  less  developed countries 
outside the franc area has been limited. 

Germany. The G e m  progrm for  aesisting the less de- 
veloped countriee was based primarily on government-guaranteed 
private export credits, s- of which were refinanced as long- 
term off icial  loans when they f e l l  due. The sharply increased 
program proposed for  1961-1962 will stress in addition long-term 
loans (sarme very long-term) t o  be extended through the Kreditan- 
stalt fuer Wiederaufbau ( R ~ C O ~ ~ N C ~ I ~  Finance corporation). 
Sarme of these long-term loans are provided a t  very low rates af 
interest. "Finance creditsn, or non-project loans, are in  
principle provided t o  less developed countries with no condition 
other than a prohlbiticm on procuremnt in the Soviet bloc. 

Italy. Italy i s  nak considering the establishment of an 
a g e n c y e  beom as the "Italian Natianal Clmmmmity f o r  Inter- 
national Technical Assietsnce". This w i l l  manote bi lateral  and 
multilateral technical cooperation with the-less developed areas. 
In addition, the Itallan Government has extended loans, consoli- 
dation credits, grants and other assistance t o  these areas. The 
interest rates on Government loans granted in 1958 and 1959 were 
3 percent for  the bulk of the loans and 5-3/4 percent for  some 
loans. The greater part of I ta l ian export credits i s  financed by 
a public institution, the Mediocredlto. 



OTHER FREE WORLD BILATERAL ASSISTANCE TO 
UNDERDEVELOPED COUNTRIES * 

( Billions of Dollars ) 

Total 1956-59= $5.1 Billion 
Germony 0.1 f l t h e r  0.4 

1957 1958 
Calendar Years 

+ Exdudes loans under 5 years. consolidated credits of whotcnrsr term and contributions to Inlernotionol Orgonizotions, IBRD. uNTA,&C. 
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Japan. The program developed by the Government of Japan 
fo r  essisting less  developed areas comprises grants and 
credits generally t ied to the purchase of Japanese goods and 
services. Loans are made through the Japanese Export-Import 
Bank. In addition, an Overseas Economic Cooperation Fur113 is 
being established to provide supplmntary financing for  
urgent projects in less  developed countries which are not 
eligible f a r  financing thmugh the Japanese Export-Import Banlr. 
Japan is also engaged in providing technical assistance t o  27 
countries and terr i tor ies  of Asia, AA-ica and Latin America. 

The Netherlands. Most of the grants and loans extended 
by the Netherlands were directed t o  the overseas terr i tor ies  
of the gingaam of the Netherlanas. Assistance has been extended 
in the form of grants t o  cover local budget deficits, and th i s  
has provided for  general gixernment activities directed toward 
the developnent of economic and social infrastructure and the 
encouragement of primasy industry. The loans extended have 
been a t  rates of interest below current market rates and for  
periods of m o r e  than 25 years.. In addition t o  aid extended t o  
the overseas part of the Netherlands Kingdom, it has extended 
t o  other countries consolidation credits for  periods of four 
t o  seven years. 

Hew Zealand. New Zealand has been engaged for so= time 
in providing capital aid and technical assistance t o  countries 
and terr i tor ies  of Southeast Asia participating in the Cololdbo 
Plan, and t o  the Pacific I s l d  territories.  The assistance t o  
the Pacific Island terr i tor ies  has been in the f o m  of grants 
to cover local budget deficits and t o  finance specific develop- 
ment projects. It also includes proceeds realized fram govern- 
n ~ n t  trading activities which are made available f ~ r  e c o n d c  
development, and net expenditure on government operated inter- 
island shipping services. 

Norway. Assistance extended by Norway has been channelled 
large- the Rorwegien Foundation of Assistunce t o  
Underdeveloped Countries which was establishes in 1952. In 
addition t o  a small loan t o  Turkey a t  5-314 percent and a con- 
solidation credit t o  Spin, the major part of the Norwegian aid 
program has been the establishment of a fishery cnmmunity 
development project i n  the State of K e r a l a  i n  India, and a 
contribution t o  the Scandinavian medical center in Korea. 

of which are long-term, without specified terns of repayment 
and coupletely free of interest. The res t  have generally 
been at rates below the xmrket rates. 

Sweden. Swedish assistance t o  less  developed countries has - 
been extended principally through multilateral agencies. Aside 
fromtbree consolidation credits in  1959 its small bi la teral  
aid program has been mainly i n  the form of gfmts. It has 
participated in the Scandinavian Medical Center in  Korea, and 
engaged in various bi la teral  technical assistance acttvities. 

Switzerland. The contribution of Switzerlaad t o  less 
developed countries has been i n  the form of contributions to 
d t i l a t e r a l  agencies, 1 wms, and consolidation credits. The 
l a t t e r  have been repayable f r o m  four t o  seven years with interest 
rates varying between 2-3/4 t o  3-1/2 percent. The Swiss are 
understood to  be preparing a considerably expanded aid program. 

United Kingdom. Official bi la teral  aid extended by the 
United Kingdom to less  developed areas has been almst equally 
divided between grants and long-term loans. Expenditures are 
mde either from rmms allocated from particular Ministries or 
by specific legislation. With one exception, loans and grants 
are i n  AiLly convertible sterling and m y  be used for  impor t s  
f'rom any source or for  local expenditure. The exception is 
loans under Section 3 of the Export Guarantee Act, which must 
be wed for United Kingdom goods atd services. The mst 
important contribution t o  economic develop~oent i n  the colonial 
areas has been msde under the authority of the Colonial Develop- 
~llent and Welfare Act. This Act provides for grants and long 
term loam mainly for  public developmnt programs. Most cf the 
assistance extended by the United Kingdom has been t o  colonies 
or ~ n i b e r s  of the hnnnonwealth. 

Portugal. A l l  aid extended by Portugal, w i t h  the excep- 
t ion of small bilateral  loans t o  Turkey, has been provided t o  
i t s  overseas provinces. This has included grants and loans,same 



VI. The Lmpact of Economic Assis"ace on the United 
States BComqy 

The eff tc t  of U.S. programs of economic assistance on 
the United States domestic economy are of severalkhds,  
and ray occur over - 5  periods of time. In the 
-past y z s ,  the concern was often x i th  the contribution 
of foreign aid 'kmnsactions to inflationary pressures 
a t  hone, the effects of foreign aid on the Federal 
budget -psition, and 'he impact of foreign assistance 
on levels of c o m q t i o n  and on the output and markets 
of parLdcular domestic industries. During the years 
s k c e  ;;he foreign econoiic aid prograns have been in 
o-peratLon, a number of d e t d e d  and hformative studies 
of a e s e  and related effects have been made, both in- 
side and outside the Federal Government. &/ 
These evaluations of foreign aid from the viewpoint 
of the* -act on the U S .  economy considered the 
aggregate effects af economic and military assistance 
t o  other nations. With the sharper d2stinction be- 
keen  these two forms an3 objectives of foreign 
assisAwce which i s  part of 'the new approach t o  aid, 
the present concern i s  limLted t o  the impact of 
e c o n d c  assistance ody on the domestic economy. We 
are, therefore, consiciering a program which, measured 
by the to ta l  value of resources being transferred 
dDrozd, i s  much smaller than the combined economic 
and U t a r y  assistance program of previous years. 

The economic assistance program now being presented 
totals $2.7 bill ion in appropriation and lending 
auA&ority requests for  obligation beginning Ln f i sca l  
year 1962. This represents about one half of one 
percent of our gross national product, less  than three 
percent of the to ta l  requested Federal Budget for 

1/ See. 2n ~a r t i cu l a r .  The Poreim Aid F%-om- and - 2 --- - - -- -- - - - - - - - . 

t i e  ~ n i L d  s'tates gonow, 1948-1957, a Staff Report 
by the National Plannim Association. Mav 1958. and The 

Fiscal Year 1962, and around $I5 per person on the 
average fo r  each member of our population. Expressed 
in these terms, the amounts proposed fo r  development 
assistance are seento  be modest compared t o  the promise 
of the program and the importance of the issues at stake. 
These resources are but a t iny fraction of the produc- 
t ive power of our economy. 

A t  a time when the output of the U.S. economy is reduced 
by recession, and when domestic productive capacity - 
even ignoring the current levels of unemployment -- is 
well below i t s  potential, the resources devoted t o  
developmnt assistance will create no difficulties of 
supply or of inflationary pressures. There will be no 
adverse effects on either the overall level of employ- 
ment or on employment i n  labor surplus areas. On the 
contrary, the proposed program can make a small but 
helpful contribution t o  the m e r  development and 
util ization of domestic productive capabilities and t o  
domestic employment. In  fact, if the aid program were 
discontinued, a t  least  several hundred thousand people 
would be thrown out of work. 

On the supply side, only one significant limitation is 
e v c t e d  t o  be encountered. This wiY be the avail- 
abi l i ty  of trained and experienced men and women who 
have the abi l i ty  t o  operate programs of development 
assistance with full effectiveness, particularly in 
advisory roles t o  help other nations mobilize their  
own resources t o  better advantage in seeking economic 
and social development. The diversion of such scarce 
human resources from present domestic occupations into 
the new program nay entail, some sacrifice t o  the 
domestic economy, but an intensive training program t o  
increase the supply of these crucial people could be of 
significant longer-range benefit to our own economy. 

The primary focus a t  present in evaluating the impact of 
the new program of development assistance on the U. S. 
economy relates t o  a relatively new problem for  the 
United States - our serious balance of payments and gold 
outflow. . - "  - -  a - ~ 

&i+d states Economy &d the ~ u t ~ a l  Security ~ro~raiii i i i  
De-Dartment of State, April 1959. 
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ECONOMIC ASSISTANCE AND 
THE U.S. BALANCE OF PAYMENTS 
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CALENDAR YEAR 1960 I ADJUSTED TO EXCLUDE 
j AID-FINANCED PROCUREMENT IN U.S. 
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NOTE: Aid-Financed Procurement in U.S. represents estimated exports of goods ond 
services financed by ICA, D.L.F. Ex-lm Bank and P.L. 480 



A. The Current U. S. Balance of Payments Problem. 

Transfers of economic assistance to  other nations is one of 
a l a rge  number of transactions which affect the U. S. 
balance of payments. The heavy and persistent deficit 
in the G .  S. balance of payments during the past three 
years has focused public and governmental attention on 
thLs element of o u  economic position in 2 manner not ex- 
-perienced by this  country fo r  nearly a gelleration. !be 
deficit was mch too large t o  be sustained for  a pro- 
trac-led period and effective actions to  reduce i t s  size 
a d  consequences have been initiated. The President's 
m s s q e  to  the congress of February 6, 1961, outlined 
the prhcipal  measures now being pursued by the Federal 
C~t~mment  unilaterally, through efforts to  affect the 
actions of our own citizens, and in concerr; w i t h  other 
countries and international institutions. 

1- Present Policies. 

W i t h i n  the broad range of actions being taken to  
reduce our r ' o r e i ~  deficit, and our outflow of gold, 
the executLve brach  has insti tuted vigorous measures 
to re-~Lew the contributions of Federal Government 
pogram to  the deficit. Included in these measures 
are a continuation and strengthening of steps t o  insure 
'&at o-ar econoLnic assistance t o  aewly developing 
countries does not create a major source of dollar 
transfers to  countries which are in process of making 
r e y l a r  additions t o  t h e k  international reserves. 
To 'As end, beg- December 5 ,  1960, commodity 
procurerent, financed by economic assistan funds 
uas excluded from 19 specified countries . f ~ h i s  
-provision -xiU be maintained unt i l  reasonable over- 
all eguilibrium in 'the U. S. balance of papents has 

I/ Australia, Austria, Belgium, Canada, Denmark, - 
-France, G e m i ,  Italy, Japan, Luxembourg, Monaco, 
Netherlands, New Zealand, Norway, South Africa, Sweden, 
Switzerland, the United Kingdom, an3 Hong Kong. 

been achieved. Exceptions may be made t o  avoid im- 
pairing essential U. S. objectives under foreign 
assistance programs. It i s  anticipated that the 
general result of th i s  policy will be as follows in 
the period immediately ahead8 

a. fiocurernent of manufactured goods from funds 
provided un+r economic assistance programs will 
be virtually confined t o  the United States, ex- 
cept to the extent manufactured goods are purchased 
abroad from countries other than the 19 l i s ted  
above; 

b. Procurement or provision of agricultural com- 
modities under these programs will, as in the past, 
be almost wholly from United States sources; 

c. Procurement of non-agricultural crude materials, 
which are provided abroad mainly from l e s s  developed 
countries, will be determined by price and supply 
conditions; 

d. Edsting preferential provisions in favor of 
the use of U. S. shipping and other services will 
be continued. 

I n  addition, it i s  expected that in the planning and 
design of specific programs of assistance in the field, 
U.S. representatives will. as far as possible provide 
fo r  procurement of types of commodities which are 
available on competitive terms from the United States. 
Moreover, a "borrow where you buy" policy is to be 
encouraged with respect t o  manufactured goods. 

Effects on the Balance of Payments 

It i s  often not understood that the preponderance of 
U.S. economic assistance funds are, and always have 
been, used directly for  the purchase of goods and 
services 31 the United States. For example, it is 
estimated that during the past five calendar p a r s  



the proportion of gross economic assistance funds 
(including surplus agricultural comodity programs) 
us& direct ly  f o r  the purchase of U. S. goods and 
services has not, in any one year, fa l len  below two 
thirds of the  gross foreign economic a id  provided, 
even a t  times when more l ibe ra l  policies were in 
effect  governing sources of procurement. To the 
degree foreign a id  funds are used dirzctly for  
promement of United States goods and services, 
the economic a id  program exercises no direct  
influence on the U. S. balance of payments; the 
result  is essentiallly the same as though the a id  
were provided di rect ly  in kind. Existing procure- 
ment procedures, used far  many years under economic 
assistance programs, remain inportant i n  order t o  
u t i l i ze  commercial channels for  providing goods 
and services t o  the maxirmun extent possible, but 
the net effect  on the U. S. balance of payments 
is neutral. 

The econmic assistance not used directly f o r  pur- 
chase of U.S. goods and services is disbursed in 
f ive  situations. 

(a) Cash grants t o  indLvidual recipient countries 
where the regular procurement provisions and 
policies are impractical if the objectives of the 
assistance are t o  be achieved; 

(b) Cash loans t o  development banks whose methods 
of operation make procedures aimed at res t r ic t ing 
procurement to the U.S. very difficult ;  

(c) Voluntary contributions to  international 
organizations under economic assistance 
appropriations; 

(d) Cases in which f o r  special. reasons "off shore" 
procurement is  indicated as necessary; and 

(e) Payments in dollars (where and t o  the extent 
US-use local  currencies cannot be used or  are not 
atai lable) f o r  a-strative expenses, e i ther  
through purchasing foreign currencies o r  by -D 
direct  dollar payments. 

It is these transactions tha t  form the principal initial 
source of contribution t o  the U.S. foreign def ic i t  
arising from disbursements out of economic assistance 
funds. For the f i r s t  four transactions, the initial 
impact on t&e payments side of the ledger can be measured 
quite accurately. For administrative payments financed 
by dollars, the disposal of the  dollars by the i r  recipients 
- including Americans stationed abroad - is very d i f f i cu l t  
t o  know accurately. 

Even f o r  the initial transfers of dollars tha t  can be 
measured exactly, however, problems of interpretation 
arise. 

(a) Most of the l e s s  developed'countries are 
chronically short of foreign exchange and use 
whatever avaj labi l i t ies  they have t o  finance more 
imports. Uhen they receive dollars by one of the  
transactions s e t  out above, some of them may very 
quicldy be used t o  pay f o r  additional purchases of 
U S .  goods a d  services. 

(b) Many U. S. goods contain an imported element, 
and the U. S. exports noted above thus are not a7-l 
net gain. Moreover, foreign source goods procured 
under the program may also contain an element pro- 
duced i n  the United States. 

S t i l l ,  the function of economic a id  funds i n i t i a l l y  
transferred in cash t o  recipients of our assistance 
may in part  be merely t o  finance U. S. exports 
indirectly rather than directly. 

3. A Different Perspective 

Viewed in another perspective, U.S. economic assistance 
disbursements contribute t o  the.U. S. foreign def ic i t  
only t o  the extent they resul t  in, or lead to, a r i s e  
in dollar holdings (which may be converted in to  gold 
holdings) of those countries whose balance of payments 
surplus is  the counterpart of the U. S. defici t .  These 
countries are vir tual ly  confined t o  some of the major 
industrialized nations of Western Europe and Japan. 



The econcanic assistance programs of the United 
States contribute in the first instance to the 
growth in dollar holdings of these countries in 
one of two ways: 

1. by direct dollar transfers to residents 
of those countries in payment for affshore 
commodity purchases under econdc assistance 
programs; and, 

2. by transfers to those countries frm 
other (less developed) foreign areas which 
have initially received foreign economic 
assistance dollars through cash grants or 
loans, or through noffshoretf procurement 
transactions. 

The contribution of econdc assistance programs to 
the U.S. balance of payments deficit is thus d e r  
than the total direct and immediate transfers af 
dollars to all foreign holders. Under the policies 
and procedures nou in force, and to be continued for 
the time being, the first of these two sources of 
dallar =leakageu w i l l .  be greatly reduced, as payments 
under previous programs and commitments to European 
suppliers are liquidated. A tighter control over 
cash grants to indiv idual  countries-under present 
procedures should also reduce saneuhat the leakage 
under the second method outlined above. 

One flrrther factor nust be mentioned, however - a 
consideration on which it is impossible to be precise. 
This is what is sometimes designated as the problem 
of nadditionality.P It is possible to imagine, for 
a given aid-receiving country, a situation in which 
the introduction of U.S. procurement restrictions 
results in all our econdc aid funds being spent for 
U.S. goods. At the same time, however, a larm portion 
%an before of the country's own resmces might be 
used to buy goods elsewhere, so that the total stmc- 
ture af the camtry's imports would remain unchanged. 
In such a case, the shift in U.S. procurement policy 
would not have created any additional U.S. sales; it 
wwld merely have revised the pattern of financing. 
More U.S. exports would be financed through U.S. aid, 
but less Muld be financed by other means. On the 
other hand, there cases in which it is believed 
the shift in procurement policy resulted in net 

added sales of U.S. goods - sometimes vlrtuallyto the 
full extent of the increase in U.S. purchases financed from 
aid funds. 

On the whole, therefore, the conclusion is merited that 
(1) the initial transfers of dollars to foreign holders 
is larger than the net contribution of economic as- 
s i s k e  to our balance of payments deficit, because 
same of tke initial dollar tranafers return directly 
and immediately to the United States, and (2) the effect 
of the tighter procurement policy now in operation can 
be overestimated, but it & serving significantly to in- 
crease U.S. sales abroad. 

4. -The Over-All -act 

With these factors in mind, it is estimated that initial 
direct transfers of foreign aid dollars to foreign 
holders (including those in: the less developed caun- 
tries) will not exceed 20 percent of gross disburse- 
ments under the program now being presented. The net 
contribution of aid dollar disbursements to the growth 
in dollar (or gold) holdings of countries which now have 
balance of pasments surpluses will be lower than this 
percentage,-& may be between 10 and 15 percent of 
gross disbursements. Consequently, disbursements of 
funds under the new program are expected to contribute 
in the range of $300 million to $400 million to the 
balance of payments deficit - a significantly lower level 
than has obtained in the past several years. It should 
be observed that these effects from moneys now being 
requested w i l l  occur during a period of several years 
as actual expenditures take place. Meanwhile, as dis- 
bursements occur against both new and previous obliga- 
tions, the f u l l  improvement based on recent measures to 
protect our balance of payments w i l l  be progressively 
realized. 

It is of interest also that dollar collections of interest 
and principal payments on old loans originating in econom- 
ic assistance programs continue to flow in. These re- 
ceipts are now quite large and come mainly *om European 
countries aided by the Marshal l  Plan. 

B. The Longer Range Effects 

Insofar as the development assistance programs reach their 
objective, a major result viil be the establishment of more 
viable, vigorous and productive economies in the less developed 



areas of the mrld. Over an extended period of tin,?, this re- 
s u l t  vill bring about a major revision in the world economy. 
In both size and nature, markets and sources of supply for  the 
free uorldls international trade u i l l  be altered in a funda- 
mental way. The parallel c m e n g e  of Larger markets and 
sharper canpetition u i l l  arise in the less  developed world as  
the less  developed countries successively reach the stage of 
sustained economic growth. 

As tbis occurs, problems of adjustment uill occur fo r  same 
industrial sectors or geographic regions in our own economy. 
By the sane token, opportunities for more vigorous g r d h  and 
higher level ac t iv i tywi l l  be presented to  other domestlc 
sectors and regions which can take advantage of the larger ax- 
part markets made available. This l a t t e r  factor is  il lustrat-  
ed by the data in the f i r s t  of the follawing tables, shoving 
much higher U.S. exports t o  highly developed than t o  less  
developed countries. There vill thus be presented the f d -  
iar problem of adjustment t o  changing econumic conditions in 
a time of dynamic evolution uuch  has been a characteristic 
of the U.S. economy, in response +to dmestic developaents, 
through its recent history. Adjustment t o  shifts stemming 
ffcm abroad i s  fundementally no different from adjustment t o  
the domestic changes that  have become an integral part of our 
system. If our danestic economy is  vigorous, healthy and ade- 
quately expanding, the problems of adjustment can be met with 
confidence and snoothl~. 

C. Historical Information Conce rn.in=the h a c t  of Economic 
Assistance Proarams on the United States Econmp 

This section presents historical information on the effects of 
economic assistance programs on the United States econmy. The 
f i r s t  portion includes s ix  Tables bearing on the ICA program up 
t o  the end of December 1960. The second portion comprises rele- 
vant textual and tabular information on the impact of operations 
of the Development Loan.Fund t o  the end of February 1961. 

In both instances, it should be remembered that actual expendi- 
tures for  economic assistance act ivi t ies  typically take place a 
considerable time after the corresponding obligations are incur- 
red. Consequently, the neu limitations designed t o  res t r ic t  
procurement t o  the United States, ubich were placed i n  effect 
for the DLF in October 1959 and for  ICA in December 1960, are 
not reflected i n  the ICA data through December 1960 and are only 
beginning t o  be reflected fo r  DLF'. These new policies w i l l  be 
reflected i n  expenditures that vill occur during the coming two 
years. 



1. Impact ~f ICA Program through December 1960 
Table 1 

IXTENSITP OF U.S. TRBIJE RELaTIONS IN 1960 
As MEBSURF;D 3Y 

U.S. EXPOFITS PER CAPITA OF THE COUNTRY OF DESTINATION 

Canada 
Netherlands 
U.K. 
Germany (incl. Saar) 
Japan 
Belgium-Ianrembaurg 

Iran 
sWpt  
Indonesia 
Pakistan 
India 

Thailand 
Burma 
Ceylon 
Ethiopia 
Ghana 

U.S. 
Zkports 
1960 

($ Millions) 

$ 3,698.5 
711.1 

1346.9 
1,067.0 
1,328.4 
435.4 

117.4 
150.4 
83.2 
168.6 
639.7 

61.6 
8.3 
14.3 
7.3 
17.0 

U.S. E q o r t s  
Per Capita of 

Country of 
Destination 

(Dollars) 

Table 2 

(Millions of Dollare) 

Totel all Promams 
Total Expend. Percent 

Commodity in in 
Fiscal  Years Brpenditures U.S. U.S. 

Cumulative t o  
December 31, 1960 

Note: The data are f o r  ICA cammodity procurement only, and do 
not include procurement from DW or  other funds 



Table 3 

Total, Principal Cammodities 

Machinery & Equipment 
Cotton 
Iron & Steel  
Petroleum 
Fabricated Basic Textiles 
Bread Grains 
Chemicals 
Fertilizers 
Motar Vehicles 
sugar 
coal 
~ i r  & Rail Transportation 

Rpipment 
Total Principal Cammodities 
&cl. Bread Grains & Cotton 

ICA COMMODITY EXPENDITUKES 
TOTAL AND PRINCIPAL CWDITIES, BY FISCAL EBR 

Icb Commodity Ekpenditures Percent of Total Procured in U.S. 
(Millions of Dollars) 

1949- 1949- 
1955 1956 1957 1958 1959 1960 1961 1955 1956 1957 1958 1959 1960 1961 

(1 st (I st 
-1 half) 



Table 4 

Total A l l  Offshore Procurement 

Total, Principal Offshore Commodities 

Iron and Steel M i l l .  Prohcts  
Machinery and w p m e n t  
Petroleum and Products 
Fabricated Basic Textiles 
Chemicals and Related Products 
Ferti l izer 
Sugar and Related Products 
Motor Vehicles, Engines and Parts 
Non-Ferrous Metals 
Cement and Other Non-Metallic Minerals 
Pulp and Paper 
Lumber and u a c t u r e s  

Fn 1956 FX 7957 FP 1958 FP 1959 FP 1960 FP 1961 
(I st 
half) 



Table 5 

Grand t o t a l  - 
A l l  Countries 

Total - 
Principal 
Countries 

Korea 
Vietnam 
k e y  
Pekistan 

India 
spain 
China (Taiwan) 
Cambodia 
Iran 

(expenditures in millions of dollars) 

Fiscal  Years 

(1s t  half) 
Total Off- Total Of f -  Total O f f -  Total Off- Total Off- Total Off- 
Cornmod- Shore Cammod- Share Cammod- Shore Commod- Shore Comod- Shore Cammod- Shore 
i t i e s  i t i e s  i t i e s  i t i e s  i t i e s  i t i e s  



ICA Ocean ShippinP: Policy and Freight Costs 

Legislation governing the programs of I C A  and i ts  
predecessors has fo r  many years required tha t  a t  
l e a s t  50 percent of the gross tonnage of goods fi- 
nanced by the a id  program be shipped on U.S. flag 
vessels. In January 1961, this policy was further 
tightened by administrative action t o  implement in- 
structions t o  reduce the effect  of the aid program 
on the U.S. payments position. The new action pro- 
vides that: 

1. The ocean shipping costs of aJJ. items 
prscured frm Mutual Security funds will be 
eligible fo r  ICA financing only if  transported 
on U.S. flag vessels, except vhere foreign 
vessels are required t o  assure t inely  delivery 
of the goods and provided such exceptions have 
prior approval frm Washington. 

2. Under existing legislation, at l eas t  
50 percent of the tonnage of goods financed by 
ICA vill still have t o  be shipped on U.S. flag 
vessels. 

3. %s, aid receiving countries can continue 
t o  ship up t o  50 percent o f t h e  gross tonnage 
of aid-financed goods on nan-U.S. ships, but 
(other than under the exception noted above) ICA 
no longer w i l l  provide financing fo r  the non4.S. 
f l ag  shipping so used. Thus, aid receiving coun- 
t r i e s  must now use the i r  OM resources t o  meet 
such costs of non-U.S. f l ag  shipping. 

The following table summarizes ocean shiuuinn ex- 

Reigh t  FQB/PAS 
Basis 

Europe/Bfrica 

Far East & OTS 

Table 6 

Summary of ICA Freight Account 
A p r i l  1948 through June 1960 

(millions of dollars) 

AD* 19@ through Fiscal Year - A  - -  

J- 1959 - 1960 
U.S. Foreign U.S. Foreign 
Flag Flag Total Flag Flag Total 
Pay- Pay- Pay- Pay- Pay- Pay- 
ments ments ments ments ments ments 

Near &st & South 
Asia 59 49 108 6 12 18 

Latin America 9 5 14 1 3 4 

Inactive Closed 
Accounts 18 - 18 - - - 

Total Dollar 
might 
Cost 1,171 490 1,661 

Note: These figures represent payments from ocean f re ight  in  dol- 
lars by ICA. However, a large proportion of ICA-financed 
commodities shipped on foreign f l ag  vessels were carried 
at no cost t o  the program since ICA Regulations prohibit 
the payment of freight fo r  shipments on a foreign f l ag  
vessel going t o  its oun country. 



2. h m c t  of Develoment Loan Fund O~erations throuizh 
February 1961 

a. Source of Procurement 

In  October of 1959, the DL. launched a neu policy of 
placing primary emphasis on the procurement of United 
States goods and services under its loans. Prior to  
this date, solicitation of quotations thraughaut the 
free world was permitted for  equipment being financed by 
DLQ loans. An axilysis of disbursements under these 
earlier loans, conducted in mid-1960, indicated that 
42 percent of the goods and services uere being procured 
in the U.S., despite the allowance of global procurement. 
Since placing primary emphasis on the purchase of U.S. 
goods and services, the Bhd has made loans and cammit- 
ments totaling $1032.3 million through February, 1961. 
Of this amount, $149.0 million w i l l  be used to  finance 
local costs xithin the foreign countries, and $70.4 mil- 
lion h a .  been made available t o  development lending insti-  
tutions for reloaning in much smaller amounts. Here, 
s k c e  only the larger sub-loans require U.S. procurement, 
the percentage of purchases that w i l l  be from the U.S. is  
indeterminable. Of the remaining $812.9 million in loans 
and commitments which u i 3 l  be for  foreign exchange costs, 
it is  estimated that 86.2 percent w i l l  be used for pro- 
curement of U.S. 
f oll- table: 

goods and-services as indicated g t h e  

Oct. 20, 1959 t o  Feb. 28, 1961 
(in millions of U.S. dollars) 

Estimated Percent 
Amount Tor Estimated 

Total U.S. U.S. 
Amount Procurement Procurement 

A. Loans and Commitments 
for  Foreim Exchame 
Costs - 
1. Entirely for  foreign 

exchange costs.... $ 707.4 637.3 90.9 

2. Foreign exchange 
costs in portions 
of other loans & 
fiocations.. . . . . . 105.5 63.5 - 60.2 - 
Total .... ......... $ 812.9 700.8 86.2 

B. Other Loans and C d t -  
ments - 
1. For development 

banks 70.4 

2. For local costs 149.0 

Total Loans & 
iELocations $1,032.3 



Of the greatly reduced amount of offshore procurement t o  
be undertaken under loans executed since the change of 
enphasis touard U.S. procurement, much was necessitated 
during the period of transit ion t o  the new policy because 
proprietary procurement f r c m n  other countries was involved 
in many of the projects, costly planning was alreadg well  
along based on third country equipment, and, in some 
cases, tenders were already issued on a global basis. 
These transit ional  factors have nou largely disappeared. 

b. Procurement Frocedures 

With large developmental projects, such as  those financed 
by the DLF, a considerable period generally elapses be- 
tveen the time the project i s  approved and the time orders 
t o  be financed by the loan are  actually placed. After the 
loan i s  approved the borrower normally must prepare de- 
ta i led  specifications and issue tenders fo r  equipent  and 
materials needed on the  project. In many cases engineer- 
ing services must also be procured. The DLF a t  t h i s  time 
takes steps t o  insure thatU.S. business a t  large is  pro- 
vided with information and oppc3unity t o  make a quota- 
t ion on any procurement financed by Dm. Prior t o  the  
placement of arders, DLF obtains a description of the 
goods t o  be purchased and the manner of submitting quota- 
t ions t o  the  purchaser, allowing sufficient  time f o r  po- 
t e n t i a l  U.S. suppliers t o  obtain additional Wormation 
fran the  purchaser and offer a quotation. This informa- 
t ion  is  then disseminated t o  American suppliers through 
Department of Commerce publications. The DLF requires 
tha t  t h e  price paid f o r  goods and services "should nor- 
mally approximate the lowest competitive price fo r  the 
e l ig ible  items procured, quality, time and cost of de- 
livery, a d  other factors considered." 

c. Policies f o r  Considering Effects on U.S. Economz 

DLF policies are  based on i ts  legislation. Paragraph (b) 
of Section 202 of the Nutual Security Act, which se t s  
fo r th  the DLFts general authority, reacis in part  a s  fol- 
lows : 

"The Fund is  hereby authorized t o  make loans, 
credits, or guarantees, ....... t o  or with 
such nations, organizations, persons or other 
ent i t ies ,  and on such terms and conditions, 
as it may determine, taking in to  account (1) 
whether financing could be obtained in whole 

or in par t  from other fkee world sources on 
reasonable terms, (2) the  economic and tech- 
n ical  soundness of the  a c t i v i t y t o  be financed, 
(3) whether the ac t iv i ty  is  reasonable promise 
af contributing t o  the  development of economic 
resources of f ree  ecoromic ins t i tu t ions  or  t o  
the increase of productive capacities i n  fur- 
therance of th6 purposes of t h i s  t i t l e ,  and (4)  
the possible adverse effects  upon the econumy 
of the United States with special reference 
t o  areas of substantial labor surplus, of the  
ac t iv i ty  and the  financing operation o r  trans- 
action involved.......... n 

In implementing this last requirement, the  DLF examines 
such factors as the types of equipment t o  be procured under 
the loan, and whether the anticipated output of the project 
will be exported in canpetition with U.S. exports. Where 
a possible adverse impact i s  foreseen, the  DLF s taff  con- 
sults with other interested U.S. agencies such as A g r i c u l -  
ture, !treasury, Commerce, State, ICA, and the Department of 
the Interior. Each recommendation presented t o  the  Board 
of Directors of the DIJ? includ5s a section indicating the 
impact of the  proposed loan on the U.S. economy. The Board 
i t s e l f  considers this question, and if the loan is approved 
by the Board, it is then reviewed by the  National Advisory 
Council in International Monetary and Financial Problemsj 
where Treasury, State, Cammerce, the  Federal Reserve Board, 
and the Export-Import Bank, along Kith such non-voting 
participants as Agriculture, and the Bureau of the Budget, 
can a lso  focus on possible adverse effects  of the  loan. 

The experience of DLF indicates tha t  projects most l i k e l y  
t o  have some possible adverse effect  on the U.S. economy 
f a l l  within certain categories of food and agriculture and 
certain industries such a s  texti les.  I n  the f i e l d  of food 
and agriculture, DIJ? loans have been made f o r  such projects 
as land developnent in Ceylon, i r r igat ion f a c i l i t i e s  in 
Morocco, ground water removal in Pakistan, a canning and 
freezing plant in the United Arab Republic, assistance fo r  
the fishing industry in Taiwan, and financing a bank tha t  
w i l l  provide agricultural  credi t  i n  Jordan. Directly or in- 
directly, most such projects uill assist the  borrower in & 
creasing output of agricultural  products needed t o  meet 
r i s ing in ternal  demmd which could not be met by imports 
because of foreign exchange stringencies. A s  such, they 
contribute t o  the growth of the  country's economy without 
adversely affecting ours. Two examples of  loan^ in which 



the activity involved raised questions of possible 
"adverse effects" were a cotton textile m i l l  in Sudan, 
and the Ingalls-Taiuan Ship Wding loan in Taiwan. 

li the case of the Sudan TeztUe H i l l ,  the DLF, in 
evaluating the project, carefully examined whether it 
migfic lead t o  a loss of markets for U.S. products or 
create additional caapetition far  U.S. business in third 
areas. It was found that this project (a) would not 
reduce imparts frapn the Cnited States since Sudan was 
not an importer of textiles *can this country; and (b) 
vuuld supply only the domestic market in  Sudan and not 
lead t o  exposts which might compete with U.S. exparts. 
Only after arriving a t  these findings and full consider- 
ation by the DI;F Board, were the loans made. 

The Ingalls-Taiwan loan involved DLF financing and a 
DI;F guarantee of private financing for expanding ship 
building fac i l i t ies  in Taiwan. The DLF proceeded vlth 
this project only after checking with interested parties 
and ascer tahhg that private U.S. ship building interests 
(Shipbuilders Council of America) had no objections. 

d. Impact on the U.S. Economy and Balance of Pasmemte 

The Development Loan Fund has for  saanetime now in i t a  o p e  
ations pa3d close attention t o  the bpact  on the U.S. bel- 
ance of payments. Since the change of policy to  place prima- 
ry emphasis on the procurement of U.S. gooda and services, 
in October 1959, the III;F has been reducing the adverse im- 
pact of U.S. in terna t ional~apents  by stipulating that the 
proceeds of a large part of its loans go directly t o  U.S. 
suppliers so thatU.S. equipment and services are d e d .  
!l!bus, besides avoiding an adverse impact on pagmente, Da;F 
activity also provides a stimulant t o  the domestic economy 
in supporting the proriuction of goods for export. Often, i n  
the developing countries, where the U.S. faces canpetition 
far goods and services from other countries and where for- 
eign exchange is so Limited, the availability of DIlF fi- 
nancing results in the placing of procurement orders i n  the 
United States. Each time this happenel, the output of U.S. 
business and the opportunities for U.S. labor are increased. 

The procurement generated by activity effects many seg- 
ments of the U.S. economy. A typical IlU transaction in- 
volved a credit af approximately #1,700,000 t o  finance 
dieseielectr ic  locomotives fo r  Taiuan. This contract was 
l e t  t o  a major U.S. locomotive manufacturer uho in turn 
spent approximately 50 percent of the dollars for  goods 
supplied by over 1,250 production suppliers whose plants 
are located i n  32 states. Wore than 65 percent of these 
supplying firms employ less than 500 workers, and 40 per- 
cent have less than 500 employees. 



Judging measures of self-help is a delicate and difficult  matter. 
A3loyances must be made for  the stage of governmental and economic 
capability of each country, for  the degree of unity or disunity in 
that country's society, and for  the presence or absence of cult- 
or historical factors that fac i l i t a te  or block the measures of 
self-help that, objectively, would be desirable. 

Also, in evaluating measures taken by countries, we w i l l  avoid 
doctrinaire positions and views. Cne sensitive f ie ld wil l  be that  
of tbe dividing line between .public ard prinate a c t i v i ~  a d  on 
t ke  e q d l y  BePBtive Issues of Inflation ard finvlcial policies. 
In these tw fields, as in nuqy others, there i s  no uxiqualy 
"rigtrtn body of doctrine +cable to all countries. Otllr 
~ i n t h e s e a r e a a u i l l b e ~ i ~ , ~ i r i C a l ~ s g m p b  
thetic rstbsr than inflexiblc ald a o m i c .  we know that a 
gommmnt which ammdly aim to centralize all initiative srd 
the Q S I I ~ C T B ~ ~ P  of e3l  mar productive activities con become prey 
to approaches - inco~~is tent  vith iree r d  open socidies. But 
this does not r~can we rmet illscourage dl gmcrrmsntsl prductior~ 
in cowtries receiving oar assiskmct, aven in fields atrere in 
our ovn ccrunh-g it is rgmd tlmt p r l v c ~ t e  initiative worm well*  
(me qpeetio3 we mast ask 18 rrbether, acros8 the whole range UP 
conditions present in a given colrstrg, the measures being taken 
are sensible fmm the viewpoint of economic gzwuth ard are consie- 
tent vith, a d  an expreseion of', effarts to create a viable free 
political a d  socisl sgstem. 

S i d l a r l p ,  wcknowtbst ah ighrs te  of in fh t ionw2l lwu6l ly i l i s -  
tort ecolkonpic growth, reward unprodnctive activitihs, d mate 8 
balance of paynrents deficit which lead6 to crieie reanitslpbnts far 
ecommlc assistance. We mast m i d  conaitiane tbst reward tba 
aaste epd -nt of serious iurlatian. Yet develcrgrarrt at 
a rate adeqpate to the ntcds of the Decedn of D ~ ~ & a p ~ l c n f  will not 
al- be echievd withat  inflation; our own irdaetrisl cd- 
nrnt ras mked by periods of fY.nancial difiiculw a d  so was th8t 
of Blrrqpe. Ek?eocnrpgtion aith f-ia balance azd price stibili- 

can, in coaditiaae, lad to etaepation eud frdirate tha 
thrust tovsrd growth. Again, the ism is t o  apply &a&ml.e of 
judgment which are reasonable In a time when the d m  for  
growth generate great polit ical and econcndcal pressures. 



B. Tim Conditions far Self-He12 

In jalghg a e  adepcy  of a carmtrgas measures t o  move i tself  
along the path of ecamdc and social modernization, two main 
factors m s t  be kept in I&&: 

Pirst. We nust decide whether our assistance i s  for the - 
pnposes of developmtt or whether more inmediate political 
or strategic objectives provide the j ~ ~ t W ~ a t i t m  for aid. 

Ilkre ecaawrPic assistance i s  justified for short-nn 
p o l i t i d  or milltary reasons, the stanaards that can be 
set far  sez-help messures af an ecanomic sort cannot be 
wry hi@i. IIhe objectives m y  be t o  f'urnish aid in return 
for base rights, or to provide econmdc support for a 
A-iendly reglare which it is judged miat not survive vithout 
it or t o  fnject rescurces t o  enable a friendly country t o  
srqrpart a larger military establishment than it could provide 
ar its oun. In these drcvrmgtances, *slqrportingn assistance 
is to be used. It take the form of general financing 
for -s or af finenchg pm-ticular projects. But it is  
possi. that the net effect of the added resources provided 
w i 3 . l  be merelg t o  sapport cansumption at a glven level; there 

be no lsrger use of resources for d e v e l w ,  as con- 
trasted t o  current, parposes than wuuld have obtained in the 
absence of assistance. We should and will, even in these 
caxUticms, seek t o  help the recipient c d r i e s  move towsrd 
mobil izing for developpent. In scmre such cases, our encour- 
agement ten be importapt, even decisive. In others a tradi- 
t iorml rul+ng gmap m y  redst the changes needed t o  &ark 
on a developDent camge of truly agtional scope. But in all 
a e s e  instaaces, we must recognize thBt. we caaaQt make de- 
v e l o m  prcgmsm and perfarmance the cerrtnil cfiteria in 
d- our econauic assistance. 

In mrng other cases, the ccplditians requiring supporting 
assistance w i l l  be absent. D e v e l o m  criteria then will 
apply. Ard self-help toward developmxt will be the majar 
factors caasidered. Wen developwnt is  the objective, 
neither we nor the aid receiving country can wish mere 
sappart far  an s g t e l y  hi#er standard of rmrrent con- 
-on. llbst wmM be an endless and expensive course for 
us and would be carnzter-pmductive for the countries receiv- 
ing our assistance. Bp rsis* standards of living beyom3 
what the comrtries theatselves can now provide, this course 
vauld dependence on outside aid and would be likely 
to difficulties in wr relaticlnships. Our approach 
nrrst be the converse of th3.s. me net result of the added 
resources ve furnish mnst, as far as ve can insure it, result 

in an addition t o  the resources used for raising productive 
power in the context of a modemizing social and political 
structure. 

Second. We must detenaine the stage a t  which the country - 
stands ecancmdcallg, socially and politically, and evaluate 
the scale of assistance, and the time aver which it i s  
requested, in relation t o  the country's own resources. 

Any country a t  any level of economic developart has, or 
can qrrite rapidly arrange, a virtually inexhaustible capacity 
t o  absorb goods and services that go directly and iumediately 
t o  raising levels of living. But the ability t o  create 
higher and more efficient productive capacity - .md t o  absorb 
added resources t o  this end - is  quite another matter and is 
much more Umited. It i s  this capability that developent 
assistance is  aimed a t  expanding. 

For countries a t  an early stage of development, whose ability 
t o  moMIlze their own resources t o  develop~ent ends is  very 
l o w  and whose capacity t o  absorb outside aid for this purpose 
is  also Umited, no question of cry large or long-range 
colnmitments of &i&ce arises, so long as develop& cri- 
teria are applied rigorously. In these cases, atmistance muat 
aim t o  help i n  d e v e l o m  human r e s k c e s  and an 
institutional structure which w i l l  provide the basis for moving 
over the threshold into sesious developnent measures. An 
occasional large project mey be given assistance on i t s  own 
m e r i t s  as being clearly high priority and distinctly valuable 
even in the absence of a full-range of cwrdinatea measures t o  
achieve sustained growth. 

&r other countries the capacity t o  absorb outside resources 
i s  both large and sustained. In these cases, our ability t o  
cannuit large awns of money over a period of years can play an 
important role i n  shaping proigrruns, in maJdng them possible, 
and i n  detenulning their pace and direction. Wen countries 
have reached a stage of so@isticationwhere their planning, 
managerial and administrative capacities are hi@, our assist- 
ance goes directly or indirectly t o  sbqport their whole 
progrrrm of developent, nut merely the project w i t h  M c h  
assistance is  identified. Hence in these cases we must - as 
we have been and are in India - be concerned w i t h  the ade- 
quacy and direction of their developent effort i n  the aggre- 
gate, as well as with the details of projects. 

The st- set for developnent criteria will thus have a 
range of variation. For supporting assistance they wi l l  have 
minirmnn application. A t  the other extreme, they w i l l  be 





f o r  e x w e  have such organizations as  markets, transportation 
and commScation systems (not just f a c i l i t i e s )  entre- 
preneurial and labor crganizatians, f inancial  inst i tutions,  
cooperatives, schools and universities. Onlg a f t e r  such 
o r g i z a t i o ~ l s  are operating effectively is economic growth 
l ike ly  t o  accelerate. Thus, building and improving 
orgaizations is  also an importa t  area f o r  development 
assZs'ance. 

3. Opportunity and Social Justice 

The pre-condLtions f o r  economic growth include not 
only how -pea-de are governed, t h e i r  capacities f o r  work, 
and hou theLr activ;_ties are organized, but also what 
,m'd=t=a them to  econonCc action. 

Sam: societ5es can only be energized t o  economic grouth 
by naking fundamental psychological, social  and 
ios t i tu t ional  changes. In otiiers, the motive forces and 
o-opooportuii%ies for  action .zre *eady adequate. 

For -le, it is  important f o r  econo;nic growth t h a t  
'&ere be 2 general popular understanding of the physical 
-.iirld and one's own society and of deliberate157 bringing 
about needed changes in both. In some countries, t h i s  
appreciation exists  widely. In other countries the positive 
d u e s  of t r d i t i o n a l  outlooks and relationships, and the 
fear of the insecurities implicit i n  change, may combine 
to build deepseated resistance t o  any modernization tha t  
% mre than superficial. Devel~~ment ac t iv i t i e s  in 
education, communication, c o d t y  development a d  other 
fLe lc i s  can bring about a wider understanding and appreciation 
of the engineering approach to solving economic and social  
problem, bzsed on s c i e n t z i c  research and application. They 
cul open .zrp op-portunities f o r  study in scient i f ic  research 
and technological change. They can help t o  establish 
traditions of evaluatian of ac t iv i t ies  arAd people on the 
bask  of objective measurements of the results  of deliberate 
actions - a basis f o r  evaluation t h a t  makes a strong appeal 
to those concerneci about social justice. 

S b L L a r b ,  5n sorne countries adequate incentives t o  
aggiculiiiural progress m y  alreaiiy exist, and all tha t  lacks 
zzz 'be -roved e q u i p n t  and ski l l s .  But in others, the 
-wards f o r  greater -nroduction are diverted t o  landlord and 
moneyle~der. Only if these social  conditions change w i l l  
the incentives t o  increase agricultural production be strong. 
?'his m y  w e l l  indicate ths  need fo r  a wide range.of rural  

reform, from land redistribution and t i t l e  registrat ion 
t o  the establishment of credit  cooperatives. 

In some countries, occupational mobility i s  high, 
and society can have the benefit of wide choice among 
those most qualified t o  hold inrportant positions. 
Bnplogment and promotions can then go t o  those who 
perform best, with equdLiW of opportunity providing 
strong mo'tivation f o r  maximum learning and performance. 
ELsewhere preference goes t o  re la t ives  and friends, o r  
to members of one's vi l lage o r  hereditary caste. Certain 
rac ia l  groups or social  classes, o r  even woman i n  general 
f ind advanced education and many occupations closed t o  
them. Social legis la t ion and certain types of develop- 
ment projects may help bring the reforms which are needed 
both t o  maximize production and t o  increase social  justice. 

In some countries, a sense of national unity, of 
agreed purposes and procedures, of loyalty to common 
values, has brought about a large measure of psychological, 
social  and po l i t i ca l  cohesion. This i s  especially t rue  
where there is  popular understanding of, participation i n  
deciding and general agreement with, national development 
goals and activit ies.  This, of course, re la tes  t o  the 
stage of po l i t i ca l  development of the nation and t o  the 
extent and forms of governmental responsibility and 
responsiveness t o  the people. 

Where society is fragmented along ethnic, l inguist ic,  
religious or t r i b a l  l ines ,  cooperation in important develop 
ment effor ts  is almost impossible t o  achieve. 

Most of the measures t h a t  need t o  be taken, and 
most of t h s  investment required, are basically the 
responsibility of the government and people of the newly 
developing country. Unless they accept ultimately the 
responsibility to take leadership and mobilize f u l l y  t h e i r  
own resources, development assistance from abroad may be 
largely s ter i le .  

D. Mobilizing Economic Resources 

1. Development Pro~famminq 

Once successful steps are taken t o  improve and 
mobilize a country's human resources, the task of 
specifically organizing an intensive and continuing attack 
on the development problem can be mounted. Development 



p r q . ~ 4 ,  in the sense intended here, i s  a process, not 
an event. Its end product is  substantial improvement in 
the actual perfomance of achieving ecomdc growth, and 
anSy incidentally the creation of doaments called plans. 

Firat - Ihe collection of as accurate and reliable - 
factual Infonmtion as can be obtained on the psst and 
present operation of the econmny; 

Se& - lIhe -tive analysis, and evaluation of - 
these data, in order t o  drsw conclusions and establish 
alternative courses of action far the future; 

!bird - A form for  coneideratian of alternative - 
coarse8 1 4  action, end a procedure by which explicit 
dedaians are reached; 

P'btrrth - A mechanism for executing these decisions, for  - 
nmxdtaring the i r  execution, and for  feeding back into the 
d e c t i c m ,  m s ,  and evaluation of the data the actual 
results, as cmtrasted t o  the anticipated results. 

ILhese Amctions muaG be carried a r t  a t  many levels of 
goverrrmerrt and i n  a mmiber of flelde - a t  the natioaal, 
provincial and local levels; for  aggregate programs and for  
pmgzams in a c a t i a u ,  in psrticuLar industrial sectors, in 
services such as tnrasportation. 

Ihe statement by national leaders of the country's goals, 
four or  five or  el& yem?s hence, in each of the fields - the 
gmemme& pmgmnm that uill be necessary, the expansion of 
private activity that is  anticipated, and the results that 
uill be obtained - is a necessary A.amevork for  year-to-year 
brdgeting of specific proigrarcs, but it may also 
serve a brmder prrpose. !be nation's leaders should canbine 
these sector goals into a s t a t e ~ n t  of the nation's prrposes 
snd #~Ilosophy &n& a t  capturing the public's imagination. 
In a new and nrrt very united couutry, the aunouncement and 
prosemrticm of a developtent progmm may help t o  create the 
feeling that the carmtry is  going sclwrhere. It may draw the 
people of the towns and villages toward national unity and 
into the national effort. 

A cannot decide upon its to t a l  public 
proepam of expenditures and activities without coneidering 
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the necessity and desirabili ty of speciflc projects of 
expenditures snd activities. On the other hand, it cannot 
decide on the desirability of specific proposals without 
considering how great the cost of all the proposal is, and 
whether the to ta l  program can be afforded. lh i s  is  the 
budgeting process, which the United States Executive BPanch 
and the Congress, as well aa our s tate  and local units of 
gsvernment, face every year. It is  even more complex and 
demanding i n  newly developing countries than in a cauntry 
l ike the United States. 

In a country *ere change has i n  the past been l i t t l e  
and slow, &ere resources are scarce, and where an effort 
is now being made t o  secure rapid change, one pest of the 
change may not jibe vith another. Itrsnsportation or power 
may be inadequate; teachers may not be available t o  staff 
the new schoole; imdequete allowance may have been made fo r  
the increaeed demand for imports. If a country has not yet 
developed a flezdble industrial system and a large reserve 
of human eld.lJ.8, the need t o  flt together the measures for  
change i s  urgent and complex. 

If development pro& 5 is  t o  be carried out 
effectively, there muat be machinery and procedure that 
make possible many evaluations and ccmrpa;risons. 

a. It must be determined whether each proposed govern- 
mental project i s  capable of being operated a e r  it i s  
constructed. There must be a reasonable expectation that  
the m i c a 1  resources will be available and that  the 
manpower can be obtained or  trained. Allowance must be 
made for  the fact tha t  many other gmrrrmental projects are 
undoubtedly going t o  be attempted a t  the same time and that 
priwte activity ell compete for  the saxne sk i l l s  and 
resources needed for the public sector. 

b. gBch part of the program must take account of the 
complementary projects it wi l l  repuire. I f  a factory is 
built, the need for  new roads or expansion of existing 
roads and an adequate supply of raw materials is  obvious. 
It is  mare difficult  t o  ensure that  fac i l i t i es  are started 
in time, and that long lasting facili t ies,  such as power, and 
water are developed i n  the l i @ t  of conditions f a r  enough i n  
advance so that it w i l l  not be necessary t o  rebuild or expand 
them a t  unnecessary cost soon af te r  they are completed. 

c. The separate parts of the developnent program must ,  
together, embody the best use of the resources available for  
deve lopnt  purposes. Iess important projects should not be 



included while mare important ones are omitted for  lack of 
funds, or lack of foreign exchange, or lack of a suff"icient 
nuniber of trained men t o  do them all. 

5 e s e  t k e e  considerations require efficient govemnen%- 
wide budgeting. Cmpmisons must be made for  both developnent 
eqenditures and current expnditums, so that, for  example, 
road pm jects are appraised relative t o  darns or agricultural 
developeut projects, and one ministry's t o t a l  budget i s  
revised relative t o  anather ministry's. 

T o t a l  developmxt expenditures (public and private) 
should be as great as the country can carry out and can a 
afford. Governmental develqpmental expenditures should not 
be so great that more useful and desirable private investment 
expenditures are excluded for lack of finances or foreign 
exchange or of physical resources or manpower. On the other 
hand, the desire t o  leave moan for  private investment s h e  
nat be carried t o  the point where more important public 
developmtal. expenditures are neglected. 

Ho developnent program can be planned in i t s  
details for flve years in  advance. Fareig~~ exchange 
receipts may lag, reqrdring adjustment of foreign purchases. 
Hew foreign aid m y  becane available. Even is  such changes 
do not occur, difficulties i n  the phy8iml execution of the 
program w i l l  arise. 

Iihe heart of developaent plannim is the annual me- 
parstion of a novernmental budget and accampanginu measures 
M c h  take into account w h a t  m a s  accomplished last vear, 
vhat failed of campletion and w h a t  can or must be done 
t b i s  year inidrder that saaethinn else shall nut be delased 
next year or three Years  hence: what were the reasons for  
inaaeaaate - ==areas thethey 
lnay be rearedie&. 

lhis entire set of procedures i s  what i s  meant by 
developpent -. 

Whether or nut a ccmprehen6ive national developmxit 
pogmm i s  in force or in process of e6tabH&ment, a 

wide range of govermnental actions and policies affect the 
use of nat imal  resources for  deve lopnt  purposes. Ple 
effectiveness with which decisions on these matters are  
made i s  an important factor i n  self-help. 

Same order of priorit ies w i l l  be needed t o  insure 
that first things are done first. It is not unusual t o  
flnd that the supply of electric power has nut kept pace 
w i t h  the growth of inau8trFal reqgirements or that 
plants are working beluw capacity because the country 
cannot afford t o  import raw rnaterisls. I n  a period 
of dynamic growth, such bottlenecks 'can be avoided only 
by looldng several years ahead. This may be il lustrated 
by the failure t o  start a new s tee l  plant during India's 
F'lrst Flve-Year Plan. Although t o t a l  output rose a 
respectable 18$ (owing largely t o  good crops fran favorable 
monsoons), the failure t o  start a new s tee l  mill during the 
-st Plan has held back the rate  of growth during the 
Second Plan, because so much s tee l  had t o  be imported. 
Ple resulting acute shortage of fareign exchange has meant 
that sane industries had t o  operate belov capacity for 
want of rsxmaterials. 

E. Obstacles t o  Hfective Dewlopent Prq. -2 

ant3 Execution 

Among the principal obstacle6 are the following: 

a. lhertia. I?or example, a Finance U s t r y  
whose central function during a colonial period was t o  
prevent wssie in detai l  - t o  insure that three desks 
were nat purchased, when two would do - will not 
rapidly shift its focus t o  ccmrplex dynamic problems 
of use of the nation's human ana econcadc resources. 

b. ClinRing t o  old prerogatives. A m c e  
Mhlstry which i t s e l f  i e  not adapted t o  long-range develop- 
ment will nevertheless resent - hinder the interference of 
any other agency in the buageting process. 80 also will 
other ministries, which have beccme accuetcmed t o  deciding 
on the projects they vill advocate, and csfiylng the i r  
request directly t o  the parliaaent or the prime mislster, 
just as the va15ous departnrents of the United States Govern- 
ment carried them directly t o  the congress un t i l  the 1920's. 

c, E&reme reluctance t o  yield or dare authority. 
Authority has a significance i n  underdeveloped countries 
quite dikerent  fr& that which it has i n  the United States. 



For a minister to share his  authority with a central 
budgeting agency may constitute a reflection on his  personal 
integrity. For someone else to  check on whether a project 
for  which en agency head is responsible is being carried 
out on schedule mqbe an equally great reflection on him, 
Lven for  en off icial  to admit that he is not competent to 
decide on a question without obtaining analysis and advice 
f,mhi his  subordinates i s  often diff5cuJ.t. Consequently 
z&e esta5lishment of the most effective development machinery 
rr-ets with emotional resistances that we do not ful ly  realize. 

We should be mindful of our difficulties when our Federal 
gov-ent oper~ted from 1789 unt i l  the 1920's without a 
central budget* procedure. We need not be surprised i f  
&the economically underdeveloped countries have not devised 
the necessvy niichinery in a decade or so, in view of our 
inertia which ~ e r s i s t e d  f c r  a century and a third. 

F. From hid to Trade in Zconomic Development 

Beyond the fact  that underdeveloped countries do not 
s x e  enough to finance the f i r s t  steps of their development, 
'they do not export enough to pay for  the imports of equip- 
ment and ;naterials t&at are required fo r  growth. And since 
these hpor t s  cannot be produced a t  home, the initial 
eqansion of output is almost certain to increase imports more 
rapidly than output. Unless this is anticipated the result  
is a l l  too familiar - a balance of payments crisis.  

The foreign exchange problem will be more tractable, 
a count= can enlarge the world market for  the products it 

already produces, for  it i s  usually quicker and chea?er t o  
expand old industries than t o  create new ones. But the 
p rob le~  of supporting internal gorwth by means of external 
trade i s  a c r i t i ca l  one for  underdeveloped countries. Even 
af ter  'he growth process i s  well begun so that extra output 
can be spared from consumption, world markets will simply 
not absorb a very mch larger volume of the traditional 
exports which underdeveloped countries already produce. 

In  to e m r t  more of the same things underdwelo~ed 
countries face two major obstacles which are lareelr bwond 
their control: 

a. Ekpansion of such trade depends on the willingness 
of the developed countries to accept a greater volume of the 
type of imports (for example, textiles and non-ferrous metal) 
that underdwelopd countries already supply. 

b. A second constraint is imposed by the f ac t  that, even 
with no new restriction on trade, world demand fo r  agricultural 
products and other primary commodities grows much l e s s  rapidly 
than the import requirements of the developing countrp. 

Bcept fo r  a few items, Like petroleum and some non- 
ferrous metals, the developing countries cannot possibly 
earn enough t o  finance their  imports of equipment and 
materials by offering a larger supply of their  traditional 
exports on the world market. This is because the world 
price is depressed rather q u i c w  when muchlarger 
supplies of tea, jute, rubber and t i n  fo r  example, are 
pressed on the market. If extra supplies are thrown on 
the market fo r  what they bring, the additional earnings may 
not justify the cost. While a single country may capture 
a larger share of existing markets, the t o t a l  world market 
for the traditional exports of developing countries i s  
too narrow to  allow them to support internal growth by 
external trade. 

Unless a country ~ l a n s  its investment Droaam with an 
eve on its future b r t  reauirements. it is  very likely 
t o  face a mount& foreign trade deficit. New projects 
requiring imported materials only make a bad situation 
worse. Diversification into new industries is usuallythe 
key t o  both export expansion and the reduction of import 
requirements. While this is no excuse for  allowing 
traditional exports to stagnate, the strategy of economic 
developent must often embrace infant industries. Since 
the object is not self-sufficiency, new export-producing 
industries serve the same purpose as those which save 
imports. 

The venture into diversification will have i t s  own 
burden, -- the production costs of new industries will 
generally be higher than the price of inports for  a t  
l eas t  a few years. This comparison between estimated 
domestic costs and the price of imports may be of some 
help i n  deciding which new industries should be given 
priority. The country's endowment in natural and human 
resources, i t s  readiness for  new technique and in- 
novation and the size of i t s  domestic markets, will help 
determine which industries should be undertaken f i r s t .  

The consequences of ta r i f f  protection can be moderated 
by recognizing the implication of high cost industries 
for  export policy. I f  a country uses i t s  resources for  



high-cost production to save inports, it can afford to take 
lover prices f o r  q o r t s  in excfiange fo r  imports. Once a 
country Ts protecting high-cost infant industries, the t e s t  
of how mch it should q o r t  i s  not the price of imports, but 
the domestic cost of inport substitutes. Economic development 
pol iw.  therefore, should not sanction high-cost industries t o  
save 

need 

s o r t s  without promoting exports at  -the same time. 

G. &change Rate Policy 

W e  it i s  recomized that underdeveloped countries - 
outside assistance, persistent balance of payments 

problems can usuallg be relieved by adjusting the exchange 
rate and wntroUlng inflation. W e a l i s t i c  exchange ra tes  
have three costly consequences: exports are neglected; 
inports are underpriced; and favoritism flourishes because 
private traders receive windfall gains. 

a. However efficient its own production mey be, a 
cormtry carnot sell its exports if tbey are overpriced be- - of an unrealistic exchange rate. Adjusting the rate 
pmvides the sapre spur to exports as a stibeidy, but on a 
brosder and more permsnent basis. 

b. A.n unrealist ic exchange r a t e  underprices imports 
compared x i t h  domestic costs. This discourages infant in- 
dustries because of low i q o r t  costs with the resu l t  that 
jmport demand greatly exceeds export supply. To cope with 
the  shortage of foreign exchange, imports are licensed and 
government o f f ic ia l s  are in the position of handing out 
favors 'a the lucky few who are privileged to buy in the 
cheap foreign market. Picking and choosing among traders, 
deny5ng a license to one and granting a valuable favor to 
another i s  one of the most d i f f i cu l t  administrative tasks in 
the world. 

c. Those who obtain a license receive a w i n d f a l l  
prof i t  which should go to the government. Almost inevitably 
the sgstem discriminates against small enterprise ufiich i s  
forced to the black market f o r  imports of raw materials and 
spare parts. 

H. Regional Trade 

A large country (India, f o r  example) can justify 
diversification f o r  home market use that small countries can- 
not afford. A single plant of the scale required t o  produce 
competitively iu many branches of metallurgy, engineering 

and chemicals is  beyond the needs of a small country, and it 
i s  unlikely to be able t o  w o r t  a t  conpetitive prices. 
It i s  possible that the problem can be resolved if a grow 
of countries organize a Free Trade Area or Customs Union. 
Diversification t o  serve a wider market can overcome the 
excessive cost of small plants while-avoiding a threat  of 
disasterous price reductions from pushing traditional 
exports too far in inelas t ic  world markets. 

The problem of regionalism i s  tha t  the importing 
country will often have t o  pay prices fo r  partner exports 
that are higher than competitive world prices. It i s  worth- 
while to b w  imports on l e s s  favorable terms only if a country 
can, also, export to the regional market on more favorable 
terms. But 'Vhis i s  a provisional answer which jus t i f ies  
the venture only if, as eqer ience is  gained, the costs of 
infant industries can be brought down. If regional trade 
blocs become a monopolistic device fo r  protecting each 
countryls high cost industry, the economic development of 
the region will suffer. 

I. The Rate of Sa-s 

A country receiving aid must be prepared to take 
steps which w i l l  insure not only that its own resources are 
used fully, but also tha t  the process of growth becomes 
self-sustaining without continued dependence on assistance. 
A small increase in per capita consunrption serves to en l i s t  
the mass of people in the task of modernization both by 
providing incentives and -roving tihe physical strength 
of those who formerly lived on the margin of starvation. 
But the extra incomes generated by new investments of a l l  
types also provide an opportunity t o  increase the nation's 
savings. Price policies and t ax  measures t o  secure extra 
savings from higher incomes are one major t e s t  of a success- 
ful development effort .  

and 
tax 

economic development, it i s  essential  to avoid inf la t ion and 
is  a measure of the self-help required t o  make affective 
use of foreign assistance. 

Since foreign capital  will provide only a nrinor par t  
of the t o t a l  investment tha t  i s  required fo r  successful 
development, growth can become self-sustaining only as the 



developing country devotes a larger proportion of i ts  own 
income to investment. 

1. Sources of National Savings 

There are several sources of flmds fo r  
i rmes-hn t  : 

1 )  Savings from personal income. 

2) Revenue from taxes. 

3) Undistributed prof i ts  of private 
enterprise 

4) Earnings from public sector investments. 

The greater the volrrme of voluntary savinge, the 
less  vill be the need for taxes. Small savings need to be 
encornsged and mobilized for development purposes. In poor 
countries the income tax rare ly  yields enough revenue. 
ConsequenCly, excise taxes are often a useful means of 
restraining consumption and achieving a more productive use 
of limited capital. 

2. Profits  as Savings 

There are many p i t f a l l s  in the way of providing 
saVin,=s uhich are adequate t o  sustain development without 
continued dependence on foreign assistance. One of the most 
c o m m ~ n  i s  the temptation f o r  governments to control prices. 
Price control often suppresses prof i ts  and has a perverse 
effect  on both revenue and business savings. 

Financing economic development w i l l  be a good deal 
easier  if it is recognized tha t  p rof i t s  are an important 
source of the surpluses needed to sustain development - and 
this applies equally t o  the public and private sectors. 

Higher corporate profits increase revenue in three 
ueys : first, f2om tbe direct tax on corpomte profits; 
secand, from the direct tax on dividends distributed to 
shamholders; and, third, fYan the excise on con-r 
qend i t u r e s .  In addition, p rof i t s  are a source of personal 
savings by shareholders a d  business savings that are plowed 
back into  inveskent. When the public revenue and private 
s a ing s  out of prof i ts  are summed up, it u i l l  be found tha t  
the consuption component of p rof i t s  can be held "b quite 

rainor proportions. 

3. Operating Public Enterprises 

If private iwestors can be attracted to the 
priority industries, the great bullr of profits can be saved 
either in the form of government revenue or private savings. 
By comparison, large prbllc sector investments that do not 
produce cclnrparable surpluses clearly cannot provide the same 
kind of belp for sustained development. 

Public sector Investment may be undertaken f o r  a 
variety of reasons. . For example, private capital  may be un- 
willing t o  invest its limited savings in projects requiring 
several years to complete, snd sce~?times offering uncertain 
business prospects after that. It has been found that plblic 
sector investment often s t m a t e s  a private investment 
boom. Within limits, the one complements the other. But 
public investments in productive enterprises w i l l  serve the 
economy l e s s  satisfactorily than private enterprise unless 
prices are s e t  t o  cover full costs and produce comparable 
surpluses. Public enterprise, f o r  example, should repay the 
capital  (in local  currency) it uses a t  the business ra te  of 
in teres t  rather than the subsidized ra te  on government loans. 

It is also indispensable that public corporations 
should set up proper accounting procedures and publish 
current reports which show their costs and earnings in a 
form that can be understood. And they can scarcely be 
expected t o  follow price policies consistent with the 
dictates of economic development, unless they are given 
clear and complete instruction on price policy. 

J . Price Policy and Misuse of Resources 

Prices affect  not only the ra te  of savings, but 
also the use of resources. Underpricing of essential  items, 
such as coal, s t ee l  and e lect r ic  power, ei ther by public 
enterprise or by price controls, leads t o  the misuse of 
resources. By md&g production of essentials l e s s  profita- 
b le  than production of non-essentials, resources are diverted 
away fromthose sectors of the econow where extra production 
is  most needed. A s  a resu l t  of i t s  o m  policy, the govern- 
ment may be pushed into  allocations and direct  control of 
supplies which are d i f f i cu l t  t o  manage as  well as  they 
would be regulated by the market. 

Moreover, it should not be supposed tha t  a 



government can determine what the allocations should be 
rmless it has a realistic set of prices. In such basic 
issues as the choice of techniques, alternative sources of 
pouer and substitute materials, there is sinply no basis for 
I m o d n g  Tshich alternative is cheaper, unless prices measure 
the cost of scarce resources. 

Encouraglesrent of small enterprise is  worthwhile 
first, because it is one important way to develop a country's 
re-s mre effectively; second, because it is essential 
to develop an entrepreneurial mii?dle class in 8- countries; 
and, third, beceruse it can belp to restrain the monopoly 
pmasr of a fami3y or political dynasties. 

Small enterprise serves as a seedbed for 
larger and more efficient firms and a source of future 
business leaders. 

A country can raise its consumption by cottage- 
type industries that specialize and increase trade within local 
regions. This can be a force in breaking down ancient 
traditions which discourage work and maintain status. Local 
indnstries help to modernize the rural sector by substituting 
monetary transactions for barter. 

Local industry e l i c i t s  savings that would not be 
€mal lable  to the organized sectors of modern industry in more 
distant centers and by mskhg  greater use of ?,ocal msteriala 
and faci l i t ies .  It helps to amid overcravding of large 
urban centers, and thus can save investment in transport and 
other faci l i t ies .  

Some types of modern industry require large- 
scale operations to avoid excessively high costs. But even 
in these cases, apolicy of sub-contracting to small enterprise 
mag often save time aod money. 

One useful step to encourage s m l l  enterprise is 
to make raw materials, including huports, available at market 
prices. Small  enterprise is lihely to suffer unfairly from 
allocations and inpod licensing either because it is crowded 
away by big producers or cannot afford the "contactsn with the 
Ministry in charge. 

An underdeveloped country can scarcely afford, 
houever, to subsidize snail firms, if they use more capital 

than Ituge-scale industry to the errma volume of out- 
plt. Confusion on this score bas arisen because it is usually 
true that smallfirms emplaymore labor than large firms to 
accomplish the mm objective. The serious error l i e s  in the 
inference that a f i r m e  use less  capital because it uses 
more labor. It hae been estabushed for a nunber of mrn 
industries that, by c ~ i e o n  with large enterprise, m m l l  
f i rm6  use more capital as well as more labor per unit of 
output. 

L. The Broader Prohlem of Elastic Supplies 

Underdeveloped countries need a great many things 
besides capital. These include all the things which cause 
change to spread throughout the economy. More foreign aid, 
by itself, does not suffice. It can be counter-productive. 
61 a developed comtry, expansion of one industry, auto- 
matically stmates expansion of others to supply raw 
materials and spare parts. . A  new demand for machinery bring8 
forth extra supplies of coal, steel, electric power and 
trarisport. lkmand for autamobil~?~ st#nuhtes production of 
texbiles, rubber, carbon black and gasoline. In a less- 
develped country there is a pronounced tendency for worts 
to rise rather than for the process of industrial diversi- 
fication to feed on indigenous supplies. Establlshmsnt of 
new industries has still broader objectives - namely, to 
create an environment favorable to still wider and deeper 
modernization. This requires entrepreneurs, savings, 
skilled workers and, above all, government policies which 
foster savings, innovation and enterprise. 

While foreign assistance w i l l  never provide 
more than a minor part of the investment required to 
modernize an undeveloped country, its contribution during 
the next decade will vary xidely from comtry to country. 

M. Inport Requirements 

If a country is already growing at a 
respectable rate, except for interruptions caused by its 
foreign deficits, it will do w e l l  to have a hard look at its 
huport requirements several years ahead. Even establish- 
ment of new consumer goods industries to save hports is 
likely to cause balance of payments disorder if the new 
industries require iqorts of raw materials. Although 
balance of payments projections can never be very accurate, 
they do provide some basis for a more realistic evaluation 
of new import requirements. The United States will have 



difficulty supporting consistent econcrmic developat, by 
loans to a cormtry that has nut seriously considered the 
3mpXcation in depth of its Art= import needs and 
export prospeds. 

For s- countries where externel financing is 
only margLnal to the cwntry's total savings, our concern 
w l t h  its "plansn for develo~pent may be largely with the 
balance of payments imp1lcatitn.m of its new investments. 

At the ather extreme, where foreign assistance bdhi  larger 
in relation to the country's own savings, we are necessarily 
concerned that the country's plans and policies should 
insure the aelf-help =@red to increase output and put 
expansion on a self-sustaining basis. In addition to exprt 
expansion and investment to save imports, this means that 
the country can become economically independent and sustain 
its developnent only as it dewtes a larger proportion of 
its OM income to new investment. 



Ui&ike the situation several years ago, the countries of the 
SinoSoviet bloc are now making a considerable effort to 
extend their influence in the less developed countries by 
pi- large amounts of economic and technical assistance. 
Beginning in 1954 with a credit of 9I.l rrrillion to 
Afghanistan, the annual total of bloc aid commitments to the 
less developed countries reached $1.165 billion in 1960 
with a cmmlative total since 1954 of $3.6 W o n .  Of this 
* u o d  20 percent had been actually drawn dow by the end 
of 1960 and an additional 40 percent obligated by earmarking 
for specific projects. These amunts are for economic and 
technical assistance alone and do not include miliw aici, 
nor aid to other Commrlnist countries. The total nuinber of 
countries that were recipients of bloc aid was 24 by the 
end of 1960 and of this total three, the United Arab 
liepublic, India, an6 Indonesia accounted for almost two 
'tirids of all grants and credits. Also by the end of 1960, 
a total af 6,510 economic technicians from the bloc countries 
were in the less developed countries of the non-Cormrmnist 
m l d  working as advisors, e.ngineers, technicians and con- 
struction and agricultural uorkers. 

This large effort represents a very significant extension of 
G i -t influence to the less developed countries. It is 
obvious that the Soviet Union, Communist China and the Soviet 
satellites in Eastern Europe recognize in t h i s  program an 
opportunity to tie the less developed countries more closely 
to them and ext.end their own influence in these countzies 
through trade agreements, aid to projects desired by the 
recipient countries and the presence of Comrmrnist bloc techni- 
cians. On the whole, it would appear that the aid of the 
C-t bloc cr,untries has been negotiated and administered 
with skill, speed and sensitivity. There seems to be a ~~ rece9tivity to aid from the C o d t  bloc even among 
countries close to the United States which desire the benefits 
of aid and at the same time wish to reduce what they regard 
as draubacks of an exclusive tie with the United States. The 
increasing influence of Cnmmunist bloc aid is felt in key 
economic sectors of some countries, in the close trade ties 
established wi= the bloc under the aid agreements, in the 
presence of Commrlnist advisors in hportantmhistries and in 
a tendency in some quarters to look to the Conununist 

eqerience as a model for economic development. 

Assistance from the bloc countries has consisted mostly of 
long-term advance cdtments of specific amounts of aid with 
actual projects and terms of repayment negotiated later. 
There have been same outright grants but these have been far 
less prominent than credits for which partial repayment at 
least is made in commodities. These credits usually call for 
repayment in 12 annual installments with 2.5 percent interest 
and in some cases provision for deferment of the start of 
repayment until the project has been completed. There is 
normally annual negotiation regarding the nature and price of 
the goods to be shipped in repayment and generally these have 
been priced at about world market prices. The ability of the 
bloc countries to enkr into long-term commitments has been 
an iqoi-tant advantage to them. 

The aid projects themselves have usually been addressed to 
important sectors of the economy and often executed in full 
by bloc personnel with provision for training of local 
personnel to replace them. Usually there have been no de- 
tailed requirements for the economic justification of indi- 
vidual projects. These have been selected because of their 
politico-economic impact and the high priority given to 
them by the recipient country. 

Although there have been some instances of difficulty in the 
negotiation and execution of the bloc aid agreements, there 
is no general evidence that they have run into serious delays 
and it would seem that speed in concluding agreements and 
putting them into effect has been a principal objective of 
the bloc countries. It can be assumed, however, that the 
bloc countries will encounter some of the same nationalistic, 
neutralist and bureaucratic sentiments and difficulties the 
United States bas met, but so far these have not been a 
major problem. 

This large Cormmrnist econdc and technical effort in the 
less developed countries is obviously a development of major 
importance that the United States cannot ignore. It rein- 
forces the need for a major United States effort in these 
countries, bearing in mind, however, that the United States 
is not merely responding to Commuuist initiatives but 
carrying forward a program that has its o w  importance. In 
fact, the efforts of the Communist bloc nations have foll~wed 
those of the United States and reflect to that extent a 
recognition that the United States has used good political 
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judgmn; in attachhg such kqortsnce over the past decade 
and nore to econon5c and technical aid to the less  developed 
comAk5es. 

b k i n g  cammist bloc aid to the less  developed countries 
oT the n o n - G o ~ s t  world offers several dangers to the 
-TiA& Sktes .  If any of these countries -a re  t o  be 
dqendent on the Connuunist  bloc for i t s  foreign aid 
'&s k-ould give cause for concern as it could se t  the stage 
Ibr 2 polit ical take-ovzr. The large numbers of bloc aid 
personnel are an obvious means of extending Communist 
bfluence to oither countries, even though most bloc 
persomel have coofined themselves t o  their proper fields of 
aciSviQ. The total effect of the bloc aid effo-rt, together 
- a th  evidences of achievement by the bloc countries a t  home, 
is enhance the image presented by the Communist bloc and 
increase the attractiveness of the Cormrmnist model t o  
countries groping f o r  a method of rapid economic and social 
*ro-t. 

It i s  important that  the United States, in i t s  desire t o  
offset these dangers, not engage in a frant ic  competition 
t o  outbid the bloc's offers of aid or seek t o  prevent 
countries from accepting aid that w i l l  help them. To 
react th i s  way would involve us i n  waste, draw us into an 
undignified posture and open us to  the charge of not being 
sylqpathetic to the economic development of other countries 
except on our own pol i t ical  terms. The size and effective- 
ness of the coIlrmrnist effort  are reasons for  concern and 
self-examination but not alarm. They emphasize the need 
for  the United States t o  make i t s  aid as effective as 
possible, timely, vigorous and responsive t o  short-term 
as well as long-term considerations. If w e  do these things 
and our actions are constructive and polit ically wise the 
aid coming fromthe commdst bloc should not worry us. 
The increasingly effective bloc effort  i s  a challenge and 
a reminder to  the United States that it cannot afford t o  
make angthing less  than a major effort, designed and 
admhistered in such a way as t o  achieve results 
of the right kind. 



Assets ' in thg currencies of countries receiving U.S. economic 
aid arise f r o m  several different kinds of aid transactions. 
Sanethes a e s e  assets are technically ouned by the UnLted 
Sktes; in other cases they are owed by the aided govern- 
ment. In all cases, .the use of such currencies to q p ~ r i ;  
e c d c  prograols in the aid receiving countries is subject 

the approval of the U S .  Government. A smaller portion 
of 'he local currencies arising from aid transactions are 
reserved fo r  U S .  Government needs in the corntries 
concerned. 

The use and ilxgortance of local currencies in the assistance 
,mgruas i s  subject to very wide misunderstanding. The pro- 
grms xiMch generate these local currencies take the form 
of supplging camodities to the aid recipient couptries. 
heal currencies are generated fram sale of the CQLrnodities 
in the local market. The orriginal supply of camnoaities, 
lrmler terns thzt avoid dollar payment inmediately or la ter ,  
adds to the total available resources of the receiving 
country. The local currencies generated do not add t o  the 
cotmtrg's wealth - they are rather a potential claim on 
a t  weal th .  Aid - me- a transfer of real  resources - 
is crovidgd through the initial provision of commodities. 
The later use of local cufiency for a given purpose may 
change the pattern or directias of the country's spendbg 
sad aelihelp, but it is not assistance. 

There is  sametimes a tendency to count U.S. aid twice when 
it results in local currency accumulations: Once when 
carmpdities are supplied and a second time &en the resul t ing  
local currency i s  released. This often causes misunderstand- 
ing and o c c a s i w  leads t o  friction. 

A nmre serious problem, however, arises in relation t o  the 
size and geographic distribution of local currencies 
generaw by aid transactions, especially those actually 
ouned by the United States. Tliese cnrrencies, p -Y 
those pnerated by sale of surplus agricultural commodities 
for  foreign currencies, are heavily concentrated in a few 
comtries. This concentration is l ikely t o  continue and 
increase. kreover, most  of the releases of these currencies 
under present provisions are for  loans t o  foreign borrowers 

in the local economy. These conditions create a double 
source of f r ic t ion and difficulty i n  U.S. relations with the 
countrie,~ where such hoIdings are large: 

(1) A s  the to ta l  volume of U.S.-owned local assets 
increases with the provision of added assistance, 
the U.S. Government comes into ownership of an 
enbasrassinglylarge amount of the foreign 
government's currency. The question arises whether 
a ~ y  foreign power should have as large command over 
local resources as th i s  situation implies. 

(2) Large loans, made and payable in local currency, t o  
local borrowers (including the government) place the 
U.S. Government in the position of one of the largest 
lenders ~f the countrffs currency. This in i t se l f  
can create pol i t ical  difficulties. Moreover, the 
la te r  payment of principal and interest t o  ths  U.S. 
exacerbates the problem by raising U.S. Government 
holdings still further. 

A year ago a group of distinguished consultants submitted a 
report on th i s  matter t o  the Under Secretary of State. A 
series of recommendations were made t o  cope with th i s  problem, 
including a greater effort  t o  generate wider understanding of 
the subject and several steps t o  reduce the embarrassing 
a c c ~ a t i o n s  . The new program proposes t o  hplement these 
recommendations t o  the maximum extent feasible. 

2. Authorizing Statutes 

Foreign currency proceeds owned or controlled by the U.S. have 
been acquired, in m i o r  part, pursuant t o  provisions contained 
in two statutes: (1) 'Ib Mutual S e d *  Act of 1954, ss 
emended, and (2) the Agricultural !Prade Developpent and 
Assistaace Act of 1954; as amended (P.L. 460). The Mutual 
security Act which authorizes foreign aid operations in 
FP 1961, contains provisions covering: (1) Counterpart 
deposits by countries receiving commodity grants and (2) 
proceeds from sales of surplus agr icu lba l .  commodities 
pursuant t o  Section 402 of the Act. Title I of the Agri- 
cultural Trade Development and Assistance Act autfiorizing 
operations in FP 1961 provides fo r  the sale of surplus 
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agricultural cOmmDdities for fareign currency. 'Btle I1 of 
the Act pro;rides for the grant of surplus agricultural 
c-ties e c h  in some instances generate local 
currencies. Horeover, under the terms of FP 1961 legis- 
la=on, foreign currency repay~nts of Dm loans are 
a W 1 e  for reprogrmmriq by that agency aFd local 
currencfes xcrulng from the sales of surplus Government 
property and repayments of other loans are available for U.S. 
uses. The legislative proposals for FP 1962 contemplate 
that foreign currencies will be generated by some of the 
foreign aid activities, including the Food for Peace 
Program. 

3'0- curre.ncy is used to advantage in the aid program 
to influeme *e direction of the participating country's 
self-help efforts. 

'i3e usage af fol~ign c m ~ y  is res+Acted In many cases 
'by international a&reemnts and by the status a& nature 
of *& ecnnnr;n'=s on which it is a claim. 

The rqjor wrtZon of U.S.-ouned local currency is 
generaw by sales of mrplus agricultural commoclities 
tbzt z.re largely concessional. These sales became 
cozxssianal because (a) the cammodities represent 
aacmts io excess of no& exports which the U.S. can 
seli on commxcisl terns (i.e., against dollzr payments), 
a6 (5) the sales are d e  to countries uhich the foreign 
aid orograa; is s e u  to assist in economic development 
or e r e  iqortant U.S. political objectives are involved. 
Wer these circunsbnces the country purchasing the 
conm&ties seeks to minimize the real cost of their 
2nrchases in the form of export of its resources. As a 
re& substzntisl amounts of foreign currencies are 
resk5cted by the sales agreements so that they can only 
be Loaned or granked to the purciiing country for 
ecannm;'c development. 

V- dl of the currencies are inconvertible under 
the laws aal regulations of the purchasing countries. 
TkLs m e a s  t h q  canot be freely used to b w  goods in 
'&d countries. lieither can '&ey be exchanged for an- 
other currency ubich we m y  be able to use. Similarly, 
a corntry M c h  3.i?nits convertibility of its currency 
is m n i I b g g  to accept its o w  currency in payment, 
-A any large amount, for qorts, ufiich represent a net 

drain on the country. Indeed the largest amounts of 
currency accrue in less developed countries &ere the use 
of large amounts of local currency for programs which are. 
not of mutual interest might signUicantly drain scarce 
resources and result in pressure for increased U.S. aid. 

In this regard, it should be pointed out that granting or 
lending a country its o w  currency under Public Law 480 
and the Kutual Securi* Act does not provide it with 
additional external resources as dollar payments do. No 
labor, capital equipment, or materials are provided which 
tihe country did not have before, unless productive 
capacity is underemployed, wbich is unusual in these 
countries. Additional economic resources from outsLde a 
countryls borders can only be furnished in the form of 
goods or dollars or other convertible currencies to be 
used for the purchase of goods. Thus, a countryls own 
currencies are not a substitute for dollars in the U.S. 
assistance programs for that country. In some countries, 
this local currency is of marginal value to aid zgency 
objectives, although there is a need for the dollar 
commodities which generate such local currency. 

The usefulness of local currencies is closely related to 
the countryls monetm situation and to other economic 
considerations. Where inflation threatens.or already 
exists, unrestrained use of large balances of such 
funds would be contrary to the objectives of helping in 
mintainhg or building up the econq of the aid 
recipient country. In some instances the country may 
prefer to expand its currency through its own internal 
methods rather than to borrow U.S .-owned local currency 
with the obligation to repay both principal and interest. 
To the extent that countries follow this practice, the 
usefulness of currency available only for loans is in- 
hibited. 

Despite the restrictions and Limitations related to the 
use of foreign currencies, the device of generating local 
currencies by means of commodity imports and the mutual 
determination of usage generally helps in assurlng 
cooperation of the host country in lthe aid program and in 
influencing the use of the physical resources available 
in the country. In many of the less developed countries, 
it is the most effective and practical method of ob- 
taining revenues to finance government operations. 



h. Ounership and Uses of Fore* Currencies 

rn the s-izn@oL-t af tiheir custody and ~ ~ t ,  
local crrr?.encies u-e classified in two categories: 
U.S.-ouneci a d  U.S. controlled. US.-owned currencies 
b e l q  to this government and are deposited in Treasury 
D e p r ~ t  accounts. The general purposes for which they 
r n ~  be used = agreed to in sales agrsements and grant 
w e m n t s .  U.S .-controlled currencies are deposited 
in the accounts of and owned by the aid recipient 
countries and, although their use is subject to agree- 
zient of the US., such currencies are not available for 
direct use by the US. U.S.-owed currencies include 
those -tea unaer n t l e  I of P.L. 480, those 
~ t e d u P d e r S e c t i c m h 2 o f t h e M u t u a l ~ e c l u l ~  
Act, and that part (UP to 10%) of counterpert 
fo: U.S. uses. U.S.-controlled currencies include all 
counterpart deposits other than the small portion 
reserved for US. uses and the limited amount of 
currency generzted under Title I1 of P.L. 480. 

U.S.+urd currencies zre divided between those available 
for US. uses and those available for country uses. The 
country-use currencies are committed by the terns of the 
international agreements under uhich they are generated 
to be used on a loan or grant basis for mutually bene- 
ficial purposes uithin the country by agreement with 
its goveroment. A ~ m x i m a t e l y  75 percent of the total 
US.-owned currency availabilities are earmarked for 
country uses. 

US.-use currencies, on the other hand, are available 
for pqoses of U.S. agencies without further approval 
af the other govenmst. They are used to pay for 
overseas activities of maqy agencies of the U .S . 
Go-. These activities include diplomatic 
representation, the construction, maintenance and 
qeratLon of defense establishment, admbistration of 
assistance and informational activities and many other 
programs. U.S. Government agencies normally purchase 
tOese currencies from the U.S. !&easmy to meet their 
reqxbxments. In some instulces, the Congress. 
appropriztee funds which caa only be used for the 
purchase of such currencies. 

5. Countsg Uses of Foreign Currencies 

(1) Counterpart 

nConnterpartn is that local currency deposited 
in a special account by the government receiving 
grant aid. The a u n t  of counterpart deposited 
in most cases is the equivalent of the proceeds 
received by the aid-recipient government from 
inport and local sale in the country. In other 
cases, it is the commensurate value in local 
currency of commodity assistance or cash grants. 

!IBit portion of counterpart uhich is nottrans- 
ferred to U.S. Treasury accounts for U.S. uses 
is owned by the aid-recipient country and re- 
mains in its custody. It is available only for 
uses agreed to by the U.S. and the other country. 
The U.S. mag 8gree to the use of such counterpart 
to  carrg out any purposes of the d a  program 

While counterpart is available for a broad range 
of purposes, there are sane legihtive snd 
pollcy restrictions on its use. It annot be 
used for retirement of debts of foreign govern- 
ments. It has almost invariably been used for 
the direct benefit of the country in which 
generated rather than for triangular trans- 
actions. (Upon the termination of the U.S. 
aid program in a country, the unencumbered 
balances may not be used without the approval 
of Congress. ) 

(2) P.L. b80, Title 11 

US.-controlled foreign currency may be 
generated by operations authorized by Title 
n of P .L. 480. Although transactions under 
this Title have ncrmaUy been gifts to disaster 
areas, on occasion the recipient countries may 
distribute such comdities by sale at reduced 
prices to the consumers. In these cases, the 
foreign currency is deposited in a special 
country-owned account and is used for purposes 
which must be agreed to by the U.S. The pro- 
gramming and usage of these funds normally 
f ollm the procedures which govern counterpart 
opekations . 

a. U.S. -Controlled Currencies 



b. U.S.-Ouned Currencies 

(1) P.L. 480 - Title I 
P.L. 480, Ti t le  I currencies are the proceeds 
of sales of U S .  m q ~ l u s  agricultural conimoclities 
in foreign count-ries under the authority of 
P.L. L80, the Agricultural Trade Development 
and Ass i s tace  Act. 

Section 104 of P.L. 480 l i s t s  a variety of pur- 
Doses fo r  Hhich these 35tle I currencies m y  be 
used. Broadly speakbg, the various uses of 
these currencies may be divided into those f o r  
D.S. benefit and those fo r  foreign ?ountry benefit. 
The purposes specifically related t o  the aid 
program (country uses) are: subsection l04(c) 
f o r  purposes related to the common defense, subsec%ion 
l04(e) f o r  grants and loans t o  governments f o r  
economic development, subsectiou 104(g) f o r  
lovls t o  private enterprise f o r  econarnic develop- 
ment, and subsection 104(d) f o r  procurement of 
goods and services f o r  export t o  other friendly 
countries. Subsection104(d) has been used only 
t o  a limited extent. 

T i t l e  I currencies are generally available f o r  
these country-use purposes without resort  t o  
the re&zement tha t  they be purchased with 
appmpriateil dollars. The largest  portion of 
such currencies is available only on a loan 
basis and m,y not 02dinarily be used f o r  grants 
uithout dollar reimbursement. However, in some 
cases - grants under 104(e) t o  promote economic 
development - the Budget Eureau may naive the 
requirement f o r  dollar reimbursement -hen it 
de'emdnes tha t  such reinibursement would be 
inappropriate o r  inconsistent w i t h  the purposes 
of Ti t le  I of P.L. 480. 

In addition to the res t r ic t ion against use of 
such currencies f o r  grants to forsign countries 
without dollar reimbursement, there are other 
limitations on the use of these currencies: 
(1) The Gooleg Amendmnt requires that a 
snbsba t ia l  portion of the currencies be allo- 
cated f o r  loans t o  US. and foreign business 
firm. Such loans may be made to foreign firms 

only where they w i l l  aid in increasing markets 
for  U.S. agricultural products. Cooleg Amend- 
ment loans t o  American or  foreign borrowers 
may not be made f o r  the manufacture of ang 
products t o  be exported t o  the U.S. i n  competi- 
t inn with U S .  produced goods o r  fo r  the 
production of any commodity t o  be marketed in 
competition w i t h  U.S. agricultural commodities 
or t he i r  production; (2) Certain of the author- 
ized uses maybe carried out only i n  amounts 
specified in appropriation acts; (3) Since 
these cwrencies are not generated by mtual 
Security activit ies,  they may o r  may not be 
z ~ a a b l e  in countries receiving Nutual Security 
assistance; (4) Present legislation precludes 
use of the currencies f o r  programs in the f i e lds  
of health or education unless such amounts are 
specified in appropriation acts. 

During the f i sca l  year 1961, all of the loca l  
currency available f o r  foreign benefit was 
administered by Mutual Security Program agencies 
and by the Export-Inqort Bank. Mutual Security 
agencies (ICA and the Defense ~epartment) 
administered funds used fo r  l04(g), 104(d) and 
104(c) purposes as well as the grant segment of 
l04(e) funds; the Export-Inport Bank was 
responsible for  the loan segment of l04(e) funds. 
The budget f o r  FP 1962 purposes that the new 
foreign aid agency administer a l l  of the local  
currencies available f o r  country use -- 104(g), 
104(e), 104(d) -- and that  the Department of 
Defense administer loca l  currency available f o r  
country military uses -- 104(c). The foreign 
aid agency wiU also exercise a coordination 
function with respect t o  the usage of P.L. 480 
currencies by other agencies when such usage 
has a di rect  or supplementary effect  on economic 
development plans. The agency will discharge this 
economic coordinating responsibility when sales 
agreements are negotiated. 

(2) Section 402, Nutual Security Act 

Locsl currencies have been generated fram sales 
of surplus agricultural commodities under authority 



of Section 402 of the Mutual Security Act of 
1954 znd its predecessor, Section 550 of the 
Eutual Security Act of 1951. Section 402 has re- 
quired that a minirmlm amount of funds qropriated 
for Nukal Security each year be used for such 
sales ($175 miJJion in FP 1961) . These foreign 
currencies are ormed by the U.S. and under terms 
of the law, they are available only for the purposes 
of the Xutual Security Act, with particular emphasis 
on those purposes of Title I, P .L. 480, a c h  are 
in harmony ~ 5 t h  the purposes of the MS Act. The 
,-al purposes for kMch Section 402 currencies 
will be used are normally agreed upon at the tj$le 
of the sale of camnmdities, and under terms of the 
sales agreements are normallg available only for use 
in the country in which generated. 

Since it has not been possible to meet the require- 
=ts af SeeSon 402 through direct sales of su~plus 
agricultural cormPodities to aid recipients, it has 
been necessary to resort to Rtrianylar1I trade trans- 
actions. Under this procedure, surplus agricultural 
cornoodities have been sold to industrial nations 
-&ch do not receive foreign aid, e . g . , Great 
Britain, France, Italy, Gemany; the proceeds of such 
sales have then been made available to aid receiving 
countries for the purpose of purchasing industrial 
c d t i e s  . 

6. U.S.-Owed Foreign Currencies for U.S. Uses 

!?he U.S. use currencies are included in this presentation 
in order to give a more comprehensive view of the status 
of all US.-owed and US.-controlled foreign currencies 
ari- out of economic assistance programs. Although 
policy kith respect to use of these currencies does not 
re& with the foreign aid agency and such funds are not 
under the agency's control, a large share of them are 
generated 'through the aid program. In addition, the 
wcy n i l l  exercise a coordinating responsibility on the 
uses of these currencies which mag have an effect on the 
countrys ' eco~z&c developnent programs. 
Currencies available for US.-use accrue from many sources, 
including chiefly the sales proceeds under Title I of 
P.L. 480 nbich are not reserved for foreign country 
benefit as part of the aid program. Other sources in- 
clude contributions of foreign governments to the 

administrative eqenses of military advisory assistance 
groups, the receipts of the informational media guaran- 
tee fund derived fron the sale of U.S. ~ublications 
abroad, interest on deposits of currency funds, the 
disposal of surplus property, and s W a r  operations. 

As is indicated in the table below, estimated availa- 
bilities for U.S . uses nSU remain appoximately level 
during FP 1961 and FP 1962 at about $1.1 billLon. 
W e  this gross amount is available, a considerable part 
of it cannot be used to meet regular U.S. Government 
needs since much of it is in "excess" currencies. An 
%xcess" currency situation casts when the availability 
of a countryrs currencyis in excess of U.S. requirements 
for this currency. 

A projection of availabillties and requirements indicates 
that a prospective excess condition will exist in seven 
countries in FP 1962. They are: Burma, India, Israel, 
Paldstan, Poland, United Arab Republic, and Yugoslavia. 
These currencies, which are not available to meet our 
needs in other countries, are estimated at $750,000,000 
for FP 1962. 

A further limitation on the use of this $1.1 billion 
equivalent availability is the existing restriction on 
the use of some of these currencies. nRestrictedu 
currencies have had conditions placed on their use by 
international agreement or by informal understanding 
in connection with such agreements, which require their 
use for particular U.S. purposes. Such currencies are 
not, therefore, available to finance other or general 
U.S. activities. Currencies which are not in "excessn 
but uhich are "restrictedn amount to approxLmately 
$43,000,000 in FP 1962. The amount of such restricted 
currencies has declined substantially since agreements 
with restrictions on U.S. uses are no longer negotiated. 

These U.S.-use currencies are available for general sale 
by the Treasury to Federal agencies for meeting foreign 
currency costs of agency programs. Normally, when an 
agency requires foreign currencies to carry out its 
activities, it must, under existing regulations, seek to 
buy such currencies from the Treasury Department. If that 
Department has the specifically requested currencies 
available, it sells them to the agency by charglng the 
agency s appropriations accordingly. If the particular 
foreign currencies required are not available, they must 



AYl currencies purchssed by sgencies frcan the Treasury 
vith their regular a~roplrlaticms or uith special 
appropristi(3118 provide& to pnmbase these currencies 
sre reflect& in the budget as dollar receipts and 
eqenditures. The dollar proceeds fman h.easul.g sales 
are either credit& to the n d s c ~ e a u s  receipts of the 
flSwrsurg or to various revolving funds or appropriatians 
as anthorized by law. Aiblic I;sw 480 requires the dollar 
proceeds fYmu sale of PubUc Lew 480 currencies to be 
credited t o  the CBnnodiQ Credit Corporation. Sales 
of currencies received fran the operatbns of the 
infonmtional media guarantee fund are credited t o  that 
Atnd, snd currencies obtained through the sale of 
military e m p e n t  under the Mutual Security Act are 
M t e d  to the =~i&AIlce 8ppr0pri8tiOll. 

As Indicated above, the supply of currencies available 
in the Treasurrp for sale t o  agencies t o  meet their 
reguhu? needs and special program need6 is estineted 
t o  be approxLmately 81.1 billion. Hcwever, because of 
"excessn snd "restricted" currencies, only about 
$ 3 0  miXUon can be used to meet regular operating 
needs. 

7. Measubg the Value of Local Currencies 

Great difficulty is encountered i n  prollucing global 
tables M c h  provide a t  the ssme time a red i s t i c  
statement in dollar eqpivslents of the cost of past 
pmgrms, the value of current cgmnitments, aad the 
f'uture usefulness of balances on hand of a variety of 
currencies flvm countries u?xlch range A'Qn primitive 
qnasi-barter econcmries t o  relatively advanced types of 

econauies inmlved in canplex international credit 
srrangements . 
Regcudless of the rates used -- the current m k e t  
trading rate, the ofFlcia3 exchange rate recoppized by 
the govermnent, or an average of the rates a t  which 
the transactions hsve taken place -- the conversion 
of other currencies to  dollar equivalents tends to  be 
misleading espeddly  when Buch conversions are used 
t o  eoaluate total availsbilities or cumulative transactions. 
The deceptive nature of such conversions is  due t o  a 
mnnber of factors -- the difference between true 
purchasing power and quoted or derived rates, the rapid 
changes in exchange rates when inflationary pressures 
exist or when a small volume of qrt-import transac- 
tions estabUsh the rates, the differences in price 
levels between countries, ant3 so forth. 

Tbe dolkrs emvalent values of U.S.-awned currencies 
other than Section 402 CULTency conform to U.8. 
Tressurg accounts and reports on these currencies. 
The dollar equivalents of these currencies are ob- 
tained by using monthly average transaction rates. 
The dollar equivalents of country owned currencies 
and Section 402 curreacy have been cslculsted by 
using a weighted average of the rates appearing in 
various agreemnts under uhich the currencies were: 
generated. Although the tables thus represent the cost 
or price of the can~llodities received by participating 
countries, the dollar e@valents may or may not be 
a good messure of the dollar value of foreign currencies 
to  the aid program a t  the time such currencies are 
being used, since price levels and exchange rates 
are frequently subject to rapid changes. llhe value 
of inconvertible local currency is  elusive and 
difficult t o  measure anti can only be established at 
the time of actual usage. 



sm4wRY - lllvrlm sTATes-m OR CONTROLLED PORIEGN cuRRENCIEs FOR C(KTNTRY USE 

Deposits, Obligations, and Unobligated Deposits by Region 

(In millions of dollars equivalent) 
Obligatians Estimated Estimated Estimated Estimated 

or  Unobligated Estimated Obligations or  Unobligated Estimated Obligations or Unobligated 
Begion and !Pype af Deposits C0mdtment.s Deposits Deposits Conmitments Deposits Deposits Commitments Deposits 
~ol-eig~l currency FY 1960 FY 1960 6/9/60 FY 1961 FY 1961 6/30/6i FY 1962 FY 1962 6/30/62 

Africa - Total 
-try- 

South Asia - Total 
-trp- 

Latin America - Total 
Cauntrp-(kmed 



Supply, Wchases or Uses by U.S. Agencies and Cas [lOCflYE!; : 
(1n millions of U.S. dollars equivalent) 

FY 1960 Actual FY 1961 Estimate FY 1962 Estimate 
Purchases Cash Purchases Cash Purchases Cash 
or Uses by Balance or Uses by Balance or Uses by Balance 

R e e m  WP1Y U.S. Agencies 6/30/60 ;~pply U.S. Auencies 6130161 Supply U.S. Agencies 6130162 

Far %st 75-5 50.4 25.1 B.4 63.4 26.0 103.8 67.4 36.4 

War East 84.0 27.6 56.4 144.0 45.4 98.6 151.6 45.5 106.1 

South Asia 135.6 21.3 114.3 395.2 22- 5- 372-7 452.5 27.6 424.9 

Africa 0.8 0.1 0.' 3." 3.5 4.2 4.0 0.2 

Other 10.5 10.5 -. . . -l 1 - . ... .. 0.7 2.3 0.9 1.4 -- -- ---. L -------.-----. 

- -- 
Source: U.S. !l!reasmy Deperbnent, Bureeu of Accounts. 
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Cantributions t o  International Organbations 

Table FP 1962 
Proposed 

(millions of 
dollars) 

I. 5N'B and Special Fund 
2. U.I. Congo - H l i t a . i i  Operations 
3. U.N. Cango - Economic Assistance 
4. = 
5. U. B. Emergency Force 
6. U.N. Children's Fund 
7. WHO - Malaria Eradication 
8. WHO - Worldslide Water Supply 
9. WHO - Medical Research 

10. iAK!i 

Sub Total - (133.3) 

1l. QBS Technical Cooperation 1.5 
12. - Science Program 1.8 
13. Inrius Waters 16.9 

Sub Total - (20.2) 

1. UNITED NATIONS EXPANDED TEX;HNICAL ASSISTANCE 
PROGRBM AND SPECIAL FUND 

FY 1960 Contribution 
FP 1961 Contribution 
FP 1962 Request 

Description 

$30 .OO Ioillion 
$36.45 million 
$40.00 IDilJion 

The United Nations Ehpanded Technical Assistance Program ms 
created by a General Assembly resolution i n  1950 t o  provide 
technical assistance for the econon&c development of under- 
developed countries. The Program provides experts, fellow- 
ships, and demonstration supplies and equipment to countries 
a t  their  request through the Speci-zed Agencies of the 
United Nations, the International Atomic Energy Agency, 
and, in certain fields, through the United Nations i t s e l f .  
The basic philosophy is t o  help countries t o  help them- 
selves. 

Assistance is  provided in the f ie lds  of agriculture, 
public health, education, community development, industri- 
al. production, public administration, labor productivity 
and c iv i l  aviation. 

The program i s  financed by voluntary contributions from 
some 80 governments t o  a central fund. These funds are 
allocated to the participating Agencies t o  carry out 
projects requested by the underdeveloped countries. The 
Program assists over 100 countries and terr i tor ies  by 
providing approxbately 1,500 experts and 2,000 fellowships. 
The Program has been operating a t  a level of about $30 t o  
$35 m i l l i o n  annually. 

The Special Fund was created by the Twelfth General 
Assembly as a resul t  of United States ini t ia t ive and be- 
gan operations in January of 1959. 

The Special Fund undertakes basic surveys, research and 
traFning projects necessary fo r  economic development. The 
Fund i s  not an international capital development fund, but 
rather finances preimestment projects. Surveys of water, 
mineral, soi l  and power resources and the setting up of 
technological trahbg centers are typical projects the 
Fund will make possible. It i s  contemplated that, wherever 
possible, prodects nSU be carried out on a regional rather 
than a country basis. A combined annual goal of @50,000,000 
has been set for  the Technical Assistance and Special Fund 



United States Interest 

Among the basic foreign policy objectives of the United 
States are: 

a) Assisting the economic developaent of less-developed 
c m t r i e s .  

b) Strengthening the United Nations. These programs 
fbrtkr both objectives. A s  a part of its leadership in 
the United Nations, the United States has strongly supported 
the technical assistance activities af the United Nations. 
Ihe concrete valne af cooperation thruugh international 
organizatians becomes clearly apparent t o  the peoples of 
underdeveloped countries i n  technical assistance activities. 
A bppoctuct of this is t o  at t ract  them t o  the Free World. 

The United States has f d  many adnntages in supporting 
n d t i l a t e r a l  assistance 3.n addition to i t s  own bi lateral  
programs. Sharing costs of the programs uith over 80 other 
camtries is  more e c d c a l  than be- the cost alone. 
D W l h a t i o n  of the United Nations pool of manpower and . . trammg resources h a s  speed pa&ful econ&c development. 
Experts f r o m  internatiandl agencies in f ie lds  uhich may be 
dosesticallg sensitive sometimes have easier entree than 
e q e r t s  mder bilateral  arrangements. 

Goodination u i t h  Bilateral Program 

A s s i s t a n c e  is provided by the United Nations agencies on 
the basis of requests f r o m  countries. The program pro- 
posals are discussed by the Technical Assistance Board 
Resident Representative uith the U.S. Operations lftssion 
t o  insme that there is  no duplication between the t w o  
programs. As projects are carried out, there i s  an exchange 
of infomation both in  the f i e ld  and a t  headquarters t o  
assure active cooperation between the txo programs. A 
s i d h r  procedure also applies to the Special Fund. 

Proposed U.S. Contribution 

It is praposed that the United States Delegation to the 
PIedgiug Conference, uhich will be held during the 16th 
General Assembly, be authorized t o  offer a United States 
contribution for  1962 of 40% of total contributions toward 
the goal of $Ls million. It i s  estimated that  pledges 

150 

from other governments Hill amount t o  approximately $60 
million, calling for  a U.S. contribution of $40 million in  
fullYllment of th i s  pleage. If pledges from other govern- 
ments exceed this amount, so that a larger U.S. contri- 
butLon is  called for, additional funds w d d  be secured 
from other Foreign Aid funds. 

For calendar year 1961, the U.S. - contribution, a t  40% of 
total government contributions to the two programs, in- 
cluding assessed and audited local cost contributions t o  
the central fnnd, is  estimated a t  $36.45 million. Govern- 
ment contributions have increased sharply during the l a s t  
two years and indications are that they will continue t o  
increase, c a U b g  for  a U.S. contribution of $40 -on 
in 1962. 

B v i e w  of the U.S. ini t ia t ive i n  the establishment of the , 
Special Fund and continuing interest in the Expanded Program, 
it i s  considered essential that this Government be i n  a 
position t o  contribute toward the to t a l  goal of $150 
milyon for  the combined programs. 



Other "Govercments 

lJlmED NBTI:ONS EXPANDED TECBNICBL ASSISTBNCE PROGRBM 
m SPECIAL m 

Contribution by Calendar Year 
(In dollars) 

1959 
m - Special Fund 

1960 
Special Fund 

Estimated 1961 
UNTB - Special Fund 

5/ Bmo~mt includes U.S. matching of assessed and audited local costs for 1960 and 1961. 





IJMTEO NaTIONS EXPmH) TE:CHNlCAL ASSISTBNGE PROGRAM 
C s l e n d a r  Years 1961-1962 

Sununary by Agency and Geographic Region 
(Dollars in Thousands) 

Admhistrative 
and Operational 

program Costs - TOTAL 

Africa 20,088 

Asia and the Far East 19,371 

mtin l~merica 15,599 - 3,688 

Ehicile East 10,760 

Inter-3egid 1,477 

Total 70,983 

UNESCO 

WHO 

ImI 

Total 

BEST AVAILABLE DOCUMENT 



(a) U.B. U t a r y  
(b) U.B. Econondc 

For def&s, see the 
voXum3 on Lfrica. 

Operations $27.00 million 
Assistance $35.00 rd l l ion  . - 

FP 1960 Contribution $23.00 million 
FP 1961 Contribution $16 .SO 
FP 1962 Request (new appropriation) $13.35 million 

Description of Proizram 

During 1960 the situation with respect to the Palestine 
Arab refkees remained substantially unchanged. Neither - 
Israel nor the hab States sharsd a disposition to arr ive at a 

 ang go sectlon in the classified mutually acceptable settlement of the problem in accordance 
w i t h  pertinent United Nations resolutions. The United States, 
and other members of the United Nations, have supported 
paragraph 11 of UN Resolution 194 (111) giv ing the refugees 
the option of repatriation to their homes or compensation 
precedent to resettlement elsewhere. Meantime, UMMA's 
staggering responsibility for the continued care of the now 
over one million PalestFne Arab refugees has continued. 

OMlkULrs mandate was extended by UN Resolution 1456 (xIP) of 
December, 1958, to June 30, 1963, with the proviso that the 
Agency's future beyand that date be considered at the 16th 
General Assembly which meets in the Autunm of 1961. In an 
effort to enhance the employment potential of at least the 
younger refugees, UNTWB has embarked upon a bold and construc- 
tive expanded vocational tra3nb.g program. It has also begun 
a vigorous effort to rectify refugee relief rolls in order 
to insure that those refugees legitimately entitled to 
relief assistance receive their due. 

Though kept quiescent as a result of UNRWA's effective dis- 
charge of its assigned responsibility to look after the wel- 
fare of the Palest-& Arab refugee connwnits, the refugee 
problem remains one of the most volatile and potentially 
disruptive factors affecting the political stabilltg of the 
Near East region. 

Specific Considerations 

Section 407 of the Mutual Security Act, as amended in 1960, 
provides -- inter alia: 

"... k determining whether or not to continue furnishing 
assistance for Palestine refugees in the Near East, the 
President shall take into account whether Israel and 
the Arab host governments are taking steps toward the 



A-ese-t and repatriation of such refugees. It is 
sense the Congress that the earliest possible 

rectification should be made of the Palestine refugee 
rdls 3n order to assure that only bona fide refugees 

need axxi e~~~ for relief have been 
cer'ted &dl. receive aid from the Agency and the 
President in determining &ether or not to make 
miited S-bdtes cantrlbntions to the Agency should 

&to consideration the &at and success of 
effarts by the Agency and the hcsf governments to 
rec- such relief m s . .  .m 

Acidlti-, the House of Bepresentatives Appropriations 
M t t e e ,  in its rep& an the Xutual SecaPiQ Appropriations 
Act far I T  196l, nrged the Department of State to make a 
conklb&dan 3f Title II FdSic Law 480 food commodities to 
1131BYB h c t i n g  tOat iP this were done, a corresponding dollar 
anrrrmt af the total W61WH appropriatian should be placed in 
reSer9-e. 

The Secretary of S k t e ,  under delegation of the President, 
bad de- that it was in the '=st interests of the 
U n i t e 5  States to con- to furnish assistance to lBRW in 
FP 1961 despite the regrettable fact that neither Israel nor 
the Brab host countries had yet taken effective steps toward 

repaWLation or resettleaent of Palestine Arab refugees. 
Ihe Secre'q af St2tets pertinent decyen?rinatian also took 
into zccount the gratirplng progress that had been made 
during the past year in rectifging UNRWt rellef rolls and the 
arrangeEnts m k e d  out uith UNB#8 to allow a portion of the 
Ilnited States contribution to be made in Title I1 Public Law 
b80 food commodities. 

It has been estiaated that in 1948, at the time the refugees 
fled frola their hones, the population of Palestine was about 
3@ urban and 70% rural .  Over 2/3 of the urban refugee 
ygdatia, i. e. 2@ af the total population, became self- 
supporting in other drab countries almost immediately, 
possessing z.s they did skills af use to those countries. 
The r e m ? h h g  75-8@ w e r e  fumers, u n s U e d  workers, 
m, the aged and the sick. It is these groups that now 
f o w  the bulk af the older refugees dependent on UllRW. 

As of June 30, 1960, there nere 1,120,889 Arab refugees 
re- uith UNKrik. Of this number, 849,634 received full 
rations. Geographically, the refugees were distributed - 

as follows: 

Refugees Receiving Total Number 
Name of Country Rations No Rations of Reflrgees 

J~dan  

Gaza 

Lebanon 

About 3% of the refhgees currently live in UNRWA- 
administered refugee centers, tilthaugh the average varies 
from country to country. Thus, in the Syrian or northern 
region of the United Brab Republic only 17% live in auch 
TJMMA centers; in Gaza an estimated 60% live in such centers. 
At present, UUW operates 58 refugee centers, viz., 25 in 
Jordan, 16 in Lebanan, 9 in Syria, and 8 in Gaza. There is 
an estimated annual increase of between 30-35,000 ref..*ee 
childrenper year, and same 451,000 of the t o w  number of 
refugees are 15 years of age or younger. 

Relief Assistance 

UNMAfs principal activity continues to be relief assistance 
to the refugee population in the form of subsistence, shelter, 
welfare and health care. Percentage-wise, the UNRWA budgets 
have in recent years allocated approximately 438 for rations, 
8% for shelter and camps, 2% for welfare services, and 8% 
for health services. The basic mmthly dry ration per 
person remains 1,500 calories in summer and 1,600 calories 
in dnter. 79% of the total calorie content consists of 
flour, 556 of pulses, 5% of sugar, 45g of rice and/or burguol, 
and 7$ of oil and fats. Special rations, over and above 
basic rations, are issued to non-hospitalized pulmonary 
tuberculosis patients, while supplementary ndlk rations are 
issued to babies under one year of age, to children I to 15 
years old, to pregnant women, and to nurslng mothers and 
sick persons on medical recommendation. Blankets, kerosene 
and soap are also included in the ration distribution. The 
total average cost per refugee for a l l  servlces rendered 
by UNRHA has been no more than $34 per year, or about 96 
a day. 



QXW& r&&ilitatim n r o g r a ~ ~  to date have consisted largely 
of --scale ecoocuric assistance extended to f e e s  and 
m-, a d  subsidizatinn of self-support opportmities. 
6%af't;he~-thascnstc ' 3  y been allocated for 
such s e l f - ~ o r t  assl-tance, although failure to meet UNlSRa 
total bdgets h recent gears tias coq~eU ed the Agency to 
re5n.e its seX-sqpxb p r o m .  

In - to tihe 15th Sessian of the General Assembly, 
pssented irt the Fall of Iy', the UNflKB Director proposed a 

mu -,rograx to espa.mi auymxhatelg &-fold lNRWAt s 
presesk vxational triininp cqdbility over a period of 
aA\ee -. iBGW& ~resentlg operates 7 vocational training 
centers, 15th an d grduzm cqacity of abc-7% 400. 
The WA Director proposes tihat by 'h end oi the three-year 
perLtx3, iZEtX&* s @zrate vocational traidng qacity be in- 
crezsed to 2503. 'This is to be done in tuo phases, v i z  . , 
Phase 1, to be c a r r i d  o ~ t  in 1961 and 1962, consisting of 
ba33Sng 5 new vocational treAn5.nng ce~ters; and Phase 2, 
to bs c-et! out in 1963, consisting of dauCIlng the 
&st- m c a t i d  traFniog capacity at 6 of the schools. 
Cost est2iate.s for the wecific vocaeonal traintug progzam 
prese~~rRcl :T the EEWA Training Director are as follows: 

19e iBEH& Direc+ar is well on his way to obtaining the fu&s 
m e 5  for this pxTose in 1961, and has already received 
coniiWda?ls fram World Refugee Tear sources amounting 
%o qrJX5natd.J $ 3 4  man. 

'Be Directorls prqosed q a d e d  vocational t r z i n i r u ~  program 
mqeeserr%s c a  kz@native, positive and constructive step. 
l!b? -- m c h  T.~.II be taught to the -refugees 

2% a e r n  in in less-developed Near East econow, 
as erlSenced by the fact thzt 95% of DXNA's recent 

vocational t r a i n b g  school graduates had already been 
offered enrployment by the time they were ready to graduate. 
These skills should fac53tate greatly the refugeest abillty 
to make a positive cantrLbutian to the growth of the 
economies of the Near Eastern countries. The traiDing 
f a a t i e s  which be built under the program represent 
infrastructure of permanent value to the Near East area, 
irrespective of whether or not UNRWA is continued aftm 
1963. 

The percentage rata of refugees which wiY be handled by 
the proposed expanded program is adnittedlg cot as hi&\ as 
so= might wish relative to the size of the refugse 
conmnmity. Clearly, however, it is realistic In  terms of 
an attainable goal in the three-year span for which it was 
developed and which corresponds to UNBIA1s wproved mandate. 
Further expansion of vocational training in the fut-ne is 
certainly possible if present goals are achieved, if UNKWA 
continues after 1963, and if the absorptive capaclty c "he 
Near East area far such trained persons continues to warrant 
an increase. 

Rectification of UNRWA R a e f  Rolls 

In past gears there has been some criticism that lJNNA 
refugee relief rolls included names of deceased persons and 
that many ration cards were inqiroperly held. During 1960 
UNRWA has undertaken a vigorous program to rectify these 
relief rolls. Its -tidl effort has centered in Jordan, 
where over 1/3 of the refugees are located and where the 
problem has been most acute. In this endeavor, UNRWA has 
enjoyed the active cooperation of the Jordanian Government. 
UNFMA kas steadily and patienvy sought to educate the 
refugee c o d t y  to an appreciation of the fact that the 
basic purpose of rectification is to insure that all 
deserving and eligible refugees receive their just rations. 
S o w  but gratifging progress is being made. U l W A  has 
adopted a procedure in Jordan whereby ane eligible refugee 
child is scribed on the ration lists for every deceased 
refugee reported. It has to date been possible to delete 
4,030 names from the ration lists in Jordan, although it 
should be recognized that complete rectification be 

expected to increase the over-all size of the lists in view 
of the excess of births over deaths. 

In addition, th$ UNINA means test is in effect whereby 
refugees earning Ll5 or its equivalent are removed from 
ration rolls. Despite the s x a d y  increase in the  umber of 



reAzgaes tdt;h UH%UA, UNBUL haa d m b g  the p a t  ten 
p a s  been able ta delete aver 188,000 name from i.ts rolls. 
CiEWL1s ration list uben it a s d  responsib11ltp for the 
refPgees in 199 3mzlpded 951,000 refugees, the tatal nmdber 
mu receiving rations is 867,505, a net decrease of about 
go,ooo- 

1% is presently contersplated to again include $64 U o n  
mrkh of Tiiiie II P.L. 180. food c m t i e s  in the U.S. 
aid tc OKaWb. A cqarative table of the U n i t e d  States 
Fiscal Year  1961 and proposed 1962 contributions to UNRW 
fClloy5: 

reappropriation of which 
i s  requested for FP 1962 
(see above). 

1 57 

A s  in previous pears, the U n i t e d  States contribution wlll be 
d j e c t  to the 70%-30% match% formula. Bdditionallg, the 
81,652,000 of the proposed cash contribution for the UNUfA 
w c a 2 ; 1 d  training program wiU. be eclPicall eamnasked 
f o r  thiS pmpose. Finelly, 5n aceo-e precedent 
which the United States was able to  set Fn Fiscal Year 1961 
of paying a portion of its cash contrSmtion to  ZNRW in 
local currency, it is hoped that $3 roillion of the 
appropriation r e v s t  for Fiscal Year 1962 can be paid to 
UMagl in W.S. usesu Egyptian pounds. 

Shauld basic agreeraent be reached in the coming year on 
repatriation or resettlemsnt, fundjag recpbeslents for 
the irmaediate Future wouLd necessarny d s e  sharply. 
mether or not the present political. climate in the Near 
East area is Uke3y ta make such agreement possible cannot 
now be '.'orecast wlth any certainty. 



IXEF i s  an international force dram fmr seven ruember states 
of tke United Y a t i o n s ,  none of W c h  is  a permanent member of 
the Secmlw G o a n d .  Its cnrrent strength remains a t  about 
5 ,303 officers and men. It uas established bx the Genere 
hssx5kJ.y In Hoimnbr 1956 t o  maintain the d s t i c e  agreement 
betfeer~ the United L-ab Iiqxbllc aBd Israel after the Suez 
cr is is .  

kits  of Farce are stationed in the Gaza strip, along the 
-1l-EQptian bonier and a t  the -trance to the G u l f  of 
A@a. m s a  areas are patrolled by the Force on a 24 hour 
basis by foot, Eotor vehicle and ~connaissance aircraf t  to 
prevent or lwest igate incidents in t h i s  region. 

The naintenance of international peace and security every- 
ukere is a basic foreign pollcy objectiye of the United 
.States. TkLs objsctive is of paramount inportance In the 
Near  %st becanse of the vital natnre of that area's resources 
to the riafense -aeeAs af our NaTO a l l i e s  and because of Soviet 
pressures in this area. 

UBEF is  a callective raspnsl.billQ of a l l  UN members, who 
are assessed f o r  its cost on the UX? budget scale of assssa- 
raent. Iil visv or' U n i t e d  States interests in maintaining 
a auccessfnl UHEF and in maint2lning stability in the area, 
w have in the past offered d u n t a r y  assistance beyond our 
regular assessed share. The effect of this voluntaxy 
assistance has been t o  rednce the assessment of the U.N. 

states l e a s t  able t o  pay and i s  essential t o  keep the 

In large measure the peace and =dative order this disputed 
and t r o d l e d  region has enjoyed since 1956 are due t o  the 
presence of UNEF. During its period of operation the danger 
of host i l i t ies  has been measurably reduced. There has been 
only one serious incident in the area of operation s ime i t s  
presence. This occurred i n  July, 1957, when a raiding party, 
i l legal ly  attempting t o  cross the border, was intercepted 
by a UNEF patrol. 

F'ro~osed U. S . Contribution 

For calendar yea. 1961, the General Aeeembly approved a 
budget. of (19 million for  IRJEF. The United States offered 
a voluntary contribution of (1.8 million toward this cost, 
subject t o  the appropr4tion of funds by the Congress. This 
voluntaqy contribution, plus a voluntary contribution of 
@35,000 f r o m  the United Kingdom, wiY be applled to reduce 
by 50% the assessments of member s tates  leas t  able t o  pay. 

The voluntary U.S. contTibntion of $1.8 mituon, when added 
to our assessment of $6,=5,518 f o r  the 1961 mJEF budget 
would mean US. support of the authorized menditures  a t  
a level of 41.66 percent. The assessment has been requested 
as a part  of the appropriation Wontributions t o  Inter- 
national Organizations" whlch i s  a part  of the State 
Department budget. 

- .  

Force in operation. 



pn 1960 Contribution 
Ff 15'61 ctmtdmtion 
Zf 1962 iieqaest 

f o r  cMldren in m e  f o l l o w  World War 11. W i t h  
recovery in hmpe ,  the General Assembly in 1950 directed 
a ~ 3 3 %  in qhasis from emergency aid to programs of long 
term benefit f o r  children in economically underdeveloped 
areas. Of 'the estimated one bi l l ion children in the 
>iorld, 750 m i l H o n  livs i n  these underdeveloped areas. 

UNICEF i s  go- by a 30 aation Executive Board which meets 
M c e  a year t o  se t  policy, consider requests, allocate aid, 
e-rzlnate results, artd estabUsh the annual administrative 
bndget. The U.S. has always been a member of the Wcnt ive  
M, The actual day to day operation of UNICEF i s  the - .  rewxmkdiQ- of the Ekemtive Director who is appointed 
by 'a Secretary General of the EN. 

A i d  pmvided by U N E P  has been given ma3xiLy i n  the fields of 
health, nutrition and social Mare. Other agencies within 
the W f e  have responsibilities in these f ie lds  and close 
cmerative relatiomhips have been developed betueen UNICEE' 

the iforld lie- Organization (WO) , the Food and 
A g r i d t a r e  -tion (FAO), and the UN Bmeau of Social 
9ffaLrs. This  cooperation not only avoids duplication but 
assnres that available international resources are used in 
the mst effective wags to assist governments applying for  
aid. UIU?XF1s princQal-function i s  to provide essential 
e e s  a& tecfinical equipmeat not available within 
assisted countries. The other zgencies, each within i t s  
fie33 af cqetence ,  provide techaical adTice required by 
gocernrpants in 91- the projects, and also in many 
instaLces provi6e experts to the governments for  United 
perLods of tine t o  carry them out. UNICEF does not 
approve z&d f o r  a project un t i l  it has the technical advice 
ami appmval of the other U.E. agency or agencies involved. 
TMs a s s  UNICEF that the project i s  technically sound and 
a% the same t h e  Is helpful to  the other agencies in 

UNICEF and the other UN agencies also coordinate tk2r 
activities with bilateral aid given by various governments 
f o r  programs directly or indirectly affecting children. 

A l l  projects are the p r l m q  responsibility of assisted 
governments. UNICEF's resources cannot meet a l l  needs but 
by careful selection it has been able t o  help many govern- 
ments u l l l i n g  and able t o  accept the main responsibility fo r  
action t o  inprove the conditions of children. UNICEF 
projects are geared to the special requirements of a country 
and i t s  people and are designed to prepare governments t o  
contimre the projects af ter  UNICEF aid i s  terndnated. 

U.S. Interest 

UNICEF is  principally engaged i n  assisting governxnents i n  
underdeveloped areas to inprove health, welfare and 
nutritional standards. It also iafluences governments 
to establish sound addnistrative and o p e r a t i d  
processes M c h  will enable them t o  expand, perfect, and 
carry out sound programs of permanent services, These 
activities contribute to U.S. interests in stirrmlating 
economic and social progress in developing areas, Our 
interest i s  also served by the f ac t  that assisted goverm- 
ments appreciate the leadership which the U.S. m r c i s e s  
i n  i t s  support of UN1CEE"s humanitarian program. 

Accomplishments 

In 1960 about 55 million children and mothers benefitted from 
UNICEF aided projects including: 33 million childrgn and 
mothers protected against mala-ia, 15 million children 
vaccinated against tuberculosis, over 2 ml77.lion children and 
mothers trciated for  yaws, almost 2 -on childrentmated 
for  trachoma and related eye diseases, 500,000 children and 
mo'&rs treated f o r  leprosy, and 3.5 nrlllion children and 
mothers received daily m i l k  rations. The t o t a l  of these 
i t e m s  exceeds 55 million persons since some children 
benefited frcm more than one type of project. Additional 
U o n s  of persons gained from s e d c e s  provided a t  
maternal and child welfare centers and hospitals equipped 
Kith UNICEF supplied materials. 

The 416 projects currently being assisted by UNICEF i n  104 
corntries or terr i tor ies  are as follows: 



Bfrica - 33 
countries o r  
territories 

A S b  - 20 
countries o r  
territorrles 

Health 
Services 

25 

30 

13 

1l 

4 

2 - 
122 

Family 
and child 
WeXare 
SerPices 

6 

4 

3 

- 

2 

- - 
15 

Health and 
Nutrition 

Disease Mucation & 
Control Nutrition Surveys Ehergenq Total - 

;- BESC AVAILABLE DOCUMENT 



81l c a n k i h i t h s  to UNIGlP are mafie on a voluntary basis 
& have kcmased regularly over the years. In 1954, 
m.6 mi-r?innuas contribukd by 60 governments. In 3.960, 
-QP~ and pledges from 98 governments am~rmted to 
$25 m i l l i n n .  The US. has gradndllg been decreasing the 
perceatage of its ~a f~ t r f bn t i on  from 72% in 1952 to 46% in 
l-, A fmther &crease to 1Lg I, proposed for 
rg62- 

In 1960 assisted go-ts made comtrdtments totaling 
$78.4 m a n  in th foxm af local f U t 5 e s ,  services, 
ad -lies for carrging out RU(=6F programs. These 
so-called local contritrutions are not umatcheda by the 
Wted States bnt they represent a v i t a l  element in the 
~~ progmn. Theg amble lJHIW resources to go farther 
Eind assum that each project is firmlg rooted in the country 
as a basic responsibilitg of the local government. This is 
%por%& %I conneckZon vith the commitments to continue 
2ragrw after UNICE3 aid has ceased, 

It is pmpsed that $L2 Tlnllitm be appropriated for 
contrftmtim UEIGB~S CP 1962 program. Thfs is the 
szne amount that uas apgmprfated in IT 1960 and IT 3.961. 
3ecause of increased cmtrfbutians from other governments 

GlUCEi? s n e ~  pm&ures whereby resources are put into 
more wid me, the W[;E;F program w i l l  be able fa expand 
in 1962 rrithoxt an increased contribution from the U.S. 

!Fhe U.S. D e p m t  of Agrimture has been mWng dried 
skim milk available to UNICEF on a grant basis m e  19% 
under the* &)rhn~I* of Title m, P.L. 480. ~n FY 1960 
such donation to UIiICEE' amounted to 40,255,732 pounds, 
This was far below donations in previous years due to a 
shortage of surplus mWc. In FP 1961 it is expected that 
dotiatlolls XKU exceed 90 million pounds. Donations of 
dried skim miUr have been in addition to cash contrfbutions 
to UNIQZ and have not been included in arriving at the 
'patio of U.S. contdbutions t o  contributions from other 
governments. Canada~and Switzerland have also been making 
substantial contributions of dried ndlk to DNICEF in 
addition to their cash contributions. 

The 1962 l lNEE3' forecast calls for a $2 n r l l l l o n  increase 
in program allocations to a $28.5 ndXi.on total. of which 
76% is eamarked for disease control and xiutrition 
projects. In addition to program allocations, the 
Xxecutive Board makes mocatians for the operational 
services and the administrative budgets, The operational 
services qenditure for 1961 is esthated at $2.2 m i l l i o n  
and the administrative expenditure for 1961 is esthated at 
$1.8 mEUion. These expenditures are expected to show but 
a slight increase for 1962. 



UMTQ] NATIONS CHllDRENtS FUND 

Program Buocations by Area and 'Pgpe of ActiviQ 

(in thousands of US dollars) 

Actual Allocations Target Program Promam Forecast 
Calendar Pear 1960 Calendar ye& 1961 Calendar Year 1962 

Area Amamt Percent Amount Percent Amount Percent 

~ f r i c a  2,981 11.5 4,100 15.5 5,200 18.2 
Bsia 6,692 25-9 a m 0  30.2 8,300 29.1 
&stern HedLterranean 4,007 15.5 3,800 3-4.3 4,100 14.4 
m e  1,385 5-4 1,000 3.8 900 3.2 
The Americas 7,674 29.7 7,700 29.0 8,100 28.4 
IntETregid 3,mg 12.0 3-4 900 - 900 
E- (mrsencies) 

3.2 

Z%i - -* 3.8 
TOTBIS 

3.5 
1OO.C rn 100.0 

W a d e s  allocation for Pish 01l Capsules and Freight on powdered miUc in an amount of $2,220,000 which 
an iqlementation will be charged to th5 respective countries. 

Actual Allocations Target Program Program Forecast 
Calendar Year 1960 Calendar Yea- 1961 Calendar Year 1962 

Act iv i -  Amount Percent h u n t  Percent Amount Percent 

Health Services 
Fan.tKy and (3hild W e l f a r e  

SerPices 
D i s e a s e  CantrriL 
BiIAz5- 
Health and Jhtrition aspects 

af P r h a q  Education 
Bid far Project Preparation 
-h.aining- 

28,500 LOO. 0 

BEST AVAlLABLL DOCUMENT 



CASH Ca[NTEUBU'i!IONS BY GOVE=RNMENTS 
(in Dollars) 

Provisional, including contributi0119 receivable. BEST ~ V ' M W  DOWENT 



PaoGRllM .!awAm ($ in Thousands) 

Calendar 
Year 

1954 

United 
States - 

8.3 

U.S. 
Other - Percentage 

BEST AVAllABLE DOCUMENT 



Tke Yor1dui.de Malaria Eradication program is a cooperative 
c a n p i p  behg  lmdertaken by almost 100 countries and 
territories in caQunction &ith the World Health organization, 
the Pan -can Health Organization, the United Nations 
Childrenls Amd and the International Cooperation A M s -  
tratian. The ulkimate goal of the c .  is t o  eradicate 
PaLaria f'raa! areas in which 1.25 bill ion people are or have 
until recently been exposed t o  malaria infection. There is 
d a t i v e  evidence that  malaria eradication programs in 
Palarious areas are an essential factor in preparing the 
uay for social  and eccmcunic development. 

of 4ssiskmce Provided by WBO: 

me YBO reainly provides ar trains technical personnel and 
engages 3x1 research and stamlardization activities. 
(Wes a d  sqnipment are for the most part provided 
1~&t5lateraUg by UNRXl? a& bilat-.sallg by E L L ) .  WHO 
assigns professicnal malaria staff  t o  camtry or regional 
p r o w  t o  uork kiih national counterpart personnel. It 
pram& t r a k i u g  of required n a t i d  personnel thrmgh 
fellab-ships, travel grants, seminars, and assistance t o  
ktematicmal training centers. Sbndards are se t  f a r  
saLaria eradication which are applied by national programs 
indmihg techniques for spraying, epidemiology, entomology 
and parasitolojg. The ME0 also sponsors or assis ts  
research needed to support f i e ld  programs, sanetimes in 
cocrperation w i t h  the U. S. Public H e a l t h  Senice, including 
research on an- drugs, resistance t o  insecticidee 
in mosquitoes, and f ie ld  trials of insecticides. 

U. S. Interest 

3a riev or' its d t i l a t e r a l  nature, the WHO is able t o  play 
the key role in coardiaating the efforts of the many 
mezber nations rmdertakiag malaria eradication programs. 
lhis coomihatian takes farms, such as sponsoring 
~eetings of directors of ziational malaria eradication 
cam@gns; skbm3.a- establishment af inter-country 

!The multilateral agencies are able to ca l l  on the technical 
personnel and skills of many countries in the international 
campaign. In  1960, WBO emplopd about 425 professional 
anti-malaria staff in the f ie ld  and a t  headquarters. WHO 
has assigned technical personnel t o  assis t  malaria eradica- 
tion programs in 75 countries and territories.  

Some countries prefer to  receive assistance fmm 2 multi- 
l a te ra l  agency. It is a shared effort  and a g e d l e  form 
of international cooperation, since a 3 l  countries make 
some contribution and participate in the overall agency 
direction. This is  the s h g l e  largest program in which 
UHO, including its regional office, the Pan American 
Sanitary Bureau, is engaging - far  reachi- i n  conception, 
scope and effect. Supporting the XI30 contributes to our 
foreign policy objectives of strengthening the UN and i t s  
specialized agencies. 

Accomplishments 

One of the most recent reports on the progress of malaria 
eradica+,ion is from Mexico. This country, which is receiv- 
ing assistance from WEO/PBBO and UNICEF, in 1956 had 2.5 
m i o n  malaria cases and 250,000 deaths; by 1960 it had 
only 1,400 cases and no deaths. Reports a t  the a t h  World 
Health Assembly during February 1961 were similarly en- 
couraging. As a result maixi ly  of training activities, the 
number of professional malaria staff in the worldwide 
campaign increased from 1,400 i n  1959 to  2,400 in 1960. 

In temns of trends in programs, WHO and also ICB are now 
emphasizing assistance in developing efficient achninistra- 
t ion of country programs and in evaluating the results 
achieved. ME0 has several evaluation teams to  assis t  
aountries in doing this. WBO and ICA have agreed on the 
concept of undertaking "pre-eradicationn programs in parts 
of Africa where eradication is becoming a technically 
feasible long tern goal. 



Coo-~r^~tLoon of ,Ynltil2teral and. Bilateral Agencies 8. C-TP WATER SUPPLY PROGRILM OF lllE WORLD HEALTH ORGBfX- 
ZBTION 

FP 1960 Contribution 
FP 1961 Contribution 
PP 1962 Request 

Description of Program 

* is evidence of growing interest In underdeveloped 
c-a a d  in in ternEtIoa  lenaing agencies in putting 
substantial sums into community water supply programs. 
Reports of delegates to the World Health Assemblies, 
most recently the a t h  Health Assembly, 1961, indicate 
that an increasing number of underdeveloped countries, 
including India, are beginning to accord a high priority 
to their community water supply programs. The WHO is 
now acting as Executive Agency for two Special Fund 
projects in India, one relating to the Calcutta water 
supply system and the other to developing a school for 
sanitary engineers. 

U. S. Interest 

Since 1958, the United States, in cooperation with certain 
other countries, has taken a leading part in WHO meetings 
in stimulating and encouraging increased activities by 
the WE0 2nd by less developed nations in water supply 
development. In order to assist in this process, the 
US. in 1960 and 1961 has made small voluntary contri- 
butions to WHO for this purpose. As national and inter- 
national funds become increasingly available for water 
supply construction, a necessary complement is that 
technical assistance be available before, during, and 
following the const-uction stage. This technical assist- 
ance relates both to technological aspects, and also to 
the organizational, administrative, legal, fiscal and 
management aspects of water supply development, and is 
necessary to ensure that projects are soundly conceived 
.ad hplemented. 



of n~tional  institution^ aad the actual construction of systems. 

Prapogeil U. S. Contribution 



R a - ~ r i m 3 t , i t h a s ~ r m d e r s t o o d t f r a t t h e m ~ i n c r e ( ~ ~ -  
h g 4 ~ f o r t b e ~ ~ c a l r e s e e r c h ~ o u t o f  
i t s r e g n l 8 r ~ ; ~ i t t r s s ~ a a s l y p l a m m e d t o e n a  

s t q p r t  in 1m. succ9seive World Health Assenbliee 

Ihe WE0 E d i d  resestch program is concentrating on promting 
the .attach on mmnmicable anb chronic diseases, and ie con- 
tributing to raising health levels in les~ &veloped arcsa. 

In the flu of cardiovascular disease, for exaa~le, WBO has 
praaDted the eetablishEnt of a csrdimcular research center 
at -, Uganda, which w i l l  investigate cardiovascular 
conditiom in Airican areas. Ihe 'copp#rative data obtained is 
expected to add alao to -ledge of the causes, prevention and 
treatam& of cardiovascular conaitiuna elsewhere, including the 
0. S. In 1961, W is providing 10 one or two-year advaaced 
deal research t rdnhg fellawehips, srd is also eponeoring 
an exchenge pmgram for scientific personnel. Where necessary 
WBO is assisting in fizlsncing of research projects wer several 
gears until s imi f iMmt  results are achieved. 

WHD is budgeting $l ndllion for the from its regular 
budget in 1962. Ihc U. 8. contribution of $500,000 vould 
raise the budget for the program to $1,500,000. In v i e w  of 
the long-term nsture of research, WHD has stated that this 
budget level will provide essentially for continurrtion of 
projects already started, although it will not dllaw initiation 
of new research. It is believed that adequate mrintenence of 
existing projests ahauld be the ndnhmm U. S. objective, d 
$500,000 i e  therefore requested for tbe U. S. contribution for 
1962. 



I n e g e h o i t h e ~ ~ p a r s t h e U .  S.hasofferedtothe 
UZA apmcU~ l l~  $500,000 - a mipal - 8250,000 
arr a y $ ~ b s s L s  eter other - have Faid $500,000. 
a p ~ h e u ; ~ t b + s l e v e l o f s u p p o r t v i t h t h e t h o a g h t  
. tbst i tumldassiSttberrprrrc.r inlannchinganunberoi~~ 
~ c h ~ p s a e e b a r e i i c i a l t o ~ s e r f n r g o v e r n m e n t s o f  the 
m. At the qper&iaml gvmgm= iPclPde fellon,hipe, 
sssistscce to reseur&, tcchPical essiP;tglEe, trsinirrg sad the 

ai a hbm%bry which w i l l  be in operation in 
1*- 

Contribution 
Contribution 
Request 

Description of Program 

-chnical Cooperation Program of the Organization of American 
States for CY 1961 consists of eight training centers one 
institute for hoof-a~~I-m)\Lth disease research (Brazilj, a d  
three searinnr pmjecta. The tr- centera sre for economLc 
and f i~~knc ia l  statistics (Chile), rural eWzatioa (~enezuela), 
evaluation of natural res-ces (Rrezil), iqprovement of 
agriculture an3 nnsl l ife (three r e g l d  centsrs), sericultursl. 
cmUt (Mexico) and urban ard regional plsrming 
F 3 ,  are c- in  pl€umlng ana aandnlB-tioIl of 
welfsrc p r o m  (Argentina), ad-d trainiw in amlid 
sxial sciences (Mexico), ana trsining for business aaadnis- 
tratian (Br825l). 

It is intheUnite!astatesw intaeat to - z  ePpport on a 
vdmtary basis by a l l  the Iatin h i c a n  countries of a dti- 
lateral techuical cooperation p m p m  devoted to the strengthen- 
irrg of their ecoPanLc slla ~ o d s l  fmmworke. !his is a coopera- 
tive m&&&hg to  vhich a l l  eontribute w i t h i n  their cspsbilltiee 
sldvhich is staffed by nationals of mmy of the countries of 
the badsphere. It provides, through senduazs and pemement 
trainiog centers, stndy tmining apparftmities in a variety 
of eeonolldc aad social fields through fadUt iee  which are 
svsilable to  selected students imn all nt?mber camtries of 
the OAS. The pmeprup attacke those very problem vfiich are 
basic to  Ist in America such us deiicient a g r i c u l ~ s l  produe- 
tion, lack of trained personnel for public and buainess 8bdn.I~- 
tratim, inetrfiicient snd poorly trsised teachers, inade~uate 
statistical techniqpes, lack of social mlfare program, etc. 



It- tuuurdtbe adhi-& -ofthe objectives 
iaberentinarrhll&eral-but--than ~~ the latter. 

sPwsrt of a . 5  *man is for the  CY 1* c0ntz-i- 
brrtiap to tbe TedmLcsl Cooperatiop PrograPl of the Or&snization 
afBreri-st&es. TMsprograalevelrepresentsnochange 
irrrtk tw years. The appropriation request for 
Fiscal Tear 1- shows as rm increase becanse it is expected 
tba;tmcarry-meriprdsFdllbeaosilsble. 

!be EA'Kl Science ?rogram began aa a response to the Soviet 
challenge in the field of science. It is a program t o  
iacreaae the efiectiveness of Western science arrd to expose 
scientists of the Western Countries t o  tbe best aod m ~ s t  
advsaced mrk now being done in  the fieldr of acimce. 

Ihe l?AlU Science Fellowship project enables Wvidual scientists 
fram WLO countries, including the United States, to receive up 
to a year of apecialieed training. It is expected that the 1962 
program w i l l  total $3.25 ndllion, vlfb a U. S. share of J+O$, or 
e . 3  RlllIiQIl. 

The l!WO Mvazlced Study Inetitutes project -8 the 
holding In various W f O  countries of short-tam special 
seminar-institutes, typically of two-three weeks duration, 
to  study scientWc pmb- of special concern to the 
allrnnEe. The program is propoeed at $500,000 i n  1962, with 
a 0. S. share uf w, or $200,000. 

The NATO Research Grants Fund finances research projects parti- 
cularly suited to international collaboration. The initial 
$1 million uhich uas agreed to by the NATO Countries for these 
projects will be exhausted during 1961; a second $1 mill3.on 
was approved by the North Atlantic Council in October 1960, 
of which $300,000 (U.S. share $72,600) was called up f r m  
member governments in January 1961. This year's request 
for funds for this program is based on the assumption that the 
remainhg $700,000 of the second roillion-dollar authorization 
plus an additional $300,000 xill be called up by NATO during 
1962. The U.S. share of this program is 24.2%. 

In  sddition to  the established projects listed sbwc, it is 
llhely that otber coats w i l l  be incurred i n  a e  condsg year 
as a result of a thorough study recently mrde under the 
auspices of IUUO &d the Ford Founaation on "Increasing the 
Efrectiveness of Western Science." Perhsps the -st iaQortsPt 
of the re-tio~ resulting frmP this study is for t& 
establishment of an Inkrnational Science Institute. 



ItbPC, QlPPtfies are amper&imKly c c d n & j q  -c 
smpegs, u?sther m, sna studies of cosndc reys. 'nmugll 
EA3D fellmships, the Western scientists uho have participated 
i n t h i s ~ ~ h s v e z o t u r n e d ~ v i t h r m i n c r e a s e d  

of tbe state of science in  other countries. 
ffhigbaepmventobeofgnsstvaluetotheindividualsthent- 
selves, to the United St&es, an3 to tbe otber Western countries. 

ahe total cost to the United States of tberre four general 
categories of! pro jecta ie therefore $l,800,0 which vll l  be 
8pplled to the HAlPD CP 1%2 program. This conpsres w i t h  an 
FJt 1g61 reqpest of e.8 -on, of which &ngress aJ.hred 
$1.2 million. (!&e shortfall, representing the difference 
betmenthe ammnt qgmpriatedaadthe sctualu. S. cash 
contribution due toward the CP 1% program, is being paid 
irannarkrd seCILPits cantingemy funds.) 

The United Ststee contribution t o  the Reeearch M e  Fund 
is on the basis of the HATO regulsr cost-sharing f w ,  
2.e. 24.2%. 

llhe United States originally contributed to the Science Fellow- 
ship Program snd to the Advanced Study Institutes at 50$, to 
encourage the participetiok of other y t s .  !Che 
Unit& States contribution t o  these two program3 for CX 1961 
is king mede a t  45s. !J%e United States cash contribution to 
these tno pmgram3 i n  CY 1962 is based on a proposed percentage 
contribution of 4.0 percent. The United States prcrposee to 
contime these gyednal percentage decreases with the goel of 

the U. S. ~ c e ~ t e g e  co&ribuU~n into IlPe vifh the 
NA!Kl reguLar cc~%-sha.-lng fornula. Uhen that point is reached, 
it is proposed ta fund a e s s  program, together w i t h  the 
Research (ZraPts prwam, f r o m  the D-nt 's Contributions 
am?mprirrtion. 



Zn S@&- 1963, Iodia and ?%stan signed a treaty marking 
"&e To& set;'L-t or' the long-standing dispute between 
?ma a m e  OE % &&ng of the available Hater in 
A& &&s 3 ~ e r  32sia. These hzAir problems arose aFter the 
I!&? d~azrc2'902 of 'he b o ~ e r  betseen India ad Pakistan, 

axross q j o r  rivers of the h€us system, TEE.& c-= 
' e z z k g  C O I : ~ ~ I  of qst , -ean -=ters entirely in India. The - 
,-e* af mrks to provide f o r  kd ian  needs fram the 

"&ue,rz Evers for  P ~ s t a s t l  s needs from t h t  three 
Xes'krn Xvers muld m5ntzin ard extend the largest irri- 

syskzz in the mrlcl. It is  estimated that costs nil1 
m e &  a b-oz dollsrs. 

Loan Fund made an allocation for  t h i s  purpose frcm i ts 
available funds in  FP 1960. Details remain to be worked 
out on the receipt of a loan application. IBRD will  also 
lend lndia $23 -on for  t h i s  project. Tndian budgetary 
provision fo r  the local costs of works in India will also 
remain outside the Fund. 

The administration of the Indus Basin Development Fund 
contributions of foreign exchange and Pakistan rupees under 
the financial agreement i s  the responsibXli* of the IBRD, 
which i s  also a con!sibutor of $80,000,000 t o  the Fund 
financing. As administrator, lBRD w i l l  be responsible for  
calling contributions t o  the Fmd ziid fo r  regulating 
disbursements t o  meet approved expenditures as the con- 
struction program progresses. Work In Pakistan i s  under 
the sqervision of the West Pakistan Water and Power 
Development A~thori*, an agency of the Government of 
Pakistan, which employs free-world management and 
engineering advlsors t o  ass i s t  it. Preparatory work has 
reached the l a t e  design stage on some major dements of the 
proposed canstruction; bids are expected to be l e t  shortly 
which will provide mre exact experience for  judging future 
costs. Reimbursements f o ~  initial s i t e  work covering 
activity already underway are being made by IBRD under the 
~~~t from the contributions already available. 

Against the financial c d t m e n t  undertaken, the US. has 
already made a D I 2  loan of $70 -on t o  Paldstan, which 
accrues to the I d u s  Bash  f o r  administration Hith 
i t s  other funds. Under the Indus Basin Fund agreement the 
IBRD schedules cal ls  fo r  coi&ributions t o  be made sexrii- 
annually. In FP 1961, including through the April 1961 call 
fo r  fv&, the U.S. obligated $6.8 million of special 
assistance grants for  transfer to  the Fund. The DLF loan i s  
available to be dram as reqvired. To date the Fund 

T h  Zinancia l  clan f o r  'he I n E u  construction now includes a Adm3nistrator has also called fo r  100 milllan Pakistan 
toid -tree m r l d  c&kuent of $l,070,000,000 io cont r ih t ims ,  rupees. 
of -- ~ ~ T s A  3 .S .  cantsibrrtion i s  $5l5 nSLLon. The 
U S .  U Z U  g m v i r i ~  aiu to m e t  both foreign exchange and local United States Interest 
co*. Cont,-ibations t o  the Indus Basin Development F U I ~  
-- 2 - - ' & by the m31) wifl take up almost $900 million Since the Partition of India in 1947 one of the two major 

c d - t .  in addition to contributions - - -  disputes M c h  have embittered relations between India and 
-4 -US B a s h  Fund, the United States Pakistan has concerned the use of the waters of the Indus 
b eve0 a s s r a c e s  'a 79,a a?. the Govexnntent of India that River system. This dispute and the Kashmir problem have 
a ~ a a  cf $33 -011 - d d  be available as a contribution posed a con th Ihg  threat to  the pol i t ical  s tabi l i ty  of th i s  - 
to the cost of wrks  in India a c h  are  not to be vital area in South Asia and have prevented the two countries 

i* the SBW dzdnistered hmd. The D e v e l o ~ t  from concentrating fullg on programs of economic and social 
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5e-y-t. Settlepent of this issue would constitute a 
&or s'+ t o i d  closer relaL&oris between the two countries, 
-a& h z Iujor  @icy ob ject5.ve of the United States. Such 
a 2qmmznent in relations bebeen India and Pakistan would 
Lessen tk 5aqer of a q  possible Ioilitary conflict between 
the b-o countries d nudd  also encourage them t o  concentrate 
'A%- -@es more fully on deiei-eloprnent activit ies.  It was 
51 stiz-mrt o? these @icy objectir is  that the United States 
Z e c i d d  ta contribuk s u b s t a u t t s l l ~  t o  the plan f o r  solutian 
02 a& 3xi-c~ W a t e r s  dispute I"ormlated by the International 
3zrk for 3constructian and Development. 

* 

Proposed IT 1962 Assistance 

It is estimated that $16.9 raillion of FP 1962 appropriated 
funds will be required t o  meet Mus Basin Fund calls on 
the U.S . f o r  fizrther contributions against the commitment 
to provide grant aid. Local currency fo r  the Indus Basin 
Fund requirements will be provtded as called f o r  from 
Paldstao rupee balances available as  c. result of ear l ier  
ageenrents f o r  the sale  of a g r i c u l t u r ~  commdities under 
P.L. 480 and through provision f o r  allocations from 
Puture Food for  Peace programs f o r  Pakistan. 


