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Section 1 
Introduqtion
 

Very little detailed analysis of the impact which economiq 

aid has on the l.S. balance of payments has been published as of 

this writing. The main analytical and quantitative effort is 

that in Chapter VI of The United States Balance of Payments in 19 , 
1


published by The Brookings Institution In August 1963. .The pri

mary concern of this chapter is to estimate the additional
 

impact on the U.S. balance of payments which will result from
 

projected inareases in U.S. economic did between 1961 and 1968.
 

Hence an attempt is made to estimate what the impact actually was
 

in 1961. The answer is arrived at by. series of seprate 

oalculations.
 

First, the proportion of economic aid disbursements which
 

resulted in a dollaru outflow is estimated. For expenditures on
 

commodities, AID publishes data on source of proourement. The
 

amount attributed to non-U.S. procurement is taken to represent
 

dollar outflow. dhere funds for technicians, participants.and
 

other purposes are spent cannot be accurately determined, however.
 

The Brookings study supplies -aset of assumptions, the bases of
 

which are unstated, concerning the initial use of the funds avail

able under these headings. In addition the study assumes that
 

. one hundred per cent of cash transfers represent a dollar outflow. 

That amount of aid which represents a dollar outflow is 

assumed to be spent as ordinary export earnings. -The patterns of 

1. Walter 8.- Salant, et al The United States Balance of 
tPaments 	 in 1968, (Washington D.C. The Brookinga Institution, 
August l9U3), pp. 155-190. 
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expenditure of these earnings are estimated using "feedback -

ratios," the basis of which is a matrix of trade relationships 

computed from data on world-trade published by the United Nations. 

Separate feedback ratios are estimated for eaoh of the four major 

aid-receiving regions, and these ratios are used to estimate the' 

proportion of the outflow of aid dollars which returns to the U.S. 

via trade channels. 

f It is acknowledged that the amount of aid which does not oon

stitute dollar outflow nevertheless does not represent a net 

addition to U.S. exports. bome of the purchases paid'for with 

U.S. assistance would have been made anyway utilizing other funds; 

aid merely substitutes for these funds and frees them for alter

native uses. There is no way of determining how much U.S. economi9 

aid substitutes for other-funds. The Brookings study-fills the 

void by estimatinG--"uessina" in their words--by regions the. 

proportion of commodity expenditures which substitutes for other 
released 

funds. The funds so/are '-assumed to be spent as normal export 

Earnings. The amounts which are assumed not to substitute.for 

other funds are treated as net additions to-U.S. exports. 

The result arrived at in the Brookings study--53C of U,.S. 

economic 'id expenditures in 1961 returned to the U.S. directly 

orindirectly--is not really susceptible to step by step verifioa

tion using other methode. Essential sags In the knowledge required 

by their approach must be fulfilled by assumptions whioh cannot 

be more than informed 6useses. Aseumptions regarding the extent 

.of substitution, which are among the most crucial aspeots of the 

1. On the construction of the ratios and their use see 
Salant et al, ibid., pp. 170-171, 275-277. 
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study, though plausible, are particularly.diffioult to evaluate 

in the absence of alternative sources of evidence. 

Our study constitutes an alternative conceptual and quanti

tative approaoh to the problem. Moreover it is considerably more
 

comprehensive in scopes de will present evidence, based on results
 

derived from regression analysis, concernine the impact of U.S.
 

economic aid expenditures on U.S. exports to aid recipients for
 

the years 1954-1962. We will focus on whnt effect, if any, the
 

policy of tying U.S. aid to the purchase of.U.S. goods and servicep
 

hns hid on the volume of ourrent U.S. exports attributable to
 

. current aid expenditures. 

For this evidence to be conclusive as to ths overall balanoe 

of psyments Impact of economio aid disbursements, our results 

would have to be supplemented by research into the uses of those 

aid proceeds not spent by the recipient -directly on U.S. exports. 

Numerous conceptuJl nd stqtistical problems prevented our devoting 

adequnte attention to this aspect of the issuc with the time and 

resources avilblc to us. Available evidence suggests, however, 

that most of the aid funds not used to purchase U.S. exports have
 

either been added to official or private dollar reserves in the
 

recipient country--at least temporarily--or channeled-via trade
 

to. European foreign exchange markets, where they potentially add 

to the "dollar surplus." Some of the aid, however, has-been used
 

to make purchases in countries which will in turn spend at least
 

1. In the Brookings study', estimates of the balance of 
-payments costs of U.S. economic aid were made assuming that 
...the United Kingdom, the European Economic Community countries 

and the rest of 'estern Europe did not spend Increments in their 
foreisn earnings, but instead accumulated reserves...." See 
pp. 275-277.
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part of the prooseds in t-be U.S. To the extent that this is true, 

our statistical results understate the actual increase in U.S. 

exports resulting frm the aid.. We shall return to this problem 

in Section 4. 

We have not considered'the balance of payments'effects of
 

military assistance. Military aid programs are sufficiently unique
 

to warrant a separate research effort. Moreover, much of the
 

data required by our statistical models is classified in the case
 

of military aid. *Nor have we considered the distribution of
 

surplus agricultural commodities under Public Law 48o, which
 

also involves special factors warranting separate, detailed
 

condiderntion.
 

The justifiotion for measuring the export-generAtine.effe0te 

of economic aid doll-rs considered.scphkurt'tely from other foreign 

exchrnGc resources is not altogether obvious. Money is fungible, 

and attching economic mc-ning to an nrbitrary accounting olassi

fiaation, which the designrrtion "U.S. aid" may appear to be, could 

not be justified. For a number of reasons, however, we may find 

that the net impact of economic aid expenditures on U.S. exports-

that is1 the impact after allowance has been made for the extent 

to which aid substitutes for other funds--is 6reater than that of 

other foreign exch.nge receipts, even If the aid is untied. The 

reasons are based mainly on institutional factors, which are of 

two general types: (1) those which are characteristios of the aid 

programs themselves, hnd (2) those which are characteristias of 

the countries receiving aid. 

Aid does not appcar as manna to the recipient. The negotia

tion of aid agreements, the disbursement of funds, and the 



-coounting for tleir use Involves a ide viriety of formal and 

informal contacts. The fact that prior approval of commodity
 

purohases is required, necessitating the .establishment-of working
 

relationships'with United States offIcials as well as private.
 

banking.and commercial-inter.ests, qu8gests that whatever requests
 

for financing are drawn up may be influenced by these procedures
 

and relationships, presumably to the advantage of U.s., tradq,
 

Noreover, traditional preferences may be altered in such a way that 

U.S. trade financed by means other than U.S. aid Is favorably
 

stimulated.
 

Secondly, underdeveloped countries utilize a-variety-of meeMs 

to finance their imports. Part of their foreign exchange earnngs 

consists of currencies with limited ognvertibility. A signiXicant 

portion of their annual foreign purchases must be financed with 

short- or medium-term oredita.- In geheral, their eatknW of; 

.	 dollars and other.hard ourrenoits are:-insufficient rqlative to 

the.demand'_for them. .Numerous controls.must be- enforoed;to,.J" 

insure-that.foreign exchangeiUserves are-not drained awAy and 

that:ourrent.-reoeipts.of hardrourrenates are judioiouely allooat6d, 

Under...these .oircuistances, the more aid that is availablerelative 

tootherlmeans of finincing Imports, the more.trade.a.country may 

feel it' cnoonduct with- the Unitd States, whose traders.almostlzt 

always insist on dollar settlement. In other words, underdeveloped 

* 1, Robert E. Asher, "The Foreign Aid Expenditures of the 
United Sttss," .in Federl Expcnditure Policy for Economic Growth 
and Stability, Pipers Submitted by the PLnclists Appefring Before 
FEE SubcomRittec on Fiscal eolicy, Joint Economic Committee, U.84 
congrees, 85th Cong., let bess., p. 577. 
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countries do not finance their imports with a homoseneous fund of
 

currencies. They must use., instead, a variety of methodB,.among 

which the desree of subsfitutability in carrying out trade with
 

the U.S. may be less than perfect.
 

The fact that aid dollars say represent.'unique opportunities
 

to the recipient offers the wain hope that tying aid will be
 

successful in reducing the adverse baldnce of payments Impact of
 

aid expenditures. The tied aid policy means that countries typica4

ly are faced with the necessity of attributing a larger share of
 

aid proceeds to purchases from U.S. suppliers-than they would have
 

in the absence of the procurement restrictions. The recipients 

might respond by seeking aid financing for purchases which they
 

normally would have financed with other sources of foreign exohange.
 

I substitution were perfect, the real impapat of aid on U.S. trade
 

with the recipients would bc virtual.1y unchanged despite thg tie,, 

The opportunities for substitution, however, may be lacking or 

limited. The volume of non-aid-finanoed trade with the U.S. may 

be too small rclative to the amount of aid. Or the kinds of
 

activities financed with aid night pot have substitutes .nuonsthe 

* 	 rest of a country ts imports which would qualify for aid financing. 

Under these airou2stanoes, tyine aid could lead to an increase 

cteris paribus in the total quount of U.S.-exports to the aid 

recipient. 

Our study is organized as follows. In Section 2 we sumarize 

the anlient aspects of U,S. economic aid programs from the early 

1950's to the present.. We discuss both the nnounts of aid -involved 

and the various policies and procedures which have guided thi'

allocation and disbursemcnt. In bSetion 3 we discuss the problems 

http:virtual.1y
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which must be solved in levelopins a vlid.quantitative study of 

the effects of Uid Qn tritc, along with the Solutions we have 

adopted. 8eotion 3-a is conOrned with the development of an 

adequate conceptual framework. In Section 3-b we disouss 

difficulties of a statistical nature And describe the development 

of our statistical models. The selection of countries to be inblu-

Oed in the study and souroes of data are described in Section 3-c, 

Xn Section 4 we present our results and analyze them in detail. 

A summary of our aonolusions and. policy recommendations is found 

in the concludin6 Section 5. 



m< ih 

Section 2 

United states soonomiC ASsistanc Prgrame a
 
Ortiina, koliotees Prooodures
 

By Laurenoe E. Lynn 

OimiIfUMA 



.o60ton 2 

- United 	States Economic ssistan e rosrams: 
Orisinsrholicies,.2rocedures 

Introduction 

The origin of large-sc.ile United Stateseconomi0 assistance 

to low InCome countries lies in the series of emergency situations 

exIsttng in (3ny of th-se countric's in the late 1940s and early 

1959's. 2erhaps thE chief stimulus was the Korean conflict with 

its portcnts of future cold war confrontations at the vorld's 

trouble spots. The problem of Aashmir which divided indi3 and 

Pakisten, the aossibility of conflict in Arab-IsraEli rclrations,. 

the potential threat bf Communist China 2nd thc SovietjUnion to 

the countries possessing common borders with them, and similar 

problems elsewhere madc the United States Government anxious to 

insure that the-s countrieE vicre able to aocquir the tIports 

nccssnry to prCvEnt c0ono00i cslIpsG -ind to i2int.in - military 

cstiblshrant idcquite to forest2ll threats of- Communist sagrcsioiq 

GrsAdually other countries In which econom'to ,nd Loliti 1 insta

bility thrc 'tEncd were brou3ht- into the aroCr-m. The U.i. lso 

began using dollar srrnts to b-rarin for bnsc privilegEs and rights 

of iccass "nd to achieve other foreign policy objcctivcs. 

There is little tD indicvtc th't there initi'lly Cxisted 

-imon. Congrcssmcn or dolicy mikcrs a ration'1 conocrn with raisins 

per cpitn st-n& ds of livina thr-ough forciEn id. Nor ar-c 

there Srounds for bclicvin3 th-t ti- succeso of the MrShill flan 

wis 1 DourcE of in0)riton for Cxtending -id ta the undcrdevel

oeed countrics. On the contrv:ry, tne icnrly tut I1 nealCE.t of 

Lstin Americ-, where cold war incidents seemed rcmnte, -nd the 
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f62rs exprEsced in Congress th-t the dcVC10)MEnt-Orientcd t6chni

01I1 -ssist cCE )r)r Ial -a.iht li -J to furth.ur public 'ssistance 

for invcstinent notivitite ;rc evidenoc th-t cfld-war tensions pro

vided the rt'isorn d'strc for JIrfe so 'le freign -id 's wEl1 a 
1 

the critEril for its 11oc'tion.
 

Bec 'use the prozrrms bc 'n 's ad hoc responses to emeracncy
 

situ'tins, the conccpt5 nd pr0Ecciuroc which EuidEd the disbursC

ment nd utiliz tion -of the funds througnhout most of the pcrisd, 

'ith tbc exception of the Dcvelop-mnt Lom Fund in6 thc technic'1 

*aist -nce proCr-m, ecm to h vC involved littlc systeim tIc alan- 

in. Miorcover, prior to the estiblishnent of the Acncy for Inter

n'tionl-1 DFvclspincnt in 1961, dcvclopn.cnt l-trns itd tcchnio'1 

iuist-acc wErc only 1 sm.ll, thiush Incrc sina, &rt of the tottl 

fIrcici .Id cfflrt. (cc Ttblc 2 - 1.) Most of the Gaisburscmcnts 

were hichly conocntr'tcd in crisis -rc 's coordina to cst'blished 

politicil 'ritrities. The .wnilibility of funds nHdcqu'tc" to 

'cbicvc forcian policy obJectvcs---with ndtqu'oy for the iaost 

L-rt bcing undcfined---w25 1ppircntly tbc chicf justificntion for 
2 

the size of the ;rogrwms. 

1. Willilm %d ji Brown, Jr., mi Redvers O)Ic, Amcrio'n Forcin 
!tsist -nec Cdashinaton: The Br:okinws Inctitutlan, 1953), PP. 393, 
417.; 

2. Thcre h's been c ont inuin_ Jcbto ovcr gdropri 'tc crltcri-i 
ior 11 a ti-.n frc ian Ad. FTr - revicw of P; -oy of thc s-licnt 
LJinto, LEC Thouirns C. bceltclin, "Ai.tcric n 'aC - jcniDcycl
o.PE:cats b-xne Oritic'1 Iocucep~ Internation L1 ZAt011hity 7Qn1 er.)-ress 
(Ncw York: The hmric'n JSccably, 1957), pp. 136-140. Th? iost rc
cLnt c'cntributions 0 rc i&ul &;. LDa-- nstcEin-Rod ni, "Intcrnati on .1 
:4t for Unlcrclevelopc5 Countrico," Review of Econs.aios -nd ;ttic
tics Vol. XLIII (My 1961), pp. 107-137B hnTdTGu-tLv R-nis, 'IntEr
nftiofl'n Iai for Uncrcvclopc.1 Countrics: 4 CO.±cnt,n Rcvicw of 
EconorieL -nj Strtitics, Vol, XLIV (Novcabcr 1962), pp, 462740. 

http:furth.ur
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The Intzrnation!l Development and Assistmnce Act of 1961, 

however, reflected a sro'iin awfelness of the challenge posed by 

the Communist "econoulno offensive." The new aid aSenoywas man

dated in 8ection 102 "to help miaie a historic demonstration that 

economic growth and political democracy can go hind in hand...." 

Greater emphasis is to be aiven to assisting long rtfnle develop

ment plans ind responding to self-help efforts on the )art of the 

recipients and to encouraging pcivate investment 'capital to parti

cipate in development. On the other hand, the largest part of 

the authorizations and appropriations w-.c under the kinds of 

cteories lahich had been characteristic of the iKutual Security 

'its, thoubh a more systematic evaluation of the best uses of 

these funds may accomdany tasir allocation. 

In this section we will provide a brief account of the con

cepts and operations of the U.S. economic aid probrams sioce 1954. 

We intend this discussion to serve as background for the empirical 

study to be described in the following sections.
 

General Purpose Assistance 

Most of the economic aid to underdeveloped countries has 

been authorized 3nd appropriated under what may be considered as 

generl purpose ctegorics: defense support (up to fisc'l year 

1961), specifl nssistnnce (1958-1961), continsency fund (1958- ) 

9nd supporting assistance (1961- ).. The defeose support and most 

of the sau.,-rtin z itt c f u:,'E h -v nc t , t1 c u--triEs An 

.'CIL ,1ri f Ain -DoviLt ..10 VIhici ra o --a)r; thc bv. ctn .... itti 

rulltivLly Ir e r ., -rtiDn Di toir rcs urocs t: thc intLTcOG 

of htfltin tr..icL. '9 .Ll :z:Aistracc fua4c :rk ,ri r--.,.c t 

:.Wacvc s,0Ccial itic'1,-cc nsi1, bu..nit'rin, or : 

objectives . . ." which c-n nt be _ ninct fri usinG other 
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funds. ContinFency funds mre mnade cvailble to the President to 

use in case of some unforeseen emeraency. "Experience hEs shown 

thit the most litely use of these funds is to provide -dditional 
2 

mid to countries re-oeivinL supwarting assistnce." Experience 

hs Also shown thAt most of the funds under ill of these ctegories 

irc used to finqnce generil commodity import .rogrims.; in effect 

-tbey -re used to underwrite b11-ince of pmyments deficits. For 

this reason we sh11 reg'rd thcm as generll purdose funds in con-

tr'St tD the development 'ssist 'ace nd technic '1 ssistmnce funds 

vwbich are more opecifitolly orIented. 

Tble 2 - 1 presents i brcikdown of totil aid obligations to 

the F~r Eist, the Nenr Est, Afric' and South 5sin, and Ltin 

.mcric" by tuthorization catecaory for fiscl ye-rs 1956-1962. 

For the Deriod,-s 2hole, 60.3%o of all obligations hrve been in

cluded in gener-1 purpose categDries, If 1962 is excluded the 

proportion is 68.676. If simliar d-t- for crlicr ye-rs were &v*2iJ1

mble for inclusion, the fisure would prob-ibly be highe:. The 

fliures in Ttble 2 - 2 uivc a brckdown of the ;olatstr' by pro

3j0t -nd nDon-projct 01-ifittin. kOn-pr.)jCOt proi'r 9rC 

those which -ire not tied tj 'ny p'rticular mctivity nd vhich, 

from the point of view of the United States, miy be chiractcrizEd 

-e Generil purpose. MoreDyer, the project funds havc ±i1cClmany 
activities 

which Were. only vmguely defincd. These figurces, thcrefore, further 

testify to the gencrl purpase niture ,of most lid-fin-nced purohases. 

1. Mutull 0eourity Act of 1959, Bc-rings befDre the Committee 
on Fireign Relations, U.S. Senite, 86th Cong., lst Scso., 1959,p.25. 

2. Foreign AssistacE Act of 1962, flcrings beforC the Committee 
on Foreign Aif-irs, U.S. House 3f RrLsnt'tiv-, 87th cns., 2d 
Sess., p. 16. 

http:1959,p.25
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Table 2 -1 a 

United States Economic Aid Obligations 
by Region and Authorization Category, Fiscal Years 1956-1962 

(millions of dollars) 1956 1957 1958 1959 1960 1961 1962 

Far East 763 816 616 581 601 520 399 

Defense Support 
Special Assistance 
Supporting Assistance 

724 769 543 
12 

$0 
9 

512 
3 

440 
3 

271 

Development Assistance 
and Loans 

Development Grants 
4 5 27 119 $2 44 62 

66 

Technical Assistance 34 36 33 33 33 33 

Other 1 1 

Near East, Africa, 
outh Asia 452 472 422 765 873 954 1437 

Defense Support 
Special Assistance 
Supporting Assistance 

287 226 181 
70 

218 
186 

229 
182 

228 
207 

312 

Development Assistance 
and Loans 

Development Grants 
109 197 122 305 399 458 846 

167 

Technical Assistance $6 49 49 56 63 62 

Other - 112 

Latin America 72 79 70 103 96 252 477 

Defense Support 
Special Assistance 
Supporting Assistance 

244 49 
35 24 31 82 

104. 

Development Assistance 
and Loans 

Development Grants 
5 44 29 133 190 

18 

Technical Pssistance 28 30' 30 34 36 36 

Other - - - - - - 65 

Source: ICA and AID, Operations Report, various years. 
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Table 2 - 2 

United States Economic Aid Obligations 
by RegLon and Type of Activity, Fiscal Years 1956-1961 

(tillions of dollars) 1956 1957 1958 1959 1960 1961 1962 

Far East 

Project '210 280 179 1353 108 66 124 

Non-Project 555 530 432 428 4 410 275 

Near East, Afirica, 
§Fit~Flia 

Project 128 166 108 93 109 18 659 

Non-Projecqt 323 306 218 366 365 378 778 

Latin America 

Project 47 56 42 36 h0 44 1 1 

Non-Project 25 22 23 22 27 75 336 

Source: ICA and AID, Operations Report, various years. 

I I 
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Perhnps the key grinciple underlyins the progrmraning f 

these fundi, "'t lc-st tiif7!isel0 y6'r 1959, Was tht of 

guarantecina the recipients in miunt :f aid suffioent ti assure 

them in .dvince th t their bisic dllrtr Dr I)c'1 ourrency rcqQtrc
1 

ments would be met. ThEss funds htVe tended, thcrefsre, t, be 

concentrtted in i relitively fCw countries, constitutinG in sume 

c'seS their njsr sjurcc Af frGign cXChin5E. The -iSrced--upon 

levels were nit necessily bsed )n crIefully c)Dstructcd f-Arcign 

exchnr.c budgets. Frequently they were reltted to scourity con

ccpts, thtiugh it omuld not always be underst)d why the chosen 

-mounts were better suited to the nEcds thrn some lesser or grEater 
2 

ramounts. Economic benEfits tended tD be repirdEd -s incidentTl
 

.r ocident-1. As one ICA Dircctnr put it', "We -nrc nlwiys hope

ful that every country in which we arE Siviig .id, militury or
 

othcrwisc, will act in 'i better -nd better GCC3lJmic positin. 

Sime, we -iro cure will; some, f course, look doubtful at the pre
3 

scnt timL, but we rc lw-wys hopeful." 

The rcl.tive imp-rt4nce A the su'ranted lvel of ild c)nOept 

has iparently declintd, hwever, both bcc-use thE rclative im

prtnce of the onEr11 purp)8C c otcg)ris Is dclinin mnd be

cause more sefhisticited prvaraming cA)cctE ire beioFc)nsidered. 

1. Mutu"l Security Act*of 1957, Herings bef ore the Committee 
on F'reign Relations, U.S. Senate, 85th Cong., lst SEss., p. 248. 

2. An outlinc of the pr)ceures, but nt the specific criteria, 
invilved in arrivinc 2t a cisolon 's to the level .)f defense sup
port to be pr'vicled to i country is f.oun- in MutuQl Security Act of 
1957, Scnrte, pp. 491-493. A smcwhot more satisfot ry 'ccount 
(past levels f imports zre spcoificilly mcntionc5 's i factor cn
sidered in detErmining the necJ for 11J) is fjun5 in Mutu-l Scour-
Ity Act of 1959p Scn te, p. 20. 

3. lutu;l Sc0urity Act if 1957, Snite, pp. 64 and 245.
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General purpose fun3s hive been disbursed almost exclusively 

-as arnts., which c'r' u .ct crvicC Or lmDrtizatiDn require

ments, rither than lns. On the other-hlni, drocedures hnve been, 

desiSneC t) avoid the discriminItion whitb would 3ecmt)ny the 

iatributltan )f dollrs to-imparters as in utright gift. After 

a level of ni6 for n p-irticul-r cuntry has been fecifca upon, 

the cozuntry Craws up requests for procurement authorizations (PAS) 

to be isBuEC T-iinst these funDs. These r.6-quests irE submitte

through U.S. aid missi-.ns&in the recipient country an5 must be rs

viewed and Tppr)Vwe by 112 officials in Washinatmn. dben approved 

the PA constitutEs nuthority f-r. the recipientgovErfmtEt to luth

orize impbortsyf the commalitics spEcified in the PA up'to -the rt

mount requested within certain periol A time. At the time 

that PA is 1pproyet, the -id .agency issues letter 3f commit

went to - b-nk icsigsntE by the rEcipient )VEDrniGnt tD the effec 

th't the :U.S. Treasury will reimburse it for payments t) suppliers 

mane under the letter. The recipient government notifies potEn

ti-il impbrtcrs of these co:moditics thqt npplicntians for import 
2 

liconSEs m -y be submitteG. Applicatirns are reviewed by the re

cipient qzvErnment with the p'rticipation of U.S. il5 offiavls, 

and approvcl nppliconnts ye notifie2. They may then apply to 

1. Robert E. Asher, Grtnts, Loans and Lol Currencies, (Wash
inton: The Brookinas Institutiin, 196177 p.. A clear n: c.ncise 
summary of the pr~ccures fLr rencril omm)>n)ity imiprts is con-
t-1DEJ in Mutuil becurity Act af 1959, Senite, pp. 420-422. 

2. There have been cnsesof carruption in the salc r ructiun 
of Imprt ani fireian exch'nze licenses, hxwever, .s th't the prob 
lcms of 'Jiscriminatlin and favaritisa hive nxt bcen avzide2 crn
tirely. 
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their b'nk for - lcttcr )f ore it un'cr which pIycEnt will be wile 

to the supplicr. i:; :tcr "p"y f r" theThe 1 ust f )reiGneExchmaLge
 

by :1EpositinS in equivIlCnt su-.. of 1a2l currcncy, 't ,)rCvi:usly 

arEe-J-upon xcb-nge rntce, with tbc-lnl bank. These 1ocil cur

rency 'ccjuats 2re knv0n is "c.untcrp-rt" accunts which, thouGh 

ownJE by the recipient govermnucnt, can be use 7nly for purposes 

rEe16 tt. by thL Unite : StIteCs. 

Oesh trnsfcrs represent seubstitute pracc.urc by which anU 

is CisbursE2 when the P4 systec Jcscribc3 -bove "is clcrly nt 

fesiblc if prosra >tDjcctives irc to be inct withut cxtrc-c 
2
 

2c1-y." Whcn the rcoipicnt &-cs not h".vc in cxchange c )ntral sys.

too, it m'y bc "ifficult tD inrucE ihportcrs t3 .u thr)gh the 

rec t-!pe necessry unler the P,, system in arler to aEt .tallars, 

21s., in E ).-.C 0sCS thG uSC 3f the P, SySt&4 With rcltivcly 1TrSe 

'iaJuntB >f U.b. ti: cncour, cs corruption in the issuInce of iu
3 

port licenses. Un.Cr the cash srnt prce ure, Uollrs -re trns 

fcrre2 t) the recipicnt's cEntfwl b'nk t, be _istributc. thruSh 

the f£rcign cxchange ..xrket t) i;portcrs or t) be uscU -s baickins 

for - lc.e currency In to the recipient avrm..nt by the cen

tril bnk. 

.;2istinctin h-is frequently been .iaIc -LlJns %encrtl purpise 

-i2 pror's ccorIn: to whctLr their lo.e*i'tc objcctivc is 

1. With the exctption of Sccti n 402 countcrp rt, hich rcsulted 
frau the sle- of igricultural c.. itice uncr Section 402 of the 
M.utut '.1 Scourity Act of 1954 (-s ".enc:, ten per ocnt of these 
fun.s le. to be .,c trivllible to thc Unit, - St:tcs for mcctina its 
own lc'1 expenses. 

2. *rcncy for Intcrn-:timaJl Dcvc-lop..,ent, The Application of 
Souroc-Oridin L1::t ttiins in Csh Tr-nsfcrs fur Lc-l COst or Bi1
inoc of Pny-.cnts Finiacinfr iucoripbc P. 1. 

3. Mutu I Security Act >f 1960p Sennte, 
, 

pp. 324-326. 
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2irect bl-tooec of p'iy.-,cnts sudjart Dr suppxrt ;f 1ic'l povertnut 

busets. The latter tyc :t) rf r .e-ns in effect tht the uSe 

of the counterp-rt rc)rescnts thc "cuttingcE" of the 'l2 pro

grar:. This kin' Df Dr3Grim is :csirble when recipient (-ovcrn
1
 

,..nts -re incpnble of z.bilizina res>urces internlly. Though 

the P.' systcu bE.s typic'lly becu usc: to -btnin the loctl currenOy4 

-,ro rcocnt proocc..ure his been t) lisbursc the funs is e2ch 

trinsftr. The use of this JrocEIAurM ia :esiGneC to cst'blish 2 

cle-r "istinction between b-1l-nce -f p-yzcnts supprt n budget 

support pr-ogru.s, 'n to avoid unncoessnry AID invilve-,ent in 

Import pro~r rs when they re n At the purpose of the -1-3. 

Technical ,ssistance 

The purpose of th.c t6clGnicJ1 8ss1EttrDOG prrjrc., w's ts pro

vije countries with tr:I:ne: persmnocl, e'ue ti n1 strviccs, tech

nic 1 *lvioc t. Itr r-.-ti-n, n-- sj:..111 ',z)unts of -- ))'s - : equip

ient for ecmonstratin projects t. I2 tnc.. in their, 1cvCloP:..Gnt 

efforts. The SuAS )f -0Dcy inv31vc., werG n)t 11V6E. Thouab 

ittes.Ipts were :i'S t) ivert the fun-'s to other usGs in titcs Df 

foreign exchan,-e crisis, the prcsu.::;t1in is thit the :irect ex

penJiture of thEse fun.s wis reG'tivcly uninfluencEO6 by extrn

coaus fictors.. The influence of the technic' lssist'ncc protGtr' 

on tra:e, hwcver, e.. y b vc been larcr thin is inlicatc5 by the 

ounts f fun's involvet, due to the "educational" effects of the 
pro~rams, 

Developent .ssist lncc 

Econchic 1cyclop.cnt his lw ys been nc f the ibjcotives 

1. Outl.Ak for the Unitc 'St tcs B'lcoe of i--y.wents, Joint
 
Ecn0i ouittee, . 64.
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Lientione: in cOnncctim vith JUr 2 jPal,.,. +ri)r to the est'ib

fisb.cnt f DLF, hwevc:, littl, C ncertc< eff >rt Vns evote to 

promoting this )bjectivC tutsi c 't thc tcohnicl issistance pro

cr:. Thoush weer-1 jurpJOC 'sv6ll 28 -i 6vl)j.cnt ISSISt Ince 

fun.!s iwcrE useC for hishw ys, h-rbars in? hnspit-ls, plrticul .rly 

in c.>rntrics such is T-iwn, Isricl -ni,- Ini, 1 centrlly trc 

tc cffort On bch-lf of 2evclopucnt -ictivities w-s 1Ickin6 . 

principle ztiv-tion for establishina the DLF was to proviuc a 

czncrctc )bjective fir it lE-ist '>-rt f the 21: )rDgram Tn "to 

jut -n cnt t. the h-sty, on: frequently ccoon'nic'lly unwise cuO

cit.:Ient of fun-s for politic 1 re tosns." Fin ncin- w-ts to be 

Lrovi.c2 fir cleirly Jefine5- -n tbchnically siu)d )rojects which 

-. )ulC c. .e >E6t aible contribution to o untry 's 1, tteri I 

wclfnrec
 

Extendinc 21.' apoific'lly f-.or CevelnpAent nctivities is in 

cffcct ri restriction in the usC of i2 drocccIs in cY:)rision 

with the )olicica s)vcrnin& &encr'1 Jurpisc 1 r>Gri:s The issue 

of substitution is r'ise, theref ore, since there is no prcsuzp

tion, ic thcrc ..: y bc irth hr th~t the 3urch-ss fin

'InC -MC L- 'rIn'1 rClItiVC t a the rE CCE it of 'V. ID cA.s16r

inG tuis iscuc it Is instructive t. :stinaush bctwccn two types 

of situtione -hich -risc in )rlCticc: ') the U.S. -tssuacs the 

full cost of i rclativEly self-cntaincJ Lrjcct; -n b) the U.S. 

jointly fin -icEs icvcl&.AEnt 'otivitics -or p rtici teES in-fl

1. 0 crlti-oim of th' Devel ,. knt Lo'.n Fua, Furtcenth Repbrt 
by the CO..a.ttEG rn GVErx.cnt Opcratimos, U.S. House of Repre
sentatives, HousE Re art No. 1526, 86th Canc., 23 Sess., .). 20. 

http:Lrovi.c2
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ntncin: .cyela.ent rtur-,. UJLX 'thL cutu -1 lnourity -.cts 

the aif agency alVAiiEd t'. lftter tyoe of prorv.. ftr the cost 

. 

1 
Lirt, but evidence su-ageStE t't- ALD will t ?e 'n ifOreIsin& 

. 2 
interest in such ventures. 

With respect to the finincina of u;re-or-less self-contuined 

projects, U.S.- policy his bEcn to Jetercnine if other sources of 

financine xs -ivilbie f)r the ictivitics. :escritcEl in thc loan 

dplicaiotion. This bis usually invIlvocd consultition xith thE 

Uniteff St2tes ExLnrt-It.ylrt Bank rtn2 the InternItionil Bnnk for 

Reconstruction -in Devel:p.cnt. It his als invalvc: Lcidinc 

Thether the country w's able to flntace the ,roject or 

out of its Own resources. If U.S. fin'cina -9pc-rs ioispcnsa

ble to the i-Leaent -tion of i wirthwhile JrtjECt, the -i 2[efncy 

1. On one occ-sion, hDwever, it wos 31scvere? that vtE wGE 
jointly fin'ncin. -1 hsitil with the Soviet Union. C.i11nr 
of Unitc, Stttcs -n Ga.-,unist F:rcin .A2, Rcport of the C1.wittC 
o-n Gvrn...ent Ocrations, U.S. House pf Reprcscntitivcs, Hausc 
Report No. 1907, 87th 0n&., 2, Sess. 

2. Section 201(c) f the Forciln -ssist'ncc ct f1961 (is 
N66ndc3) S)CCifiailly rc-tnizcs inst 'noeCs in which i v-ncc cnz2it

..cnts to ) rticil,2te in .ultilbtcr'l Jav1l.tcnt finncing will 
be in the natoa1 lantcrst. In testt.:Mly bef )rE Conress, Henry 
R. 	LThouissc, chaircan A the trcstJlnt's tisk I roc on f£rel n 

conMIO.ic nssist-DOC, nite', "Thic ircsi3cat's Lucss'-cc G 1irch 22 
/5967 cn.lleO for 'cauntry al--- circfully ttnuabt thr:uh 
proGrmu tail3rE' to LCCt the neC.s 'n' the rcEurce JAtenti-l :f 
c'ch in'.1v1 unl country instcit af a series of inlivi-uAl, unre
1J-te ,r)jEots...,' W )r)p)SC to hzv ech recIAcnt ilentify 
its own t t-l require..cnt f xr n Qivcn mcri- het'---whit it nce's 
to .ove f.;rwtr2, whit -rc the necess ry )ririties, what cn bc 

.:rmwn 	 frn nttim l rcs urccs, -' Wh't cXtErn-l -ssist noc is 
rcquirc ." Intcrnrtinl Dcvel>;...nt 'ani Security, Ace-rins bc

f ire the Coic.ittece n Forein Rclitions, U.S. Scntte, 67th ODnc., 
lst Sess., p. 148. 

http:conMIO.ic
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consIfers nravinl the 1zrnn HeCnce 9 It 1IEt in the )ry, srioQS 

efforts nrE I..'e tz :ctcr. -.C td--t the -ctivity fin ncc is er-

Ginl InJ thct the r-ccijent is n t substitutin. 1±)ri 1sDe 
2 

Ather siurce f f )re i1n exchanme. 

Of coursE nAt Ill 2evcl),icnt 1)ns fit this &:c41. There 

hve dfubtlcss beEn inst2nccs in which the projects finance

wEcc n~t r:Gtin-1, thu b thC tiLing Of the pmje0t Jioigt hve. 

been *iffercnt if ther funds h-t been usc2. It is in the nature 

Df the grible: thit precise dCetErain"tiDBns of this kinI O'nrnt 

I1w lye be :.. *le. On the othcr hn, U.S. rIi rorhs use. flex

ibly h-ve been instru ,ent'1 in &ettin- 1tny activities "Dif tic 

nrsunA." U.S. willinaness t. financE jnrt f the 1Dal csts -s 

Well -I the f-)rciji cxcirnGC cists 3f - 1 rjcct has Dfl 0osim 

re13DveJ the L-nj;r rxxdbl)ck t> its imple:ient'tiin. Lons hive 

been u c tD cJV.r IWfl 6)yDs n.6 initi.l csts t.3 cnDblc the 

country t- ,ct fxrcin supJlicr orcJits 2n1 v )rile teu8s to 

3 
cover the rGuinina c )sts. On other occsins, whcn rela

1. The DLF w-s dEscribe.2 by one )ffictl os "a b-ink! of list 
resirt." Oertion -of the Dcvclpe:cnt Lnan Fun-, Hearinus before 
the CAO.Ittea on Gsvcrn-ent Oerrtins, U.3. House of Rcs.resento
tives, 86th ConE., 25 Sess., P. 71. The .,i..nit'tor Ji '.ID tes
tificJ, with refrence to -i wier r'nEE Ai motiVities, %E 2.n't 
w:nt t ) invest our 13)ney -unless ,riv-te clit'I won't :D the jb, 
:other kins of eublic cl-ncy wn't 3 the jib, 'nC it is a jib, 
nevcrthClEssS, that is wirth 21ns in the interests A the United 
Stntcs to 2Evc1) the country. :1e Du(ht t, b the lIst fcllw." 
Foreirn josist-nocc .ct for 1962, Heirinns bef rc the CoTcAtte on 
Foreibn ffciirs, U.b. douse of Reprcsenttives, 87th Ctna., 2d 
Sess., p, 4ll. 

2. The wVr. InrsinDl isfrcquently usCe In c:Dnncctin) with the 
2i2 r>rtt in nthcr scnsc otivitiEs .:'y bc consilero antr

-in-1 in the sense thit their usefulness, .:c-surc1 -ccorclina to 
EDUC Set of criterin, Is quEcti nib1e. M-rintl -le usc5 in the 

text lescribes the -otivity which woul? b-ve t. be ScititCel if 
the 2bility tc p'y were rc'uce2. -n activity .. 'ty bc .irCin-l in 
this s-nse but bihly v:lunblc flr its contributi-n nonetheless. 

3. Ozr1tions >f the DCvEltanent L2in Fun,, HEnrinCs, D. 319. 



2-12 

'tionshi;s, bEtuScn th cayoatrME sru1tte, the U.S. his Ir-tici

t 1-w in virinus -st ,at .slininztber ;jcts for which the 

lois or'Pe "gr'qVG, Te tnitc - St tes dO-U1. -Is,, by )ferila 

Ittctive cre.t tcr", An uc. ' cuntry t; un'crtikc , pr'ject 

consideE 1 Owthwhil6 y the j.S. tGiC1 miGht 2thcrWiSe -bE PLSt

.m~c5- ar .b'nJ-neC. .:nf-it is nit unlikcly, 'eirt frau SitUtAs 

in which c 1 uc s L involvCE, th:t cOmntries conceive 

of morthwqbIlc 4rsjects ?t act'ivitics whih an only be flnince
 
-2
 

by U.S. -1t.
 

When the jAnt finnucin: of Activities is .uncrt-ken, the 

drOEL I i etcrcilinZ whEther the eurchweoL nvo nnlly fuionc, 

ire ::rin'l Is even :re couplex. For -1 internitinAl lcnlinc 

concertij 're x-tialcs of this kinl A situ'ti m which are likely
 

to be InreaA151y iuPtAnt. theHowever, chrictcristics. 

of joint finimcin. hWve Also been drcsent in somc evcliezit 

lI'ns which were t-ce io "car:-crks" or t vincc c=;..it.;cEte wTEG 

when n country w's -tryin-tx brine taether )n its Dwo funfs frou 
3

various Sources. 

It wjull bc cxceein'ly ifficult, -if not i.:ossiblE, in 

such c-sco to estic tc which of the purnh-nues representca the net 

1. There ire -. nrirs inv.lvc: in )GSroy -til5 1 country to Utocr
t-'kc In activity foQ which there is n) rgl cnthus1i-s.:. Thia car 
1(2 t0 uniutharize-1 UsE, of fuo0 or .^itcri'ls, r-)rt -f "))t

lcE CUbstitution." 
2. -an IOL stiff iscucsia in 1957 pArocu ' list >f :rojeotslselctci t r0in " If NO Waih U;3. CVClj. :tt l3'nl wrEthe only 

conceivblc :iiecn of fii'ncinc. Mutu'1 Security act of 1957, Sen
tte, Y. 458.
 

3. This his been true, for exiU9le, in the a sc A Init 71d 
Turky. Oer -tion f the Dcyclat..ut Loi Pun ROMt, Pd. 15-16, 
27-29, -n Acltings, d;. 178f. MaLc levcli-cat lIos hi. the 
chrctcrtstics of Ownur:l c2-.a:Lty L..Irt arT r-:s such is were 
cnv.anly [ilinca with Lcncril ur;Dsc 1)arari timns. Reort, 
P. 3. 
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U.S. *ontributVn. It is )rcinbly ftir to sly tht thc entire 

noctivity is cr -rin1 rl < tc t-thc t tAl fund f f rcin cx

Ohr'lc JroviGef f )a it, -. 1th)Qn.h tits 'n1. JieC6s A1 i GeVe1Dpient 

'An tAl.ht be ittc 4Atc.P in -ny cvcnt. In this sfnsc the United 

bt tes iszdkinm i net contributimn to the evCljytrent Effirt. 

DrEc asecif 10 s-t"tC:.QC-Eot wu12 bc unw'irrtt . 

Econut.'ic .,i ,ni Unitcd States Exnorts 

The utiliiztibn -- f 21 )roceces by undcrJvclo)e2 cOuntrics 

,jrifr t) 1959 was nA cncuuberef by )rfcurc,:cnt restrictins such 

2s thosc 1.5cate: in 1959 ind 1960. Prior t) 1954 the i.:fn Ic2.is

I'tive jrwvision mn drocureasilt )robicitej bulk urch-scs Af 

--Ios at prices bicer thin U.S. Gnrket prices, tjuste fDr 1f

farenoes in tr-nsprt c )sts, quility anl' tcrns f y*pycnt. BEcctim 

510 of the Mutul Security '2ct )f 1954 ctntine3 , ,r)vision which 

offcreJ explicit smctin to third country ,rocurc.-cnt )ut )f 2e

tense SUL4rt in- . eveoC-nt issistnats funds, Prinr t3 the tiuc 

when 2iscussians a >nocrnin, tbc --.viseability )f tyin& were becun, 

tcsticiony by it, zfficiAls tcfore Oxnoressiinl c.i.a.-itteEs sugGcste 

ta-it the -licy f )no 'ur.inG rocurE;-::cnt frxu the lo'ncst-cnst 

sturce. -inthe bnsis -f cx.1 etitivc bi:s w's fllwc? rther 

ngrccsively, the Dbjcotive t th't thi bcin t.. ibtain "the 

Lrc-'test v'-lue fir ctcbh l1,r sjcnt on rr(r".c i 

Dcvel4j..cnt -f the TicfV .Aid P-c.v
 

UniteC St-tcs Dfficinls -ewcrcl to L vc tow'r' ' tic- 11i
 

1. Mutunl Security *.t )f 157, SEnt, t. 91. 
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pollcy wLth reluct ne!, when thew; first rcstrictins were 

.7o;to<, &ltic -1 1; Pl. a vo -V .10 Issuces warc Jeoesive. 

By Oct hcr 1959 thc b'lnc. A p-y..&nts ,r tley wis rea )a

nize2 tD be scrious---the v"luc of the Olf stock knt ccline2 by 

over three bill-ion dollars since December of 1957. Hence it was 

.Isturbiac to realize th"t (3;WYSupylicrs in the dr~soerinC Euro

,cm countrics were > 2 'irently socning their clients in undere
2 

vClD,00 "x7E t the Dcvc10:.ent LD'n Fun 2 for tin'ncin:. The 

Mcci0mn "to ivs Lriunry eQphfsis tj the purchase of g)ods and 

6crvIcs in the United StTtes" with DLF lon procceis, tD a191y 

to ill loin Cree1cent seinE after October 20, 1959, was to serve 

is stiuulus to Euroe tnst xmn their rile in Kvclodcent 
3 

s0 tofinlncinl is well s 21 the balance of pnyt..cnts. This is 

refiCOtec in the legisltive justific'tion for the )1i0y citcf
 

1. DurinL the 1958 recession frcsilcnt Eiecnh*cr rcjec: rO
sils to invke Scotin 510 of the Mutual Scourity ,ct of 1954 

(as aicce3) .s in inti-recessi :n e iourc. That scotion isks the 
fresident to C MilSer the effects if uffshOrc PriCurctent >n the 

>acstic ecnA).y, with pirticulir referenoc to ircas of laLor sur
*lus. Mutuil Scourity .ct of 1958, A rinos bef rc the Coaittcc 
on Forcian Rcltine, U.S. Knite, 85th GnL., 22 Ses., pp. 245
?46, This s.:c prAvision is nmw & rt >f sectin 604(q) of the 
Forcitn sistmoc Act of 1961 (is 'endc2). 

2. This lccislan "rtfloctc the cxperiencc th-t brrjWGrs frc
qucntly aUre to the DLF after settinL up In ivcstaent ,roject 
with the bcle of Eur:v9can supRr by whx; they were then m5vised 
t LD to Wizhinatm for their fin'cina. It was ex;cotel that by 
substantialy narriwing this e y rln', prcssurC bloult be cxerted 
ujon Europe 'n sources to fininoc their own CxS -rts." Henry 0. 
W-'l0h, "Governcnt .ction," in Jeyuour E. Harris, c:., The 
Doll'r in Crisis, (Icw York an: Burlinoaiv: H'rc )urt, Br'cc 7n 
WnrlJ, Inc., 1961), y. 104. See 11s Ocritions Df the Develop
ncnt Lim Fun 7, He trincs before the Couittcc )n Govcrcent Opcr
-tions, U.b. Hausc "f Rcprescnt 'tives, 86th OCm., 223 Less, 3d. 
84-85. 

3. In fisc'1 year 1959, 49o )f DLF cxdcn:iturcs finmanos pur
chieLo froa 19 csuntricb listc in e. bcl:w, c.yrc: to 461/ 
;cnt in the U.S. The c >rrcs, *ain: fiaurces f r total 4ID cxpen

1litures were 430 an 07o. Finures for fisc :1 ye'r 1960 were, for 
the DLF, 65A in the 19 countrics as >osej to 33o in the U.S. 
Corresdm'int figures f >r total SID cxaLoity excnfiturcs were 
47% an 41o. Figures rc frxn ;:cncy for IntCrnqtiyncl DeveloMx.ent, 
Gouroc of 4ID COAdity trocureiont, (no ditc). 
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by the Manlina Dircotuor .f th 'DLF bef 5re - OngrE san1 c ouixit

tes: "This chrnie wa -i tte ... t tu cyr)vc )ur fulfillzent, of the. 

Congrtseln2.lilnn. !t thit tue DLF t'ke into 0cc0unt, in coEnc

tion idth -ny finlacin- tx-'nsnctifn, 'whether fin-'cink csulA be 

obtainc in mhAlE :)r in jlt fr.) .OthCr fre w.rlJ s.)urces -m 
- 1

reason'ble te i.t" It w1s c-refully pointct zut, .... rovEr, 

thrt the bl1.-nCc 'f )ayfc.jnts- EffCcts of th new jlicy woulA be 

sloxw in e. It ws consi''cre likely, In f-ct, t&-t the situ

tiontuIht cet w4rsc before it A>t better, since the first is

burscuents under existinG lo-n s h-iycen Jisprueirtionctly wchted 

with coatwo1.itiEs f)r which thE U.S. con 9 titive LlSsiti 3 l w-s fivor

blc. 

Thc- c1coisi,)n t) restrict 10.i p rocuremecnt was .. uch. -,ore ex

elusively reltce;1 to the bnlance f Liyants prslle1. The he'vy 

sh -rt tcr.: octiSl outflow which 'cvcloplc JurinLj thc 1-st curter 

;f 1960 -n the shnr, increcacs in the &ricc of '-_1l on the Lonf an 

c'rket in October indlic.tc to :.inistrtin offici's the neca 
I - 3 

for a ecisivc cfense of tic "Allzr. ,'- ti~n- - 11:1te -ro 

cure-.ent )3licy for untul sccurity funds was intenfE? to be a 

hiubly vicitlc 1n c-sily rcc:cnisc1 stcy .:c t ,,rtcctin: the 

Collrir's rc.utatinn, yxrticul"rly sinoc it invflvc' such . shro 

fearturc frxm jrcvisus U.S. vic.us ,n Mffsh.re ;rocurc.:cnt. 

1. Mutuil Sc eurity .,at of 1960, Hea rins i:e fire the Cor:1ttee
 
sn ForciLn Rclntions, U.;,. Scante, 86th Cman., 2: 6css., ;, 388.
 

2. Mlutuil Securityj Lct of 1960. HcrinEs bc-f:rh the Ox.uittee
 
on FreiEn t irs, U.b. Huse -f Rcprescnt-tivcs, o6th Cna.,
 
2- 868.e , V;. 271-272.
 

3. J-Illich' -I,?. cito . 3. 111. 

http:Mffsh.re
http:indlic.tc
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The Cecisinn v-WIs first 9 utlicizCf in President Eisenhiwer's 

Novcaber 16, 1960 Jirccr.. :> the til nc e A L.)y:cuts rblEm. 

Part 3(0) -,f thE lirCotiVC in strUct the dirCctir f 1t ?tt) 

T2-?t 2 nlicyAw'hich will 'lioc )riLmry c-pbsis )n fil2nTJOifl 

So-S -3:- SErvices f Unitc2 St'.tcs )ri-in in -l1 Df its 1ctivi

ticSe" 'The ,)licy which wns IccI lJ fn wZas set fLrth, in ' 

A.CSTLe t) 10' by Secretary of btitc Herter on Deccc-atcr5, 1960, 

nC co.uunicitdJ t- the. fiel mn Decesbcr 6 by I0, Dircotor James 

Ri2:Z1cbarccr, It ;rvhibitc:. the use Df rutu'l2 security funds for 

,urob ocs in 19 lictc7 in."ustriilize, cDuntrics, with cxcetions 
2 

t- b nuth-rizc2 TOO tCins to strict Lf.CL:lure. Of neccesity 

this "li;;itc2 free wrlJ )r-)cureAcnt Aicy" rct-incJ cnauah flex

itility t) inCure -n - cqu-t's suply f r-w catcri-ls for nid

firncc: Ctiviticn "ni t; ttkc -tccount of incvit~tlc s'cci-Cl 

circucst'nccs. The overll 7ool, -Ls st tc rcjcot'l1y cfo)rc 

C oncression1 1 OiZlit6tCCS, hs bE-cD to insurC that 800 At U.b. :id
 
3
 

eocc's is ittributL . to urch-ecs fr:. thc UnitcJ bt-ites. 

1. Presc rCCse for gubliortti-n on N:vce.cr 17, 1960, "Direc
tive 	 by the PrCSiCnt CAcLrnin. jtcs tn bcThkcn with Rcsecot
 
t; the Unitec- St .tes B-l;noc of f'y..:cnts," The 1hitc A-usc, Ji.GS
 
0. Htcrty, Press bcorct-ry t) the Presidcnt, e. 5. 

2. The c>untrics werc .australi-, .,ustri 1, BeclIum, C'nv2, Dcn
z'rk, Frclioe, Gcrm'ny, It'ly) Jn-yfl, LuxEL'C3uxL, IMonic, Nether-

Inns, NEc Zcrln2, Nnrory, 2'uth "fric, Swe-ln, Switzcrlanm,
 
UniteC Kin .., Hnc Kn n KmL as sinoc bc-on rc.novc froc
 
the list -m- blin nJ2eO.
 

In fisal-ycir 1961 throuj-h DecC.Cr -1, 52%0 f ll cDm..vx'1ty 
cxcniturcs )ut of -n:1 jr >c)c.s were usc in this &rcuLJ of coun
tries, csa&'rcd t 37/%a 1c in the Unitc - utatts. Intcrnati3n1l 
O>tocratin akiniotrtion, Ocr-tinS Royart, Fisc- 1Y-r 1961,
 

Issuc IND. 2, L. 48.
 
3. In contrlst, 907 of Militry ,sist 'nc £rDXr-C funis wis 

ccnt 'ircotly in the U.1., while the fiLurc f ur ?zrlS Bank Lnns
 
wvs -bout 30%o. Mututl becurity 2ct of 1O, House, 3. 271; Mutul
 
Sccurity "ct of L ,Scotc, '. 47-48, 0.
 

http:N:vce.cr
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The spirit of the tic A. p1icy wis written into Scctin 

-604(n) At the F:rci1n osrict acc .ct A 1961. Cmn~rcms ZircctcC 

the PrcziMct nOt t -4cr-it Aliph,cc gr.curcmcnt if the ':versc 

effcots upsn the ccn;y "with spcc01 refercncE... (to) the net 

Pocition A the UniteC StAtcs in its billacc of O3yrcnts with toc 

rest of the w rl," nutwci:.h2e thG benCfits t" th 'r)''L A 

,urch-sinv frta lower cost suppliers. Section 110 A thc a rres

onlinC qyr,ri'tins not require! the Presilent t: juctify Ktni

110'nt >ffon.>rc f A 16'ct ticc '1DDQ111y.purchbee trc Con riss 

The wilc-rin inj .:inistrntivc i 9 lic-'tisnG of tyin ni1 

bconxc 'gj;rent when one c nsilcrs the ty.c if Otivitice fin nc2J 

with U.0. Issistfnce. Oheraes tyin. sevely:.Ent li ms o n e 1-

Incte ry lilting cynsijEr-tiDn to thise l3jin Lplicltions 

hich cpc6ify the usc A U.S. n:.S in servijces, restrictin pro

eurc.tut fr:: ather ID-nlninistcre7 funfa olls fr c:nsi'Cr-tly 

:ore "ficinistrotivc effort. beccinl prioc.ures qre rcquiref for 

insurinu cm;li'nc shcn centr'l b'lnac )f -y.cnts su. )rt is 

Kint 9rovilc. inC Nhc the Cencr-tion A lcl currcacy is the 

,rincilc .,bjcctive of the c .Mitwent. Mc fr: thes 'ctivi

tics, the U.j. *iA cncy fin-acos the trinin if zcoi'lcts, 

the HiriT: Wt LA lntcnflncC A U.o. 1 ftruign tEchnicOis, the, 

cots of tr'nsrtina G <.s, urchisc of contr-ctuil services, 

-n the stmckinC of canaiss'rics. The rcclurcs for icbursingc 

funis fIr t-iec ,ur oss rust insure c i.limcc with the Dvcrll 

policy :ix ative 

The ticd -1J olicy w-s still being Qcvcl)QC in the Sprint. 

A 1963 in the cnmc th-t sttsfnct ry ' inistr'tive techniques 
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I 
were still bcing worke j ut. This ws jarticulirly true of prD

cetures for sucrvisin t-ic c.x-n'iturc )f Q olrs which ire used 

for gener-tin .-1-Ac :1 ourrcncies un'er :ethaofs other than the rz

: cure.cnt ,iuthor-i-z-tion systca. "Be:rz a 2Iicc unts," "restrictea 

-cc unts," -.n the irrECvooLblc letter of orc.1t issuE2 to fore icn 

ccntral banks have bccn tricJ m-.1 evi'cncc, sucrests tha-t further 
2 

cxscrI.cn-tition will Le necess'ry. 

, differEnt ty)c of LprJUJlcG Is the-estTblishuent ,r oritcri2 

f )rnikinc ieprojrite detercinatins e to the )rin f ' 9 

shind3. for-.;ul-T basse -in a st >fo a o 4 ..nents, L,>2ifi.1 by 

list of ')cccAile oa fi . AttiEs f -r which the cost of c ),i netts conce 

is cc !ninclEss, epWs tEin OnSiCrE. 

Tyinr Develnopicnt L~ins
 

IiescentinL the tic2 '11 Jolicy with resgCOt to JEVEl7mGent
 

lcnzinc woull iocr to invilvc few difficulties. eri)r t. the
 

Cct'blish,:.cnt Df AID, when DLF ))Iicy still e.:ihasizeJ coverine
 

the f rci:n exch-ta e cists if vcll-clefineJ jr-jccts, only thsc
 

licttons which Ltve ariMr Ssur-ncce thit U.b. 2a-ds qnd ser

vices would be usc were ctccectcd f3r sarecninr ind urbcEssin2.
 

'ID LOlicy relrdin: 3evclogucent jins has CiscardeJ the Ea.Lhqsis 

on jrccts in f'ivor of oonsIflering -my soundly-conceivc5 develop

ucnt efforts, be tcy specific .rAjects or 1hpjrt Jr -rs of 

GquiSLiEient, uiteri'ls n other supplies. But the .rrccjurcs of 

PCC ptins' only those Io'n 'elcatians which ccify U.S. srocure

1. Outlook for the Unite] Stites BSalncE of t yents, Henrin-s
 
before the Subc.x...ittCe on Intcrn-tinoa Exch'ce -in' Py.ents,
 
Joint £conj :10 O 1 anitteC, U.i. Or-ress, 87th 0on-., 2S Scss.,
 

p. 62. 
2. The det-ils of these virious jroceJurEs -rE Jiscusse] on 

pp.23-24. 
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nent ctn still be f 1loweJ . The iseuince -*f 2.s cin be cntincent 

upon the Unitc:. t'tes tciu, s tictiC thbl truc rercsent'tins 

canocrnine &r:>cureteflt -rC Zein- ..-. C n the requests for funds. 

The real IAcljot Dn trt:c is -n >tber uittEc, h)Wever. 1,4e will 

:iscuss this Cuestin in tw1j pnrts, as SuPC'ste5 )Yn M.9 nbVE: 

U.S. finincin; :f self-coptain&1 motivities - n' jint U.b. pirti

01y'tiin in ]evclagcent firndninc. 

OClf-0oJttAnE ! 4:jC-btS -fin'1Q0C'' Ly U. z. .i2 mc livi62 'in 

unknown .,zurtixns between those which are mirrinal in' th)sE f9r 

which U.-i. i1 is substitutinz fir- sxnc ther surcE :f finingclS. 

Twv qucstims r-'isc:i fy tying )rDOUrEiG-Gent re, (1) Will reltiVE 

Larna)rti)ns )f .ar;ini1 t3 nan-Lrinil rnJECtS finaCEQ. by the 

-tJ tcn.- t- shift in f±-vr f i rc-ter )ercenti.-c non-atrin-l 

-ctivitics2 Thit is, will c)untrics >plyin.g flr l ms nw seek 

fin'ncinC for core nf thse d'EvclVC .CEnt -iotivitics which rcquire 

U.S. : .s -n services but f ;r which thcy w ull 2 thcrw ise tnve 

use -2 their .mn re )urcecsl ' (2) T) wht extent will thE UnJLr'

vcve-c c untrics dectic unn U.3. r'ther than ELur m16 oflf JaAn

cse su.lics in or-Jer to t ke -id-v'nt -c )f U.S. 2ssist-mOc? CJun

tries 3ceiring finincinC ftr -ctivities which -re i-.rcinl onn 

ect no nssistace for £ni-U.b. .)r)curEcEnt. Their iltern-'tives 

are to substitute U... r 'ucts ,nI services in instances in which 

thEy 1..irt hivC jxcferrcfjt n-U.S. c[J or to seek Irms f.nr 

mly thbe Jarti )ns >f thc ;rojcct o'1lin,. fir U.. .rjourE-cnt, 

th6PECy rE0ucinL thepr i.1 recquets. Uo2cr thc recent Dlicy, 

countries c-n crnvert )r >jecte which f r-t.crly w.ul' havc Lccn it

n -nocc vith U.E. fun:c )nly Int j int fin ncIn vcnturcs. La 

cither cisc the rcal i7 fct 21 Livcn levcl )f lil n U.S. cx
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-ports' 'is kncrcjc QC ; y tyinc th- buse of the ,rocEE ', thiueh in 
ratbt t li tb -ore 

the 3-vt t er ems t hls 1 3nL y uttin: Cswn the 'ollr fl X 

-r~tbc:r ti mv ine :LUTn. to6 flvj f U.a. cxnrts.., Eve-t whE 

4j60tS' Drc wcv&or, of U.1 i h4 3 oituti.>Os 
4 n*c - s ty, ,Lr 

1o nm-ttP. urch les : be rnaes"yr Cr the ,rject to quil1fy4 

Th. renl J.gct -n U.S. Ces rts of tyla SClf-cDfnt-inE r 

f IinIl~na Will epen a 44n thE extent t which the tEncy to 

ue3 b., ratU;rth!nnon-tI.t 6E rs n- :'erviOes ffscts the tcn

c-noy t Dabift n:fn-cari6n-± -tiv eiti 4SL) the ':1 jr.1 ri. 

T&e e pirited put gZvi2 u1y, the LAble2 is uore o .lic'[tce 

v hen U. b-rrticikmt-n b joint finnoinu scheu.ses is invDlvct. 

If t hE t A 11 avi t 00 3 b.11j CxOcE6s -the "1-oUnt 1 U.-b. 0's 

tbnt )ull hive bfn .urchaae2 S :f thc vc-nture in th 

'bsEncC -A er:curE-1 nt restricti-ans, eScE subiStituti ns -f U;3-. 

for non-U... sauylies Woul Lc rcuir2, uzlcss svw4c sthEr surces. 

f fuifs cj ulJ c t e( -t in extent th-t W ul: ra-M&E tIe use of 

U.S. yssir DC 1':.xt thE lvcl ; urchscs 

frort the U.S. ubncocE.-rf. If U.S. OiIGOS full 

scozjc to. Lubstituti rn, I.e. If the tAM 1t 

U.b.t~ . 5czcot'20 th ' 3unt A U.b. 1id invAlvc., thctc is no 

rcison t ex&cC.t th't it ill n >tt tkc- 1-ce. There w Jul- e1

4 r >Ecot of r'iEin tb r to of 2ttriutitfn ut ". )D-)r ,ros

,Cot of Tffcctirn', U.S. ex)rts. 

Tyig Gci~'r'l . urp)6 .ai 

Tieuwh 2evelj..ient loon cxCaitures have Leen 1n inrcrs- 

in )r'rtion f t-otil 113is.ursectents, th-t jrijortion is 

still rcl-itively s..-ill. C.IJZ:ility Lyort )r-.s n o 2 rcnt 

blee, cish tr-osfErc '0L - varicty )f >th er r-s uikc u thc .' 
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tulk of U Ia. nesistznoe. It is these -cxeniturcs which ire auib

ject t )th li tE?1 f rze v:rl. ' curccint )10. r)C-urcs 

to im,lccnt the t i C1 LY'i ith resceCt tj these funJs tre 

numersrus 'n. sEt-ilc-, i we will c-nsiciar thec. mnly in ber. 

utline. In whit fLll)ws we shll -ia8use the r)o6ures unier 

three hcilins: (a) C)fGdity -*racure.cnt; (c) 0sh trainsfors; 

(a) S.crvics -n&..scll1ace U8. 

(c.) CODaca lity frourecnt 

Procurc,,et )L C-)f lo -1;1t8 with Sup).tint 's1Etncc, 2vci

iz.acnt zrnts in cotin-enoy funds cntinucs t.J be f inance 2 

throuch the 4.0 systei. In -. r )vin;. requc-sts f£ r fun s in: c

ccdtinC 2ocu.±cnts, s)UrCe-Drtijin liAittimc ,re caftrccd in -)rdcr 

to jrrbibit, EXCgt in sgecial situ tlans, the pUrohSE DfO0..

itica in; tbe exclu"E. influstrillizcJl O untrics. N3 D 3 vcl r-)

ctiures Irvc Leen intrucc. 

For q Inr'e 'nrtion )f thcse funds3, the hlth rnti -f AIid to 

ttl inXrts by the rectiiEnt try: the UnitEJ St-tee sU sts 

tht thc scoc for sui:stitutin is lii.ite2. The liuitatimns oiht 

cvn 	 Lc arc tcr th-n such ratis iniictc since ;.rtions of the 

on- 112 finnnccd troic with th U.S. ire rtibly nt suit-2lc for 

'tL finlcilL. PI reCovEr,- pr rt the trajk c-y . canluctc. via)f 

reit13DBahi, 'n3 fin mCLn:.- Trr'"De..,ellts which 'rc nAt yE 2-ily 

Th aItcl. 

On the other h In:, if the riin'l C0. instructiom to iro

nhi.It sutetitutims wre ridly cnforce2 seriJus Jisru..tion 

of tride jlttcrns wuldi b.e in gr sEot f )r severil reciicnt8. 

Hecncc the jrsu2)tion is thit while e -. c net incrc :scs in U.U. 

cx rts to these cjuntrics is likcly, the nlinf '1 tict will still 

1. (See. next pane.) 
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Dverstnte the -t6tu'l it.jrct 'y s.-.E 2- unt -.ttritutobce to substi

tution.
 

In aountries in ichLo tbc sG c f-r su'stitutlAn is llrre, 

h.wever, EctusE if the rel tivly s,11 rfle fulfille by the nitd 

the resucti.)n is th-t the rEcipicnt will t'ae vint-,E .>f the 

Kttufltijnltnu -ubstituttins will cour tD - onsidcrnble extent. 

In the 2drinistrdin of the rGra it wDuld te IC ffio ult for 

officils t4 chillenes rccilciat c ;untries )n thc substitution 

issue, wrticulnrly Linoc *,ID .)licy %ith rcspcat to ttese crhrnes 

his becn t3 ccet in considr'lc uensurE the recipient's judcE

..cnt n& t:) the LCst UEC of the 11. 

Thit oUprtunitice f -)r utstitutm will be exploited is 

tuy ted b,one ccth.i f'>fIvcrsLm thnt hs ':cn :.icos vcrcu in 

-'.1Aistcrln the tic 9r curecnt olicy. 3i:nificnt incrseices 

h'vc bccn ntc] in i2-fixr ce2 exLiorts f c )uctrics such nE Grecc, 

Spain -n.Guthern Rh-resi-, which 'rc nt cxcluic2 is ?r-curcLcnt 

' surcs. These countries hvt 1reilnty usc2 thE )r)occfS yf 

these slEs to urcbse cit.L.JitiCs of ' siGilnr tY,;c in cxcluca 

inustrinil. countrics for s i le t , .:rtestic cust .r.s. Greck ind 

.IlD 


bapnish stecl, for ex-raic , uy bc s3l to rzkist n unicr U.'S. 
used 

aid prjr1 s, nG the doll're c irnci/t purchts Gcr'l-n steel for 
2 

sole t .. Greek -n: 3,'nish cust .c rs. 

1. d)wcvcr, -n >jc tivc J) thL p)0licy is t - br1o 'Laut sKe 
'1srupti n -A tr pde -ittcrns in , fun3v.,cnt'1 wyl ly41D )fficitls 
hvc test-ific- th't restrictin, jr.curccent cin "insure the cntry 
)i U.S. onrti'l ) >Ads 'n unnuf icturcs int. unr'.ctz which they 
wuld otherwise tc un1-.le t ) FnetrIte on g ,urt cricc )ii)Etition 
1-sis. (It forces) in so.c int -noes -i oh-c in trncE pttterns 
-n' - .n1n; of o);.c.rci'l ch'nncls t U-b. Exorts vgbich WiulJ 
Atherwise h've r-e.ic L1 cffcctivcly 'l.c by trvlitin or Cx
chnye contrls." OutlhLt i )r the Unitc,] O3ttEs Bilncc of 'iyisEnts, 

. 65. 
2. .,.,rrcntly cnosicr'iticn w-E eiac civen by the j i-inistr-tit-n 

to extcngin, the list )f exclu': countrics, rot ':ly basel Dncvcnts 

euch -s the >nes Uscritc - :-vL. Netw Y.r'k Ti .c:, iu:y 11, 1963,;.28. 

http:1963,;.28
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*(L) C.sh Tr'na i-s 

or-""lem dlcrly exist; in euycrvisin( the exleniture of 

the Jbllys is'-ure 5 c&sh i;'rfers. Funds which ire to be 

- 1 in f c fiirei CXChn rkets -rc not eisily "trccd." 

Threc:A1stinct techtiues htve. rA 4 rzosed to detL lith this 

problA, tw> of thed hvI been it-n is unsetisfnotory,-mi 

The first projs I wis to r.et c-lish sc;-r'tc or 'scorc_.ted' 

nccountc in the recoilEDct t s cox::ccci.1 bink , tho ucC if fhich 

'Uuld bo UcrviCJ aNt insur -caLplilnoc with U.S. .olicy. The 

Decyrtuent of Co..gc2 dcotlci, hwevCr, th in its cilc1noc Af 

,.2y..c-nts t- ulltiani, the i-.. unts in these Iccunts wWId still 

c OJunted a offSlirt use, even th.>u.b U.S. -.. ods =iht be dur

chsed with theb. Th most visible cesure A success, the rate 

of lttributiin, w)UlJ nit be -fict'3, hence the 1 ency Jid ant 

.crm ncntly t, t th1s sr occ 1urt. 

- ccoti1nr t > Tscnd .lm, the CAll'ro w:ul:. b rct~incl in 

he Treistiry to Ao pL: rcctit t) U.c. cxJDrtcrs in!R obrtc2 

ninsit thc ti2 ncount of thc rcipicnt. Objections to this pro

oc3ure wcrc r-1ecl by the Intcrotion-'1 Knctnry Fund, which felt 

th:t suchfuns castitutc." in effect bockcC: %allir ocoaunts -ma 

:A ,ull cnlflLCt with the at tus of the >ll r 7m convertitlle cur

rcecy. 

The third neth.id, which ws currintly in £ 'OrG in the Spring 

- if 1963, is for *ffl to request U.3. bnks to den rrcvoc tlc 

letters of crelit in fnver A. the centr-l Link of the Tid-rcGOivin 

country or its 3ESin-:C. lictivns for these letters of credit 

.. ust stte the recipi<.nt"s intention tD usC the funds DAly in con

£orrity with U.S. A-lcurc-zernt aolicy. Exdnrters will receive pay
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ment wbcn thc U.b. binnk rccives thc necccssry oDLoisecnts ccrtifyin, 

thnt thc suealicX be ,ry1. - J.-. *.',E unacr the letter. 

In c1rucestfncL :;hncii tE osh tr usfer f cc..urc is useli, 

there is n; . rcemn t; CXJcot that U.b. cxu rto t the recipient 

,re rc -ter when procuresnt is tic2 th n wihen it is nt. The for.

ci'on iL;ortcr is still cfetlin2 in -i free f -rcri*-n exch nwe urket 

mu his u) Vli renscon t istin utsh vasnC thic "tyacs" of 5oll-rs 

he buys. .an exception t- this wul tc n csc in which the scope 
1
 

fir sitstitutim wis relativcly n-rrow. The 2vllbility of wh-t 

flaunto to surluo "1lre *Aiht inluce n.L6itinl U.S. ex9,>rts 

to ttk plpce, n1thouh ther. iL c cvilcce th.t in such in

ut -noes thc b! lirn's tiht tG .itifioulIt t inject' in t trlc 

chnc ls. 

(C) servicEs -m-'1 M1isoIll-CUG 

The li.i1tc L)r.curc LCInt . licy nplics t the vcricty of scr

vices jrncurc.s n' rovidcl with U.S. niC -ts lacll as to 'I r:up 

,f visccll-ne Jus jurchscs inv vinL rclntivcly sLll -- xnunts. 

Tr'ininc of - recipicnt's nAti otnls, thc hirin: f tcchnici-ans, 

the pr:cure..cnt of contrtctu-1 services, -n the :,urch-ac of .tiiAn

istrativc £ugjlics Cquicuit -n_-] su,,..1ics for condis srics 

.:ust n )t inalve 4v 11,r ;nytc in ar t>xclue:1 c 3untrics. 

WAit is ,rovi..c,: unicr tb ,e veri 3us bcadims is frequently 

bithly SC cific, IuLlyint. 2 liitc so83e i >r su':titutin. It 

is usuilly not rclcv:nt t) sc ck 41 cmtr'ctual services >r hired 

tcohnici-ns in :c cr 1j services .re suptlic2 in conncctin with 

1,appircntly this is bcen the c-sc rcocatly in Chile. 
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sea i0 ictsk8 Dr J-jc0-ts -- n teObui0'1 .)ErS)nnEl nrC hircO J-L 

s)cific 3ur)-ses. If. - nr. t incre-se in tbc use )f U.5.-smurce 

personnel n' servicces ls n>t Ccsire' ty the recipcnt, n inrc 

rcalistio lternitive for te cuntry .Itght Le t: se: ;thc-r t:eana 

Df finmcin thcsc exicntliturc3s. In 6ither iust0mcc, the t'cjo

t ive of U.S. .:Aicy frof.thE e-;int of vicw 3f the b nil GccA; :1y

; zcts is ?cc x lishe . 
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Sctton 3 
United States Econaic 5id-nd United States Exports: 

A Theoretical and Statistical Approach. 

a. Conceptual Problems
 

Introduction
 

The balance of payments impact of U.S. aid expenditures is
 

the result of the actions of a wide variety of deoision-making units
 

operatins within a complex environment of economic ,and political 

institutions and policies. The ultimate uses of economic aid 

dollars by the low-income countries depend upon the nature and 

effectiveness of trade and payments controls, domestic fiscal and 

monetary policies, and the sophistication of local institutions as 

well as on competitive conditions in world markets and the pre

ferences and customs of local traders. These factors vary widely 

from country to country and from one time to another. Moreover, 

the effects on U.S. trade attributable to aid may extend over a 

considerable period of time. Assistance programs which are 

successful in promoting economic growth or in forest allinS serious 

disruption or collapse of a recipient's economy preserve and en

large markets for U.S. goods in succeedina years, quite apart from 

the way in which the iid dollars themselves are used. Hence, 

assessment of the effect of aid on the U.2. bilance of prayments 

properly involves consideration of both the ultimate uses of the 

aid dollars and of the effect of aid in permanently altering the 

recipient's economy, i.e. both short- and long-run factors are 

involved.
 

Current concern with the balance of payments problem insofar
 

as aid is involved is generally based on the short-run problem of
 

how the expenditure of the aid funds themselves affects U.S. exports.
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Oti objective has been to obtain quantitative evidence as to the 

volume of U.S. exports to the recipients which can annually be at

tribut-ed to U.&, aid expenditures within the same year. U.S. aid 

is only one of the variables affecting U.S. exports to the 

recipient countries, however, and in a great many instances it is 

far from the most important one. A satistctory approach to this 

problem must measure the effcots of aid on trade within a context 

which allows for the effects which the avilnbility of other types 

of financing has on U.S. trade with the aid recipient. It is clear, 

too, that countries with similar cpacities to import, as measured 

by the real value of their foreign exchange resources, may differ 

considerably in the imount of imports purchased from the United 

St-tes. The U.S. share of a countryts mariket depends upon the Many 

factors cited at the beginning of this section. A model relating 

U.S. exports to aid must explicitly consider both the total apa

city to Import of aid recolpicnts and the key vnrinbles which. 

determine how a given otpacity is illoonted among competing expor

ters. We are seeking to mAsure, in other words, the impact of 

aid on U.S. exports while holding constant the effects of other 

influentinl v-rinbles. 

Foreipn Exchange Suply 

The torm "capacity to import," thouGh useful, is somewhat 

misleading, It seems to imply some amount of foreign exchange 

resources which accrues to the spending units of a country prior 

to their decision to import. It is frequently used in connection 

with total earnings from exports plus net inflows on long-term, or 

stable, capital account. Such a sum is also thought of as an 

"autonomous" flow of foreign exchange resources. However, the 
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spenders of foreign exchanae (importers and capital exporters) and 

the recipients of forein e.:change (exporters and capital importers) 

are apt to be entirely different parties. For the country or group 

of countries as a whole, therefore, the ex ante demand f-or foreign 

exchange may exceed or fall short of the autonomous supply of 

foreign exchange.
 

The balancing mechanism is provided by the variety of official 

and private financial institutions which are part of the foreign 

exchange market, If the demand for foreign exchange exceeds the 

autonomous supply, for example, (and assumina that exchange rates 

are not flexible) attempts bill probably be made to choke off the 

excess demand by rationinG scarce foreign exchange resources,
 

tightening up direct and indirect controls over trade and payments,
 

perhaps by internal deflation. Bocause these devices are neither
 

perfectly timed nor completely effective, however, supplementary
 

means of financing the deficit must be sought. :ie may identify 

three main sources of compensatory (or accomodating) financing:
 

(1) Official Gold and foreign exohanGe reserves; (2) The DiF and 

other international or foreign lending agencies; and (3) bhort

or intermediate-term credit extended by foreign financial and
 

commercial interests. By definition the volume of this type of
 

financing which is utilized depends upon the-size of the deficit.
 

It is evident that such financing can be resorted to only
 

temporarily and to a limited oxtent. Yet because U.3. trade with
 

low-incomc countries in any year may be significantly affected
 

by the total use of these types of financing, the foreign exchange
 

supply concept which we want to use in our empirical work should, 

for the sake of statistical accuracy, include both autonomous 
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receipts and compensatory financina. Ideally we would like to 

measure the former by summina -roes receipts from exports of mer

chandise and invisibles, long-term private and official capital
 

inflows such as foreign direct investment, sales of securities to
 

non-residents, and loans from foreiwn banks and other lending 

a~encies, and private and official transfers. Compensatory finan

cing would include short-term credits, drawings on the fL4F, and 

changes in official reserves of gold and foreiax exchange. However, 

because of the inadequacies of existing data for the low income 

countries we were unable to follow the ideal plan of measurement. 

We chose instead to construct approximations to these flows. 

To measure autonomous foreign exchanec receipts for a given 

year we begin with total imports of the country or group of
 

countries, add net additions to official reserves or subtract net
 

drawings on official reserves, and further subtract gross drawings
 

on the 1INF. It is apparent tht the result is more properly re-


Garded as an approximation to the -amount of autonomous foreign 

exchange receipts available to imaorters during the year rather 

than to Eross autonomous receipts, de have in effect subtracted
 

from gross autonomous receipts all uses of foreign exchanee other 

than imports, such as private capital exports, net additions to
 

non-official reserves, repayments of international loans and the 

like. In other words, we assume that importers in these countries 

will utilize all of the foreign exchange that is not preempted by
 

other users.
 

Data is readily available on fL4F drawings and changes in 

official reserves. It is not possible, however, to measure the
 

net short-term private credits utilized by a country's importers
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for a given year. Hence our measure of compensatory financing 

excludes private short-term c-Aital inflow and is thus limited to 

official financinr, Short-term capital flows can be assumed to 

be incorporated in our approxination to autonomous receipts. This 

is admittedly an unsatisfactory solution to the problem; it is 

really no solution it all. To hnve chosen, however, to try-and' 

measure private short-tGrm cpita), movements in order to obtain a 

more entisft.otory 1p 1 roximation to compensatory finincing would 

have sharply narrowed the 3eocrtphical scope of the study and 

restrictcd the value of our conclusions mith respect to the role 

of aid in the U.S. balance of payments problem. 

To summarize the preceding discussion, we have sought to 

arrive at an empirical measure of the supply of foretan exchange 

resourcds available to low income countries. We have endeavored
 

to include both autonomous receipts--which, when deflated by a
 

relevant international pricc index, can be termed the capacity to
 

import--and compensatory financing. Our empirical approximation 

to the former is mire accurately viewed as foreign exchange avail

able to importers. It is in effect the sum of current account 

receipts, imprts if both short-term and long-term private capital, 

receipts 3f official capital other than iP drawings, including 

U.S. economic assistance loans, and inflow of transfers and gifts 

including U.S. ecnomic ossistance grants, from which has been 

netted all uses f foreign exchange ther than impprts -and additions 

to official reserves. Compensatory financing cnsists Of dr-wings 

on the IMF and reductimns iu orfiial gold ind foreign exchange 

reserves. 
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The Determrinaticn -f Market Shares 

There is no basis f:o pcesuir.ins that a simple praportional 

relationship exists between the volume of forejrsn exchange re

sources available to a country and the amount of these resources 

used for imports from the United States. This is true whether 

we are considering interreaional or intercountry variations at 

a aiven point of time or the relationships of aaresates over 

time. We have stressed the complex nature of the interactions 

which determine market shares. A rather elaborate theoretical
 

model would be required to describe this process adequately. Such
 

a model would be difficult if not impossible to handle statisti

cally. 

In lieu of an elaborate theoretical treatment we adopted an 

expedient which permits us to measure the export-generating effects 

of aid with readily available data and a manage6able statistical
 

model. The U.S. share of a.country's market during a given period
 

reflects the collective influence durina that period of the many'
 

variables which effect trade patterns. Such a market share can,
 

therefore, be used as a proxy for those variables, which we are
 

unable to handle separately. By so doina we will at least be
 

able to obtain statisitcal.control over their joint influence.
 

Which market share is relevant? We cannot use the U.S. share
 

of the market for the asme period in which the foreign exchange 

flows take place, since thic sbre Is, in effct, beina estimnted.
 

Rather, we relate current expenditure patterns to their underlyinG
 

determinants by reltting them to past expenditure patterns. It
 

may be objected that a lagged market share dose not completely 

represent all of the influences operatinG currently, since condi
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tions cahnEe from year to year. As we shall see shortly, however, 

the specific equations we have chbsen to estimate allow for the 

effects of chanGin circumstances.. 

In our computations we have used two differenot market shares 

alternatively. We use the U.S. share of a country's total imports 

for the previous year, i.e., a one-year lagged share. This share 

reflects the most recent factors affectinC, U.S. trade, including 

those which may be transitory or reflective of trend. The second 

share we use is the averaGe U.b. share in the country's market for 

1949-1953. ThIs variable is intended as a proxy for the longer 

run or more )ermanent factors governing post-war U.S. trade with 

low income countries. It was during this deriod that post-war 

economic dominanoc along with political and diplomatic involve

ments enabled the United St tes to establish new markets and open 

new trade chinnels. The averaae share established by the United 

States in the low-income countries as a waole during this period 

has changed relatively little since then. We will show later how
 

comparisons between results using these two shares yields some 

interesting conclusions concernins the effect of aid on U.S. trade. 

We have thus asserted taat U.s. exports to low income coun

tries are a function both of their capacity to import, supple

mented by comensazory financing, and of variables which determine 

how a given capacity shall be allocated 3mongcomneting suppliers. 

We states in ection 1, however, that we were interested in test

ing the hypothesis that aid expenditures and other foreign exchange 

earnings are not perfect subtitutes in financin6 imports from the 

United $t'ites. We want to distinuish between the effects on 

U.S. exports of aid and the other foreign exchmnge receipts in
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oluded in total autonomous financing. But if we justify one 

such distinction, why not others? We mljht distinguish between 

convertible 3nd inOonvctiblc currencies, or between actual earn

ings of foreian excbanae and cre.its. The chief handicap is, 

again, inadequate or non-existent data. There is no direct way 

of determining what proportion of a country's exports was sold 

for dollars or other hard currencis. Estimation of changes-in 

a country's short-tcrm assets. abroad resulting from trade cannot 

be made with existing data. Perhaps the best we can do4 is preserve 

the distinction between compensatory and autonomous finfloing. 

Compensatory financing will have an exceptionally high hard cur

rency content. It may well by used by countries facing continual 

shortages of such funos to maintain or increase absolute levels 

of trade, particularly with the United States, rather than to 

preserve a given pattern of trade. In other words, a country 

will allow its official reserves to substitute for foreign ex
to only a limited extent 

change of partial convertibility/in flia.ncing trade with non

industrial countries or countries whose exporters do not consis

tently demand settlement in dollars. 

The Model
 

Our next task is to provide a specific form for our hypothe

sized functionl relrtionship between U.S. exports, the components
 

of foreign exchange supply, and the variables determining trade
 

patterns, for vdhich market shares. will serve as proxies. We may
 

1. Though many -aid agreemcnts have conotituted, in effect,
 
suppleumentnry financing for actual or anticipated deficits, the
 
bulk of aid which is expendcd is more properly regarded as auton
omous to tae recipient.
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frame our phypthesis as follows: the propensity to spend foreign 

exch.ange resources on mporto from the United States is a function 

of the U.S. market shore of the previous period, or of 1949-1953. 

If this function is assumed to be linear, our hypothesis is de

rived from the following simple equation. 

E alF a2F*S 

where E represents U.S. exports during a specified time period 

to whatever country or group of countries we may be interested in, 

F is their total foreign exohange tesources, and 5 is the par- 

ticular market share we choose to use. The derivative of E with 

respect to F is easily seen to be a linear function of b. -

By dividing F into economically meaningful categories as we
 

have proposed above--aid, A; autonomous financina, 0; and com

pensatory financing, 0--we expand the number of variables in our
 

equation as follows:
 

E ; alA a20 a30 blA-S b2 0*S b30*S
 

Our variables are flows and cross products of the flows and the
 

market share proxy variable. Positive values for a1 , a2 
and a3
 

can be Interpreted as indicating the proportions of the foreign
 

exchange flows spent on U.S. exports apart from the influences
 

incorporated in the market shares.. Since the market shares we
 

use are lagged, the flow coefficients reflect the extent to which
 

current expenditure patterns are systematically influenced by
 

current developments. 'The maanitudes of the cross product coeffi

cients reflect the extent to which current expenditure patterns
 

are dependent upon the patterns indicated by the values of the 

market sharea. A cross product ooefficient of unity would mean,
 

for example, that the proportion of the particular type of foreign
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exohange spent on U.2. merchandise equalled the overall U.S' share 

of the market for the px'eviouu year or for 1949-1953. 

Because we are usins two different market shares, we have 

in effect two different models. The significance of the distino

tion will be made clear in what follows. 

4 
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b. Statistical Problems j 

An evaluation of the conceptual issues involved in measuring 

the demand for United States exports generated by U.S. economic
 

aid expenditures led to the development of a single equation
 

model with six variables. We did not adopt this model before
 

giving a good deal of advance consideration to the kind of data
 

to be used in estimating its parameters.- It appeared that the
 

most satisfactory results would be obtained from using cross sec

tion data for given years, with the individual country as the unit
 

of observation. In this section we will explain our decision to 

use a cross section approach and discuss the technical problems 

involved in estimation using cross section data. We will present
 

our final statistical models, along with preliminary remarks
 

concerning the interpretation of our results.
 

Selection of a Unit of Observition 

Estimation of economic relationships using time series data -

is frequently himpered by violations of the basic assumptions on 

which the correct appliction of multiplie regression techniques
 

depends. The moot common violntlDns are a lick of independence
 

among successive error terms and collinearity among independent 

varitbles. In iddition, i suffioient number of observtions may 

not be available on , time series basis. Moreover, the ranses of 

m.gnitude of the time series variables may be too narrow to permit 

successful estimation of the coefficients. 

In contemplating the use of time series data to estimate the 

coefficients of our model, it was clear that most of these problem 

existed to-at least some degree. But perhaps a more compelling 

reason for rejctina a time series approach was providcd by tlhe 
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nature of the issue under investigation. The relationships we are 

seeking to measure represent propensities to spend various cats

gories of foreign exchanae on imports from the United States. There 

is no reason to suppose that these coefficients are stable from 

year to year. In fact we are tryinG to discover if changes have 

occurred in the propensity to utilize U.S. aid to increase imports 

from the U.s. as a result of the tied aid policy. Moreover, as' 

competitive conditions have changed with the rapid economic growth 

in Japan and Western Europe, and as the currencies of these coun

tries have become progressively more acceptable in settling inter

national debts, we may expect changes in patterns of foreign 

exchange use. Under these circumstances cross section estimates 

obtained year by year appear to constitute the most valid and 
1 

interesting reGults. 

Though the problcms which discourage time series analysis may 

be absent or less severe in cross section studies, however, 

equally challenging difficulties may arise. In many applications 

a skewed distribution of sample data will lead to extreme obser

vations and distortion of the estimates. When this occurs, error 

terms are more likely to be heterosoedastic. A model which Is 

appropriate for time series data, which is typically-ag&regated,, 

may require considerable modification when used with disaggregdted 

cross section data, Some factors which vary only over time can 

'b.eliminate'd. Other ,variables, which are important aspects of 

lainterindividualddiffeences, may.have:to be. Vncluded.. Inability 

to inxolude the appropr5.ite nodiflcations may.mean a'.taulty speci

*catton nd serious bi-s in thedresultina coeflicient estimates. 
1. The £aci tnat coefficients can be 'expected to'v-try from 

year to year mracs the pooling of several years' dta cv questionable
prooediu'c, even with the usce of dummy- variblcs defined on time penr 
3cc':usc of the implicit wcV;htin 'of thsevidence inherent in ordini 

-e-38t 	 squarGS esttetion procedures, p-rameter cst..mtes bused on o
d4tr be lased if the true values o, the .parameters are not the 
1 ay 6-1 8 	 Ce t6n 
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The s'mple of countries used in our computitions wis fairly 

evenly distributcd wit res cot to the flow of utonomous foreign 

exohnngc. Though sm'11 count. icc prcdominatcd, a sitisf-actory 

number of medium nd 1rae countricc was included. The distrt

button iots mucb lcss sitisfictory with respect to aid. M'iny 

countries rcocivin& smil11 imounts of assistince were included, 

as compared to rclativcly few fooipients of lnrge mounts. This 

citu-ticn reflects, of course, the aotunl distribution of United 

StatEs assistOincG ions 1-W-income countries. Howcvcr, thE addi

tion of cxport-Imnoort Bank lons to thc 11d .totals smooths out 

the distribution considerably, since mny countries that hnv bor

rowcd extensively from the Sximbqnk, such as the countries of 

Latin Amcrioc, have not received much economic old under ICA-AID 

proigrms. 

If the distribution of the simple with rcspect to all varia

bles vws mnrkccly skewed, in -pproprintc wciahtinG of the data 

would be recommended. The influence of extreme observ'tions and 

problem, of hetcrosceJactic error terms could thereby be mitigated. 

It has been shown thit the dEflintin[a v.riblc should be homogenous
1 

ly related to the mnin viriablcs. FininG such a Gcfl'tar in our 

case Vruld be ifficult i not ipossi'lC. For cxample , one likely 

cnldi-itC, popul-tion, is h-mgcncously relitc$ to nut>omous for

eign exChanac and probobly 11sD t-) compesatory finnncina, but 

nt t, aid sxpcnditurcs. The largest amiuntc A;f 1 typically do 

not go to cjuntrics with the lorgcst pspulations. Ncverthclcss, 

1. John R. Meycr mnC Eciin Kuh, The Invcstmc-nt Dcoision, (Cam
briegc: ArvrJ University rcss),1959), pp. 261-265. 
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--model -with_1960 dante weightcJ by pDLpulat-ion. The results, -ihough 

st-atstio1lly .in-t-rCat ins, cannot be accurately evaluated until 

further empirical and analytical work is undertaken. 

As we have sug6ested above, cross section and time series data 

may not be interchan eable in estimating the parameters' of a model. 

Models intended for use with disaggregated cross section data must 

include enough variables to render the units of observation
 

relatively homogeneoussave with respect to the values of the'
 

included variables. If this cannot be accomplished, parameter
 

estimates will be biased, except kin the fortuitous case that.all 

omitted variables are uncorrclated with all included variables. 

We hav-e attempted to achievc the desired homogeneity by using the 

-U.S. share of the country's market as a proxy for the variables 

which determine trade patterns. Iithin any year, however, factors 

apart from these assumed 1o be incorpopratEd in the market share 

may influenoc the demind for imports from the United States out of 

a given volumc-of foreian- exchn-ngt resou-rdes. Moreover, though a 

country's imports from the U.S. may be predominantly determined by 

the variables we have chosen to include, each may behave somewhat 

differently with respect to them. It was our feeling that the 

most important of these influences would be regional in nature, 

with differentials being most notable among currency areas. There

1. In the absence of a sound weighting scheme, we attempted 
to determine whether the regression coefficients calculated for 
aid expenditures were due solely to the influence of a few large aid 
countries. Regression coeffici.ents for 1958 through 1961 were com
puted using a sample of 38 countries, with four of the largest aid 
recipients (ViEt Nam, South Korea, Taiwan and Turkey) not included.
 
In onlysoiie instance out of eight was the marnitude of the aid'-
coeffio-c6nt appreciably different from that obtained with a full
 
samle of 42 countrIes.
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fore, we attempted to shcrpEn parameter estimates by filtering out 

particular developments in.thse two main currency areas: the dollar 

area and the sterlina area. 'c included dummy variables defined 

on this regional djstinction and added a general constant term 

as well.
 

Methods of Estimation 

Ordinary least squares estimation procedures were used to 

carry out the bulk of the computations in this study. Earlier in 

this section, however, we noted that autocorrelated dieturbances 

represented a serious problm in many time series applications. 

Though we have avoided this type of autocorrelation by using 

cross section data for given years, it is clear that the error 

terms- for successive cross section regressions will be correlated. 

Under these circumstances, parameter estimates which are better than 

those derived by applying ordinary least squares to successive
 

sets of cross section data can be obtained. The technique, devel
:3-1 

oped by Arnold Zellner, is based on an application of Aitken's
 

theory of generalized least squares.
 

If we have a model which is to be fitted with several sets of
 

observations, ordinary least squares (OLS) estimates derived
 

equation-by-equation may not be the most efficient which can be
 

obtained. If the disturbance terms of the separate regressions are 

correlated, the elements of the inverse of the covariance of cal

culated residuals matrix, computed from the separate sets of OLS 

estimates, can be us-ed to weight the moments matrices of sample 

1. Sce Arnold Zellner, "An Efficient Method of Estimating 
Secmingly Unrelatcd Regressions and Tests for Aggregation Bias," 
Journal of the American St-. Lrtioal Associ-tion, Vol. 57 (June 
902)7,cOpcially pp. 349-354 and sources cited therein. 



3-16
 

observations. A .second stage computation based on the weighted 

moments will produce e-tLml.tes with standard errors which are; 

depending upon the extent to whiich sample residuals are correlated, 

lower than those of the correspondina OLS' estimates. 

This technique cannot be used with models which include la56ed 

endogenous variables. Since the laaaed U.S. market share Is in 

effect such a variable, the use of Aitken estimators in models 

usiog this share-is ruled out. Equations involving the average
 

U.S. share for 1949-1953 are, however, amenable to the use of this 

technique. In fact, the extent of correlation among the residuals 

of successive years ought to be greater with the average share 

than with the lagged share. Omitted influences in the former case 

include factors which bring about year to year variations In U.2. 

market shares. If such factors are persistCnt, error terms In 

successive periods ought to bc similarly affcoted. We shall, 

therefore, derive both OLS and two-stac Aitken estimatoa for thcse
 

equations using the average U.S. market share. 

Interpretation of Cross Section Results 

With respect to estimates derived from cross section data, the 

question his'been raised as to just how these estimates would 

compare with an equivalent set derived from time series data. Time 

series estimates are frequently said to be."short run" estimates, 

whereas cross section estimates are more likcly to represent longer 

run adjustments. Comparability can be increased by the explicit 

inclusion in cross scotion models of v-ri-blc which tend to remain 

constint or change only slightly during the tenure of a time series 

study. We have. achieved this in largc part -'by using the market 

proxy varioble, which has tended to cxhibit -rcl-ttively small 
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fluctuations for the low income oou'ntries as a whole during the 

period covered by the study, Hence we can regard our estimates as 

relatively short run, representing mainly the expenditure of the 

aid funds themselves, rather than as long run coefficients which 

account for the integration of aid financed activities into the
 

domestic economy. We shall have more to say on this question,
 

however, when comparing the results from lagged and average share 

models.
 

Despite the advantages of usinG cross section data, one prob

lem remained which prevented our using the model to generate the 

full variety of information we had hoped for. In our sample of 

data, the aid flow and its cross product are highly correlated. 

-The simultaneous use of these collineer variables leads to undesir

ably large standard errors for their par-meter estimates, 2nd the 

results cannot be accurately evaluated. However, by using these
 

two variables'alternatively--i.e. by obtaining parameter estimates
 

using first the flow, then the cross product, with the remaining 

variables--we can generate, for any year, a range of values for 

the share of U.S. exports in aid financed trade within which the 

"true" value of this share can be expected to lie. 

It can be shown that if a model excludes a variable which is
 

correlated with an included varinble,1 the expected value of the
 

estimated coefficient for the included variable will equal its 

true value plus a fictor, k, times the value of the parameter for 

the excluded variable. This factor k is in fact the regression 

coefficient of the excluded variable on the included variable. 

1. We issume thit there -are no other interoorrelations among 
independent variables. 
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In applying this analysis to the case of excluding the cross.pro

duct correspondinG to a flow %hich is included, we can show that 

the factor, k, is the weiShzed averaGe of the particular market
 

share being used, with the weiahts iroportional to the sum of the 

squared values of the flow. The parameter we estimate may, there

fore, be assumed to approximate the impact on U.S. exports.of an 

aid dollar distributed among the recipients in the same'pro

portions that prevailed in the year for which the estimate was made. 

When the flow is omitted and the cross product retained, the
 

resulting coefficient can be used to arrive at another estimate 

of the impact of a dollar of aid expenditures on U.S. exports. To 

obtain this estimate we multiply this coefficient by the sum of 

the cross products for the countries in the sample and divide by 

the total aid expenditures in these countries.
 

The two estimates we obtain for the share of U.S. exports in 

aid-Senerated trade will not be the same. Which is the better 

estimate? We can show that both estimates are in fact blased. It 

cannot be ruled out a prior, that both are biased in the same 

diredtion. We can, however, derive a set of characteristics of 

the sample data whioh would guarantee that they are biased in 

opposite direction-a, i.e. that the "true" value of the share lies 

in between the pair of estimates we obtain by alternative use of 

flow and cross product. We verified that these characteristics 

prevailed in the 1956 data and undoubtedly prevail in all of our 

data samples. 

As ;;e have indicated, the estimated shares of U.S. exports in 

aid-eenerated trade are best interpreted as reflecting the par

cicular g6ogra)phical distribution of aid for the year in question. 

http:exports.of
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Chanaes in these sbnres over time con be attributed to chanses in 

the reltive distribution of -id is well as to ohinges in the 

propensity to spend .id on U.6. Goods. (The anme holds true for 

estimrtted shares of U.,. exports in tride financed by autonomous 

receipts nnd coimpensatory funds, though the effects of ohangesin 

distribution in these c-ses cmn be ddtcrmined.) This h-mpers the 

use of these sh-tres for predictive puxposes. Other evidence 

would be required concerning past oihages in distribution among 

regions or ountris with widely diffirent trnding relations with 

the U.S. plus forecasts of future ohnagEs. 
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c. Sources of Data
 

Because we chose to use cross-section ,data, the criterion 

for selecting data sources for our variables was intercountry 

comparability. This ruled out complete reliance on individual 

country reports, since countries use different principles of 

measurement and classification for the variables in which we are 

interested. Instead of usins each country's trade returns as the 

source for their imports from the United States, for examsle, we 

have chosen to use *as the dependent variable U.s. exports to the 

aid recipient as recorded by U.S. sources. For the years prior 

to 1960, the source was the Bureau of the Gencus' Quarterly Sum

mary of the Foreign Commerce of the United States. Fore 1960 and 

1961, data were obtained from the United Nations' Direction of
 

International Trade, annual issues. The data for 1962 were de

rived from U.S. export fiSures as found in U.S. Exports of Dom

estic and Foreign Merchandise, country of destination by subgroup 

by commodity, prepared by the U.S. Department of Commerce, Bureau
 

of the Census, Foreian Trade and Economic Operations Division.
 

The source of data used in constructina the figures for
 

autonomous receipts was International Financial Statistics. From
 

this publication we obtained data for total imports by country
 

(from the world trade table), beginning of -period and end of
 

period official gold and foreign exchange reserves, and drawings 

from the IMF. 

Data on U.S. aid expenditures and Export-Import Bank loans
 

is taken from the U.S. Department of Commerce, Office Business
 

Economios, Foreign Grants and Credits of the United States Govern

ment, the peocmber issues, We included in economic aid Mutual
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Security Proarzm grants from Table 3 and i4utual Security Proeram 

loans from Table 6. (In 1961 this terminology was ohanged to 

"American AdU" in each table).. Export-Import Bank loans are 

also recorded in Table 6, These figures -are recor according 

to the following prindiples by the 0BE: "The meaure of the trans

for abroad generally is the dollnr equivalent of (1) goods del

vered or shipped by the U.S* Government,(2) services rendered by 

the U.b. Government, or (3) cash disbursed by the U.S. Government
 

to or for the account of a foreign government or other foreign 

entity.... Data are frcu'ently adjusted by the Office of Business 

Economics to report trmnsactions at the time they actully occur, 

rather than at the time the transactions aire recorded on the books 

of the operating agency." 

AvernaG and lgged shnres ire comduted from ratIos of-U.S. 

exports to *he countries to their total imports as shown in IFS. 

Data were collected for thirty-eight low-income countries 

which were independent in 1954. To have nddcd countries as they 

bea-me indLEendent would have meant tht successive yeIrly EBti

mates would not hive been strictly compar-ible.,
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Section 4 

Aid and U.b. EAorts: Empirical Results 

A. Introduction 

Our principle conclusions concerning the effectiveness of.
 

the tied-aid policy are based on parameter estimates obtained by
 

using 'data for thrity'three obuntries for each of the years from

1959 through 1962'. A discussion of these results and.their
 

implications is contined in part B. of this section. Parallel
 

computations were made for each 6f the years from 19954 through
 

1961 using a group of thirty-eight countries. They provide a
 

broad view of the role played by economic Aid in inoreasing U.S.
 

exports during a period In which conditions in the international
 

economy were undersoing considerable change. These resulte.are
 

discussed in part. c. . . .
 

In the preceding section.we explained the necessity:for' . 
t~- I - ,-

usinS the aidflow variable and its cross product alternatively 

rat.betthan:Bimultaneously. For this reason we'have comduted two 

separate estimbts 'forz'e-att-:year.and.for eoh abue-'of the: bare 

'of-Ut..fstts -in. the trade gaterated' by,- U.8'.-aid expabditure9T 

tin! the- iiilcUdedt cOtTt-ries. Beeaulse- of- bert-atn characteristioaui 

ofithe asample -data, these.two2.bat im.tts.may -be-' assume'd to. bracket 

theL '."true'V:j.value.of, this: share."t In. t'he rac-inder :f-fthio sectlon, 

-the t'sttimated UE.:.shaire nof aid-1.in'anced. trade is .preselfted..a a 
2 

aran-ge-%.of -values -ratherL.the:as a single- point.estimate%. 

c..,lAt A list,. of- counries.useiL .inoutbalculti'ns isufaundi in21 
the Appendix. 
,.;-)127. It 'hould. bi... atxnessed. thart -the -range of Valueardoe'st nott-acon
stitute a cqnfidence interval. Nor have we performed teststo de
:termine whether- the upper and lower values dif±fer significantty 
from one another. : .....-

Li N ~:i:L.A -*.~ 

http:aran-ge-%.of
http:section.we
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We also pointed out thzt the U.S. market shares calculated
 
as
 

for aid should be interprcted/estimates of the demand for U.S.
 

merchandise per dollar of aid based on the particular distribution
 

of aid amoung countries and programs which prevailed in the year
 

for;which the estimates were obtained.
 

B. Results: 1959-1962
 

The size of the group of countries from whioh our 1959-1962 

estimates were derived was determined by the availability of pub

lished data for 1962-on gold and foreign excbange rnerves and on
 

total imports and exports. The period covered inclulTes the two
 

years immediately prior to the adoption of the tied aid policy
 

for non-development loan aid nd the two full years during which
 

the policy has been in effect. However, the year 1961 should pro

perly be considered as a transition year, since a significant vol

umc of funds was still being disbursed under commitments ,enterdd
 

into prior to the effective date of the tied aid policy. Other
 

peculiarities affecting the results for.1961 will be discussed in
 

greater detail below.
 

1. Results: One-year laG6ed share model
 

The regression results for the equations using the U.S. mar

ket share of the preceding year as the composite proxy variablea 

-are presented in Appendix Tables A-1 and A-2. Part A of each , 

tablete consists of the estimates obtained with Export-tnport bank 

loans excluded from the aid figures. The estimates in -part B are 

obtained with aid and Eximbank loans lumped together. The models 

had a uniformly hi1hadcgree of-explonatory power, as indicated 
-2
 

by the values of R , though, as we suggested earlier, the impor-. 

tanoe of this finding with unweighted data should not be overem-.
 



phasized. 

The aid coefficients in all but two inst-nces--.-bothx for 1961 

computations---satisfy the usual tests of signific-ance (at the 1% 

level). The implications of these results are more clearly evi

dent in the figures presentedin Table 4-1. The figures are cal

culated in the manner described in section 3-b above, 

For 95 etween 27 'per cent and 8 per ce'st of U.S. aid 

funds resulted in U.S. merchandise exports in th'.:..ame year. The 

estimated range of possibilities encompassed gen--als.y higher 

values for i.e., 37 per cent and 48 per cen. 'The rasults 

for9 1 the -year in which the tied aid policy was becoming effeo

tive, suggested a drop to 23 or 24 per ocnt. HowcVer in 1962,
 

the first year in which the tied aid policy was virtually fully
 

effective, a notably hilaher range of values resulted. These fi

gures fo 1962suggest that over half and perhaps nearly two

thirds of U.S. aid expenditures in the sample countries resulted 

in U.S. merchandise exports.
 

The results when Export-Import Bank loans are lumped toget

her with aid present a similar picture. The main difference is
 

that the figures for 1961 do not decline so sharply from their
 

1960 values and, in fact, are higher than those for 1959, These 

results imply that about 60 per cent of Eximbqnk Loans in 1961 

financed increased imports from the United States; that is,a 

dollar's worth of Eximbink loans under the conditions prevailing
 

in 1961 was more than twice as productive of U~b exports than 

a dollar of economic aid.
 

1) The few experiments conducted with weighted data (see section 
3-b) yielded -2 and F ratios higher than those obtained with un-

R 's 
weighted data. 
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During the year'in which the tied aid policy was almost fully 

effective, 1962, the demmad for U.S..exports per dollar of aid 

was higher than in any of the three preceding years. This result 

alone is consistent with the view that tying aid has been success

ful in raising the total demand for U.S. merchandise by aid
 

recipients.. The-results for 1961, however, indicate that economic
 

aid in that year was less effective in raising the demand for U.S.
 

exports than in previous years, despite the fact that good parta 

of the aid was tied.
 

One possible explanation for this result is the sharp increase
 

in cash transfers during fiscal years 1961 and 1962. As we have
 

previously indicated, it has been difficult to develop satisfac

tory procedures for restricting purchases financed with these
 

funds. Countries may have taken advantage of this administrative
 

lag to utilize these funds in ways which would be proscribed once
 

effective procedures were Implemented. Moreover, the disburse

ment of such funds may have been recorded well in advance of their 

actual use. Hence they may have financed temporary additions to 

reserves. For these reasons, U.S. aid expenditures in 1961, more 

highly weighted with cash transfers, would not appear to have ben

efited U.S. exports as much as they had before and after 1961. 

A second contributory factor mny be the deline of the Far 

East relative to the Near East and South Asia in Aid expenditures 

for 1961. United States competitive strength in the latter -areas 

is lower thin in the aid receiving countries of the Far East, nd 

increasing the relitive import'nce of NESA countries would tend,
 

ceteris paribus,to lower the cstim'ted coefficients,
 

A final conjecture Is thqt countries which were still re--*
 

oeiving aid undr-commitments made prior to the effective datG
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Table 4-1 

Impact of Aid on U.S. Exports,: Lagged Share Model, 1959-1962
 

(per cent)
 

1959 

1960 

1961 

1962 

AidU
 

27.3-37.7 

37.0-48..3 

23.2-24.4 

53.4-67.8 

Aid Plus
 
Eximbank Loans
 

27.6-34.4 

36.7-49.1 

36.9-36.9 

48.8-62.5 
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of the tied aid policy utilized the funds predominantly for pur

pses other than importing from the United States while the oppor

tunity was still available.
 

We tend to discount, therefore, the 1961 results as being
 

indicative of the success or failure of the tied aid policy.
 

The fact that 1962 figures showed a definite increase over previous
 

years in the amount of U.S. exports generated by aid is more likely
 

to reflect the effects of the policy. Virtually all aid disburse

ments were tied to U.b. or limited free world sources. There were 

no clear-cut changes in the pattern of aid disbursements which 

would indicate that the figures reflect changes in distribution. 

'Nor did overall U.S. market shares show any depided increases, a 

fact which might be expected to show up in the figures as was the 

case in 1957 (See part o.below). We conclude that the results
 

point rather strongly to the success of the tied aid policy.
 

We have previously indicated that tting aid could succeed only
 

if the opportunities to substitute restricted-use aid for other 

foreign exchange in financing normal imports from the U.S. were 

limited. This is in fact the case for countries such as South 

Korea, Iran, Pakistan,-Jordan, Taiwan and Turkey. Since the weight
 

of such countries in our calculations is relatively heavy, we
 

may expect the aid coefficients, which refer to an aggregate aid 

dollar distributed in the same manner as in 1962, to increase in
 

magnitude. Moreover, in other countries, in which the scope for
 

substitution is not obviously limited, many of the institutional 

factors discussed in Section 2 may operate to shift trade prefer

ences in favor of the United States. Aid, in other words, may be 

in effect heterogeneous with respect to the rest of a country's 
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foreign exchange resources. Because of this, aid, may be oonsidered 

to play an active role in shaping trade patterns rather than a. 

merely passive role in financing them. 

One interesting implication of the results is that the increased 

demand for U.S. exports associated with Eximbank loans apparently. 

does not differ materially from that associated with economic aid, 

with the exception of 1961. The use of Eximbank-loans has always
 

been limited to financing imports from the United.States." Our 

results suggest, however, that a dollar's worth of Eximbank loans 

increases U.S. exports by considerably less than a dollar. This 

implies that the loans, though tied, are nevertheless substituted 

for other foreign exchange earnings by the borrower to a signifi

cant degree. (For more discussion of this point and some additional 

calculations, see ?art 6 below.) It is interesting to note,in 

faat# that-the implied share of U.S. exportsinEximbank-financed 

trade in 1962 is about 45 per oent,.compred to-60 per cent in 1961. 

Thus, vwhile the demand for U.S. merchandise arising from AID 

economic assistance rose-rather sharply between 1961 and 1962., a. 

similar comparison for Eximbank loans'based on the lagged share 

model shows-a decline. 'This does not, .however, reflect a cause-.and

effect relationship. ,The two types of funds .are distributed to., 

two different groups of coubtries, on the whole. Moreover, if 

tying one type of assistance changed the pattern .of expenditure

of'lanother type, this situation.should not be reflected in coeff1

6ients.obtained from.multiple regressions.
 

Considering-the '1962 figures, why should Eximbank loans, Which
 

arelO0-pqr.oent:'tied~to .U.S. exports, be less effective in .increasinf
 

U.S. exports than AID.absistance, which is-admittedly no more'than 
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80 per cent tied? The answer lies in the geographic distribu' 

tion of the two types of assistance. AI) assistance tends to--be 

concentrated in a relatively few countries, where it bulks large 

in their capacities to import. The scope for substitution in 

these countries is, as we have suggested, limited, and financial 

institutions are apt to be fairly primitive. Eximbank loans, on
 

the other hand, are not so concentrated, nor do they play such an 

important role in the borrowers' overall capacities to import.
 

Countries receiving these loans have typically had more sophistida

ted financial institutions than the countries receiving the bulk of
 

AID assistance. Hence the scope for substitution 4s not especially
 

limited and the liklihood that it will occur Is high.
 

Our results indicate that the propensity to spend autonomous
 

foreign exchange receipts on imports from the United States isa
 

function of the U.S. share in the country's market of the preceding
 

year. In 1960, however, factors other than those incorporated in
 

the 1959 market share accounted for the expenditure of 10 per cent 
- COA be9 ee C 

of these funds on U.S. merchandise. As We-mAr nn jj n 

the 1954-1961 results, the degree of dependence on the previous
 

year's share varies from year to year, as does the importance of
 

factors not incorporated'in that share. -This is, ofQoourse, what
 

we would expect, since market shares are ultimately dependent on
 

the latent real, monetary and institutionalvariables, many of 

which change from year to year. 

For each of our equations which incorporate the lagged share, 

we have used the regression coefficients to compute the share of 

U.S. exports in trade financed by autonomous foreign exchange 

resources. These figures are presented In Table 4-2. The flgures 

rr----------r-- ~7 - - -



Lb 

Imp-et of A::tononous Forci;n Erchinge Rcceints On United 
States Exnorts: L-ggcc Share Model, 1959.19624 

Emihb-nlk loans EimnbAnk loans 
(per cent), included excluded 

1959 29.7; 30.2 29.'5; 30.1 

1960' 35.6i 36.3 35.2; 36.2 

1961 30.6; 30,7 29 1r; 29.7 

1962 31.2; 33.0 30,2; 32.2 

* 	 Tte two ffIgures in ertcM colum for each *rerr - ?-present 
estimates frov 'equaions in whic1h only the aiA vri C.ble 
Iw-s 0fferentI 
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indicate thatjwith'the exception of 1960, approximately 30 per 

cent of these'resources was spent -on U.S..merchandise. ThIiseeti

mate is not appreciably influenced by whether we are using the. 

aid variable or its cross product. It is interesting to note that 

removing Eximbank loans from this variable reduces its impact on 

U.S. exports, implying.that a dollar's worth of these loans leads

toa'greater increase in U.5. exports than a dollar's worth of 

autonomous receipts. 

In comparing the figures in Tables 4-1 and 4-2 it appears that
 

the aggregate aid dollar is generally more productive of U.S.
 

exports than the aggregate dollar's worth of non-aid receipts. 

The exception is 1961 for aid which excludes Eximbank loans. In
 

1962 aid miy have been twioe'as productive of U.S. exports than
 

other receipts. These comparisons must, however, be interpreted
 

with caution. Part of the difference is due to market imperfections
 

such as the institutional'factors disoussed in,Section 2. Moreover,
 

the aggregate non-aid "dollar" is not as hard as the aid dollar, 

hence is not as useful in financing trade with the U.S. How much 

these results may be influenced by differences in the relative dis

tribution of the two kinds of foreign exchadge cannot be'ascertailed, 

however. Hence we cannot say with certainty that the differences 

are due solely to market Imperfections. Our feeling is, however, 

that imperfections are the major factor creating the differences. 

Aid and other foreign exchange resources are, apparently, Imperfect
 

substitutes in financing purchases from the United States.
 

.It would be erroneous to conclude that we have shown that in
 

a dispute over trade versus aid we have given aid the nod in its
 

ability to influence favorably U.S. exports. One of .the main
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reasons for the fairly high proportion of U.S. trade generated by
 

aid is the fact that most aid recipients do not export a great
 

deal to the U.5. Their dollar-earning capacity is accordingly
 

limited, ad aid thus provides unique opportunities to purobaso

goods in the U.S. market. Trade and aid are, however, not really 

equivalent, as the phrase "trade versus aid" Implies. Aid is a 

net addition to the recipient's current command over real resources, 

whereas trade represents an exchange of resources.- Aid recipients 

are generally at a stage of development where they have an.insufft

01ent volume of resources to exchange. 

The results for compensatory financing were too erratic to 

pursue here. Some promising results were obtained by using the 

Aitket estimation procedure, however, so we shall return to the 
the next 

role of this type of financing in/part of this section.. 

2. Results: Average share model 

A set of results parallel to those for the lagged share model 

was obtained using the average U.S. market share for 1949-1953. 

During this period post-war U.S. economic dominance contributed to 

the establishment of trade relations with the low income countries 

which, for these countries as a whole, have not been greatly 

modified since. 
I- The 1949-1953 shares represent a longer term 

1. The proportion of total world exports to underdeveloped 
countries supplied by the United States were: for 1938--16.17; for 
1951--25.6%o; for 1953--23.9%; for 1956--25.2%0; for 1958--24.5%; for 
1960--22.8yo. Source: United Nations, Yearbook of Internatjonal 
Trade Statistics 1960, p. 19. These figures are lower t3inthe 
shares implied by our regression results because our group of 
countries excluded most of the countries of Africa and several
 
in the Middle East which conduct only a small fraction of their
 
trade with the United States.
 

http:1938--16.17
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share, which is unaffected by year-to-year fluctuations of a 

cyclical or.emereency nature. The yearly differentials beteqn. 

the lagged share and the average share--or rather the underlying. 

variables which caused them--represent in effect omitted
 

influences. Regression coefficients obtained using the average
 

share do not have these influences "held constant." If these 

mdrket share differentials tend to be correlated with Included
 

variables, results from using the average share differ from
 

those using the lagged share.
 

We are particularly interested in differences in the U.S; share
 

of aid-financed trade computed from models using the two shares.
 

The regression results for the average share models are presented
 

Lt-:I
*in .Appendix Tables A-3 ' 

. U.S. shares of aid-financed trade-computed from 

hese reresto gults are presented in Table 4-3.OLS estoneks art Act 
Vow a ecreAas a %rde ordin leat uats prcedurezTsi ewme; ate aws based on 4wo- A 

- *.Comparing the figures in Table 4-1. with those in Table 4-3, 

aid appears to,generate more U.S. trade when the average market 

share Ia used. On the other hand, the same phenomenon is -pot 

apparent when comparing U.S. shares of trade financed .by autonomous 

foreign exoh-nge, as the figures in Table 4-4*aid 4-2 indicate. 

Apparently those influences which we -omit .by using the. AveraG 

'share rather than the lagged. share are correlated both with aid 

and with U.S. exports, but- not with other f£oreign exchange.. . We.. 

haves. aid that the influence of the omitted factors. is summarized 

in differences between the two mirket- shares. Our results suggest 

that.the larger amounts of -aid are.associted with Thcreses in 

the -one yeir Ingged U.S. share of the countryrs market as compared 



Table 4-3 

Impact of Aid on U.S. Exports:
 
Average 

(per cent)
 

1959 	OL 

TSA 

1960 	OLS 

TSA 

1961 	OLs 

TSA 


1962 	OLs 

TSA 

Share Model, 

Aid 

37.4-49.2
 

35.1-47.2
 

43.9-55.2
 

41.8-56.0
 

42.3-61.5
 

42.9-56.2
 

67.1-82.8
 

61.5-78.0'
 

1959-1962 

Aid Plus
 
Eximbank Loans
 

50.1-61.2 

40.2-52.0 

47.9-59.6 

43.2-60.6 

63.1-70.4 

48.6-57.8
 

83.4-91.2 

62. 7-77.2 



Table 4-4 

Impact of Autonomous Foreign Exchange Receipts
 
On U.S. Exports; Average Share liodel, 1959-1962*
 

Exibank 
Loans 

( per cent ) Included 

1959 0Ls 30.3; 30.8 
TSA 30.3; 30.6 

1960 o0S 35.4; 35.9 
TSA 34.9; 35.3 

1961 01s 31.4; 32.6 
TSA 32.2; 32.9 

1962 01S 28.4; 30.3 

TSA 30.1; 32.6 

*See note to Table 4-2. 

Eximbank
 
Loans
 

Excluded
 

29.4; 29.8
 
29.9; 30.2 

34.6; 35.4 
34.3; 35.1 

28.6; 30.0 

30.7; 31.5 

26.0; 26.5 
29.5; 31.5 
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to the sh re characterizing the 1949-1953 period. Since'levels of
 

aid expenditure are generally maintained for more than one or two
 

years, and since large absolute amounts of aid are generally large
 

relative amounts as well, we believe that the aid program Is In
 

large part responsible for the favorable changes in U.S. market
 

shares.
 

.The economic meaning of the results can be interpreted as
 

follows. Aid increases U.S. exports by providing countries with
 

the means to finance additional purchases from the U.S. Estimates
 

based on the use of the lagaed U.S. share measure this impact.
 

Aid, however, is not merely a gift of purchasing power, as we 

explained above. Because of the commercial and financial contacts
 

ith U.S. interests which it engenders, the influence of formal 

and informal contacts between U.S. and foreign officials, as well
 

as imperfections in foreign exchange markets, aid has a positive
 

effect on U.S.market shares. The estimates which are based on the
 

use of the average share include the additional impact on the
 

absolute volume of U.S. exports attributable to this latter phe

nomenon. Since it may take longer than a year for thee influences
 

to have full effect, we may regard the estimates derived with the
 

use of the average share as measuring a lonSer-term Impact of aid 

on U.b. trade.
 

Two sets of average share estimates are presented, one derived
 

by the ordinary least squares procedure applied year by year and
 

the other by the two-stage Aitken estimation procedure, which takes
 

into account correlations among the error terms of the regressions 

/for different years. The latter procedure has a marked effect in
 

reducing the standard errors of the aidcoefficits, with worthwhile 

reductions having been achieved in the standard errors of all
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estimated coefficients. The Aitken procedure yields different 

values for the parameter estimates as well. Because the procedure 

is theoretically preferable to ordinary least squares and has a 

marked beneficial effect -on the variances of the parameter estimat r. 

we have formed our conclusions with respect to the average share 

model with these estimates in mind. 

It is of particular interest to note the effect of using the
 

- .	 two stage Aitken-procedure to estimate the coefficients for com-. 

pensatory financing. We have previously remarked on the lack of 

stability, to the extent of numerous sign reversals, and statistical' 

insignificance of these coefficients when estimated using ordinary 

least squares procedures, The two stage Aitken estimates exhibit, 

in contrast, a notable stability from year to year. In few cases 

do the coefficients differ significantly from zero, yet in all 

cases the t statistic exceeds unity. We are unable, however, to 

provide reasons for this phenomenon, since they are rooted in aspects
 

of the technique which have not yet been thoroughly explored. 

The results suggest that though the use of compensatory 

financing is governed by past U.S. market shares, a significant 

portion of it finances trade with the U.5. apart from established 

trade patterns. This tends to confirm our previously expressed 

notion that compensatory financine would be used to sustain 

absolute levels of trade with the United States rather than maintain 

existing trade patterns. 

In -Table 4-5 U.5. shares of the trade financed by official 

reserves and IMF drawings are presented. Calculations are based on 

the 	Aitken regression coefficients. Though the regression coeffi

oients from which the shares have been computed are relatively-..
 



Table 4-5 

Impact of Compensatory Financing
 
On U.8. Exports: 1959-1962*
 

(per cent)
 

1959 59.7; 58.6 

1960 122.1; 126.8 

1961 45.1; 40.4 

1962 48.2; 38.7 

*See note to Table 4-2. 
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stable, the shares themselves show a good deal of variability. -

Nearly 60 per cent of offioicl compensatory financing was asoca

ted with U.S. exports in 1959. That figure doubled in 1960, suggestin
 

that countries financing their trade with the U.S. with reserves 

and IMF drawings were tapping other sources of funds as well.
 

For 1961 and 1962, our results indicate that about 40 per cent of.
 

official financing was used to purchase U.S. goods. In all four
 

years, this type of financing was used to sustain trade with the
 

United States to a noticeably greater extent than autonomous
 

receipts, confirming our expectation that these funds are not 

perfectly substitutable with aUtonomous receipts in finanoing trade
 

with the United States.
 

It should be stressed6 however, that these shares are based 

on regression coeffiolents which do not significantly differ from 

zero in a statistical sense. The results are best considered as 

suggestive rather than conclusive. 

le have used the two stage Aitken results to perform some
 

additional calculations. A breakdown of the U.S. share in trade
 

financed in each of the three ways--aid, autonomous receipts,
 

compensatory financing--was obtained for the main aid-receiving
 

reeions. These figures are presented in Table 4-6. We emphasize
 

that the results -for aid can be interpreted as longer term
 

adjustments, allowing for the apparently beneficid effect which 

aid has on overall U.S. trade with the reolplent. The results for
 

autonomous receipts arc virtually the same as those which would
 
coefficients 

have been obtained using / from the lagged share .model. The 

results for compensatory financinSprobably fall into the same 

oategory as autonomous receipts, though this cannot be confirmed. 
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Based on these figures, it appears that aid is as productive 

of U.S. exports in the har East as in Latin America. 16ss than 

Table 4-6 
U.S. Market Sharts, 1961, by Region 

(per cent ) 
and by Type of Financing 

Autonomous Compensatory 
Region Aid Recipts Financing 

Far East 63.9 35.4 75.8 

Near East 
South Asta 25.9 24.0 38.7 

Africa 10.9 18.9 20.7 

Latin Ae rioa 64.9 41.3 39.3 

half as much U.S. exports result from aid expenditures in the Near
 

East and South Asia, and barely 10 per cent of aid to the few
 

African countries in our sample Senerated U.S. exports. The result
 

for the Far East is somewhat higher than we expected; on the whole,
 

however, the results confirm a priori speculations concerning approxt
 

mate orders of magnitude among the regions. The figures for 

autonomous financing reflect the differences in U.S. -market shares 

in the respective regions. Comparing the two sets of figures it 

is apparent that aid is much more productive of U.S. trade in 

Latin America and the Far East than autonomous receipts. The 

result for Latin America is somewhat surprising, since the scope 

for substitution is generally a good deal higher in this region
 

than elsewhere. We suspect that it reflects the fact that the 

assistance was still mainly technical assistance given to the
 

countries with which we have the strongest trade reLrionships. 

In NESA and Africa, aid is no more productive of U.S. trade than
 

the bulk of these reglons' receipts, a result which probably
 



4-15
 

reflects a high rate of substitution of aid for other funds
 

together with trade reletions oriented toward Europe.
 

Compensatory financine sustsined U.S. trade to the greatest 

extent in the Far East. Latin America and the INESA countries alike 

utilized these funds to finance U.S. exports to only -about half 

as great an extent as the Far East. The lowest rate was evident 

in the African countries. It is difficult to evaluate these results, 

both because their statistical validity is questionable and because 

independent evidence concerning the impact of this type of 

financing on U.S. trade is lacking. The results are consistent, 

however, with the vLew that the expenditure of such foreign 

exchange resources is more independent of past trade patterns than 

that of autonomous receipts. The use of these funds Is influenced 

more by official policies concerning priorities for imports, made 

operative through trade and payments controls, and the resulting 

"marginal" expenditure patterns, by source of'supply, need not be 

similar to overall expenditure patterns. 

We also used the average share coefficients to compute the 

implied share of U.S. exports .in trade generated by Export-Import 

Bank loans. The results, for 1959-1962, are presented in Table 

4-7. It is apparent that a high proportion of these loans leads 

to a net increase in U.b. exports. It is also clear that part 

of these loans substitutes for other foreign exchange, since these 

loans are nominally 100 per cent tied. We can arrive at a rough 

estimate of the extent to which Eximbank loans substitute for 

other foreign exchange resources as follows. We assums that the 

funds which are replaced by Eximbank loans are spent as autonomous 

receipts. For 1959, for example, at least 65 per cent of Eximbank 
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loans led to U.ej exports,
 

Table 4-7 
share of U.S. Exports in
 
ade Generated by Eximbank
 

Loans, 1959-1962
 

(per cent)
 

1959 65.2-82.1 

1960 48.9-79,5 

1961 58.5-60.6 

1962 66.4-74.7 
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'e 	unczit to find the amount of these 

loans which had to be spent in effect 

as ordinary foreign exohanCe--30 per 

aent being used for pu;cha-..'s from 

the UL'ted States--in order for the 

US. 2iare of trade generated by 

these ..;:a:--. to be 65 per cent. This 

amount ktv teed by total Eximbank 

lom don..:*sements for the year will 

apprcximatc. that prop. ',tiov of the 

loans which substitutes for other foreisn sxchanse. Results of 

these calculations for the 1959--1962 period are presented in Table 

Table 4-8 
Estimated Rate at Wbich
 
Eximbank Loans Substitute
 
for Autonomous Receipts
 
(per cent) 

1959 26 - 50 

1960 35 - 79 

1961 56 - 58 

1962 35 - 49 

Countries have apparently not
 

4-8. These figures indicate that 

Eximbank loans have substituted for 

autonomous foreign exchange receipts
 

in 	the last four years at rates whit

may have varied from less than 30
 

per cent to near 80 per cent, though 

the range is more likely to have 

ranged from 40 to 60 per cent.
 

hesitated to apply for loans to
 

finance "normal" purchase frqm the United States, with the pro

oeeds being allocated as ay other receipts, On the other hand, 

the figures in Table 4-7 suxgest that Eximbank loans do sustain 

U.8. trade more than do receipts from other sources, including 

other U.S. economic assistance.
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C. Results: 1954-1961
 

Parameter estimatEs for c-ach of the years from 1954 throUGh
 

1961 were ocmputed using.a sample of thirty-eight countriss. The
 

additional five countries include Indonesia, Iraq and Lebanon, which 

conduct between ten and fifteen per cent of their trade with the' 

United States. They account for seven or eight times as much. 

total trade as the other two countrices--the Dominican Republic and 

El Salvador--which have relatively .11aekrading relationships with 

the U.S. 

Regression results for the >RL-:1 sha,;e equatio- (w.th 

Eximbank loans included in autonomou: receipts) 

I., , -. - - M C m . for 1959, 1960 and 1961 

can be comparred with the parallel computations using thirty-three
 

A r" P AI . m . 1 --- 3 thecountries, OM PF1 -q-2 CP : L , &r' On whole 

the coefficients for aid variables do not differ by much. U.S. 

shares of aid-induced trade computed from these coefficients are 

presented in Table 4-9w It can be seen that the results are 

Table 4-9 
Impact of Aid on U.S. Exports: Lagged LOhare Model, 1954-1961
 

(per cent)
 

1954 1955 1956 1957 1958 1959 1960 1961 

34.- 32.3- 43.9- 54.8- 32.7- 26.9- 38.0- 19.9
42.9 44.0 53.4 67.5 50.1 37.6 50.3 22.1 

virtually the same is those presented in Oart B, with the
 

exception of 1961, for which a somewhat lower U.S. share was
 

obtained with the larger Croup of countries.
 

When comparina the rearession coefficients for autonomous 

receipts, Js- =--"' +' differences are negligible. The 

U.S. shares of trade financed by these receipts, presented in 



4-18
 

Table 4-10, are consistently lower than those computed on the 

basis of thirty three countries (Table 4-2) for the overlapping 

three years, reflecting the addition of three countries which 

purchase a low proportion of their imports from the U.S. 

Table 4-10 

Impact of Autonomous Foreign Exchange Receipts 
On U.S. Exports: LaGaed Share iviodel, 1954-1961* 

(per cent) 

1954 1955 1956 1957 1958 ' 1959 1960 1961 

30.0; 26.8; 35.1; 38.0; 36.1?; 34- ; 29.2; 
?-. 530.2 27.2 35.4 38.3 36.1 28.9 29.4 

%See note to Table 4-2. 

The figures in Tables 4-9 and 4-10 suggest that throughout 

the period--with the exception of 1961--U.S. economic aid 

expenditures have been more productive of U.S. exports than 

other autonomous receipts. For several years, however, the 

differences may have been small. Bcsuse of the factors cited 

in Section 2, aid expenditures do have a net beneficial effect on 

U.S. trade as compared with the a&Gregate of other autonomous
 

receipts. kart of this differential can be attributed to the
 

fact that dollar assistance provides unique trading opportunities
 

to the recipient and part is due to the direct and indirect con

straints which the aid program imposes on the recipient. With
 

the exception of 1957, the only year out of the last dozen in which
 

the United States has had a balance of payments surplus, less 

than half of the aid has led directly to a net increase in U.S. 

exports to the recipients. The use of the average share model 

for the 1959-1962-period suagested, however, that a siniflonntly 
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higher benefit to U.S.O tr-de frolm the qid programns oin be claimed 

if we allow for the Cffccts ovor time which aid has apparently had 

In Inoreasina the overnll U.b. shirc in the recipients' markets. 

Moreover, prior to 1958, a larse proportion of the aid initially. 

spent in third countries probably returned to the United btates 

via trade channels. 

D. Comparison with Brookinas Results
 

As we pointed out-in Bection 1, the Brookings Institution 

study on the U.S. balance of payments included an estnImatG that 

53 per cent of the funds disbursed as part of U.B. economia aid 

programs in 1961 returned to the U.S. via trade channels. In what 

ways can the results which we have summnarized in the preceding 

. pages be compared to the BrookIngs estimate? 

The modelswe fitted with data collected for a groupof thirty

eight countries were desianed to yield statistically valid 

measures of the relationship between U.S. aid and U.S. merchandise 

- exports. Those aspects of the proclem which required explicit 

treatment in the Brookings study, viz. estimating the rate of 

substitution of aid for other funds and determining the proportion
 

of aid expenditures which represented dollar outflow, are dealt
 

with implicitly in the approach we have followed. No specific
 

assumptions have had to be introduced concerning these phenomena, 

yet their influence Is fully, and more accurately, accounted for. 

On the other hand, we cannot use our results to evaluate the 

accuracy of the Brookinas assumptions beyond comparing the end
 

results
 

Ink one important respect, however, the Brookings study goes
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a step beyond what WE have thus far presented, thus precluding a
 

direct comparison of our results for 1961 with the Brook-ings
 

estimate. Our model does not allow for the amount of aid initially
 

spent by the recipients in third countries which is respent in
 

the United States. 'd4e have used the results for the lagged share
 

model for the years 1959-1962 to obtain estimates which allow for
 

-an additional round of exLenditure. We assume that 50 per cent
 

of the funds not spent in the U.S. is spent in countries which
 

will .use the increment In their foreign exchange earnings to buy
 

additional imports. We further assume that 30 per cent of the
 

I 	 increment Is used to bUy merchandise from the United Status, a 

share which is taken from our regression results. These -additional 

U.S. exports are added to the amount calculated on the basis of
 

our regression results and new U.S. shares of aid-generated trade
 

computed. These results are shown in Table 4,-11.
 

. Table 4-11 

Estimated U.S. Shares of Aid-Generated Trade,
 
Allowin6 for Third Country Effects
 

(per cent)
 

1959 1960 1961 -1962
 

38-47 46-56 35-38 60-73
 

For 1961 we estimate that 35 to 38 per cent of U.S. aid
 

expenditures returned to the U.S. via trade channels, as compared
 

to the Brookings estimate of 53 per cent. As we have previously
 

noted, 1961 was a transition year, during which the tied aid
 

policy was only partially effective, In addition, an unusually
 

large amount of cash transfers occurred in this year. Aid recipient
 

may also have.-taken the'opportunity to utilize aid dollars in ways
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that would thereafter be proscribed by U.S. policy. A laraer 

implication of this particular result--in fact of all our rcsults-

is that the parameters relating aid to U.3. exports need not be 

stable from year to year. They may vary with competitive condi-. 

tions, with the types of activities finanoed and hence the types 

of sooda required, with balance of payments conditions in the' 

aid receiving country, and with changes in policies or institu

tional arrangements, Perhaps the figures will be more stable 

under a sustained period of tied aid, but it is not yet possible 

to confirm or reject this pocalbility. 

We present the figures in Table 4-11 as representing highly 

reasonable estimates of the impact which aid has had on U,S. 

trade during the previous four years. Similar adjustments could 

be made in all the figures we have presented. Assumptions con

oerning rates of expenditure in third countries trading with the 

U.S. could be varied and different sets of results obtained. It 

is our feeling that the -ssumptions required to fill out our 

regression results in the manner just described can be made with 

much greater confidence than the roster of assumptions required 

in the Brookings approach. MoreovEr the essential elements of our 

approach have a scientific basis insofar as the statistical tech

niques we have employed are valid In this application. Our approach 

reveals that the impcot of aid, and of all types of foreign exohaae 

receipts, on U.S. trade Is the product of m-ny complex factors. 

The fact that they vtry from year to yer mean&$that simple extra

polations based on one year's experience are inappropriate. 



APPENDIX 

* List of Countries
 
Included in Calculations-


Argentina
 
Bolivia 
Brazil
 
Burma
 
Ceylon
 
Chile
 
China (Taiwan)
 
Colombia
 
Costa Rica
 
Dominican Rep.*
 
Ecuador
 
Egypt
 
El Salvador*
 

Ethiopia 
Greebe
 
Guatemala 
Haiti 
Honduras
 
India 
Indonesia* 
Iran 
Traq* 
.tcrael 
Jordan 
Koroa 
Lebanon*
 

Libya 
Nexico 
Nicaragua 
Pakistan
 
Paraguay 
Peru
 
Phillippines
 
Syria 
Thailand
 
Turkey
 
Uruguay 
Venezuela
 

* Countries excluded from 33 country sample. 



REGRESSION RESULTS: L GGED 

T'able A-1 

SHARE MODEL USING AID FLOW VARIABLE, 33 COUNTRY SAMPLE 

. 

E a + al + aTi + a3k + a4 F1 + a5i. +a 6C + aCli 

Coefficient 
(Standard Error) 

t Statistic 

Part A 

Export-Import Bank Loans Excluded from Aid 

Year a 3 a 4 a a6 a 7 a a a 3 

1959 

1960 

1961 

377 
(.112) 

3.36 

.483 
(.102) 
4.76 

.244 
(.135) 
1.81 

.018 
(.021) 

0.82 

118 
(.018) 
6.42 

-.044 
(.027) 
-1.65 

0.857 
(0.049) 

17.41 

0.782 
(0.051) 
15.36 

1.099 
(0.066) 
16.69 

.017 
(.245) 

0.07 

.475 
(.222) 
2.14 

-.082 
(.306) 
-0.27 

0.838 
(0.561) 

1.49 

-0.232 
(0.824) 
-0.28 

0.639 
(1083) 
0.59 

-4.51 
(9.55) 

-0.47 

-30.23 
( 8.70) 
-3.47 

21.66 
(10.00) 

2.16 

15.84 
(12.73) 

1.24 

27.25 
(12.62) 
2.16 

-20.81 
(13.58) 
-1.53 

1.37 
(14.38) 

0.10 

5.26 
(14.37) 
0.37 

'-32.12 
(14.49) 
-2.22 

.985 

.989 

.987 

1962 .678 
(.090) 

T,94 

.049 
(.025) 

r.92 

0.836 
(0.065) 

12Sy-

.305 
(.272) 

1.12 

0.074 
(0.967) 

"0.08 

-20.13 
( 9.01) 
-2i23 -

20.11 
(11.50) 

1.75 

15.16 
(14.19) 

1.07 -

.990 



Table A-I-
Part B 

Aid Includes Export-Import Bank Lo-ns
 

Year - a3 a5 a6 a7 al a2 
-2R 

1959 .364 
(.116) 

3.15 

.012 
(.021) 

0.53 

0.879 
(0.051) 

17.20 

.076 
k.244) 

0.31 

0.688 
(0.558) 

1.23 

-4.30 
(9.75) 

-0.44 

15.78 
(12.91) 

1.22 

3.31 
(14.28) 

6.23 

.985 

1960 .491 
(.104) 

4.70 

.109 
(.019) 
5.79 

0.799 
(0.051) 
15.51 

.486 
(.221) 
2.20 

-0.249 
(0.821) 

-0.30 

-29.57 
( 8.53) 
-3.47 

26.85 
(-2.48) 

2.15 

5.98 
(14.08) 

0.42 

.989 

1961 .369 
(.117) 

3.16 

-. 073 
(.029) 

-2.53 

1.164 
(0.073) 

15.94 

-. 212 
(.o8) 
-0.69 

1.162 
(1.085) 

1.07 

20.28 
( 9.84) 
2.06 

-19.55 
(13.75) 

-1.42 

-33.50 
(14.47) 

-2.32. 

.987 

1962 .625 
(.101) 
6.19 

.035 
(.029) 

1.21 

0.850 
(0.073) 

11.70 

.266 
(.295) 
0.90 

0.100 
(1.044) 

0.10 

-16.81 
( 9.68) 

-1.74 

18.45 
(M44) 
1.48 

19.03 
(15.41) 

1.23 

.988 

Ei= 'U.S. Exports to Country i 

D. = 1 

T = 

F1 = 

1 if Country i Ptrt of Dollar nrea 

1 if Country i Part of Sterling Area 

Autonomous Receipts by Country i 

Ai 

Ci 

L 

= 

= 

= 

U.S. Economic Aid Expenditures in Countrr i 

Comptsitory Financing Utilizbd by Country i 

U.S. Share in Country i's r±irkct, Preceding Year 

Si = U.S. Share in Country i's Markct, nverage of 1949-1953 



REGRESSION RIoULTS: ILGGZD 

Table A-2 

SHARE MODEL USING -ID CROSb PRODUCT, 33 COUNTRY £J4PLE 

E = o + ai + Ti+ai*Li + aF + 5i' + a6Ci + aCi*\ 

Coefficient 
(standard Error) 

t Statistic 

Year 

1959 

a 3 

0.787 
(0.212) 

3.72 

a4 

.030 
(.021) 

1.42 

Part A 

Export-Import BLnk Lons Excluded from Aid 

a5 

0.838 
(0.048) 

17.54 

a6 

.064 
(.238) 

0.27

a7 

0.737 
(0.545) 

1.35 

Z0 

-4.76 
(9.15) 

-0.52 

a1 

16. 11 
(12.27) 

1.31 

a2 

9.45 
(13.86) 

o.68 

R2 

.986 

1960 

1961 

1.164 
(0.242) 

4.80 

0.762 
(0.352) 

2.16 

.132 
(.018) 

7.16 

-. 037 
(.026) 

-1.42 

0.760 
(0.051) 

14.89 

1.081 
(0,065) 
16.63 

.513 
(.220) 
2.33 

-. 176 
(.306) 
-0.58 

-0.352 
(0.817) 

-0.43 

0.951 
(1.084) 

0.88 

-32.54
( 8.82) 

-3.69 

20.19 
( 9.82) 

2.06 

28.86 
(12.62) 

2.29 

-20.31
(13.32) 

-1.54 

16.91 
(13.87) 

1.22 

-28.61 
(13.86) 

-2.06 

.989 

.98a 

1962 

6.84 

1.718 
(0.271) 

-

.077 
(.028) 

2.73 

0.804 
(0.073) 

10.96 

.498 
(.301) 
1.64-

-0.671 
(1.074) 

-0.62 

-25.09 
(10.33) 

-2.43 

23.55 
(12.98) 

1.81 

34.21 
(14.97) 

2.29 

.987 



Year a 3 a4 a5 a7 

1959 0.763 
(0.218) 

3.50 

.029 
(.021) 

1.35 

0.845 
(0.052) 

16.37 

.057 
(.235) 
0.24' 

0.732 
(0.539) 

1.36 

1960 1.153 
(0.251) 

4,60 

.134 
(.019) 

7,12 

0.753 
(0.054) 

14.05 

.508 
(.222) 

2.28 

-0.335 
(0.827) 

-0.41 

1961 1.115 
(0.314) 

3.55 

-. 038 
(.02S) 

-1.34 

1.063 
(0.081) 

13.12 

-. 244 
(.297) 

-0.82 

1.246 
(1.048) 

1.19 

1962 1.607 
(0.298) 

5.39 

.078 
(.030) 
2.56 

0.778 
(0.081) 

9.64 1.68 

.525 
(.313) 

-0.71 

-0.796 
(1117) 

For key to symbols, s ce Table A-1 -

Table A-2 

Part B 

Aid Includcs Export-Import Bank Loans 

a, 

15.44 
(12.37) 

1.25 

28.88 
(12.68) 

2.28 

-17.56 
(1-.34) 

-1.32
 

22,22
 
(13.56) 

1.64
 

-4.18 
(9.26) 

-0.45 

-32.56 
( 8.82) 
-3.69 

17.15 
( 9.69) 

1.77 

-22.48 
(10.67) 

-2.11 

a2
 

8.99 
(13.87) 

0.65 

1.87 
(13.90) 

1.21 

-28-94 
(13.88) 

-2.09 

36.27 
(15.67) 

2.31 

*2 

. 986 

.989 

.988 

.986 



Table a-3 
WTILL ~J- rLLtI

Tnu .I. PcMODaL USIEG kID FIU; VlLJBLE, 33 UUUREGESSION RULTb: VERJaE SH1 .RE 

a2Ti + a3Ai + aFi + a5i-Si + a60i + aci-SiEi= a + aDi + 

Coofficient
 
(Standard Error) 

t Statistic -

Part A 
Bank Loans Excluded from AidExport-Import 

Year a4 a7 
ao a2 a5
 

.059 0.705 .051 0.658 -8.42 6.09 -1.93 .983 
1959 .492 

(,202) (9.49) (13.70) (15.1 )
(.120) (.020) (0.043) (0.403) 

16.26 0.25 1,63 -0,84 0.44 -013
4.10 2.90 

.180 0.522 .097 0.448 -34.o6 30.73 10.90 .978 
1960 .552 (18.22) (20.14)

(.141) (.022) (0.048) (.155) (0.658) (12.57) 

-2.76 1.69 0.548.20 10.77 0.62 0.683.90
 
.96a-7.80 2.96 -0.140.096 0.646 .504 -0.569
1961 .615 

(.213) (.035) (0.072) (.218) (0.890) (14.96) (20.62) (23.59) 
-0.028.98 2.32 -0.64 -0.52 0.142.89 2.75 

9.11 18.91 .978.618 0.034 -15.391962 .828 .095 0.557 
(12.67) (17.43) (21.38)

(.137) (.036) (0.076) (.207) (0..958)
 
-1.21 0.52
6.05 2.66 7.37 2,99 0.04 6.88 



* . , r* * * . -~ 

* Table A-3
 
Part, B
 

Aia Includes Export-Import Bank Loans
 

Year 1a3 ' a4 
al a2 

-2
R 

1959 .012 
(.108) 

.045 
(.019) 

0.723 
(0.039) 

.111 
(.177) 

0.577 
(0.355) 

-12.93 
( 8.97) 

9.96 
(12.21) 

1.44 
(13.37) 

.987 

5.67 2.42 18.33 0.63 1.63 -1.44 0.82 0.11 

1960 .596 
(.143) 

.167 
(.023) 

0.530 
(0.049) 

.105 
(.151) 

0.457 
(0.645) 

-34.28 
(12.16) 

30.48 
(17.78) 

11.67 
(19.55) 

.979 

4.18 7.36 11.05 0.70 0.71 *-2.82 1.71 -0.60 

1961 .704 
(.170) 

.061 
(.037) 

0.673 
(0.073) 

.525 
(.207) 

-0.591 
(0.856) 

-6.03 
(13.94) 

3.33 
(19. 76) 

3.46 
(22.67) 

.971 

4.14 1,62 9.26 2.53 -0.69 -0.43 0.17 0.15 

1962 .84) 
(.144) 

.069 
(.040) 

0.567 
(0.079) 

.543 
(.207) 

0.098 
(0.973) 

-10.37 
(12.92) 

6.83 
(17.78) 

19.87 
(21.82) 

.977 

5.78 1.71 7.16 2.63 0.10 -0.80 I038 0.91 

For key to symbols, see Table i-1. 



Year 

1959
 

1960 

1961 

1962 

REGRSSIN 


a 3 

*472
(.096) 

4.93 

.560 
(.127) 

4.42
 

.562 

.780 
(.124) 

6.*27 

RflSULTb: 

a4 

.067 
(,018) 

3.71 

.180 
(.022) 

8.54 

.126 

.156 
(.032) 

4.91 

Table A-4 

obNG aID FLOtJ VathRIBLE,VjjbGE'SHrE MODEL 


T.WO-STAGE IKN eSTEiaTES
 

Coefficient 
(Standard Error) 

t Statistic 

Part A 
from ;,dExport-Import Bank Loans Excluded 

a7a5 

.164 0.606 -5.75
0.682 (8s99)
(0.041).	 (.105) (0.204) 

2. 98 -o.6416.75	 1.56 

.213 0.620 -33.570.505 
(11.86)(0.047)	 (.115) (0.487) 

10.72 1.85 1.27 -2183 

.202	 o.6o6 -13.370.580 

.256 -27.570.4,62	 0.768
(0.767) (12.13)

(0.067)	 (.1 6) 
1.00 -2.276.91 1,52 

33 COUNTRY SAMPLE
 

4.05 
(13.15). 

0.31 

28.32
(17.48) 

1'2 

6.82 

21.45(17.09) 
1.25 

'a2 

-4.81
(1-4.97) 

-0.32 

1136 
(19.87) 

0.57 

-4.94 

12.63(20.84) 

0.61 



Table it-4
 

Part B
 

id Includes Export-Import Bank Louns
 

Year 
a3 

a 
5 a6 

a7 80 a2 

1959 .520 
(-.074) 

7.05 

.059 
(.016) 

3.64 

0.696 
(0.037) 

18.68 

.243 
(.099) 

2.45 

0.451 
(0.194) 

2.32 

-8.49 
( 7.95) 

-1.07 

6.58 
(11.65) 

0.56 

-2.49 
(13.23) 
-0.19 

1960 .606 
(.122) 

4097 

.170 
(.022) 

7471 

0.517 
(0.047). 
10.99 

.211 
(.111) 

I.91 

0.587 
(0.473) 

1.24 

-34-03 
(11.43) 

-2.98 

29.21 
(17.02) 

1.72 

11.14 
(19.32) 

0.58 

1961 

1962 

.578 
(.121) 

4.78 

.772 
(.127) 

6.10 

.107 
(.028) 

3.78 

.140 
(.035) 

3.94 

0.601 
(0.061) 

9.91 

0.159 
(0.070) 

6. 55 

.198 
(.128) 

1.55 

.172 
(.168) 

1.02 

0.604 
(0.490) 

1.23 

0.939 
(0.780) 

1.20 

-11.57 
(12.74) 

-0.91 

-23,78 
(12.38) 

-1.92 

6.38 
(18.98) 

0.34 

19.90 
(17.43) 

1.14 

-3.12 
(21.97) 

-0,14 

12..54 
(21.23) 

0.59 

For explcnetion of symbols, se T.ble i-1. 



Table z.-5 

AVERGE SHARE MODEL USINCG AID CROSS PRODUCT, 33 COUNTRY SLPLERERESSION RESULTS: 

+ a0 -Si=aO + aDi + a2Ti +a, Ai-i + a4 Fi + a 5 i'i + a60 

. Coefficient 
(Standard Error) 
t statistic
 

Part L 

Export-Import B.nk Loans Excluded fron Aid 
-2 

a5 a7 ao a, a2Year a3 a4 a6 

6.10 12.38 .9830,471 -9.791959 1.373 .072 0.687 .157 
(0.341) (.021) (0.043) (.204) (0.407) (10.23) (13.80) (15.33) 

-0.96 0.44 0.8115.82 0.77 1.174.03 3.51 

.190 0.5o6 . 044 0. 584 -37.70 ji.00 33,81 .978 
1960 1.632 

(.022) (0.048) (.154) (0.653) (12.74) (18.11) (19.27)
(0.411) 

3,97 8.74 10.54 0.29 0.89 -2.96 1.71 1.75 

17.37 .966
1961 1.538 .122 0.605 .381 -0.269 -9.77 3.04 

(16.27) (21.64) '(24.52)(0.645) (.035) (0.073) (.220) (0.919) 

8.26 1.73 -0.29 -0.60 0.14. 0.712.39 3.53 
67.22 .967

1962 2.680 .123 0.532 .683 -0.452 -2518 11.99 
(24.66)(0.663) (.042) (0.092) (.259) (1.224) (16.10) (21.34) 

0.56 2.73 
4.04 2.90 5.77 .2.64. -0.37 -1.56 



t 

-Table A-5 
Part B 

Aid Includes Erport-Import BLnk Loans 

Year a
3 

a
A 

a5 - a
a6 a 

7 
ao
o0 

a 
2 

a
2 

Ni 

1959 1.598 
(0.340) 

-4.69 

.076 
(.020) 

3.72 

0.646 
(0.047) 

13.81 

.141 
(.1?6) 

0.72 

0.619 
(0.391) 

1.58 

-12.74 
(10.07) 
-1.26 

8.46 
(13.46) 

0.63 

14.80 
(14.96) 

0.99 

'.984 

1960 1.678 
(0.417) 

4.02 

.194 
(.022) 

8.69 

0.478 
(0.050) 

9.50 

.024 
(.154) 

0,16 

0-76 
(c.659) 

1 09 

-37,37 
(12.60) 

-2.97 

31.07 
(18.09) 

- 1.72 

32.94 
(19.28) 

1 71 

.977 

1961 1.874 
(0.467) 

4.01 

.137 
(.034) 

3.98 

0.488 
(0.08b) 

5.68 

.384 
(.206) 

1.87 

-0.277 
(0.8K1) 

-0.32 

-10.81 
(14,41) 

-0.75 

5.93 
(20.11) 

0.29 

15,70 
(22, 9 ,) 

4.01 

.970 

19M2 2.798 
(0.686) 

4.08 

.121 
(.044) 

2.75 

0,447 
(0.090) 

4.96 

.684 
(.253) 

2.71 

-0.576 
(1.221) 

-0,47 

-20,16 
(15.56) 

-1.30 

10.a2 
(21.09) 

0.50 

65.21 
(24.41) 

2.67 

.968 

For xplan.=tion of symbols, see Table .-1. 
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Table 4-,6 

PRODUCT, 33 COUNTRY SlaiPLERGRESSION RESULTS*: aVI-!GE SHALE MODEL USIkG iID CROSS 

T~O2 Tts ilTiaN ISTIlTES
 

Coefficint 
(Sttnd&rd Errori) 

t Statistic 

Part a 

Export-Inport Bihnk Loans Excluded from Ad 

Year a3 a a5 a6 a7 ao - a a2 

1959 1.288 
(0.270) 

.073 
(.018) 

0.073 
(0.041) 

.1?6 
('106) 

0.573 
(0.204) 

-5,69 
(9.03) 

2,88 
(13.19) 

9.54 
(15.02) 

4.77 4.05 16.48 1.67' * 2.82 =0o63 0.22 0.64. 

1900 1,556 
(0.365) 

4.26 

.189 
(.021) 

8.82 

0.492 
(0.010:) 

10.53, 

.217 
(.116) 

1.88 

0.645 
*(0,90) 

1.32 

-35.17 
(12,101) 
-2.93 

27.75 
(17.40) 

1.59 

35,59
(19,10) 

1.86 

1961 1.555 
(0.498) 

.141 
(.02) 

O.558 
(0.059) 

.13r 
-(.114) 

0.744 
(0.433) 

-16 04 
(14.15) 

7.09 
(20.50) 

1t,86 
(23.43) 

3.12 5.*37 9.4? 1.18 1.72 -1.13 0.35 0.63 

1902 2.454 
(0.582) 

.194 
(.037) 

0.418 
(0.079) 

.226 
(.203) 

0.546 
(0.940) 

-38.87 
(15.29) 

26,41 
(20.90) 

56.48 
(23.94) 

,4.21 5.28 5.26 .1.11 0.58 -2.54 1.26 2.36 

- -i 
"-4 
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-N 

Table A-6 
Part B 

Add Includes Export-Import Bank Loans 

Year a3 a a6 a7 a1 a2 

1959 1.285 .078 0.652 .183 0.553 -706 3.92 10,02 
(0.201) (.018) (0.041) (.102) (0.204) (8.77) (12.79) (14.54) 

6.39 4.34 15.73 1.80 2.71 -0.81 0.31 0_,69 

i6C 1.513 .193 0,472 .218 0.660 '-35.08 27,98 34.86 
(6.355) ( .022) (0.044) (.119) (0,508) (11 93) (17.41) (19.09) 

4.26 8.82 9.69 1.84 1.30 -2.94 1.ul 1.83 

1961 1.444 .151 OAL92 S163 0, 642 -13.37 5a37 12,54 
(0.306) (.026) (0.065) (.108) (0.410) (12.84) (19.08) (21.90) 

4.72 5.82 7.53 1.51 1.56 -1.04 0.28 0.,57, 

1962 2.236' .203 G.330 .175 0.888 -33.11 23.63 52.80 
(0.589) (.039) (0.080) (.206) (0M981) (14.90 (20.71) (23-82) 

3.80 5.24 4.11 0.85 .0.90 -2,22 1 1A 2.22 

For explanation of symbols, soe Table a-1. 

'4 
C' 


