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A Development Assistance Program for the 1970's
 

Summary 

The Administration that assumes office on January 20, 1969, will be
 

faced with an unenviable array of problems. This paper addresses itself
 

to one of those problems: What, if anything, should be done about the U.S.
 

foreign aid program?
 

The paper argues that fresh perspective and a fresh approach are
 

needed for reasons more fundamental than the familiar fact that new adminis

trations like to take new initiatives and are in a better position to do so
 

than they will be after two years in office. The basic reason for a new
 

approach is that the world of today is very different from the world of
 

1945-1955; the barnacle-encrusted set of programs inherited from an era in 

which the United States was virtually the sole provider of aid on a 

significant scale is no longer appropriate. Aid "works," but our arrange

ments for helping it work are antediluvian. 

Development assistance - financial and technical assistance from rich 

countries tc promote moder'nization in poor corntries - needs to be separated 

conceptually, organizationally and every other way, from military aid, from
 

emergency relief, from supporting assistance to friendly governments, and
 

from other aid that may have developmental effects but is given for other
 

reasons. 
At the same time, it needs to be more closely integrated than it
 

has been with trade policy, investment policy, and cultural exchange policy.
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A rationale for US Participation in development assistance programs during
 

the 1970's can be inferred from some of the discussion in Section I of changes
 

in the domestic and international environment since the close of the Second
 

World War. Gnawing doubts and contradictory assertions about whether foreign
 

aid truly serves the national interest (or interests) of the United States,
 

however, warrant direct examination of this question. Accordingly, Section II
 

discusses the rationale for development assistance. it concludes that, on
 

balance, aid from rich countries to poor countries serves both national and
 

international interests. It places considerable emphasis on nurturing the
 

nascent sense of international community, building a better world order, and
 

giving vent to the humanitarian impulses that arise from the fact that "we are
 

rich and they are poor." It also examines certain economic, political, and
 

security reasons for promoting growth in the low-income world.
 

Two decades of experience with development assistance have taught us a
 

number of lessons which are summarized in Section III, together with certain
 

of their implications for aid policy in the future. The most important lesson
 

perhaps is the fact that, despite widespread frustration among both donors alud
 

receivers of aid, rates of growth which are impressive by any historical
 

standards have been achieved in a number of aid-receiving countries. However,
 

whereas capital investment can produce significant increases in gross national
 

product within a short span of years, the attainment of significant social and
 

civic progress appears to require both longer time horizons and more subtle
 

programming.
 

The long-range objectives of the United States, the gradual convergence
 

of US objectives with thcse of other major donors, plus other factors, pro

vide justification for a phased transition from an overwhelmingly bilateral
 

development assistance program to one that is primarily multilateral. The
 



3.
 

paper suggests that full responsibility .forcapital assistance to less
 

developed countries be transferred to the Wor d Bank Group and the regional
 

development banks by 1975. The disposition of technioal assistance is 
more
 

complicated; in addition to an expansion of multilat-i-a! efforts, the
 

creation of a Technical Assistance Foundation is recommended.
 

The present network of autonomous and quasi-au:tonomous international 

agencies is ill-equipped to give the development effort the focus and
 

direction it needs. No one is really minding the store; ioe., exercising
 

any kind of overall control. A genuine Director-General (or Directorate-


General) for internauional economic affairs is not in the cards within the
 

short-term future. The sense of intarnational community is too feeble, 

understanding of the strategy of development is too rudimentary, and revo

lutions, whether of rising expectations or rising frustrations, are too 

disorderly. 

It is not, however, too early to begin thin'king about devices for 

strengthening the sense of inte±tnational community and the related machinery
 

for promoting economic, social, and civic dev:lobment, A task force for
 

this purpcse should be created, perhaps in conjunction with the "grand
 

assize" of development experience by the international commission headed
 

by Lester B. Pearson. 

Assuming that US capital assistance for dev.lopment promotion is put
 

under multilateral auspices by 1975, what kind of bilateral aid program
 

should be conducted during the interval? The visibility of the Agency for
 

International Development should be decreased substantially and the US pro

gram should be made as independent of the annual authorization-appropriation
 

gauntlet as possible.
 



To this end, an Act for International Development should be proposed.
 

The Act should:
 

(a) Assign responsibility for promoting private investment and private
 

enterprise in less developed countries, through investment guaranties, tax
 

concessions and other devices, to a US Government Corporation created for
 

such purposes;
 

(b) Create a technical assistance corporation or foundation that could
 

accept private contributions, including those of private foundations, employ
 

non-citizens as well as citizens of the United States, offer them careers in
 

technical assistance, and "top off" salaries of US specialists for which
 

less developed countries are unable or unwilling to pay in full. Since the
 

Technical Assistance Foundation would require some government funds, the
 

authorizing legislation might include some guidelines for calculating the
 

government contribution;
 

(c) Phase out technical assistance as an AID activity, thereby removing
 

from the AID headquarters office and its foreign compounds the bulk of the
 

American personnel paid from AID funds;
 

(d) If a program of military aid is continued, divorce it clearly
 

from development assistance and assign responsibility for it to the Department
 

of Defense;
 

(e) Similarly, provide that the President's Contingency Fund should
 

include supporting assistance, presidential gifts to newly-independent
 

countries when such gifts are appropriate (e.g., at the time independence is
 

attained), funds designed to permit American ambassadors to finance small
 

special projects without prior approval from Washington, and other non-military
 

aid which is not clearly development assistance of the kind that can
 

ultimately be transferred to multilateral auspices;
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(f) Provide the authorization for capital assistance to low-income
 

countries until 1975 in amounts that, together with flows of nonappropriated
 

long-term capital, approximate 1% of the gross national product of the
 

United States; provide it also according to a formula which permits increasing
 

proportions of the appropriation to be transferred directly to multilateral
 

institutions and ends bilateral capital assistance from the AID not later
 

than 1975.
 

(g) Preserve the Agency for International Development thereafter as 
a
 

planning and coordinating office, succeeding perhaps the National Advisory
 

Council on International Financial and Monetary Policies insofar as policies
 

with respect to less developed countries are concerned, The streamlined AID
 

would also watch over the newly-created private investment corporation, the
 

Technical Assistance Foundation, Food-for-Peace and related development

oriented efforts.
 

The Act for International Development should recognize the interrelations,
 

not only of aid and investment policy, but also of trade and aid. Without
 

entering substantively into the realm of trade policy, the Act could refer
 

to the inortance of enabling less developed countries to earn more from
 

exports and could express, as -the sense of Congress, the view that special
 

concessions to the less developed countries in the field of commercial policy
 

are warranted. Similarly, it might recognize that the "brain drain" 
- the 

less developed countries' loss of trained and educated personnel to rich 

countries such as the United States - is a serious problem. The Congress
 

could invite the appropriate US agencies, in cooperation with international
 

agencies and agencies of less-developed countries, to come up with plans
 

for reducing the drain.
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In brief, the Act for International Development should make it clear
 

that the United States recognizes international development as the long-term
 

job that it is, is prepared to make the job primarily a multilateral enter

prise, expects to phase out the operational responsibilities of the least

loved symbol of its bileteral program (the Agency for International Develop

ment), and will carry on activities such as the promotion of private
 

investment and the supplying of technical assistance through quasi-governmental
 

entities designed for the long pull.
 

The discussion that follows includes other recommendations, at least
 

one of which deserves mention in this summary, because it could provide a
 

partial answer to the most intractable question concerning development
 

assistance: Where will the money come from?
 

The members of the International Monetary Fund have created a new
 

reserve asset, the Special Drawing Right (SDR), to supplement the gold and
 

dollar balances held by central banks. Activation of the Fund's Special
 

Account for SDR's will constitute a genuine step forward in international
 

economic cooperation. Although the contemplated arrangements for access 
to
 

this asset in no way discriminate against less developed countries, an
 

almost painless way of favoring them is being missed.
 

To date, the industrialized countries have been unwilling to endorse
 

any of the arrangements whereby all or most of the reserves created to meet
 

a world need for liquidity could be distributed in the form of development
 

assistance to low-income countries. In that event, high-income countries
 

would have to earn them in exchange for goods and services rather than
 

receiving them more or less automatically. If the growth of world trade
 

justifies the creation of SDR's in the amount of $2 billion per year during
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the 1970's, the use of only half of this amount for lending to poor countries
 

through the International Development Association and similar entities
 

could provide $10 billion in aid resources during the 1970's in the form in
 

which they are most needed - under the control of a competent multilateral
 

agency, untied as to procurement sources, and available on a truly long-term,
 

low-interest basis. The time is ripe for an educational campaign
 

in favor of this objective.
 

The purpose of development is not to entrench privilege, but to liberate
 

the underprivileged. The United States must make clear its desire that the
 

fruits of productivity increases and the benefits of modernization be
 

equitably shared within less developed countries. The middle-income American
 

rightly resents contributing or being taxed to improve the lot of the few
 

in poor countries who are already rich. In the interests of peaceful change,
 

the divisive social cleavages that characterize society in most of the less
 

developed world must be bridged rather than broadened.
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I. 	 The Changed Domestic and International Environment-


Basic Reason for a New Aid Program
 

Insofar as learning the lessons of 20 years in the foreign aid business
 

is concerned, the United States is still very much like Shakespeare's
 

"whining school boy, with his satchel and shining morning face, creeping like
 

snail unwillingly to school." Each year before voting the appropriation, it
 

goes through an agonizing but superficial reappraisal, the upshot of which
 

is a stay of execution rather than a new lease on life for the aid program.
 

The President asserts that the program is clearly in the national
 

interest, that the sums asked for constitute a "bare-bones" request," and
 

* In preparing this paper, I have incorporated sentences, paragraphs and
 
ideas from some of my previously published writing, including:
 

"International Agencies and Economic Development: An Overview," The
 
Global Partnership, edited by Richard N. Gardner and Max F. Millikan,
 
(Frederick A. Praeger, 1968);
 

International Development and the U.S. National Interest, Planning
 

Pamphlet No. 124 (National Planning Association, Wash., D.C., July 1967);
 

"The United States and the Developing Countries," The Crossroad Papers,
 
edited by Hans J. Morgenthau (W. W. Norton, 1965); and
 

Grants, Loans, and Local Currencies: Their Role in Foreign Aid,
 
(Brookings, 1961).
 

I am also indebted to the lively, thoughtful group from government

agencies, universities, and research institutions who participated in an
 
off-the-record Brookings seminar on "The Future of US Foreign Aid" which I
 
chaired during the winter of 1967-1968.
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that the taxpayer is getting, and will continue to get, a good return on his
 

investment. 
The Congress, however, wants proof and has become increasingly
 

unwilling merely to endorse Presidential recommendations. With respect to
 

foreign aid, it persists in pulling up the plant by the roots four times a
 

year to see how it is growing. In its never-ending war with the Executive
 

Branch and its uainhibited pursuit of "truth," it ap-ears to flaunt America t s 

failures as norms and dismiss its accomplishments as aberrations. The public 

is bewildered and uncertain where to place foreign aid in a rational array

ing of priorities for a nation with great but by no means unlimited resources. 

If one assumes that the United States is not prepared to end its parti

cipation in the activities of the World Bank Group, the Inter-American 

Development Bank, the United Nations Development Program, and other multi

lateral undertakings, the principal alternative courses of action which can 

be envisaged are the following:
 

(a) The United States can retreat. It can continue its multilateral
 

contributions at approximately present levels, but terminate all its bilpteral
 

foreign ecrnomic aid, or all but Food-for-Freedom and long-term loans from 

the Export-Import Bank; 

(b) It can jog along more or less as at present; i.e., without basic
 

authorizing legislation, annually tightening the screws a bit here and
 

occasionally loosening them a bit there, but not appropriating enough money
 

or reorganizing its program in such fashion as to make a markedly more sub

stantial impact, economically or politically than at present;
 

(c) It can (in theory) substantially enlarge its program, to attain
 

the 1 percent of gross national product that has been recommended as a target
 

lovel for the flow of lo-ig-term financial resources from high-income to
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low-income countries; and it can calculate that 1 percent much more realis
tically than the current practice of indiscriminately lumping grants, loans,
 

Food-for-Freedom, and other items of disparate real value;
 

(d) It can, without substantially altering the level of aid, change 

the bilateral/multilateral mix in the direction of' much greater reliance on 

multilateral instruments;
 

(e) It
can try to break out of thu aid syndrome and integrate more
 

fcrmally aid, trade, investment, and cultural exchange policy into a broad,
 

long-range strategy for prcmoting development in the low income countries
 

and obtaining a better integrated community of nations.
 

The choice depends importantly on one's answer to a double-barreled
 

question: What kind of world order should America seek and what role, if
 

any, can development assistance play in bringing about that world order?
 

The world today consists of 130 (?)nations that are legally independent but
 

in almost every other way interdependent. The long-range task of statecraft
 

has been defined as the building of "an international community of interests
 

out of a world of nation-states, most of which are experiencing rapid change
 

internally, and in many of which such change is accompanied by externally
 

influenced violence."-/
 

-/Ruth B. Russell, The United Nations and United States Security Policy,
 
(Brookings, 1968), p. 307.
 

Arraying alternative courses of policy as I have just done in (a)
 

through (e)above is generally considered a useful first step. It can easily
 

become a pseudo-scientific exercise. More alternatives and more variants
 

of stated alternatives can always be suggested. Discussions of the pros and
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cons of each alternative provide an illusion of objectivity and comprehen

siveness on the part of the analyst that makes his personal choice seem
 

more logical and foreordained than it is.
 

My array, for example, accepts development (economic, social and
 

civic), or "modernization" of low-income countries, as the'llkncipal 

present objective of foreign aid; it would look different if the military
 

security of the United States, the prevention of any extension of Soviet
 

influence in the world, or the attainment of markets for US products were
 

the principal objective. With development accepted as the objective,
 

choices could be posed in terms of categories cf countries to which efforts
 

should be limited: those with which the United States has historic ties, or
 

considers closest to the take-off to self-sustaining growth, or of outstand

ing strategic importance. Or in terms of problem-focused rather than
 

country-focused efforts: 
 the United States lives in a world of nations and
 

tends to think in terms of aid to India, to Korea, to Bolivia, etc., and to
 

measure success in terms of improvements in levels of living in those
 

countries. 
 It could, and at times does, think instead of global campaigns
 

to wipe out illiteracy and malaria, to introduce the new, more productive
 

rice and wheat strains, or to launch family planning throughout the low

income world, with results judged on the basis of progress toward global
 

targets. There is no point, however, in stretching the list of policy
 

alternatives to unmanageable proportions.
 

With respect to foreign aid (and most other aspects of foreign policy
 

as well), the United States does appear to have reached the end of an era.
 

Fresh perspective, and a program to match it, are urgently needed. During
 

the 1950's, the basic framework for American foreign aid was the Mutual
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Security Act as amended. Foreign aid was justified as a national security
 

measure, needed to strengthen allies and to build up low-incone countries
 

so that they would be less vulnerable to communist invasion. Daring the
 

1960's, less emphasis has been placed on the quest for military allies,
 

although the support of potential aid-receivers for the US effort in the
 

Vietnam war has remained important in the eyes of the Congress.
 

In the 1960's, development itself has been given a higher priority, at
 

least by,the Executive Branch. On the security side, more emphasis has
 

been given to the internal threat to less-developed countries from guerrillas
 

and from operatives trained abroad. The basic framework for foreign aid has
 

been the Foreign Assistance Act of 1961. Dwndling appropriations have made
 

it less important, both absolutely and in relation to other sources of
 

assistance, while restrictive amendments and provisions offensive to self

respecting nations, have made this country's bilateral development assistance
 

program progressively more difficult - in my view, almost impossible - to
 

administer. Further amendment of the much-amended Foreign Assistance Act
 

of 1961 is one of the least attractive policy alternatives.
 

The necessary new perspective seems to me to point toward a phased
 

transition to an almost wholly multilateral approach to capital assistance
 

for development and to a somewhat more multilateral approach to technical
 

assistance. A basic Act for International Dwvolopment could spell out the
 

transition, re-allocate residual bilateral programs to appropriate public,
 

quasi-public, or private US agencies, and gradually transform the Agency for
 

Irternational Development into a planning and coordinating office rather
 

than a major operating agency. At t1pe same time, the new legislation could
 

recognize the interrelationships among aid and otherarms of economic and
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social policy and permit a more long-range, better-sustained total effort 

than the prevailing one.
 

At present, conomic aid is still expected to serve a variety of
 

contradictory purposes. It is an arm of foreign policy, but increasingly
 

ill-adapted to fulfiil various short-range objectives of American policy
 

and not yet well-adapted to serve the long-range goal of expediting balanced
 

development in low-income countries. It is an economic instrument, although
 

the ultimate end that it serves is political. Its relationship to such
 

other economic instruments as commercial policy and investment policy is
 

loose and poorly understood. Foreign aid continues to be viewed as a
 

voluntary, annual, emergency program, but virtually everyone expects it 
uo
 

be with us for all of the 1970's - and beyond.
 

The fact that the United States got into the international development
 

business somewhat haphazardly via Lend-Lease. UNRRA, the Eiropean Recovery
 

Program, the Mutual Defense Assistance Program, Point IV, and various
 

military alliances, and that the Uni.ted States has been learning by doing
 

rather than waiting until it had all the answers, ic consistent wit) the
 

pragmatic, action-oriented temperament, of this country. In this observer's
 

view, the procedure was not only consistent with the American temperament,
 

but with the exigencies of the situation abroad.
 

The foreign aid program, however, began in a world environment funda

mentally different from the one in which we live today. Before considering 

policies appropriate for the 1970's, it would be useful to reconsider, with 

the benefit of hindsight, the import of certain developments since the close 

of World War II. The developments in question involve changes in the global 

political and military landscape, in the economic scene, in the domestic 

situation of the United States, and in world-wide understanding of the 
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nature of the development process.
 

The Political and Military Landscape
 

When the guns were stilled and the bombing and killing of World War 

II were brought to a halt, the second most productiv- wJr.shop in the 

world - Western Europe - lay physically devastat-l' and deeply damaged 

economically, politically, and psychologically. Half a world away, a
 

terrifyingly potent new so'rce of energy had been revealed in the atomic 

bombs droplped on Hiroshima and Nagasaki; Japan's "-o-prosperity sphere" had 

been split asunder. The Kuomintang of Chiang Kai-.Sh-k was losing its grip 

on China and communist forces under Mao-Tse-tvung were tightening theirs, 

An aggressive and truculent Soviet Union seemed bent on expansion.
 

The United States stood at the pinnacle of its power and prestige.
 

Physically undamaged, enormously strengthened economically (both absolutely
 

and relatively), sole possessor of the secret of the atom, father of the
 

United Nations, filled with missionary ,eal and determined not to relapse 

into the isolationism of the interwar years, it appeared to be a formidable 

bulwark against the forces of totalitarianism and chaos. Nevertheless,
 

building a new world order of the kind implicit in the United Nations Char

ter - a collectivity of sovereign nation-states collaborating in the 

maintenance of international peace and the promotion of the general welfare 

was not going to be easy in the divided world that was emerging.
 

For the United States, the containment of communism and the reconstruc

tion of Western Europe and Japan soon claimed top priority - objectives 

somewhat inconsistent with the equal treatment for all nations implicit in 

the global framework of the Charter. Although the dissolution of colonial 

empires was creating power vacuums, the pace of dissolution during the first
 

postwar decade seemed to the United States far from headlong.
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In 1949, the USSR eyvI!oded an atomic bomb. In June 1950, communist
 

forces invaded South Korea and the United States, under a United Nations
 

umbrella, responded to the challenge. Hostilities continued until July 1953,
 

by which tine South Korea was a devastated area. Fifteen years later, a
 

promising economic recovery is underway, but South Korea still receives
 

American aid and 50,000 American troops are still stationed there. Korea
 

remains a divided nation; f'equent border incidents threaten to touch off
 

more general hostilities.
 

During the early years of the Eisenhower Administration, a network of
 

military alliances involving some 42 nations throughout the "free world"
 

was built up by the United States and military bases in far-off lands were
 

acquired. Initially, economic aid commitments to less developed countries
 

were more often than not the sweetening believed necessary to make the mili

tary pact more palatable. Regardless of the rationale, subsequent invest

ment was invariably required to protect the initial investment. Since both
 

military and economic assistance were forms of foreign aid, subsequent
 

allegations that foreign aid has "entrapped" the United States, or "over

extended" it, or involved it in commitments not required by more current
 

assessments of the national interest, could be made without specifying the
 

kind of aid and without regard to the relationships between military and
 

economic aid. In addition to 50,000 troops in Korea, the United States in
 

1968 has more than 500,000 in Vietnam, 300,000 in Europe, 50,000 in Thailand,
 

and smaller contingents in various other areas.
 

As the 1950's wore on, Western Europe and Japan, with generous American
 

aid, rose to new heights of prosperity and productive power. This triumph
 

of American policy was not unalloypd. France, America's oldest ally,
 

became singularly uncooperative and other high-income allies grew more inward
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looking, more preoccupied with the domestic problems of affluent societies,
 

more confident of the validity of their own assessments of the risks the
 

future held in store for them. The European Economic Comunity sltrvived 

a series of crises and emerged as a major force in world affairs.
 

The ccmmunist world ceased to present a monolithic facade, if indeed
 

it ever did. Polycentrism, to use the current jargon, has steadily under

mined the pover of both of the superpowers (the USA and the USSR). Nationalism
 

in Eastern Europe refuses to succumb to a communism that gives top priority
 

to the interests of the Soviet Union. Among the communist giants, the split
 

between China and Russia is a fact of historic importance. China, though
 

internally convulsed at present, has came forward fast as a nuclear power.
 

Further proliferation of nuclear weapons can probably be expected. Inter

continental ballistic weapons and other developments in what is ironically
 

called "national security" have reduced the military necessity for overseas
 

bases while nationalism has increased the political hazards in maintaining
 

such outposts.
 

The low-income world has ceased to be merely a passive battleground for
 

rival great powers. It has become a restless, vocal, constellation of more
 

than 80 sovereign states, each of which is eager for a voice in the world of
 

the 20th Century. Almost all of them are in the grip of revolution (in the
 

historic sense of the term) and revolutions are, by definition, disorderly
 

affairs. Violent overthrows of existing governments, military takeovers, and
 

periodic breakdowns of law and order continue to occur. 
The relationship of
 

economic growth to political stability is far less direct than it 
once
 

appeared to be. To expect stable or democratic regimes and friendly rela

tions with the United States as early corollaries of economic growth has
 

been revealed as naive.
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Three times in the Middle East, war has broken out between the Arab
 

States and Israel. India and Pakistan, and India and China, have marched
 

against each other. Numerous othrr threats to the peace have erupted in
 

both the more developed and less developed regions of the world - in Berlin, 

the Congo, the Formosa Strait, Quemoy and Matsu, Cuba, and elsewhere
 

particularly in tha low income world.
 

Saddest of all for the bnited States has been the costly, drawn-out,
 

divisive war in Vietnam. If it can be brought to some kind of honorable
 

end, and if military spending for other purposes can be held constant, $30
 

billion per year minus this country's contribution to relief and rehabili

tation in Vietnam, may become arailable in theory at least, for application
 

to other festering sores on the body politic at home and abroad.
 

Although the sense of international community is not particularly
 

potent at the moment, there is a growing consciousness of the interdependence
 

of nations and peoples, a steady erosion of the traditional perquisites of
 

sovereignty, and a gradual expansion in the roles of international institu

tions, regional and global.
 

The Economic Envir-onment 

The economic situation of the world, not surprisingly, has changed as
 

drastically as the political and military situation. 
The United Statest 

sharo in the gross national product of the world is still enormous - approxi

mately _% - but is slowly decreasing as a better-balanced pattern of 

world production emerges. At 196._ prices, US GNP is expected to be $_ 
billion by 1975, as compared with $ in 1950. Per capita GNP, already 

at the incredible level of $___. in 1967, should reach $__ in '975.
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Growth in Western E,.ope and Japan, as we know, has been even more
 

rapid than growth in the United States.- / International trade among
 

-!For an explanation, see Edward F. Denison, assisted by Jean-Pierre
 
Poullier, Why Growth Rates Differ: 
Postwar Experience in Nine Western Countries,

(The Brookings Institution, Washington, D.C., 1967).
 

industrialized countries has skyrocketed. 
Tariffs have been reduced in
 

successive rounds of cautious but productive negotiations, to a nominally
 

low level, with virtually none of the harmful effects that high-tariff advo

cates of the 1920's feared, and with benefits to all from the increased
 

volume of world trade. 
 Private foreign investment has also increased, been
 

unevenly distributed, and remained a source of controversy.
 

Traditional concerns about the national origins of goods, funds, and
 

services make less and less sense, however, and the growth of so-called inter

national corporations is making it harder and harder to identify those
 

origins. When a company is incorporated in one country, gets it finance
 

from another, uses the money to build capital equipment in a third country,
 

imports raw materials from a fourth, and sells substantial portions of the
 

product in various countries, including the one in which it is incorporated,
 

it becomes difficult  and irrelevant to anything that is economically
 

rational  to allocate the various parts of its operations to the national
 

accounts and balances of payments of individual countries.-


Paraphrased from a memorandum to the author by Walter A. Salant.
 

The United States, once thought to be suffering from a persistent
 

tendency toward dollar glut, has been suffering from persistent balance-of

payments deficits. 
The deficits are widely thought to be a manifestation
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of a basic disequilibrium which requires correction. Certain situations
 

that would be regarded as disequilibria calling for adjustment among
 

separate countries, however, are not so regarded when they occur among regions 

within a large country. A new view is gaining ground among analysts of 

international capital markets. As reported by a pioneering economist in
 

this field:
 

"If the intermediary services which the United States has 
provided to the rest of the world are an important ingredient of the 
rest of the world's economic growth, then continuation of the
 
liquidity deficit of the United States is important to sustain that
 
growth. Continuation of that deficit, howeverP is inconsistent with
 
the combination of (a) the present irternational monetary system,

and (b) the present notions of monetary authorities and most econo
mists about what constitutes 'equilibrium.' in international payments.'
 

Walter S. Salant, "Capital Markets and the Balance of Payments of a
 
Financial Center," in Maintaining and Restoring Balance in International
 
Payments, by William Fellner, Fritz Machlup, Robert Triff in, and others
 
(Princeten University Press, 1966), p. 192. iVfr. Salant defines financial
 
intermediaries as those who "not only perform the brokerage function of
 
bringing the savers and capital-formers together but are also willing to
 
provide cash or other short-term claims to savers and to buy (and hold) the
 
securities which capital-formers are willing to issue." (p. 179).
 

Recognition that the internati nal monetary system, like so many other
 

national and international mechanisms, is inadequate for the world of today,
 

has been slow to bear fruit in terms of reform of the system. After four 

years of intensive negotiations, a new facility, based on Special Drawing Rights 

(SDR's) in the International Monetary Fund, has been created without, however, 

the connecting link between reserve-creation and development assistance that 

could have been forged. As of this writing, SDR's, a potentially important 

supplement to existing reserve assets, are not yet in use. 

During the Cold War era, severe restrictions on East-West trade were
 

introduced under the leadership of the United States. This nation was much
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more successful, however, in persuading itself of the dangers and evils of
 

trade with communist countries than it was in persuading others. Allies
 

objected to the wide range of goods that the United States considered of
 

"strategic" rportance and began building up "peaceful" trade as soon as
 

they detected the slightest thaw in the Cold War, if not as an inducement to
 

a thaw. 
The United States Congress has been reluctant to see the restric

tions eased and eager to punish those engaged in trade with "the enemy."
 

It has regularly used foreign aid legislation for this purpose. Trade
 

•between the comunist and non-communist world has nevertheless increased and 

the United States has failed, for what it apparently regards as good and 

sufficient reasons, to share proportionately in the increase. 

In the United States, commercial policy, monetary and investment policy, 

and foreign aid policy have tended to be the provinces of different US 

Government officials, operating under different mandates, through different
 

agencies. 
Aid, in a sense, has been the "soft option," necessary in part
 

because of reluctance to make fundamental changes in other ereas of policy. 

As Congressional resistance to aid appropriations has mounted, the "soft 

option" has become hard. The "hard options," however, have not become
 

noticeably softer.
 

Until the mid-1960's, the United States, thanks to its phenomenally 

productive agricultural sector, was well-equipped to meet many aid require

ments with a form of assistance - food aid - that was politically popular 

in the United States. Agricultural development lagged ominously in the 

low-income countries, but by 1968 the beginnings of an agricultural break

through were detectable in some of the key less developed areas. The 

result may be diminishing requirements for food aid, but sharply increased
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requirements for fertilizers, tractors, and other items politically less
 

appealing to the Congress and the public than food for the hungry.
 

The United States, which was a trail-blazer in the foreign aid field,
 

is now only one of some two dozen nations in the foreign aid business. All
 

of the rich and most of the middle-income non-communist countries now have
 

foreign aid prcgrams. So do Russia, China and other communist countries, 

as well as a number of the less developed countries themselves. The various 

bilateral programs began with quite different and mutually inconsistent
 

rationales. While it true that time horizonsis and national objectives 

continue to differ, and that different groups within each nation at differ

ent periods justify foreign aid on different grounds, a growing convergence
 

in the long-range objectives of the principal free-world donors is detectable.
 

Development, economic, social and civic, of low income countries which are
 

themselves seriously interested in modernization, is becoming the agreed
 

objective of international efforts.
 

Only a fraction of the $120 billion in foreign aid appropriated by the
 

United States, not mare than one-third of the total, has been devoted to
 

development. American aid has contributed to the substantial, indeed
 

remarkable, economic improvement that has taken place in the less developed
 

world since 1950. Despite the progress made, there is a widespread sense
 

of frustration. Rapid population growth has reduced the rate of improvement
 

in per capita income to modest proportions. Ministates, ill equipped to
 

survive as nations, raise the flag of independence and join the queue for
 

foreign aid. 
 Increasing sums are needed to pay interest and amortization
 

charges on previously-received loans. Aspirations continue to escalate and
 

run dangerously ahead of achievements.
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Just as development of the low-income world has emerged as the principal 

objective of bilateral foreign aid efforts, so it has become the principal
 

economic and social preoccupation of the network of international machinery
 

erected during the last two decades. The never-ending scrutiny of national
 

policies in international forums, the desire of every country to present
 

itself before others in the most favorable light, and the habit of consul

tation are gradually forcing nations to broaden their perspectives and act
 

in the common interest.
 

By utilizing international machinery, the United States can, to some
 

extent, avoid the strains inherent in donor-recipient relations, the open

ended escalation of commitments that begin on a very limited scale, the
 

injection of side issues into the mainstream of negotiations, and the conpe

titive follies implicit in numerous overlapping, uncoordinated, bilateral 

efforts. For these advantages, there are of course offsetting costs. 
 Never

theless, multilateralism is widely believed to be the wave of the future.
 

It assumes a growing consensus, not only about development as a goal, but
 

also about the nature of the development process, and the desirability of
 

promoting growth in non-discriminatory fashion.
 

The American Domestic Scene
 

The speedy reconvers5ion of the American economy without major unemploy

ment after World War II confounded hostile critics of the country. The 

United States appeared to be a model of economic efficiency and political 

stability - gradually integrating the diverse elements in its population, 

capable of providing jobs for all and thereby eliminating poverty at home,
 

united about its mission abroad.
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The pockets of poverty which remained were thought of (by those who 

thought of them at all) as subjoct to elimination through the continuation 

and expansion of welfare prog-ram2 begjxn in the 1931's. The po,.ckets swelled 

as a result of tha mehanization of agiutu da massiv- migrati of 

displaced NegrDes (and Whites) fLom 'u-ral to uzb:-n arz,-as. A siriltaneous 

movement of midle amid uw--.'..nume whites from ih- citie:3 to the suburbs 

resulted in Negro "ghettos" in- al.l the larger cities. _-on ueqenc(.e, poverty 

at hcme besnme a rolitical issue during th 196 (,I'. 

In the inflationary t--inclsgy cf th day. the eLi,ad States envisaged 

itself as engaged in a two.-frcnt "war on f at hme and 
abroad, with a rising p:-iority .mdedfr the d estic front and remark

ably little effxrt being made t:, apply the le-sons earned on one front to 

the other. Comoare to the efficncy ar-, ingenuity with which this country 

mobilizes its rescourxes for militaz pU2.os-s5 its attacks the povertyon 

problem are puny affairs, ,,ng on rhetoric and shcrt on performance. My 

present purpose, howeverl, is not to draw the easy ini-ious comparison 

between massive militar-Y and modest eforts. ratherfon-militay %tis to 

draw att.ention to the domesti:. and intenat: nal sides of the non-militar-y 

"campaigns" and to ask whether the divorcee between them should be as broad 

as it appears to be.
 

The mountains of literature on econTic development and foreign aid are 

replete with references to rc,:.edies of yesteryear - to agricultural exten

sion servicesP vocational education, cooperatives, hybrid corn, and the like. 

They are, however, singularly devoid of references to what we have learned, 

and are lew:o'ing toiay, from the civil rights truggie and the domestic war 

on poverty that might be applicable in the intexnational arena - and vice
 

versa. 



24.
 

The promotion of economic growth and social change abroad has been the 

province of foreign policy specialists, development economists, and a
 

heterogeneous crew of tecblnicians in the Agency for International Develop

ment and predecessor agencies, the State Department, and the international 

divisions of certain other agencies. The federal agencies most directly
 

involved in the war on poverty at home have been the Office of Econcmic
 

Opportunity, the Departments of Health, Education and Welfare, Housing and 

Urban Development, Labor, and Agriculture. Although Sargent Shriver, ex-

Director of the Peace Corps, served as the first head of the Office of
 

Economic Opportunity, on the whole the people concerned with the problems of
 

Detroit, Newark-, Harlem, Watts, and rural Mississippi communicate but little
 

with the people contcerned with the Alliance for Progress or with development 

/
assistance for India, Pakistan and Nigeria.2

-/ The OEOIs job Corps is to some extent modeled on the Peace Corps. An 
Associated Press dispatch of Deo-ember 1, 1967, mentions an 
experiment in 
-hich six former members of the Job Corps had been sent overseas as Peace 
Corps volunteers. Offic-,ials of the Peac~e Co-Ts described the program as
"successful even beyond our original hopes." (New York Times, Decmber 3,
 
1967).
 

Analogies between the revolutions of rising expectations or frustrations
 

at home and abroad can be overdrawn. Yet the anti-poverty movement in the
 

United States and the struggle of the less developed countries for a place in
 

the international firmament have enough in common to warrant calling attention
 

to certain similarities and differences.
 

At home, the Negro leaders, at least until recently, have sought integra

tion in the American community. The less developed countries have sought
 

integraLion in a nascent international community. Both ask an end to second

class citivenship, a better chance to earn a livelihood and educate their
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children, to acquire dignity and status, to speak up and be heard. 
Both
 

think of themselves as condemned by persons of another, paler hue, to live
 

in a world they never made, under arrangements that perpetuate their subor

dinate status. 

Both groups suffer because of the tendency of critics to confuse the 

past with the present and. the exceptional with the average. Critics of the 

domestic poverty program sometimes argue that because the Irish or the Jews 

or the Poles or some other immigrant group managed to overcome its initial 

handicaps without federal and state assistanctae the underprivileged of today 

could do likewise if thsy worked harder, studied more, s2ent less, and saved 

more. Like-minded critics of foreign aid point to Canada, Sweden, and other 

countries that have achiev-ed high standards of' living without foreign aid. 

Critics with less interest in historieal analogy assert that because 

particular individuals with sluLm backgrounds have attained well-deserved
 

eminence in contemporarylyAm{erica, others could, t. 
 if they were so inclined.
 

The parallel argument in foreign aid is that Malaysia er Mexico or some other
 

country on one of the less-devoped continents is doing better with almost 

no aid than nearby nat' 0ns that have received generous amounts. With millions 

of slum-dwellers in the nited States, and with 80-.odd less developed
 

countries in Asia, Africa, and Latin u-.merira, there P-_ bound to be exceptions 

in both groups; they prove very little about the poolicies appropriate in the 

average case. 

By historical standards, both the black minority at home and the less
 

developed countries abroad have in fact made remarkable progress in recent
 

years. 
But man does not live by historical standards alone. Dissatisfaction,
 

disenchantment, and xenophobia are rampant.
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Ti. is a critical factor. Feelings of frustration can cause the 

frustrated to abandon integration as a goal and non-violence as a tech

nique. As Americans should have learned by now, programs that would be
 

acclaimed at one moment in history will be attacked as inadequate, ineffec

tive and insulting a few years later - if the psychological moment for
 

adopting them has been allowed to pass.
 

Token efforts will not suffice; comprehensive multi-faceted programs
 

are needed. No single nostrum, whether better schools, decent housing,
 

vocational education, birth control, or work relief, will do the trick. The
 

difficulties of functioning at home through state and local governments that 

are out of touch with slum dwellers and hostile to reform have their analogy
 

in the difficulties of working through unrepresentative national and local
 

power structures abroad. How to bridge the communications gap, how to
 

evoke popular participation in constructive development efforts, how to get
 

through "to the people," a~e problems everywhere.
 

Such progress as has been achieved has exacerbated certain tensions.
 

At home, part of the black community has profited dramatically from two 

decades of civil rights legislation and has entered the mainstream of Ameri

can life. In the process, it has widened the gap separating it from the 

masses who feel untouched by the measures thus far adopted and increasingly 

ambivalent toward integration as a goal. Similarly, in less developed
 

countries, the new political leaders who have acquired power and influence
 

at home and attend international conferences abroad, the upper level
 

bureaucrats who deal with foreigners, the generals who were corporals a few
 

years ago, and the successful entrepreneurs constitute an 6lite increasingly
 

isolated from the local population they purport to lead.
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Unlike the poverty-stricken at home, the poverty-stricken abroad are
 

not a minority group. They constitute the overwhelming majority of mankind.
 

This underscores the peril of ignoring their needs, but at the same time
 

raises the valid question of how much the United States, with six percent of
 

the world's population and less than 50 percent [?] of its wealth, can
 

reasonably be expected to do.
 

The less developed countries cannot readily be accommodated through
 

established political processes. The United States Governmen 
exists, world
 

government does not. The responsibility of the richest country in the world
 

for warring on poverty at home is self-evident. But there is nothing in
 

international law that requires rich countries to come to the aid of poor
 

countries; the obligation is at most a moral one.
 

Building the Great Society at home will pose a heavy claim on available
 

resources and inevitably complicate the task of providing the wherewithal
 

for prcmoting developmert abroad. Nevertheless, the direction of domestic
 

progress can provide important clues for new directions in foreign aid. At
 

home, society has been moving away from the harsh spirit of the Elizabethan
 

poor laws, away from detailed surveillance of the recipients' private lives,
 

away from distinctions between "worthy" and "unworthy" eligibles based on
 

highly subjective judgments, and away from relief in kind rather than in
 

cash. It has been moving toward fresh opportunities for paid employment,
 

toward broader participation in drawing up the ground rules under which
 

assistance is provided, and toward income maintenance via social security
 

payments, negative income taxes, guaranteed annual incomes, etc.
 

Although new directions in foreign aid are imperative, the present
 

state of relations between the executive and legislative branches of the
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United States Government makes it hard for the country to adopt a stance
 

appropriate for the 19701s. 
Because foreign aid has had no organized
 

domestic constituency, the debates on the authorization and appropriation
 

measures have regularly given the Congress- its greatest opportunity to vent 

its frustration and irritation over the Presidentls conduct of domestic and 

foreign affairs and the u_.nmanageable onward rush of 7-vents in a troubled 

world. In the nevor-ending struggle be wten the legislative and executive 

branches for power, they offer the former s,:o.e an1'2 rope for hamstringing 

the latter.
 

The Congress, in addition to providing the public funds which are 

needed, should provide some broad guidelines Cor their use. The national 

interest will be best seoaied, howevi&er, if the legislative branch gives to 

the larger, better-staffed executive branch considerable discretion with 

respect to how much, to whom, and for how many years -- and if both branches
 

keep at least one eye fixed on the long-term outl_-wk, regardless of the 

irritations of the moment. The roason for a broad grant of discretionary 

authority is not because thd executive br-rrh is ,isr but because legisla

tion is a mnach more ex-plosive unilateral, and inflexible device than negotia

tion for securing, for instanc.-e, a change in Egyptian policy, compensation 

for nationalization of American property, or preference for the small business 

enterprise. 

The check list of statutory criteria whioch must be satisfied before 

loans from aid appropriations can be approved includes 63 items, many of 

which, viewed separately, may appear defensible. Together they constitute a
 

straitjacket. When foreign aid legislation is expanded by the Congress from
 

the establishment of general guidelines into the preparation of a manual of
 

detailed instructions to the aid administrator, the results are more likely
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to serve local than national interests. The national interest will also
 

suffer if aid legislation is allowed to become a vehicle for the ventila

tion of congressional irritation with the conduct of other aspects of foreign
 

or domestic policy.
 

None of this is intended to imply that the executive branch never needs
 

a kick in the pants, that shock treatment for a designated foreign govern

ment will not scmetimes prove helpful, or that the witholding of aid is 

always an anti-social act.
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II. Rationale for Development Assistance
 

The fundamentally changed domestic and international environment means 

that virtually all the familiar geo-political moorings of US foreign policy
 

have become uninged. What for ye%.rs seemed axiomatic now seems dubious.
 

John F. Kennedy may be the last President who could, without creating a
 

credibility gap, maintain that "We in this country...are-by destiny rather
 

than choice-the watchmen on the walls of world freedom."-J
 

- Cite source.
 

The interventionist policy articulated in the Truman Doctrine in 1947 

is finding its final fateful expression in Vietnam. At the very time the 

US has come to question most seriously thE rationale for its involvement in 

the less developed countries , it is most deeply involved.
 

Communism nevertheless seems a less contagious disease than when, 

according to the domino theory, its presence on one side of a frontier was 

believed deadly also to the population on the other side of that frontier. 

Forward military bases have become less valuable to the United States. 

Military pacts that harness a mouse to an elephant do not add noticeably to 

the stability, strength and security of the elephant. Nor is the proximity 

of the elephant always reassuring to the mouse; the willingness and capacity 

of c.side powers to exert a sustained, beneficent influence on the evolu

tion of underdeveloped allies are doubted. The exhaustion of domestic 

national resources that would make the United States heavily dependent on 



distant sources of supply appears less imminent today, in the age of atomic energy
 

plastics, synthetic fibers, and other substitutes for internationally-traded
 

raw materials, than it did only yesterday.
 

The arg'imients that gave the greatest immediacy and urgency to the 
case 

for foreign aid have thus lost much of their force. 
With the underbrush 

cleared away, the long-range case c-r e seen in better perspective. 

To avoid over-involvement on the one hand or a return to isolationism 

on the other, the United States needs a relationship to the less developed
 

world that is realistic in the light of its own foreign policy goals and 

those of the low-income countries; that limits the risks of inadvertant 

involvement in open warfare: that is reasonably persuasive economically; and
 

that is politically supportable, internall.y and externally. The outlines of 

-a new rationale are slowly emerging.J

-/ I am indebted to my friend and former Brookings colleague, Robert H. 
Johnson, for much of the four foregoing paragraphs',. 

"... properly understood, our lcng.-term se'uity interests, our economic 

interests, our cultural and social interests, and our deep historical moral 

concerns with the welfare of cojunon men everyw:ere come together and can all 

be advanced by the right kind of poli3ies toward the low-income countries."-/
 

Max F. Millikan, "The U.S. and the Low Income Countries," scheduled for
 
publication in Agenda for the Nation (Brookings, 1969).
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What Kind of World Order Should the US Seek?
 

In a pamphlet written in 1966 I discussed at some length the US interest
 

in international development., seeking to distinguish, where necessary,
 

between: (a) argmnents that what happens in the les.s developed world is 

important to the United States and all mankind, and (b) arguments that foreign
 

aid can help make the right things happen.J I shall now attempt only to 

-/ Robert E. Asher,'International Development and the U.S. National Interest, 
National Planning Association, Planning Pamphlet No. 124 (Wash., D.C. 1967).
 

summarize and update the case then made, concentrating on the rationale
 

relevant for the 1970's.-/
 

Most valuable in connection with the updating are: Max F. Millikan, loc. 
cit.; Ronald Steel, Pax Americana (The Viking Pres., Inc., 1967), esp. pp. 253
270; Theodore Geiger, "A Rationale for the U.S. Foreign Aid Effort," unpub
lished paper written for Brookings' 1967-1968 seminar on the Future of
 
Foreign Aid.
 

Overarching the specifiz political, economic, straLegic and humanitarian 

arguments for and against action to help mitigate the grinding poverty of 

two-thirds of mankind is the fundamental question: What kind of world order 

should America seek, what type of international environment will it find 

most congenial? 

An environment in which the United States can calmly cultivate its own
 

garden without having to worry about soil conditions, horticultural prac

tices, or crop yields elsewhere has obvious attractions but must be dismissed
 

as a nostalgic dream. The world is too much with us.
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Despite the power and persistence of nationalism, consciousness of the
 

interdependence of nations and peoples is growing. 
The old world order of
 

vastly disparate, legally-sovereign states is crumbling, but the institutional
 

base for a better world order remains grossly inadequate.
 

"If we can give substance to the fundamental idea that we are 
joined... [with the now countries] in a onnstit-iit nnl zrdpavor to 
create a world order in which all peoples can find their separate
identities, it should be possible for us to achieve that degree of 
integrity in our relations which will make it possible to avoid 
hypocrisy and to disagree at times without malice. Acculturation
 
need no longer appear as a process in which some people take on the
 
ways of others, but instead as one in which everyone is seeking o
 
change and develop in order to build a better world community."-)
 

-Lucien W. Pye, "The Foreign Aid Instrument: Search for Reality," in Foreign

Policy in the Sixties, eds. Roger Hilsman and Robert C. Good (Baltimore, Md.,
 
Johns Hopkirs Press, 1965), p. 112.
 

Why give substance to this idea? 
 "It is one thing to be in good phyFical
 

or financial condition within an orderly and prosperous community, but quite
 

another thing to be privileged by the wealth of one's possessions in sur

roundings of misery, ill-health, lack of public order, and widespread resent

- /
ment."
 

-/ Arnold Wolfers, Discord and Collaboration: Essays on International Politics
 
(Efltimore, Md., Johns Hopkins Press, 1962), p. 75.
 

Consequently, the long-range goal - establishment of the underlying
 

conditions and institutional framework for a more effective and compassionate
 

world order  should be borne clearly in mind when reaching decisions about
 

interim or intermediate courses of action.
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Moral and Humanitarian Considerations
 

Closely related to the question of the kind of world order which the
 

United States should seek among the divergent trends of recent years is the
 

humanitarian argument for development assistance. Sometimes dismissed as
 

soft-headed and irrelevant, it remains durable and potent. It involves
 

justice and decency and the moral basis for leadership among nations.
 

The kind of inequality that exists between nations, the kind of grinding"
 

poverty that permeates so much of the world is nc longer tolerated within
 

the borders of a modern, progressive nation-state. This inequality is
 

mitigated within a country like the United States, Great Britain, or Sweden
 

by continuous transfers of wealth from the richer to the poorer citizens and
 

from the richer areas to the poorer ones. Foreign aid is an extension of
 

this process in a world that has become too small for fellow-feeling between 

man and man to stop at political frontiers.-/ 

-/ "The Vienna Declaration on Cooperation for Development" (Vienna, Theodor 
Krner Foundation, July 1962; mimeographed) para. 2.
 

Throughout its history, the power and prestige of the United States
 

have depended on what the country stood for, as well as on the strength of
 

its economy and its military establishment. Its support for self-determination,
 

for social justice, for political democracy, and for religious freedom has
 

placed it in the mainstream of history and made it the lodestar of masses
 

in the most faraway places. The effect of ideas and ideals on the balance
 

of power has been real.
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Participation in international development programs is a way of
 

strengthening our moral claim to leadership, counteracting the isolation
 

that tends to be the social and moral price of wealth, and helping us to
 

live at peace with ourselves as well as others. While the majority of man

kind lives at the margin of subsistence, the United States will find it
 

hard to enjoy its high and ever-rising standard of living.
 

"A sustained long-term economic strategy on the part of the West," 

Barbara Ward has argued, "would have more than economic consequences. It
 

would begin to institutionalize human solidarity and human compassion and
 

underpin a world order with some claim to be called humane."-/
 

-/ Barbara Ward, "A Strategy for the Wealthy West," SAIS Review, Summer,

1965, p. 9. 

Humanitarian objectives embrace more than the relief of hunger,
 

disease and destitution. The national interest of the United States in a
 

compatible and congenial world environment and its moral, humanitarian
 

interest in the quality of life for the average man everywhere come together
 

in the growing American concern for the social and civic dimensions of the
 

development process. The full potentials of human beings stand a better
 

chance of realization in open societies in which all members have a voice in
 

decision-making and opportunity to advance without discrimination on account
 

of caste, color, race or creed. "Most Americans share with many people
 

abroad a faith that in the long run this multidimensional human development
 

will greatly increase the prospects for a world environment of more open,
 

more cooperative, and more liberated societies..."-/
 

Millikan, loc. cit., section on Social & Civic Development [check final text]
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Security Aspects
 

Unfortunately, there is no guarantee that economic improvement will be
 

accompanied by desirable soial and political changes or vice-versa. 
Nor
 

is it certain that self-governing, self-sustaining peoples will be prepared
 

to live harmoniously with themselves, their neighbors, or the United States.
 

It merely seems more likely than that frustrated, insecure, starving popula

tions - traditional breeding grounds for demagogues 
- will do so.
 

If the hopes and dreams of people in poor countries appear doomed to
 

frustration while people in rich countries grow steadily richer, the prospects
 

for peace will indeed be threatened. If the dividing line between rich and
 

poor countr: .sis also a color line separating the white-skinned minority
 

from those of other hues, the threat will be increased.
 

Poverty, it has been said, is old but the conviction that something can
 

be done about it is new. 
A low-income area untouched by this conviction can
 

be quite stable. 
When the window to a more glamorous future is opened, how

ever, as it inevitably must be in an age of instant communication, awareness
 

of disparities may become acute. 
In the absence of progress, frustrations
 

and tensions will mount (as they may, even in its presence).
 

As these fiustrations and tensions rise and incidents occur, the growing
 

circle of parties to the conflict may escalate disputes to higher and higher
 

levels. 
Local conflicts in low-income areas can thus lead to general
 

conflagration.J 
(Awareness of this risk, however, serves as a restraining
 

influence at least on the major powers, particularly since they have also
 

Max F. Millikan, "Why Not Foreign Aid?," Sun-Times (Chicago), Dec 23, 1962.
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learned that not every square mile of underdeveloped territory that shifts
 

its international allegiance is necessarily a damaging loss to the side
 

from which it shifts.) Efforts to build national consensus around construc

tive programs for economic and social development offer an important long

run protection, not a against violencebut guarantee, born of frustration.J 

SIbid. 
 However, see also Theodore Geiger, The Conflicted Relationship,

(McGraw-Hill Book Co., New York, Toronto, London, Sydney, 1967), pp. 225
226 for a reminder of why violent social upheaval is most likely, ncZ when
 
exploitation and repression are greatest but when, following such a period,

the condition of subordinate groups begins to improve.
 

The vast differences among the 80-odd less developed countries will be
 

alluded to again in this paper. 
Not even the largest of them now possesses
 

the resources to threaten directly the security of the 
Jnited States. Several
 

of them, however, have the capacity before long to acquire significant
 

nuclear capabilities. The security interests of the United States conse

quently require not only an effective nuclear non-proliferation treaty but
 

positive programs to prevent nations that might acquire nuclear capabilities
 

from feeling beleaguered or alienated.J Development assistance, sensitively
 

-/ Millikan, "The U.S. and the Low Income Countries," p. -. 

aCministered, can serve this purpose.
 

ThL case for development promotion, to the extent that it rests on
 

security grounds, need no longer be based heavily on either the fear of
 

imminent communist take-over in particular low-income areas or the assump

tion that the outcome of some local dispute is itself of transcendent
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importance to the United States. This change will normally make it easier
 

to reconcile security considerations, which before seemed over-riding, with
 

lorger-term economic, social, and political obje.:,tives. Autocratic regimes, 

uninterested in a decent sharirg -f the fruits of p-rouctivity increases, a 

functioning system of justice, and a voice for the voiceless in domestic
 

decision-making, need not be aided or. the grouni -!2hat they will otherwise 
leave the "free world" and fall forever into the hands -f a monolithic enemy. 

The security rationale for development assistance rests rather on the 

desirability of mitigating Ghe frustrations of poverty and the bitterness 

against the rich that such frstrations can engender; the possibility of 

diverting poor countries from the foreign advent res, irredentist claims, 

and international postriring which the absence of domestic achievements 
some

times stimulates; and the hope that better livig conditions 
- a growing
 

stake in the world as it is - will ultimately decrease racial tensions.
 

Development increases the overall competence of low-in.-ome countries, includ

ing their ability to intervene elsewhere. It also improves their power to
 

protect themselves against au'au1t from abroad eid subvers ion at home, and 

enhances their long-term interest in machinery for the pea :;efu:.l adjudication 

of disputes. 

Economic Rationale
 

At least one of the economic arguments in favor of a U.S. commitment to
 

international development - that development creates larger markets for
 

American exports, new opportunities for private investment, and more promi

sing sources of supply for imports - i demonstrably true and too familiar
 

to merit elaboration here. The huge U.S. market is far more important to
 

the less developed countries, however, then their national markets,
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individually, are to the United States. 
 If a higher level of trade with the
 

less developed countries serves the American national interest, it is not
 

primarily because of its income effects in the United State2, but rather
 

because various political and social crises to which the United States 
can

not remain indifferent, may be somewhat more easily resolved in the context
 

of a broadly shared epaison of the world economy. Seconaly, and related
 

to the earlier remarks about the kind of world order sought by the United
 

States, it is because countries with weak, undiversified, inefficient
 

economies make feeble, quixotic partners in the network of international
 

institutions upon which all nations, including the United States, rely
 

increasingly.
 

With economic growth, less developed countries tend to become more
 

reliable partners, not only oecause they have more to lose by rocking the
 

boat, but because, as income increases, more of the conditions favorable to
 

democracy come into being. 
A growing middle class "tempers conflict by
 

rewarding moderate and democratic parties and penalizing extremist groups."
 

The upper class becomes less autocratic. An immense variety of organizations
 

which serve as countervailing sources of power is spawned: labor unions, 

farm groups, chambers of commerce, trade associations, cooperatives, profes

sional societies.J 

Seymour Martin Lipset, Political Man: The Social Bases of Politics, (New
 
York: Doubleday and Co., 1960) pp. 66-67.
 

2 
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Political Rationale
 

The long-range political rationale for stimulating growth in the low 

income areas of the world is the improved climate and the stronger insti

tutional underpinning that the growth can provide for the peaceful conduct 

of world affairs. The more immediate political rationale is that, despite
 

formidable barriers to development, percepL ble headway - enough to prevent 

aspirations from getting too far ahead of achievements - is supremely 

important to almost every one of the less developed countries. Development
 

is the wave of the future and riding it is smarter than resisting it, letting
 

it wash by, or commanding it to stand still.
 

Each low-income country is evidently trying to obtain as much foreign
 

aid as possible while retaining as much freedom of action as possible. The
 

process produces the illusion of rapid, unpredictable changes in the
 

pattern of international political alignments as new countries alternately
 

move closer to, or shy away from, the United States, the Soviet Union,
 

Communist China, France, Britain, and their own nEighbors. The perseverance
 

they have shown in their quest for an independent niche ii.an interdependent
 

world should make the United States more relaxed than it has hitherto been 

about the mood of the moment, more confident that consistency, dignity, and
 

respectful arm's-length dealings on its part will in the long run serve it
 

best.
 

Aid is one way, but not the only way, to demonstrate the reality of
 

the United States' long-term interest in economic, social and civic growth
 

in the low-income world. It is an appropriate technique if:
 

(a) There is real need for the resources that 3an be transferred via
 

foreign aid and some capacity to use them effectively;
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(b) They can be supplied without denying other higher-priority claims
 

on those same resources;
 

(c) Other terhniques - trade, private investment, cultural exchanges 

-will not suffice: 

(d) The aid does more than ease the consciences of the aid-suppliers 

and make them feel virtuous. It should launch a meaningful dialogue with 

aid-receivers and raise the inflow of goods and services to the level
 

needed to provide a politically tolerable rate of growth in areas in which
 

development is wanted and feasible and will serve the general welfare.
 

These conditions are often enough fulfilled to justify the mounting
 

of a larger international development effort than has yet been made. 
Even
 

the most convincing presentation of the general case for development
 

assistance nevertheless begs the question of how much, to whom, for how long?
 

Some guidelines for responding to these questions will be brought out in
 

later sections of this paper. Suffice it to say here that nothing in this
 

section is intended to imply that all poor countries are equally deserving
 

or that their development will inevitably have beneficial and stabilizing
 

effects at home or abroad. Revolutions, counter-revolutions, hostility to
 

erstwhile friends, folly in economic policy, and irrational acts as yet
 

undreamed of will occur. 
Wisdom is not a function of the level of technology.
 

".T.ne object of foreign aid is not to distribute money indis
crmiiately...Rather it is to help alleviate human misery by aiding

those who show a capacity to aid themselves, and by doing so to help

create an international order where compassion will be joined to self
interest and where Lhe poor may seek to join the rich rather than
 
exterminate them. For those of us privileged to live in societies
 
affluent beyond the imagination of most of mankind, foreign aid is not
 
simply charity, but...as Oliver WEndell Holmes once said of taxes, our
 
investment in civiliation. _J
 

-/Ronald Steel, Pax Americana, p. 270.
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III. Understanding the Develoment Process
 

From the beginning, informed people In the United States Government were
 

aware that development was a long drawn-out, complex process which required
 

thinking in terms of a generation or more rather thar a decade or an annual
 

appropriation cycle. In their eagerness to contribute to speeding up the process
 

and meeting other objectives of American foreign policy, there was an under

standable tendency to overstate the gains that could be realized in the short
 

term and to understate the uncertainties, tlb difficulties, and the setbaeks
 

being encountered. A series of panaceas in the form of "priorities" or "emphases"
 

designed to overcome alleged "obstacles" and break particular "bottlenecks" was
 

tried. Even when the new policies represented advances in dealing with current
 

problems, the results were modest compared to what people had been led to expect.
 

The progressive shattering of illusions contributed to the disenchantment that
 

has reached its peak - one fervently hopes - in the latter half of the 1960's.
 

With due allowance for the primacy each professional accords to his
 

profession as compared with all other professions, a slowly-growing consensus
 

about the nature of the revolution politely called "development" or "moderni

zation" is detectable, Development is not a stage reached when per capita
 

incomes attain some 
specified level, or after a particular 1ist of "obstacles"
 

has been overcome. It is a process - dynamic, pervasive, never-ending,
 

destructive as well as ccnstrjctive, The essence of the process is the incul

cation of new attitudes and ideas, of states of mind eager for progress,
 

hospitable to change, capable of applying scientific approaches to an ever-wider
 

range of problems.
 

The rapidity with which the process unfolds depends on the will and
 

capacity of the people of the underdeveloped country far more than on natural
 

resources or imported equipment and supplies. It depends on leaders who
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educate as well as agitate, and on followers who teach as well as learn.
 

Communication between leaders and followers needs to be a two-way exchange,
 

with a meaningful feedback from the people to their leaders, Popular partici

pation in development programs appears To b 
essential to facilitate the
 

learning process, to prevent unbridgeable urban-rural gaps, to enable inherited
 

institutions to be transformed rather than to be replaced abruptly by unfamiliar,
 

and therefore perhaps unworkable, transplanted institutions. As yet, the wish
 

to develop is more widespread than the will, and not encugh is known about how
 

to translate the wish into the will.
 

Although gross national product (per capita as well as total), savings
 

and investment rates., earnings from exports., and other economic indexes
 

should move upmrd, modernization consists of more than maximizing these, A
 

decent sharing of the increased wealth, the elimination of discrimination
 

based on race, color. or creed.. higher literacy rates., broader and better

informed participation in politCcal life; 
and efficient and humane administra

tion - these, too, are vitally important objectives of development.
 

The term "economic devclopment" i. herefort blng superseded by the more
 

generic term "jevelcpment" (without any qualifying adjectives), or 
"moderni

zation," and is understood to mean economic, socal and political growth. 
For
 

countries in the very early stages of developmnent - traditional societies
 

where more than 70 percent of the people are still cn the land, where fewer
 

than 30 percent are literate. where the birth rate 
run~s from 40 to 50 births
 

per 1,000 inhabitants per year, where life is truly at the margin of subsistence
 

and man is at the mercy of the elements - modernization involves a top-to-bottom 

transformetion of society. It means fundamental changes in traditional values,
 

motivations, institutions, and patterns of behavior. 
It is a long-term job. At
 

best, it will be an erratic, two-steps-forward, one-step-backward, one-step

sideways movement.
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Nevertheless, the journey toward self-sustaining growth need not be as
 

drawn-out and costly in human terms as was the comparable journey for the
 

now high-income,better-integrated nations of Western Europe and North America.
 

Their experience, 
some cf their resodrces, and other more recent experience,
 

can be drawn on to shorten the time span. 
 On the other hand, higher rates of
 

population increase, greater difficulty in favoring investment over consumption,
 

rising aspirations, and better-equipped competitors make the job more difficult
 

than it was a century ago. Political exigencies demand speed, but how rapid
 

the modernization process can become without destroying its organic nature and
 

internal balance remains unknown. 
It will differ from area to area.
 

In addition to the increased consensus regarding the general nature of the
 

modernization process, there is greater understanding than there was in 1950
 

of the vast differences among the 80-odd less deveorped countries. 
Each nation
 

is to an important extent in a class by itself, dubiou.ly aided by broad

brush policy prescriptions designed to cover simultaneously Brazil and Burundi,
 

Costa Rica and Nepal, Libya and India.
 

From the point of view of foreign aid, the critical period in the develop

ment process has been assumed to be a relatively short span of years during
 

which, with outside help, the country will move from a period of virtual stag

nation in per capita levels of living to a period of modest but sustainable
 

increases. 
 In the earliest portion of this phase, the primary requirement,
 

insofar as foreign aid is concerned, is believed to be technical assistance.
 

Thereby, skills can be improved, attitudes modified, and institutions transformed
 

or established. 
As the country acquires the skills and institutions enabling it°
 

to help itself, its capacity to invest is likely to grow more rapidly than its
 

ability to save. Moreover, it will have to obtain from abroad the great bulk
 

of the manufactured and semi-manufactured goods that it uses in establishing
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new industries and raising incomes. Consequently, its requirements for imports
 

will rise rapidly and in advance of any corresponding increases in exports. 
 In
 

other words, the balance-of-payments deficit of the developing country tends to
 

swell before it shrinks.
 

India is a prime example of this stage of development. It is strategically
 

located. It is possessed of the 
largest population in the non-communist world.
 

It is committed to development. it is making measurable progress without
 

sacrificing its democratic instituticns (though subjecting them to 
severe strain).
 

It is seriously strapped for foreign exchange, bears an almost intolerable
 

debt-servicing burden, and remains the mcst dramatic reminder of the less
 

developed world's need for commodities from abroad on concessional terms.
 

As new industries are established, however, and agriculture becomes more
 

productive, and foreign tourists are attracted, less developed countries begin
 

to earn more foreign exchange. Import requirements will not necessarily shrink,
 

indeed they will in all probabfiity continue tc grow in volume and variety. 
As
 

the country becomes better able to pay for the imports it needs, however, its
 

balance-of-payments deficit shculd be reduced 
- provided, of course, that it 

maintains a realistic exchange rate and generally manages its resources prudently. 

As soon as the country has demonstrated that it can grow at an overall rate
 

of 5 to 6 percent pcr year while closing its balance-of-payments deficit, it is
 

graduated from American foreign aid and welcomed into the alumni club. 
 It
 

obviously has reach,. 
 some kind of milestone. But whether it makes to
sense 


cut off American aid at this point is another question.
 



Implications for Foreign Aid Policy
 

A national product that is growing at the rate of 5 to 6 percent per
 

year in real terms without exerting excessive pressure on the balance of
 

payments can be reached:
 

(a) While the country is still at an appallingly low level of per
 

capita income;
 

(b) While the rate of increase in per capita income - roughly the
 

overall rate of increase in the national product minus the rate
 

of population increase - is also very modest;
 

(c) Long before self-sufficiency in skills has been attained; and
 

(d) When the country is still at a rudimentary stage in terms of
 

social and civic development.
 

Taiwan and Iran are already members of the alumni club. Turkey, Korea
 

and Pakistan are said to be within hailing distance of membership. Yet per
 

capita income in Taiwan in 1965, the year it was graduated, was only $190.
 

In Iran, it was $210. 
 In Korea and Pakistan in 1965, it was estimated to be
 

$120 and $90 respectively. 
As the conscience of the world is increasingly
 

awakened and the interdependence of nations becomes clearer, will people bp
 

satisfied with policies that bring aid to an end before the recipient has
 

crossed 
some kind of agreed poverty line? _/ Meanwhile, is there unsustainable
 

_/ The per capita income figures are from the World Bank Atlas of Per Capita

Product and Population, International Bank for Reconstruction and Development,

Washington, D. C. 1966. 
 I am well aware of the booby traps in international
 
comparisons of per capita incomes but do not believe my basic point is invali
dated: virtue, as exhibited through efficient use of available aid, should not
 
be punished and gross disparities in income will be politically tolerable
 
only if the minimum levels permit what might be called a 20th Century level of
 
life. 
 Even within a single country, a time series showing rising per capita

incomes can be misleading. Derived by divic'ing national income or product by

population, it tells nothing about tlic 
actual distribution of the fruits of
 
increased productivity. 
Rises may in reality be confined to small minorities.
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irony in cutting a Taiwan adrift while continuing a subsidy to Latin American
 

nations with per capita incomes twice as great as Taiwan's?_/
 

_/ The "cut-off" of' aid is at times achieved by something resembling sleight
of hand. Tn the case of Tran. for example., the occasion was commemorated by 
a well-publicized Department of State luncheon in November 1967, at which Iran
 
was represented by Ambassador Hushang Ansary and the United States by Secretary
of State, Dean Rusk. A message from President Johnson celebrating Iran's
 
graduation after years economic was and
15 of aid read. Secretary Rusk said
 
"Tomorrow...direct 
 economic aid to Iran under our Foregn Assistance Act will
 
end." This meant, however, that Iran could continue (and has continued) to
 
receive agricultural co..nioditdes under the Food-for-Freedom Program. Simi
larly, the military assistance programn has rot been brought to an end and the
 
large loan prog,ram of the Export-import Bank in Iran remains unaffected.
 

Experience during the postwar period an admittedly brief span from-

which to draw firm conclusions about economic and social policy - also 

encourages greater optimism about the rates of economic growth sustainable
 

by developing countries for considerable periods of time. Until 1950 or so,
 

the conventional wisdom was that an overall growth rate of about 4 percent
 

per year and a per capita rate of 2 percent per year were the best one could
 

hope for. Because population in most of the developing countries is expanding
 

at a rate of 2.5 to 3.0 percent per year, a 4 percent increase in overall growth
 

boils down to a 1.0 to 1.5 percent improvement in per capita income.
 

Since 1950, a number of countries at different stages of development and
 

possessed of different combinations of public and private sectors have been
 

growing at overall rates well in excess of 4 percent per year, and the low

income nations as a group have grown somewhat more rapidly than the high-income
 

nations. By the mid-1970's, a nation seriously interested in development,
 

that has established an effective nationwide family planning program, should
 

be able to combine a 6 - 7 percent rate of overall growth with a 2.0 2.5
-


percent population increase for a 3.5 - 5.0 percent improvement per capita
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per year. A 4 percent improvement per-person-per-year means a doubling of
 

living standards in less than 18 years, as compared with every 35 years at
 

2 percent. Nevertheless, per capita incomes of $200 per year, increasing at
 

the seemingly high rate of 4 percent per year, 
 rill take over 40 years to reach
 

the modest level of $1,000. A decently-shared 4 percent per year improvement
 

in per canita income may therefore be a more appropriate target than a 5 percent
 

increase in overall income.
 

Under present concepts, knerican fo-eign aid need not be continued after
 

the so-called "take-ff," which in countries like Taiwan, Iran, Pakistan, and
 

Korea, can occur before the country has reached the $200 per person level of
 

annual income. Early termination creates a special problem with respect to
 

technical assistance.
 

Technical assistance is not only the first, but also the last requirement
 

in the foreign aid field. 
 Partly because of the long lead time required for
 

the production of skills as compared with the pc-4dction of commodities,
 

self-sustaining growth in skills may not be attained until long after what
 

has been described as 
"the trade limit on growth" has been overcome. _ Were
 

_/ "An important area of research is that of devising a reliable set of indica
tors of progress in social and economic sectors which are of particular interest
 
from the technical assistance viewpoint. A strategy of technical assistance
 
must be geared to longer-term results - not necessarily reflected in current
 
overall growth rates - and must be adapted to a great variety of country

situations." Organisation for Economic Co-operatlon and Development, Techni
cal Assistance and the Needs ofDevelouing Countries (Paris, 1968), para. 18.
 

there an international market in skills comparable to that in commodities, this
 

would be no cause for concern. The less developed countries could purchase
 

the skills they needed and be at no great disadvantage as compared with the
 

more developed nations. Commodities can be ordered from a catalog, or from
 

an agent, at fixed prices. For experts, however, the price may well be 50
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percent higher than it is in the home market, there is no catalog to consult,
 

and no convenient system for importing them. 
 Indeed, a number of factors,
 

including a world-wide shortage of adequately-trained specialists, conspire
 

to produce a "brain-drain" instead of a "brain-gain" for the less developed
 

countries.
 

The case for stanching the brain-drain and expanding fairly rapidly technical
 

assistance of assured quality that is paid for, or partially paid for, by the
 

receiver would appear to be strong. 
On the technical assistance side, this
 

might mean:
 

(a) More rapid expansion of the Development Resources Referral Service
 

of the AID and liberalization of its procedures;
 

(b) The creation of subsidized national or multinational corporations
 

that would provide careers for technical assistants whose services
 

would be obtainable more or less as those of consulting firms are
 

already obtainable;
 

(c) Increased willingness of governments of high-income countries such
 

as the United States to 
"top off" the salaries offered to specialists
 

by low income countries so that the specialists would not suffer
 

financially by accepting posts in low income countries;
 

(d) More extensive use of the funds-in-trust arrangements of the United
 

/
Nations 

J Although the World Bank family makes distinctions among potential borrowers
 
on the basis of levels of devel3pment, the UN Development Progrom does not.
 
Various nations that were graduated from US assistance - Israel, Greece, Taiwan,

Yugoslavia  continued for varying lengths of time thereafter to be net receivers
 
of technical assistance from the United Nations. 
 The Expanded Program of Technical
 
Assistance never attempted to distinguish "developing" from "developed" countries
 
insofar as eligibility for aid was concerned, although it was by no means un
responsive to need. The merger into the UN Development Program has not changed

the situation. Among members of the World Bank family, only nations with per

capita incomes of less than $250 are, by and large, eligible for soft loans from
 
the International Develcpnmt Association; middle income countries are discouraged

from seeking World Bank ±oans when they are believed by the Bank to be capable of
 
borrowing in the private capital market. Australia, Finland, Italy, Japan, Spain 
-
nations that were subltantial borrowers during the late 1950's and early 1960's
 
no longer are. [CheckJ
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Under the rationale for development assistance that is emerging, the
 

ultimate goal of American aid policy is a political one. It is to contribute
 

to the creation of an international community of better integrated.,self-governing,
 

self-supporting naticns, respectful of hu-man rights and fundamental freedoms. 
The
 

integration of society in a nation comes late in the modernization process.
 

Integrated societies differ from those in the preceding phase of 
economic and social tzacs.f'ormation in their st,i-ucture of political power.
Personal power tends to become instituitionalized through bureaucrati
zation, and the exercise of" power is divided into many specialties and 
shared y many people This corresponds in considerable measure to
trends in social stratLfica+ior, acor-ing to which those concerned with 
the direct exercise of political power are recruited to an increasing
extent through university education and nre much more numerous than in 
earlier phases, At the, same time that the ruling goroups are being
enlarged, and coome t depend more on merit than on privilege, the number 
of those at the opposite end of the social scale is reduced. 

As socier,es become more productive,, wealth tends to be more 
distributed and the standard of Irving of 'Lrban and rural workers 

evenly 
tends 

to approximate that, of salaried erpic'e . / 

J C.E. Black, The D-nn of M ern an A Studv in Compa " Histor 
(Harper and Row;, New York, Evanston and London;, 19i6). p. 83. 

Clearly, Taiwan) Tran,. Pakistan and Korea are not yet integrated societies.
 

Certain objectives of American assis-,ance policy -- rising levels of income, 

investment, savings., and exports -- are on the road to realization, but achieve

ment of other objectives equally important in creating a collectivity of nations
 

respectful of basic hcman rights and fairly firmly anchored to the value system
 

implicit in the UN Charter, remains in the future. 
 If aid is terminated before
 

a country has made real progress tcwarO social and civic as well as economic
 

modernization, the ultimate objective of the aid effort will remain in limbo,
 

and a relationship that has been mutually beneficial may be ended prematurely.
 

Whereas heavy capital investment can normally be relied on to priauce signifi

cant increases in gross national product within a short span of time, the
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stimulation of significant social and political progress appears to require
 

both longer time horizons and more subtle programming.
 

Economic growth and diversification do tend to produce interest groups
 

and train -articipants in essential pcli-tica1 
skills, Economically oriented
 

development assistance alsc tends to provide an accreptacle opening wedge for
 

a meaningfij! dialogue Ur.iTed re
between the '3.ates and receivin- country on 

matters that extend far beycnd the specifications for the generators, tractors, 

trucks or fertilize -s to be impc',.d .ndea ai. c;rcgrass Where aid is sub
stantal, discussicns of patterns of land ownership an] use wages, prices.
 

taxes and exchange rates,, import and expos' poiic-es. and other arrangements
 

that stimulate or retard economic 
 growth, are normal parts of the aid process. 

Such discussions clearly have mc.re than ecor.noric implicat ions. 

However, juist as .herather unsophisticated anti.-colnunism of the United 

States Government distorLed .. e allocation of LS aid before., after and especially 

during the 1950's, and in otser waYre'i the aid progrxm wlth a. burdensome 

legacy, so too, some of the emhasis on da.!o:nn as primarily an economic 

phenomenon has mashed the ned for, netter c:er'a and more sensitive judgments 

concerning social progress and social J.,.stice in less developed countries. Such 

judgments will normally bt. more acceptah:se if thIey are reached within a multi

lateral framework in which the receiving ccuntry is a fll partner. The annual 

country reviews of the Irte-4inerican Coirmmittee on the Alliance for Progress 

(CIAP) could be built up T-o include greater specificity with respect to desirable 

social and institutional measures in participating countries, 
The Foreign
 

Assistance Acts of 1966 and thereafter includt- a provision which requires US
 

loan assistance to Latin American countries -to be consistent with CIAP's con

clusions and recommendations., 
No comparable guidelines are insisted upon for
 

aid to Asia and Africa.
 



52.
 

Increased attention to the political as well as 
the social dimensions of
 

development is warranted. 
Just as 
a nation may need both military and economic
 

assistance, or economic and social assistance, it may also need political
 

assistance. 
 One could design a program of direct political assistance in the
 

form of projects that strengthen various underpinnings of democracy 
-


widespread participation in the political process, effective parliaments,
 

competent political parties, qualified leadership, independent judiciaries,
 

free presses, and so forth. 
Such a program would hardly be acceptable if
 

offered by the US Government in lieu of assis ance for economic and social
 

development, but some o1' it 
can be brought in acceptably under non-governmental
 

auspices and more of it may become acceptable when both the "success" and the
 

limitations of more narrowly economic aid have been demonstrated.
 

The purpose of this discussion is 
not to advocate a cradle-to-grave aid
 

program that will operate until the receiving nation is a fully integrated
 

society in the 
sense that Sweden is today. It is, rather, to cast doubt on the
 

comfortable assumption that either 
the American national interest or the interest
 

of the world as a whole has been adequately served, insofar as aid is concerned,
 

as soon as a developing country is able to pay for necessary imports of goods
 

and services from a rising level of export earnings, regardless of the absolute
 

level of its per capita income, the rate of increase in that income, the degree
 

of social cohesion within the body politic, and the sense 
of national identity
 

and purpose which characterize the area.
 

Termination of financial assistance before the country has reached a
 

per-person-per-year level of income of, say, $500 
- $600, and is increasing it
 

at about 4 percent per annum may be dubious wisdom because it will prolong
 

unnecessarily the period of widening income gaps between rich and poor countries.
 

In 
a strictly economic sense, aid "works" and full advantage ought to be taken
 



53. 
of this important lesson of the postwar era. 
 Greater attention to the social
 

and political components of the type of development considered conducive to a
 

decent world order is also highly desirable, if'not imperative. The objective
 

of the exercise should be to achieve. tefore development assistance is terminated,
 

the best po-sible prospects for balanced economic, social and civic growth. 
The
 

probability is that technical assistance in the 
form of expertise on concessional
 

terms will be needed for more years than commodity assistance on concessional terms.
 

Further Imolications of' Postwar Aid Experience
 

There are many further lessons from the experience of the last twenty
 

years that should be recalled in formulating a development assistance Trogram
 

for the 
 1970's. Some of' them have attained the status of clichgs, even though 

they do not yet govern policy. The following are particularly relevant in
 

designing an overall program, though not necessarily equally helpful in
 

determining the size, scope, or direction of the program in any given aid

receiving nation.
 

1. The purpose to be served by the assistance must command significant
 

support at the receiving end. Modernization tends to be 
this kind of purpose
 

and the availability of external assistance helps to make it a more feasible
 

goal in the less developed countries. Aid is not useless as a device for
 

cementing alliances, winning friends, prolonging historic ties, extracting
 

short-run political advantages, heading off offerings of rival powers, and
 

promoting the exports of, 
or paving the way for private investment from, the
 

aid-giving country. In theory, these desires on the part of donors 
can readily
 

be reconciled with the development interests of the receiver. 
Surplus
 

agricultural commodities can provide partial payment for employees on public
 

works projects. The compensation for an air base can finance 
some high priority
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investment projects. The fact that fast footwork by the United States results
 

in American underwriting for an enterprise that might otherwise have been
 

financed by Communist China does not make the enterprise any less valuable from
 

an economic point of view. Nevertheless, the multiple motives of donor countries
 

tend not only to invite ;onflict among agencies and interests within those
 

countries, but to be divisive and corrosive at 'he receiving end by comparison
 

with the unambiguous commitment to developnent that characterizes most of the
 

multilateral sources of aid.
 

2. At the same time, aid must serve the individual or collective national
 

interests of aid-providers. 
 While it is impossible to prove conclusively that
 

outside aid is a si non of development and that such development as may
 

ensue will be worth the annual investment of 1 percent or some other fraction
 

of the gross national product of the high-income countries, the case for
 

development assistance can be made in asymmetrical fashion. In other words,
 

the risks involved in forcing the less developed countries to remain mired
 

in poverty or to rise entirely by their bootstraps can be shown to be serious
 

and difficult to reconcile with the sense of international community and
 

decency the United States seeks to foster, while the costs of providing
 

assistance in the volume that can be used effectively are demonstrably bearable.
 

The message of the section on the rationale for development assistance (Section
 

!I above) was that, on balance, a reasonably generous development assistance
 

program would serve affirmatively the long-term interests of the United States.
 

3. Development, as has been said ad 
aua, is a long-term process
 

involving a serious attempt to mobilize energies and resources, to plan ahead,
 

and to invest in the future. Flexibility is necessary and slavish adherence
 

to a predetermined course is foolish. 
That the United States should want to
 

make its assistance conditioncl upon good performance and should wish to retain
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freedom to turn the spigot on and off is understandable. More often than not,
 

however, maintenance of the receiving nation "on a short leash" is 
a dis

incentive to orderly planning on its part. 
 Performance can and should be
 

reviewed more or less continuously, but the idea that supplies should be
 

withheld unless certain actions are 
taken within a specified time limit, or
 

that program loans must be subject to quarterly review and variation in order
 

to guarantee 
Li Tiassu fulfillment of the receiving country's "commitments,"
 

is often illusory.
 

Obvious technical quid Dro auo (physical sites for specific projects,
 

ailocaticns of local currency, assignment of counterpart personnel, relative
 

freedom from corruption, continuation of the activity when the subsidy ends)
 

must of course be forthcoming. Major policy changes - land reform, tax reform, 

family planning, import liberalization, realistic exchange rates, etc. 
 -

must be sought where appropriate. 
But the timing of the latter changes is a
 

matter of great delicacy. 
The changes will be hard to introduce on schedule
 

even though they have long been needed and commitments to initiate them have
 

been made. The leverage conferred by thc US aid program is more limited than
 

it is popularly thought to be and the more bluntly the aid instrument is used
 

the less effective it becomes.
 

Because of the commendE.ble reluctance of the United States to let people
 

starve, food aid which is really for the relief of the hungry will be dis

continued only under the most extreme provocation. Individual technical
 

assistants can exert enormous influence, but influence and leverage are not
 

synonymous; the very limited leverage inherent in a technical assistance program
 

is now so generally recognized that technical assistance is often continued
 

when capital assistance programs are suspended for disciplinary reasons. Capital
 

assistance in substantial 
volume does carry leverage, but is more effective as
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an incentive to good behavior than as a sword of Damocles ready to drop in the
 

event of bad behavior. To be sure, flagrant violations of widely accepted norms
 

of national conduct, as well as outbreaks of war or revolution, normally justify
 

prompt reduction or suspension of all forms of aid,
 

The point at issue in the foregoing paragraphs is simply that agreement
 

concerning policy directions during the medium-term future (2-5 years) is
 

probably more vital than policing on a quarterly basis. Neither the appropria

tion process in the United States 
nor the operating policies of American aid
 

agencies are as yet properly geared to 
the long-term nature of the development
 

process, Repeated attempts to 
secure longer-term authorizations from the
 

Congress have been rebuffed or withdrawn after having been granted. 
 Because
 

the Legislative Branch is determined to keep the Executive Branch on a short
 

leash, the tendency is for the Executive Branch to keep the aid-receiving
 

nations on an ever 
shorter leash and to demand better behavior of them than
 

will be forthcoming. _/
 

_/ The Agency for International Development's Summary Presentation to the 
Congress, Proposed Foreign AD Program FY 1968 (May 1967) discusses self-help
 
on pp. 16-22 and reports with pride various reforms, some quite Draconian,

enacted in low-income nations in reT.urn for US aid. 
 Brazil, for example, is
 
imposing "a courageous coffee policy that will reduce the real return to

producers by abcv:t 45 percent in the 1966-67 crop year 
 (p.20). "A loan to
 
the Bolivian Mining Bank to finance expansion and modernization of the private

mining industry was not agreed 
to until the Bolivian Government undertook a
 
major reform of the coutry's mining code, a reorganization of the bank, and
 
the passage and enfo,,cement of new mineral export tax laws to encourage mining

investment; the new code is 
in effect, the new tax law has been passed, and
 
the required reorganization is being carried out." 
(p. 16). But will citizens

in Bolivia and Brazil. be as satisfied with the bargain struck as 
the AID is?
 
Will the suspicion that they bowed 
to superior power in these instances encour
age them to compensate by rising up and "kicking the United States in the teeth"
 
at the next opportunity?
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4. In accelerating development, sensible economic and social policies
 

on the part of the less-developed country are more important than injections
 

of foreign funds or commodities. 
This means that channels of communication
 

must be kept open and expert advice made available when policies are being
 

formulated or re-assessed. The supreme importance of sensible policies in
 

the developing country is reflected in a recent addition to the conventional
 

wisdom according to which "the quality of our aid is as important as the
 

quantity" or, in the jargonese version, "aid's influence potential is much
 

more 
important than its resource contribution." Although perfectly true, the
 

statement when sonorously said., seems 
to imply that money doesn't really
 

matter. Yet virtually all the success stories in foreign aid 
- success in
 

thp limited, previously-discussed sense of rising per capita incomes and
 

:nlmoved capacity to import - are stories of generous amounts of assistance. J 

_/ This could be due to coincidence rather than to cause and effect, but it
 
seems to me more plausible to conclude that the substantial inflows of assis
tance to Greece, Israel, Jordan, Korea, Pakistan, Taiwan, etc. have been
 
instrumental in sparking the economic improvement registered.
 

Aid on a generous scale is required because development is expensive,
 

because mistakes will be made, and because the shift to growth-promoting
 

policies often involves political and economic risks which will not be incurred
 

unless the period of maximum risk is, to some extent, underwritten in advance.
 

Material assistance can be both incentive and insurance. Money, in summary,
 

does matter even though it is never the full story.
 

5. The aspect that matters most about the inflow of financial resources
 

is not necessarily the immediate use to which funds are put, but the way in
 

which increments to the national income resulting from the initial investment
 

are used over time.
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...Even if the short-run productivity is high, the economy may continue
 
to be dependent on external assistance indefinitely unless the additional
 
output is allocated so as to increase saving and reduce the trade gap 
...
 
The initial elements in the [economic] development sequence are getting
 
the initial increase in the rate of growth, channeling the increments
 
in income into increased saving, and allocating investment so as to avoid
 
balance-of-payments bottlenecks...-/
 

J H. B. Chenery and A. M. Strout, "Foreign Assistance and Economic Develop
ment," American Economic Review, Vol. LVI, Number 4, Part 1, Sept. 1966, p. 724.
 

The authors cited go on to argue that the long-run effectiveness of aid
 

will be increased by supporting, not just a tolerable growth rate, but as high
 

a rate as the economy of the receiving country can achieve "without a substantial
 

detericration in the efficiency of use of capital." 
 The higher the rate, the
 

smaller will be the proportion of the increase in GNP that is offset by popula

tion growth. More aid in the short run may mean smaller aid requirements in
 

the long run. When GNP is growing rapidly rather than just tolerably, it
 

should also be easier to raise marginal saving rates, to expand exports, and
 

to attract foreign private investment. _/ Furthermore, an economy that is
 

Jc. cit.., pp. 724-725.
 

growing at 6 or 7 percent per year and increasing itF export earnings at about
 

that rate will be in a much stronger position to ser-vice foreign loans.
 

6. The correlation between volume of aid and amount of economic growth is
 

probably greater and certainly more demonstrable than the correlation between
 

volume of assistance and P ount of influence acquired by the donor. 
The
 

"influence potential" of foreign aid is to some extent correlated with the
 

amount of aid provided. Up to some point, it rises with increasing amounts
 

of aid and, from that point, tends to decline with declining amounts. In the
 

process of rising, however, it encourages arrogance on the part of the donors
 

and stimulates fears and resistance among recievers. Consequently, the peak is
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never very high and hopes of obtaining or maintaining vast amounts of lever

age through foreign aid are unlikely to be realized. In view of the limited
 

knowledge aid donors have about the real needs of less developed countries
 

and the frequent desire of donors to use their leverage for questionable
 

-
purposes, this may be a blessing.
 

-/ The less reason the receiver has to suspect the motives of the foreign

advisor, the more likelyr it is that the advice will be judged on its merits.
 
The contribution of the Harvard Advisory Group to policy formulation in
 
Pakistan, for example, has been enormous and indicates the desirability of
 
more extensive use of this type of high-caliber advisory mission of persons
 
who are neither emissaries of governmental or inter-governmental agencies.
 
The limiting factor appears to be the small number of truly top-notch person
nel available for assignment.
 

7. The project approach which reigned supreme during the early years
 

of foreign aid - the use of aid zo finance specific, identifiable under

takings that could serve as visible monuments to the program - placed
 

excessive emphasis on the initial use of the aid funds. Although it has
 

long been known that foreign financing of "good" projects might only ease 

the diversion of domestic resources to "bad" projects, the shift from the 

project approach to the program approach or to a reasonable meld of the two 

approaches has been slow. Since project financing must continue to be an
 

element in the aid program, it would be unwise to oversell the program
 

approach, which provides imported resources needed by the economy as a whole,
 

or by a particular sector such as agriculture, rather than the equipment and
 

supplies needed at a particular project site.
 

To regard the project and the program approach as mutually exclusive
 

technques would also be unwise. For countries in the early stages of
 

development, most of the outside aid should probably take the form of project
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assistance, thereby concentrating effort on the establishment of a few,
 

well-managed enterprises. For countries farther along the road to develop

ment, advanced enough to have good country development programs and some
 

competence in translating them into action, most of the outside aid should 

take the form of program assistance. The program approach is preferable,
 

not because it gives the donor a tighter rein, but because it helps focus
 

the dialogue between donor and receiver on the more important policy ques

tions and because it can more quickly galvanize the whole economy, including
 

the private sector. In designing an aid program for the 1970's, assurance 

of proper scope for the program approach is important. Currently, the
 

multilateral agencies can rrovide program aid only by stretching the defi

nition of the term "project" almost to the breaking point.
 

8. With the advent of the Kennedy Administration and the launching
 

of the Alliance for Progress, the preparation of overall country develop

ment programs was given considerable impetus. Pn.e initial swing of the 

pendulum probably over-emphasized the value of preparing an impressive,
 

internally-consistent, five-year plan based - all too frequently - on 

statistical data of doubtful validity and, in any event, unlikely to be 

carried out because of the absence of machinery and procedures linking the 

plan to the actual investment decisions of the government and the private 

sector. Although 50 or more countries now have partial or comprehensive 

national development plans and development planning, like development lending, 

has become respectable, in only a few countries has the planning exercise 

sparked the actions that ought to follow from it. 

Consequently, more attention is currently being given to sector
 

programming in agriculture, education, transportation, and other fields,
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and the readying of priority sectors for both program and project assistance.
 

More attention is also being given to the formulation of integrated area
 

development s,hemes which seek to direct towar'd a single, manageable,
 

geographic region within a developing country all the necessary develop

mental inputs, simultaneously and in such fashion as to reinforce each other. 

Thus, areas such as Northeast Thailand, Brazil's Northeast, Turkey's wheat
 

growing lands, and Iran's Qazvim (?) region can be given an opportunity to
 

make a real forward leap. 

Overall programming, sector programming, and area programming all tend 

to lengthen the time horizons of the programmers and to bring out the need 

for broader, longer-term aid commitments than are typically afforded by the
 

project approach.
 

9. The limit on the number of objectives which a government can simul

taneously pursue with any vigor is depressingly low, even in large, diversi

fied, advsnned nations. In less developed countries, a "systems approach"
 

to a few high priority goals may be more effective than either the project
 

or the program approach. According to James P. Grant of the AID, and other
 

experienced aid administrators, concentration of substantial aid resources
 

and management on a limited number of i.mportant goals, within a specified
 

timeframe, in a "systems approach," can produce several times the benefits
 

that would be obtained if the came fin-ncial and management resources were
 

spread over many projects.
 

In other words, if the United States and, say, Turkey can agree in
 

1967 to give top priority to (a) self-sufficiency in wheat for Turkey by
 

1972, (b) a $200 million increase in earnings from lumber exports, and (c)
 

a quadrupling of foreign exchange earnings by 1972, Turkey should be closer
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to "graduation" from US aid than if it tries to progress in balanced fashion
 

to a wider series of goals. "Systems directors" for the top priority objec

tives can be designated and authorized to cut across organizational and
 

jurisdictional lines to get things moving. The Prime Minister himself can
 

become the systems director for a truly important effort. Upon success, new
 

goals, designed in part to correct recently-created imbalances in the growth
 

process, can be set.
 

10. More planning on a transnational basis is necessary to reconcile
 

overall and sector programs of national governments; if all countries expect
 

to increase their exports more rapidly than their imports, some are bound to 

be disappointed. Planning on a wider basis can also contribute to strength

ening the sense of international community and achieving a more rational
 

division of international labor.
 

Although the Food and Agriculture Organization of the United Nations is
 

engaged in drawing up an Indicative World Plan for Agriculture, "regional
 

approaches" are more frequently mentioned in discussions of the future of
 

foreign aid. The term ":egional approach," however, is used in several quite
 

differer' senses. These include: 
 (a) the use of regional institutions as
 

allocating agencies for financial or technical assistance; (b)the develop

ment of telecommunications, highway systems, river basins, and power net

works intended to facilitate trade, tourism, and communication within the
 

region; and (c) the launching of common markets, curren3y unions, suprana

tional authorities, or other devices to proL ote political and economic
 

integration, particularly among the smaller and weaker sovereign entities
 

of the low-income world. 

Under the first of these arrangements - the allocation of assistance 

pursuant to the recommendations of regional agencies such as the regional 
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economic commissions of the United Nations, or through regional institutions,
 

such as the Latin American or Asian Development Bank, in te management of
 

which the countries of the region have a strong voice - the assistance 

itself may, or may not, foster regional integration. The process of review

ing the competing claims on available resources may build up esprit de corps
 

within the region but the resources themselves may be allocated entirely to
 

national development projects and programs in ways that tend to promote
 

national self-sufficiency rather than international integration. 
Alterna

tively, they can be used to finance Pan-American highways and Mekong River
 

Development Schemes, or regional or subregional common markets. Donor
 

countries interested in more than the slow build-up of regional esprit de
 

cors and habits of cooperation can allocate assistance to special funds 

adminis-tered by regional bodies, for example, the Pre-Investment Fund for 

Latin American Integration of the Inter-American Development Bank. 

Whereas four countries - India, Pakistan, Indonesia and Brazil -

together contain more than half the population of the less-developed non

communist world, close to 100 of the developing countries have populations 

under 15 million and two-thirds of these have populations of less than five 

million. A nation of four million inhabitants with a per capita income of 

$125 per year represents a market comparable in economic importance (if one 

ignores income distribution) to an American city the size of Bridgeport,
 

Connecticut; Corpus Christi, Texas; or Fort Wayne, Indiana. 
The best hope
 

for such countries would seem in most cases to lie in regional integration
 

schemes to enlarge markets, support more diversified economies, and reduce
 

the burdens of separate defense and diplomatic establishments. 
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So far, the most s,.e-sful non-DJropen effort at integration is the 

Central American Common Market. The of a number of African 

countries with t.: &o'cpei. E:onom Con.iltdy , brc'ht important advan

sn._ .10nes
tages to thie t-iat-) "is -orci b".hle .;.r to developing 

countries in Asia and La-,in Im2neri<. 
-
Count2iss flha ",re -. lv , will have- trouble 

surviving s svereign r io 7 w eonoi poten

tial -n ,_ . rt,- er re.iio.2 differe,es aboutf.il for h_ re:-.:r, 


,
which emotiens . hi, 'e;on~il-.le iag;-:. :iff.,:.llies, an unbridge

able ubln-i-t . or noii a e-te. .-s :n,i 

The merger of non-iable !,..tios:i.,o Sonicrn :i.cnger and better 

integrated isl wa, u s, st:w with political pitfalls....


that many seemingly sL7-,rnsAL-. ...... w... to nau..ght. The wise 

course for the Unit.d ' . a be .r.principle of integration 

and support finaz.;i-.lly t., r,:sion-. daveien, r:, basnks -and othier 

institutio s that c.. helpo promc-yite :o.sioon m'. t-ade areas, river 

development CLe2s U. p.- ro.:..-. in- ,i ,in the region, but to 

avoid close identifi. tion wit>- pi-.l-r 'fJ:!-s, -r r.-. 

,11. Americ.an, he:.. f',s,4r.,d it Ji... . m'-.:rin. a proper balance 

between p..k.pt ...... with respet to 

-r.?:-roug?'-, .,-,.
innovations alleged i- f:_ei. I ,' lcvelopment. aring 

the decade 1955-1965, p... wt the 1980 Is would 

see famine in Asia and mz-,_c' starvation ona- unpre_&1ented sale because of 

Asian inability to modernize ....ictture in the of the population 

explosion. When in the mid-1960's 'the pill" zjnd the ITUD seemed to promise 

an early end to the population explos ion, the gloom w s briefly dispelled. 

http:Americ.an
http:e;on~il-.le
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It reappeared shortly thereafte'-, with the realization that most of the
 

people who would be eating in the 1980's were already with us and, further

more, that the pill and the hUD had side-effecrts and drawbacks that would 

slow down their acceptance. 

In January 1967, the President in his State of the Union message was 

pessimistic. ':Next to the purs:it of pea,:ae, the really great challenge to 

the human family is the race between food supply a-.1 population increase. 

That race tonight is being lost."J- / The World Food Supply Panel of the 

-/ Congressional Record, Vol. 113, No. 1; January 1e, 1967, 90th Congress, 
First Session; p. H29.
 

President's Science Advisory Committee in its May 1)67 report, spoke of the
 

" *.,grim reality of the food shortage that will oc ,irduring the next 20 

years... before programs of fa:mily pla'_ing c-an 1- .nc-tedto bring about 

long-term amelior..ation of the problem by reducirg wo. :1'. po.ulation growth."'- / 

The World Food Preblem, A Report of the President's Science Advisory Com
miL e, Vol. I, May 1)67r, p. 14. This aid the passage from t , President's 
State of the Union mc ssage are both mentioned in Resour;ces, No. 27, January 
1968, Resources for the Future, inc.; p .
 

Nine months later the thoughtful and responsible Administrator of the 

Department of Agriculture' s :nternational Development Service reported to 

the Second International Conference on War on Hunger: 

The good news is that we may be on the threshold of an agricultural 
revolution in many of the hungry, densely populated cotntries of the 
less developed world, particula.ly in Asia. Further, Tie are witnessing 
some advances in food technology which, if commer'icalljr feasible, can
 
make quality diets available to millions at much lower costs.
 

http:particula.ly
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Exciting new varieties of rice, wheat, grain sorghum, and 
corn are 
now available. In large part, they have been developed at the Inter
national Rice Institute in the Philippines and at what is now the Inter
national Maize and Wheat Improvement Center in Mexico. (The Institute 
was sponsored by the Rockefeller and Ford Foundations, the Center by 
Rockefeller.) The new varieties are much more responsive to fertilizer 
than traditional varieties. Under proper growing conditions, they
outyield traditional varieties not by a mere 10, 20 or 30 percent but 
by a multiple of two or more. This is why they have caught the imagi
nation of so many Asian farmers. 

The new food grain varieties are far more than just another 
technological breakthrough - they may be to the agricultural revolution 
in Asia what the steam engine was to the industrial revolution in Europe.J
 

Lester R. Brown, speech of February 20, 1968, to Second International
 
Conference on War on Hunger; Washington, D.C. See also Mr. Brown's article,

"The Agricultural Revolution in Asia," in Foreign Affairs, July 1968, pp. 
 688
698. 

This theme was promptly taken up by the AID Administrator in a series 

of speeches beginning with a talk to the Society for International Develop

ment entitled "The Green Revolution: Accomplishments and Apprehensions."
 

... Record yields, haavestsof unprecedented size and crops in the 
ground demonstrate that throughout much of the developing world--and
 
particularly in Asia--we are on the verge of an agricultural revolu
tion... 

Pakistan has an excellent chance of achieving self-sufficiency in
 
food grains in another year...
 

India will harvest more than 95 million tons in food grains this
 
year--again a record crop. She hopes to achieve self-sufficiency in
 
food grains in another three or four years. She has the capability
 
to do so...
 

riTe~e Philippines are clearly about to achieve self-sufficiency 
in rice 

- William S. Gaud, Administrator, Agency for International Development,
Address of March 8, 1968, to Society for International Development; Washing
ton, D.C.
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The foreign aid progiam is desperately in need of new successes and we
 

may indeed be in the process of ac.iieving one here that merits all the opti

mism currently being mustered on its behalf. 
Yet the long record of programs
 

previously hailed as breakthroughs or keys to modernization at an early date
 

should give us pause. 
DDT promised to end malaria and spark the productive 

use of millions of man-days otherwise lost in debilitating illness. But DDT

resistant mosquitoes made it more prudent to talk about malaria control than 

malaria eradication, rnd the man-days gained through malaria control have 

made only modest contributions to gross national product. Community develop

ment program. were far more promising under their early inspired leadership 

than when the bureaucrats took them over. Atomic energy was hailed as 
a
 

release from poverty and drudgery until the economics thereof was soberly
 

analyzed. Transistor radios and educational TV were expected to solve the
 

teacher shortage until it became clear that they are more effective as supple

ments to than as replacements for face-to-face encounters. The road to 

development is long and rocky and winding. 

Miracle wheat and miracle rice may well take longer to transform 

deficits into surpluses than their proponents now believe. If not, they may 

give rise to the problems associated with falling prices and insufficient 

returns to producers. Nevertheless, they represent real triumphs for the 

persevering, long-range, high-quality, research approach most notably 

fostered by the Rockefeller Foundation and more or less foreclosed to Ameri

can governmental agencies in the foreign aid business because of their short 

time horizons. 

12. The trend toward longer-term planning, whether for sectors of
 

national economies, for the economy of the nation-state as a whole, or for
 

a group of nation-states is evident. Even the most rudimentary kind of
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development planning will tend to bring out the relationships among aid,
 

trade, and investment policies.
 

From the point of view of their self-respect, their integration in the
 

world economy, and their long-ran development, there is every reason to
 

make it as easy as possible for developing nations to increase their earn

ings from international trade and to receive a Larger inflow of private
 

capital. The i'esult would also serve the interests of the United States.
 

Even very substantial changes in US trade and investment policies 
-

accompanied by parallel changes in the policies of other high income coun

tries - could not, in the short- and medium-term, provide the less 

developed countries as a group with supplementary resources suffi, ent to 

meet their absorptive capacities. The case for foreign aid - m e of it 

than is currently available - will b.- as strong during the first half of 

the 1970's as it is today.
 

Trade is a substitute for aid to the extent that it helps to
 
make the underdeveloped world richer. 
This it can do by improving
the demand for primary products, and by helping to ensure more 
rational and lower cost industrial development in the underdeveloped 
world. It is only to a small extent a substitute for aid so far as 
the financing of balance of payments deficits goes. Aid is needed
 
primarily because underdeveloped countries ca-not raise the savings

required to finance all the worthwhile investment that can be under
taken...there are some exceptions to this--countries which could
 
and would save more themselves if they could export more: but they 
are not typical, and even with them, lack of savings is the rationale 
for most, even if not for all, of the aid they could well use.J 

_ 
I. M. D. Little and J. M. Clifford, International Aid (Aldine Publishing

Company, Chicago, 1966), p. 159. 

The establishment in 1964 of the NationsUnited Conference on Trade 

and Development as a continuing agency has provided the international
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community with a forum for a simultaneous, coordinated review of trade, aid,
 

and investment policies of concern to the low-income countries, Readying the
 

United States delegation for the meetings of UNCTAD and its numerous subsi

diaries is forcing the US Government to consider its own development efforts
 

in a more integrated context. The result is a recognition that there is
 

nothing nobler about aid than trade and that there is much to be said in
 

favor of modifications in trade policy which will permit the less developed
 

countries to earn through trade more of the f .reign exchange they need. This 

would be desirable even if the mcdifications tend to blur the conventional 

distinctions between trade and aid and even if the immediate benefits of 

trade liberalization accrue primarily to the most advanced of the less
 

developed countries.
 

There is also much to be said in favor of increasing the flow of private 

investment to the less developed countries, and the United States has been 

saying it for many years. Too much of its talk, however, has been devoted 

to the need for creating a "favorable climate" for private investment and 

the desirability of an investment code. Until the expansion, during the
 

1960's, of investment guaranty programs. not enough effort was Cdevoted to
 

ways of stimulating private investment in the absence of or in advance of a
 

favorable investment climate.
 

Towards E.Development Program for the 1970's
 

Though the borderlines between trade, private investment, and aid are 

fuzzy, the fundamental distinction is clear. In aid, there is a substantial 

element of subsidy, an unrequited transfer of resources. Because of the 

subsidy element, aid can be directed to purposes that are unprofitable in 

terms of the calculus applied to trade and investment transactions, but are 
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considered mutually beneficial by donor and receiver. 
Aid is a peculiarly
 

flexible instrument. 
 It can be turned to the solution of a particular 

problem, "in a particular place and at a particular time, in a specific and 

unique way."-/ 

/ A-drej Krassowski, The Aid Relationship, (Overseas Development Institute, 

1968), p. 11. 

While elements of subsidy (and hence aid) may enter into commodity
 

agreements, trade preferences, sales of surplus foodstuffs, stockpile pur

chases, and investment guaranty schemes, basically these are not aid programs
 

but rather, programs capable of reducing the need for aid. More effective
 

self-help efforts in the low-income vorld can reduce further the require

ments for foreign aid. Nevertheless, a basic conclusion of most experts is
 

that, although more can and should be done than has been done to reduce the
 

need for aid, the need will not be eliminated in the foreseeable future.
 

On the contrary, the need (admittedly a flexible, somewhat subjective con

cept into which political and ethical as well as economic judgments will
 

enter) is for more aid than is prcsently being made available.
 

Decision-makers in nigh-income countries who have to weigh the needs
 

of low-income countries for foreign aid against other claims on available
 

resources do not as yet accord a very high priority to foreign aid. 
In the
 

United States, the political obstacles facing aid programs that depend on 

public funds are formidable. If at times I seem to neglect them, it is not
 

because I am unaware of them but because there are advantages in discussing 

the kind of program we "ought to have" before considering its political 

feasibility.
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On purposes, there is a widespread convergence of view that the prin

cipal objective is developiment along lines explicit and implicit in the
 

United Nations Charter, the Charter of Punta del Este, and similar documents. 

This means e3onomic and respectsocial progress with for individual human 

rights and without threatening international peace and security, but with
 

wide latitude for local decisions concerning the dividing line between public
 

and private enterprise, the choice of partners in international trade, the
 

support or non-support of major donors in international disputes, etc. Mili

tay aid, famine and disaster relief, and other forms of assistance that may
 

have developmental effects but are given for other reasons, are not considered
 

aid for development.
 

APlthough there is no generally accepted strategy of development (nor is
 

there a recognized strategy for realizing most of society's other goals),
 

development targets have been and are being set in many fields. 
The most all

embracing of these are percentage increases in national income or gross
 

national product, overall and per capita. 
Political exigencies in the 1970's
 

will probably require higher targets in this respect than those of the 1950's
 

and 1960's. The inflow of resources should be great enough to permit a poor
 

country that follows reasonably sensible policies to expect an overall in

crease in its GNP of about 6 to 7 percent per year, or roughly 35 to 40 per

cent every five years.
 

There is no magic in the 6 to 7 percent-per-year figure. Some countries
 

should do better than that. 
Some will do worse. In neither case are the
 

political consequences in terms of stability, democracy, or a peaceful foreign
 

policy axiomatic. Progress in this order of magnitude, however, if share with
 

a modicum of social justice, may avoid some of the tensions and frustrations
 

that will almost certainly build up under substantially lower rates.
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The sharir problem is critically important. It is most unfortunate
 

that data on income distribution within less-developed countries are so
 

meager and inadequate. The belief is widespread that development assistance
 

to date has be-,efited cuhiefly small "in-groups" and has barely touched the 

bulk of the population. If aid were more obviously devoted to improving the
 

welfare of the poorest third of the population, not only the humanitarian
 

argument for aid from rich countries to poor countries, but other aspects of
 

the rationale as well, would be greatly strengthened. Decreased emphasis on
 

investment rates, savings rates, per capita income statistics and other
 

macro-economic indicators woild have to be accompanied by substantive changes
 

in programs. As of this writing, I am unclear as to how to restructure
 

development assists-nee to make a more frontal attack on poverty where it is
 

greatest, but I would like to see a task force at work on the problem. 
As a
 

minimum, could not some of the niggling, self-serving provisions now incor

porated in US loan agreements be replaced by provisions limiting the salaries
 

and fringe benefits paid to executives of aided enterprises, requiring the
 

payment of prevailing wages to workers, and generally reversing the "trickle

down" theory on which development in so much of the low-income world appears
 

to be based?
 

The more developed countrics are not now providing resources at a level
 

that facilitates growth at 6 to 7 percent rates. They might be if they moved
 

up to the 1 percent of GNP that has, with increasing frequency, been endorsed
 

as an appropriate level of contribution.J Nevertheless, there is nothing
 

-/ See, for example, UN Conference on Trade and Development, "Trends and
 
Problems in World Trade and Development: Growth, Development Finance and Aid
 
Synchronization of International and National Policies," TD/34; 26 October
 
1967. [Re-check this reference.] Under its 'high projection" (a 3.7 per
cent growGh rate for per capita income in less developed countries during
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1965-1975), the "trade gap" of the less developed countries, measured in

1960 prices, may reach $26 billion by 1975. "Ifone-half of the trade gap

were to be bridged by public capital inflow, 1his would involve an increase
 
in such inflow to some $13 billion net by 1975... Moreover, the absorptive

capacity of developing countries is probably increasirg rapidly enough to

permit them to iise such a quantity of external resources effectively by
1975. It msy also be anticipated that private capital inflow would rise to$5 billion by 1975. The total required inflow of public and private capital

would thus amount to $18 billion, which could be provided if developed

countries implemented the 1 percent assistance target. Most of the remain
der of the gap would probably have to be bridged by a higher rate of import
substitution than in the past..." (para. 28)
 

more ":right" or sacrosanct about contributions of 1 percent of GNP from rich 

countries +thanthere is about the 6 to 7 percent growth target for poor 

countries.
 

More sophisticated and more appropriate would be a 
willingness to be
 

guided by calculations regularly made by international experts concerning
 

both need in the low-income world and capacity elsewhere, including the
 

wealthier communist countries, to meet calculated needs. Eventually, this
 

would surely involve introducing the principle of progressivity into the
 

contribution scale for rich countries  the very rich countries would be
 

expected to contribute a larger fraction of their GNP than the less affluent
 

rich countries. 
Meanwhile, the flat 1 percent figure for non-communist,
 

industrialized countries is widely accepted 
- with only a handful of 

economists knowing the difference between gross national product and national 

income. A political decision to accept, not just for purposes of lip

service, 1 percent of GNP, realistically measured, as the goal for 1972 or
 

some other specified year could help to remove from the realm of political
 

controversy one item in a controversy-laden field.-/
 

/ The figure of 1 percent as an assistance target has been bandied about

since the 1943 conference that launched the United Nations Relief and

Rehabilitation Administration (UNRRA), but frequently with little concern
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as to whether the target was to be 1 percent of gross national product or of
 
national income. 
The United Nations Conference on Trade and Development held
 
in Geneva in 1964 couched its recommendation in terms of national income.
 
Subsequently, a group of experts in a report to the UN Economic and Social
 
Council on "'Te Measurement of the Flow of Resources from Developed Market
 
Economies to the Developing Countries" recommended measuring aid against GNP
 
at market prices, though they also suggested that there probably ought to
 
be a series of measures of resource flows. The 1968 UNCTAD adopted a tar
get figure of 1 percent of GNP but was unable to agree on a target date for
 
reaching that figure.
 

National income differs from GNP mainly by excluding depreciation

charges and other allowances for business and institutional consumption of
 
durable goods, and indirect taxes. These exclusions in the OECD countries
 
amount to nearly 20 percent of GNP - enough to make a difference of well
 
over $1 billion per year during the 1960's in the capital flow from the
 
United States alone, under a 1 percent formila. The question of whether to
 
use GNP or national income is therefore not just a technicians' quibble and
 
is only one of a number of relevant questions. See the discussion of the 1
 
percent target in Development Assistance Efforts and Policies: 1967 Review
 
(Organisation for Economic Cooperation and Development, September 1967),
 
pP. 103-110.
 

An implemented decision of the OECD Development Assistance Committee
 

that member countries step up the flow of long-term resources to less
 

developed countries to 1 percent of the gross national product of the con

tributors would have raised the flow by about $4.5 billion in 1966. 
With 

GNP in the OECD area growing at more than $50 billion per year (check), aid
 

could rise at $500 million per year.
 

During the 1960's, the volume of American aid for development has been
 

levelling off or declining while the cost of aid has been rising. 
 The
 

annual debates on the authorization and appropriation measures are increa

singly bitter and divisive. Arbitrai ceilings have been placed on the
 

number of countries to which different types of assistance can be given.
 

Numerous restrictions have been introduced to make particular countries
 

ineligible for assistance. The terms for loans have been hardening. The
 

proportion of gross national product devoted to foreign economic aid has
 

dropped to about 6/10 of one percent.
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The figures on US economic aid vary substsntially according to whether
 

one cites authorizations, appropriations, gross or net obligations, or
 

gross or net expenditures. They also vary according to whether one includes
 

or excludes Food-for-Freedom, lorg-term loans of the Export-Import Bank, 

and other sources of assistance. Furthermore, it is important to know what 

proportion of the total is in grant form and what proportion is in loan form 

and what the terms of the loans are. Irrespec ive of these refinements, 

however, the trend - as already reported - is the same: a levelling off 

which, in real terms, represents a decline.
 

After the beating that the foreign aid bill has taken in the Congress 

in 1967 and 1968, supporters of assistance to less developed countries may 

feel that the situation is bound to improve because it can hardly get worse.
 

Comforting though this thought may be, there is not much evidence to sustain
 

it. The nation's sense of outrage is fairly well confined to the editorial
 

pages of the Washington Post and the New York Times. 

For a variety of reasons, some of which have little to do with the
 

true merits and defects of American foreign assistance programs, the situa

tion has been worsening for some years. Under the much-amended, highly

restrictive, increasingly inadequate Foreign Assistance Act of 1961, it will
 

continue to do so.
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V. !A Phased T stin to Mulilateral Assis tance-. 

Complete abeandomnent of aid from the ric'est country in the world to 

imuch poorer countr-ies is inconceivable. Adoption of a generous, flexible;- . 

bilateral progrm that will promote acknowledged American interests, with

out contravening the legitimate interests of other nations and peoples, is 
c
conceivable, but not until the end of hostilities in VietnamY the develop

ment of a consensus''about the h.adling of urban and rural poverty and 

unrest at home, and the re-arraying of national priorities in accordance 

with contemporary requirements. 

Contemporary requirements include procedural as well as substantive 

~ 	 aspects. "Style" has al'was been important in international relations but 

rarely more so than at present. Even the most scrupulously-designed bi

lateral program, mounted by a rich and powerful nation, will be suspect in 

the eyes of poor and weak recipients as compared with enlarged multilateral, k 

efforts In consequence, the enduring interests of the United States in the 

development of-low-income countries and in progressing towarda better 

'world order can in all probability be at least as 'well served by a phased 

transition from almiost wholly bilateral to almost wholly multilateral, 

assitane.
hicwoud b inline 'with 'what SenatorFulbright ,and some of 

~-temost articulate members of the Congress have been advocating for several 

- years.' Outside of the Congress, multilateral assistance is widely,. 

Jee'S 	 for example, Se aorFlbright Obairman ~of the ~oreign Relations 
Coiibd t-ea on "Suggested., Ba.sic, -Change's in Foreign Aid;Progri ,"!Congres--

'< 

sina 	Re ord . April-I ,; 1966 (9tq 'Cngress~ 2n Ses6,'Vol., 11 P Part 
bsi29,Y 966 toAril 18~~6) 1,pp.'i4476-, Th a tobrn 



abot'hisc1-iag i th uliyicl ontext of the relationhip bet~wen 

j;,u E.~h pltcl ps	 4h"oa 
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aid-giving and aid-receiving nations] is to multilateralize - and thereby
 
to institutionalize and depersonalize 
- the aid relationship. For 
several years, I have aivocated tbat greater use be made of the World Bank
and its affiliated institutions... The Senate has approved this view at 
least twice, only to -ee it frust-.ted by the Appropriations Committee ofthe other body." (p 7-64) 

regasded a the wave of th e rs: the_.. United would once again be 

riding the wave. For a short, big-push effort like the Marshall Plan, the 

bilater. appo-..,tas nu..h- to -ommnerL . -a-, _'t 'orsiderably less appro

-p'ia+,- o ha" ,.uing all stainsth-fc whi'. ti inherent in the 

relationrf-ip) : 1-1"l, a vari ety___s 

of objetives, <an comc to the sui'fa:e. Moreo-e., there aresince now
 

regional a....
as well i oris, the United States 

could choose the multilaters-i approach without either putting all its eggs 

in one basket or dlriving itself of an effective voice in the regional 

distribution of its a3-stance. 

In broad outline, the new approa h might env;isage a five-year transi

tion along the following lines. 

1. The United State-,would indicate its intention to raise its net 

outflow of long-term resources to less develope countries 1 percent ofto 

its CNP by some specfied year, say, 1972. Beginning now, however, it 

would shift 20 percent of its development loan appropriations per year to 

multilateral auspices. At eiid years, 60the of three when oercent of the 

program has been transferred, the proced.e would be re-appraised with a 

view to determining whether to continue the process, to halt it, or to
 

change pace.
 
2. Of the funds transferred for development loans, 45 percent (?) 

would go to the World Bank family, 30 percent (?) to the Inter-American
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Development Bark and thqe Central Ame-ican Bank for Economic Integration, and 

the remainder to Asian ',id AfricarL lending agenie2. 

~. T.-ia ~ :Ltz.ez, aI.. o ......t to t,.:e iag D"el- mri 

Progra', in, p-rt ,.u We<t :. -.- ,, . r.- _:..",- t%--,, oE -:::¢i in the r,-me

work of ,., Alfi-i o:: ,'---. t .... o en-,-. .. fPounda

tion o c 
4. P°ar .:c-v-.: -. ,.i ' ,:-i, wh.: u oe" ta_"i.= :ip:iy to Vietrr,, 

Korea, LCo, :-,,! Tilzis / t,-.-e i-!eQ c ... :.--em.... w ....J '. m." l_ ... ra.. 

....... .. 
 IL?... f',ozixn:"- t or OEL]): r... tc-- +,he te 

native w s 1c<,. -w)' Z t .n fi ye 

5. A strnuots eff', :LuL ve :.-.di to I. te e u.:Triefi step up 

their nmilti!' teral., t-+o., toc, but :ticrb t> Te ite. . ned 

not be made conditional uponr -; _,weer, be made to 

have the mumtoiateral Of, 20ft&; ur N. Qlrtst 

experieno e! Alnic:.anp?:1 "or,, :coorirnt,. C i..-_ w:1: tcjhniiia! assistance 

more ur'V'do r -re 2!).1-yv L.-ei-ol:;, ,'och!z a%more
 
judiciour, .nel,-;t~nuoc 
 ti,,,:,, a:], wu.ke g:7i; c ?iK.--~jU4, oi":.. . .. . 2:) ._ 

~ 

Ameriwo.r Prs.:§*-"c ...... w:* Nve .- of t P: 

e . " develo'pm.r.t ....ng oer . . lly r.p-, the tarct oculd be 

modified witih a vie&N to making the U_, e-f-rt. a;T-1 - . 5 .er:ent nl_ aeal 

by, sa,, 1975). 

6. The Unitedc States hu-..... ot k t-*> mtr agen.ies to 

abandon their competitive biddir proeit-e., aL ,1eascbuying, from the 

most efficient producers. Some a.-.fec :-r,L for oo.u'.t-'Les in bslan...of

payment, diff-l'ltes m-ight be n-goti d, however. [Should 1 eliminate 

this lai-t sentence?] 
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Stated in such summary fashion, the proposal has innumerable loose ends. 

In presenting alternaiive courses of action, however, there is merit in
 

emp.asing .. mA._ th.:.; of -;h --o--
 without ob";curirng the view by
 

incl"uding a Ict et 1.':LfyLng 
.. "-j--.
 

in most w ury7 Ile proponal :cul I be view . a., , response to encouraging 

rather 4 jyyj. ": . .h:.k in An ci !.1< :r. ' 
. United 


pioneered iA.d-,relotiry the -"il 


,ten The States 

r:-.7 n-..onnept, in i.trolu,:ing
 

soft-li.rn rg, :in 
 .p.. uil--,- :onumm 


M-


n r.r ilt-y.. i,-es to promote develop

in. ...010 -IQ.:
.'.V, -., in d-io,-. traTn the ooten
tia.itier ofi Hid a-n a gv~r-r,: -, "Q j in " " 
 ... .......
 

missior- n key .ontr--,,:i:' t".t i ;-hing a Mae C-r" ",and in mnlrky other
 

u..ertakingo th,._ 
 ,.- gral .ally ,"ollowed the Amerian lead a,, in some
 

respect:, :z'pa d t_..: li.'r. 1 e lol_,<y to'il --!'zinj co-re 
trod by the
 

United States h2 leome,-i ',
hig:<w7.y on w-h..,, m Lt-.e" vehicles are more
 

numerou- etter-...ne. amon 
th-ghly ic. Mhan once they
2..,.d 


were. Travelling in m-rIth.:.--:- vehil .2:. mn,' invol: :ome sacrifice in the
 

?Iinflunie a ! of Ul.... tr
•.. ..... will .o reiu.e the "boomer

ang potential.'' 

In ano,e. sr-n, the propo:sal ml,, re;ognize. that the United States 

has paintd itself into a coner : far as it.; own :ap:tal assist.an.e pro

gram is Yo.n rnedU, n.itr:;hi tin it of :ir:te. regulations to be comn

plied with and Ani.nig the ananonrt of hell) thnat can be obtained by complying. 

When appropriation, for loans ar, 
 gruat, in the development assistance 

category ex,.e.!ed $3 billion per y ar, one of the moot effective arguments 

egainst the :nmulutlaterjll appioa..h w-, t.t the shift would entail a substan

tial decreaa in the amro-:t of aid made av.ilable, with resultant severe 

setbacks to levelopment prngrn;,:. With appropriations dOwn to the $1 billion 

http:soft-li.rn
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level, that argument loses a good deal of its force.
 

Senator Fulbright's pro-multilateral views on aid have not been
 

vigorously echoed in tho ?il.,-. of Reproe..tiv,,, whose Foreign Affairs 

ConLaidttee wcf:!3 b, oibn ,st out of L'.: it ft did not ha-,e US foreign aid 

to wor:ry abo;tt. N rtheess,; thc r~tlt! 1.eL m rams du'ing the 19 6 0's 

have fa:e rothe, well -.y w W_-i,.ppl:i:onus; for bilateral aid. 

Moreove-, 	 c,,-,-011 t,h(-- -oi, -1 n,:2 Li;- basis of what the 

appropria-irn p'rocess wo.ld yiel.I. ,l£cic~as -oa A en:, for Tnternational 

Devel r' tir+ wholly :9ep.c.n ;ot arc. xl a!orLp2,iat ons, the World Bank and 
the region:! In ;.l 1n.:el-.r11'atebondde elopment soi I capital mar

otain e 	 legi sl1ativekets 	 and uf i :s wiiho';, -'.rjr , gauntlet. 

Looking f-terea, , a I.ea--t, two other sourcesa., - independent 

of revenue which co'!I be.ose aailabe e iternatoal development 

agencies during th, 9, s b-t,aea r.-ji&. to be awarded to national 

agencies. I refer to ,ihe 1i:.ersin cf right to c,.o~ t for oil and other 

betcir 

the forgirng of a -L*o_4.r iru-: between 

valuable reso-- th,-- o es a.d o,:ex !,-: .territorial waters, and 

t> ,.-gton of' onetary reserves and 

the extension of a,':Lctar-. veolcon,wm said laterwill be about both 

of these poibilities. Ti.e points *:to be or,. i ,mind now are that: (a) 

in C1iGIthe great deline ad a,-, by murky pro:otents of development assistance 

to be a co.tl/ orollary of great,-r !iu-e on r.til,.teral mac,.hinery has 

occurred in advance of the shift, and (b) the bes1t prospects for a return 

To a more meaninf ci level of assota.:..e mry lie in tapping sourc,-es of 

revenue within reach of' the international eomnrnity but unlikely to become 

available to national governments. 

Irrespective of the channels through which aid is permitted to flow, 

which less developed countries should receive aLsistance and in what volume? 



For practical purposes, the decision as to whether eligibility btanda.fds
 

are being met by Egypt, or Burma, or Haiti, or Paraguay, or how much of 

the available aid sor'.u ,d be -d.'--..ti to Prail lnd~ia, or whether aid. cr 

to Pakist,ri or Kortas!oLd be -;ermiitdin X or r Y .'1, must be 

made by thos,'e administo.erir e var:iou. pr,grs, pr7 '.nu: on the basis 

of Of some kin1. The in.: u.,i -:al ilim.te to be 

sought tomo.;u .... re.i w . ho . e or -: in . .1.- ,'-s..iev.-loped u ui

tries eager to ceaze te:i.ng net re-i!ien1 of L_ nd proud to-_sis+,nCe 

become net providers . 

evolution of form,, -I that will p-coh' e a2ceptableI see no early 

answers to the question 'how m.rch, to whom?" On the other hand, it does 

seem to me reasonacle To look fio:Lc,ud to the graz e.iolution of rough 

and ready norfms for import -nd export policies, i-vestmens in growth, 

expenditures for defense, treatrment of minor1 ti,., dispenation of jus-tice, 

concern for the gen-,uine.y needy groups in tlhe p,:p_- 1on, and other 

cui<ries K: :-2::olsty interestedcriteria that will help to show w.i.;h 

in development aZnd wh.J '"e 1.gsnds s:LgL: lo to p-..-" Theiv serio,sness 

to 2pep 1, s1 ou. be ,p.le o U..,,of.. f teni'Fit+ingRecipients, 


from exterrl behavi:gde..T., 'saistance,interand ,.!r.. :lly cnd 

nationlly. 

. -- , y u igJudgments co n,:cernihg u-lifi. at, on2 maT . " 

the Allicnoe-f'or-Progress ma-hine-rV, th-e World Banlrour, -e Unted 

Nations Development Program, panels of "wio; me, regionaL bs, or other 

to shoreinternatioa.l agencs-. Multilatmeral ... .. r. nnot be expected 

up shaklf government,, be+-0 te United 'tates want them .hored up , to 

promote the sale of nor -petitlive US exports, to adopt the politica;il or 

politic.,al doctrineseconomic philosopy of' the United States, or to oppose 
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to which the United States is opposed. Multilateral agencies, on the other
 

hand, may be better equipped than the United States to operate in certain
 

sensitive areas of eCon. -ni social poli cy (e.g., exc.hange rate policy, 

imporxL anid export controls). This is not, however, true of all sensitive 

areas - family planning has to date been a.-i ex-eption. 

There is no reason to believe that the views of the United Stases will 

be given short shrift in international for,=s. Some opposition may arise 

simply because of th.e so-tre, but offsetting this will be sober second 

thoughts based on the economic and political power of the United States, the 

"justice" or merit of the views it espouses, and the skill with which it 

espouses them.
 

Although orderly development requires simultaneous headway on many
 

fronts, governments cannot give equal priority to all claims for attention.
 

One of the lessons of the past decade in particular has been the need for
 

each less developed country to concentrate on a limited number of goals 

achievable within a specified timeframe - self-suffic.iency in rice in five 

years, a tripling of earnings from tourism in four years, and end to the 

"brain drain" by some specified da-ta. The multilateral machinery, wit its 

many autonomous parts and its somewhat techno:ratic approach, is at present 

more ill-equipped than is the United States Government to reach agreement 

with the political leaders of developing countries on such targets and to 

center its efforts on the agreed goals. Neither the TIN Resident Represen

tative ir n less developed country nor any other -uernational official 

serves in a true sense as captain of a team. 

With respect to policy guidance, Andrzej Krassowski has called atten

tion to the need for outside donors to play "the role of devil's advocate
 

or loyal opposition."
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"...This sort of donor role falls somewhere between giving advice
and exerting pressu-re. Advice is no-maliy offered with the expecta
tion of action being taken ii ;c-ord:m._ with the advice given. 7he
devil's advocate role is to a, sef hut with'couw exiDe.ting or necessarily
wanting, t-n .1 . . by somC-e form of 
sa.ction to 't.sh1 :t &-.t.i,:,:-!w &,.c- , devil's id-io
cat'e ai r.form of p. for -. . is nc, thireat of 
sa:(tioP.s if no cc;ion follows. 

.
+ -". l5~._ . *...r 

-+...+... , -- . ... 


... .... .. .+ _,,lk), ge >n:_ine 
deIate on,policy I t-u , - . y small, arid 
uilrepresentative, inbred cir"e, the ia: of serious and broadly-based
diussirn le .,; t- -; 1.k o. .fl -;p.. L a Uc' tie following
of certe in cor,.-pt-, r.1 . ' of cr- , . of :t.h:e-ge to 
fazmiliar .:. fi - m,+ 1 in>-- -- ',. 's aid and,- prnen develop
ment p _c, ,- . m .-.- -'.i._" one would 
expe:t u. coyji p 4t . *., . 0- pPI: n0..-Cfor a 

e,, , ' lit ely to be 
sharply d.if' .e - , t.- -. , - ., -, i. 

- Andrzej Krassowski, The Aid Re--.,;io-,.i p, Overseas Development Institute, 
1968, p. 13. 

If multilaterl machcine- repla.:;1 door go.-:, riments, it should be 

better equipped to car-,-y on i xole. When pMiieis are adopted and targets 
set, the multi!-+,ep-: ma._hinerj C i ., '.paLeof pati,:.ipating in a 

"systems approacih" t.- a ingcc-cbe :-L:.1 of priority go'ls. 

An authori-,at5iv,% tk for.;e ouglt !,, e:'-.ietw +,hC ihat-on and come for

ward with reonmmer.dationg det:igred to ec"alp T+,,,_ ite.al to, machinery 

function in more irtegr:tei, more skillful i-.. icc: (a) e. a fount cf policy 

guidance, (b) as a partn r izn th: sale::fior of' a ).w Iigh priority tar'gets 

on which to concentrate the development dri-e in e-.h sountry, and (c) as a 

source of external resources to help raliz. ,hese targets. 

Would American good will tnwaa.i the mutilateral agen..ies fade if 

those agencies were in busir.ess in : 1n '-"igger wy, if they failed to 

favor the countries we liked., rewar1ded sose that we do not like, and generally 
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moved out of the shadow of the larger US programn into the limelight? What 

serious losses in flexibility and ;:oncentrallon of effort would the United 

States suffer by a t, ,:Ltio._ +,o m;itl_.>r d? W u-t io~se::- in flexi

bility would the i. i 7,-,-lue-,;7 i trulfi . for,.....n :ffa. ? ow 

example, is the 1967 efferf"t in Co4..sa,o, L . ' 'A 

Office in the 1--i.ditin of' the expendiLtre;: of t iIrer-/tme.iCan Pavelopment 

Bank? is the Se-den A1i_ . w4.... t... F ._t, ,, Biann,. effo:ts to 

mu~tiluterL:fise aid will be a....p-'-, ,y .r. ... efforts to treat 

the mn,_ltila-f,al progam. L- if t-.-[ wee 

The 1966 decision of the National AdviLs,-ry Couno.! on International 
Monetary and Financial Pole - -,ie E.e, :.Jive Ri-anh tether than Con-Fn a 
gressional body - reaffirming thre Unit, . 5,atas policy of opposing 
assistance by any international finacial instit',.ion to any country 

-ineligible for US b4 .teral ... ".... b a of Ii,.- e4cropriation of 
American-owned private propertj ,,o m. ,. -.! + ,in ;e an affiina
tive US vote is reTu:'red wit spe.% o do -.r f'u- prcvided by the 
Fund for Special Operationr of- ?'_ Ir.._-a Ti ' ' ,, :lopment Bank, US 
opposition sh case i t -nt.mount to v,',o.. . aticnal Advisory 
Council on International Monetary .,ein. I, rr. iai Re-port to 
the President and +.o the ,.orgrt n P p ,-" , of the Fund1 Q for 
Special Operat:.ons -v1 on Ie Prop,- ,t' P:-<- ic-, for -the 
Election of ExeDive Di e. Ito'u of . r . " D-opuer Bank, 
April ._967 (minteogr'p,he,), pp, 17-.18. -* :.- tt Or, . L attitude 
toward 3,-1 ,I.al ,ral progcl.'.rrC epress T- ... 101r. i-1 
Assistance Act of 1967: "...The Preto , ,k Io ._-' t'efrit norh!.i 
contribution 6o the Unit - Nationu De JuplmerL P ar'i-'i b'fo the 
Act shall be used for poj. -.t- for ea:onomia, or +:'-,i-. i-tnce to Cuba; 
so long as Cuba is governed by t) . Cz'tro r.<sim. 

In the United Statcs, t[e --. eptbhii+y of the muatilateral .ternative 

is based largely on the vision of . handsome py-remid with the World Bank, 

head d by a dynamic Ameri.-n President and governed by weighted voting, at 

the apex. The rest of the develcpment :Thi-eiys toas-,nmed fall into 

place somewhere below. At present, moot of the ret of the world would 

also accept (and regard as a significant step forwaxd) inultilateralization 
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of the administration of capital assistance along the lines proposed herein -

i.e., with a leading role for the World Bank Group. 

Yet it is only fair to point o,:t in n.oir th's se. tion that the 

emerging world economic order is not de,.ined to le hqd permanently by 

an American bank president or by an i.texonational t,, .?.racy safely insulated 

from the political winds sweeping a.cros Asia, Afi,,a ai_,d Latin America. 

The one-nation, one-vote arrangement.. of T- <,en-.>.I Assembly give 300,000T-i 

people in Malta the same vote as 230 million people in the United States.
 

The weighted voting in the World E-2-k give, 2SO million AmerLans nearly 30 

times as strong a voice as 115 million Paki tni. The problems of preserving 

the professional integrity of interrational agencies while simultaneously 

making them appropriately responsive to the will of the people of the world 

are unlikely to have bee a so::ved before the 1970' draw to a close.
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V. A World Charter for International Develonment
 

A World Charter for International Development, elaborated within the
 

framework of the United Nations, could serve as a galvanizing force and
 

desirable corollary of a unilateral decision by the United States to rely
 

more heavily on multilateral channels for development assistance. _/ By
 

_/ For some of the ideas in this section I am particularly indebted to a
 
participant in the 1967-68 Brookings seminar on the future of foreign aid, 
 who
 
would prefer to remain anonymous.
 

spelling out the financial obligations of the more developed countries and
 

the self-help obligations of' the less developed countries, it could spur the
 

international comnunity to new heights of efort and standards of behavior. 

Since both sets of obligations are likely to change over time, it could contain 

provisions for periodic review and revision of the coimmitments made by signatories.
 

If the Charter were, 
so to speak, loaded in favor of multilateral over bi

lateral channels and were drafted in 
advance of a firm U.S. decision on the size
 

and division of its own effort, the Charter could 
. rye as a guideline for a 

United States decision to rely more heavily on multilateral machinery. If the
 

Charter committed its adherents with respect to their level of effort while
 

remaining silent concerning the mechanisms to be employed, each aid-giving
 

government would still be free 
to decide how much of its assistance program to
 

carry on bilaterally and how much to conduct multilaterally. The obligations
 

assumed by the aid-receiving countries should include a more equitable distri

bution of the fruits of p-oductivity gains within those couttrieso 
 Statistics
 

on overall and per capita growth rates conceal shocking inequities among
 

beneficiaries. it is immoral and unrealistic to ask the average taxpayer in
 

high income countries to come to the aid of well-to-do minorities in low-income
 

countries.
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Some prestigious group - a World Development Council or something of the
 

sort  should be set up to monitor fulfillment of obligations undertaken,
 

progress made, and requirements that are emerging. One possibility would be
 

to make the President of the World Bank chairman of the group and include 
on
 

it the heads of the international agencies most intimately concerned with
 

development issues, thereby enabling the council to draw, for staff work, on
 

persons already in international employment. Another possibility would be to
 

use outstandingly qualified independent experts, appointed by the Secretary-


General of the U.N. (if'he can appoint them without having to rely too heavily
 

on "consultations with the governments concerned") or 
by the President of the
 

World Bank. Experts serving in their individual capacities could produce
 

franker, livelier, more trenchant reports than a group of agency heads under

standably interested in puffing up their own achievements and glossing over
 

shortcomings that should be exposed.
 

A charter-drafting effort could become neither a spur or a guideline, but
 

an exercise in futility, irrelevant to the real world of policy-making. Con

siderable tir.' 
and money could be spent, with the enJ-result a pious set of
 

platitudes committing no one to anything. 
This danger is real, given the
 

ingenuity and articulateness of the diplomatic fraternity, tne desire to wind
 

up with something high-sounding to sYow for its efforts, and the ambivalence of
 

a world nursing a nascent sense of international community while clinging to
 

obsolete concepts of sovereignty. Conscious of that ambivalence, Ann Winslow
 

recently commented:
 

Is it possible that it is not the United Nations that is
 
irrelevant but anachronistic national policies? In a desperazely
 
small world, nations till act as 
if they had the freedom of an
 
empty planet. And th United Nations is a sc:apbasket into which
 
they can drop those problems they lack the will to resolve. /
 

_/Anne W4nslow, Preface to Issues Before the 22nc1 General Assembly,
Carnegie Endowment for International Peace, September 1.967. 



88. 

In 1966, the Netherlands delegation suggested to the General Assembly
 

that there should be a charter for development. The Assembly in due course
 

adoptee a lengthy two-part resolution inviting the Secretary-General to
 

produce a framework for the proposed charter. The preamble to Part A, after
 

seven paragraphs of "reaffirming," "recalling," "endorsing," "considering,"
 

"noting," and "bearing in mind," added an eighth
 

"Recognizing that the formulation of a consolidated statement
 
of the rights and duties of peoples and nations might sustain and
 
enhance internationa± development efforts and cooperation and
 
could help to enlist wider public Cupport for the strengthening
 
of development policies,"...
 

Then, in the briefer operative portion of Part A of the resolution, it
 

re4uested the Secretary-General:
 

"to prepare a concise and systematic survey of the various
 
principles, directives and guidelines for action in the field of
 
development."
 

Part B, after ten pa-agraphs of "recalling," "recognizing," "noting with
 

concern," "realizing," "con-sidering," and "bearing in mind," and three
 

intermediate paragraphs, requested the Secretary-General also to prepare a
 

"preliminary framework of international development strategy for the 1970's
 

within which initial efforts could be concentrated..."1/
 

/ Resolution 2218(XXI), adopted 19 December 1966. 
United Nations, Official
 
Records: Twenty-First SessiQn, Supplement No. 16 (A/6316) New York 1967, pp. 42-43.
 

At the 1967 General Assembly session, the Netherlands delegation again
 

put itself enthusiastically behind these efforts. 
 It urged that the
 

Secretary-General not only prepare a survey of the various principles, directives
 

and guidelines in the field of development cooperation but also a preliminary
 

outline of a charter of development. "Our expectation is that next year (1968)
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the General Assembly will appoint a governmental committee" which can take the
 

Secretary-General's preliminary outline as a starting point and draw up a
 

draft charter. _/
 

_/ Statement by B. J. Udink, Minister in Charge of Development Aid, in
 
Committee II, United Nations General Assembly, 20 October 1967.
 

The United St&.es delegation endcrsed, lukewarmly, the Dutch proposal
 

for a charter. According to its spokesman in the Second Committee:
 

"The United States delegation supported that idea. Such a
 
document might contain a larger number of targets than those set
 
for the present decade. But it was alsnnecessarv to avoid
 
introducing precfe coL'jitments, which might not be acceptable to
 
many Governments." _/
 

_/ United-Nations General Assembly, Twenty-Second Session, Provisional
 
Summary Record of the One Thousand One Hundred und Sixty-Seventh Meeting,
 
Doc. A/C.2/SR.1167, p. 4 (underlining added).
 

Thus the stage is set for a charter-drafting effort which might culminate
 

in "much ado about nothing" but might, cn the other hand, give a greatly

needed fillip to the establishment of a rationale, framework, and level of
 

international effort for development promotion in the 1970's. 
A good charter
 

could provide a timely reason for the United States to abandon the short-term,
 

increasingly restrictive framework of the Foreign Acsistance Acts of the
 

1960's in favor of broad implementing legislation.
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countries, insofar as Inis could be done wifhoul, damaging the legitimate
 

interests of other high inomne co*ntries' or seriously disipting the Ameri

can (c ono.my.
 

2., V!tho:egis~ati q,.-:,ii!. -,-.:-Q1e, "n 'oi-,,ial' policy , "'.e Act+ 

could Ztre,;,: thc'redi:abiLty of enablig ].e-'leoJ d -'eLpe ri-es to earn 

more fiom sxpcr., . 1 o il. ::f'J, t.e ,ua:;: of Corg::.es-" t_ iew 

that no. 'tre-.:: e r2.: - '.:-e IrItI -fo e,) t,.>if f 

of spe.-':-a.l , To low Con-ecsion2'oflt1i2:nl,;-,e f.d ,_e ",ew thaIt 

s. c'h astmp, rcrg, moifT tXrf..*n for na.qlua'a,::turei prodi,:1. from less
 

developed c-ourtri appea:r warrani,. -


As will broug ohti -:.-eri1y, ther. ....otha r -' . e,- .res
 
in the field of poley -- onng tb!em, it ionrer.:i:i
a in the 'Iimantling

of agricultural prcr,=::tionisi _:pecia_ tr'ea'ment l r Ie devel.cped coum
tries unrier Ba.y Ameri r. ici m :itila r.rmens for .ompen
satory fin:neir4- of na ,. fal in-woxt u -,.,i'2 prcee_ an
 
unavoidale inIn. e 2:'ez
import T.jLi ._ .! dveloped 'on
tries, and moi-e n' 
l i uc t,'o !1cw _ ,.- .., -ie i exp'*.,tig
 
their eportsil d 
 opm :, r-;t 1 , I . In ur the full
 
catalog in tC,!- t on,! uoowe; 
 scor', Q,- ]1] before
 
the p rt',jalii.j,y of th(- prp,'-, h__ . i. e!,
1en -:1,y 

3. in t!- private invantmenL fLe ld, the priipal t_r'ast of the 

legislation would be the of gove.rume'rt(reation. corporation to take over 

the role of +ne Offic.-e f Privc:toRes,.r.rqes i he Ag-e-.y for Intern.tional 

Development and to perform other f-eIC'iL; :C.. with f(- cilit:ting the 

flow of private capital to less dv,:1.opeC! ;eantries nd in'veotir#g it 

produti-iely within thoser conries. The s,-pecif i coneerr.s of the proposed 

corporation, preferably no-t spelled out in thc; lagislation, would be 

adminiitration and liberalizatior, to t.he extent fensible, of the US Invest

ment Guaranty Program; relaxation. isofar as poss'it.e of restraints 
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introduced for balance-of-payments reanons on outflows of US capital to less
 

developed counries; positive incentives for irnd.ividiual and corporate
 

i... .nv.t.men. -En.. .... l . .r.... Aii o',oragremert of
 

K.or..is"'t::zlr"i :J2.;nstm ..... .. ,.~J-'1 7.-.;.-e &_
 

tion cf te practicality of a p+ro.-ra, ! , cranto ,,,:: :es f developing 

eco. i' , in the US ,apitai m --. t w . oz w t". ', c ! : ,n interest 

rates o3 T ew . .Tr'orwi:. OP 1uk) lt not 

-- the-to ", th, ff....f ji. nd a : an'--tr,ticnal 1:,21_e-, t_) up the 

4. B ;ause no foreseeable ,ombination o!' tar- private investment 

policies will eliminate . ned and. ai.....', for technical ::apitul : .. ,ring 

the 1970's, the rper:il t. for h.+.--h-.. toa.-', 

authorize -oarL..aaceto low ine'ae cou_ ntries. 

In terms of 2haminr- for these fo"'o of,: ir-...--- ide Act should, 

proposed .ari_- n 'hs c.'-. , +provide foz , .. sed transition to a 

much more rul tile,t.ra l pro-r: 197. Q,:,anisa..... ", , te +ra_--fer of 
r po1 3r 4 

a .. . , . tf: >• c.. -. I ,- ..~r.. ... i: t n t 

transf'er of toe-hn- +c a, stis 'nte :; t"he , .',.:d -, * ........ e 

well equipped to .inister larger .r.p aoc.ssisaice progrmts t'vn they 

now operate. 

Tesistinal cael' however, ir. maj s:. a shapes '-nd varie, romes 

ties. It includes a number of services that the United Suates, if it 

organizes tself to do so, can more readily provide than the UN Development 

Program, the Organization o" American States, or tne regional institutions 

of Asia and Africa. While there are goud reasons for strelngthening the 

multilateral organs an.d enlarging{ their efforts as compared with bi.lateral 

efforts, there i no -,'.-gency about getting the United States out of the 
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technical assistance business. American Government agencies, however, are
 

too inflexible and regulation-ridden to do the job well.
 

Accordin ly, the legislation sho.li vovide for the !reation of a
 

TechicLft-.. 
 ,o_ o'o eorporation. '::2 a foundation should
 

be able to !ept private It shou!d _-- ,mitted
-l contributions. be to employ
 

non-t" . wl I a , U-1 of the n1_ - " 
 d offer careers in
 

technic U- is-,ance to bot 
 roups. It should have the resor:es to
 

"top off" '.larius cf less are
sea'ii-s for which coun-hr:es Eereoed 

unable or tona, -r'iLinin full. It should bw .',§Rh'n'nJ with t.e
 

improv m.ent fna_, t raining and researc:h1' , -' in the low
 

income wcrl., wi-.h measu_ res
worldarage to d1*c'eo thL brain ,ira' with cont~acts 

enabling American tueivnrsit les to enter' n-to lowi-tem:: arrun:gements with 

foreign un*iersi-ties, and with tr-inin-g in th.e Uni ted States for special

ists and 1ea'de-s from less develope:i eontr,,s. 

5. Dhe Act for Intemrna*nal De'-,lp!_en-t hul_ not include a 

Military Assian(e T tie. J , military assistance to -ertai, less developed 

countrie is.,d-;, e it*ssent"'l, ::rovded 0.:t of defense apprcshld 1 

priations a-nd a!:inistu rld by the Departnent of D,-fence, subje,t to such 

political iuidance e:s seeis ne,-essary. 

6. The Cntirgen.:y Flnd for the President traditionally provided by 

the Foreign Assisance Act has by now been r eu -ed to a fairly mfi:u-cule 

sum. Supporting assistance - grant aid for Vietnam and, in amounts,les:ser 

Thailand, Laos, and Kcrea - has also been substantially reduced over the 

years, and might conceivably be eliminated by 1975, transferred to OECD 

administration, or made part of whatever remains of the military aid program.
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7. By way of guidelines for appropriation acts, the authorizing 

legislation might include as a target figure the familiar 1 percent of GNP, 

by specifying the wi.irLnegr of the United St'ates to ralse -the net flow 

of long-term rur-e, from c,hi country for developmenjt of the low income 

world t5o I ser.ent of GNP by 1972. Or it might st-tj thc intention of the 

United 5:aues, in combination with other high-in,-ome countries, to provide 
a total flow of resources that woual meet v,-aieie reqirements and permnit 

low inc:ome countries, with reasonable efforts on their !art, to forge aead 

at maximum feasible rat, s. It might limit the Umitei ate- contribution 

to some proportion of the total contribution ofC bih ino'.e countries. It 

could perhaps include broad guidelines for clasify, rg receiving court'ies 

accoraing to income status ur other standards of eligibility and it could 

make clear that certain internaional standaris of behavior and decency 

should be observed by receivers-. 

To discourage simplistic solutions such aj disT,ributing available funds 

to the less developed world on 'he basis of -,opu.atio, there should be 

included some recogniti.on that lw income coutri-s differ-ma'edI_ in 

stages of developimenc, to tntiiliticS for growth, con:,er for couiLal Justice, 

and ability to utilize outaidc resources proluctively. Each country is to 

a substantial extent a case by itself. 

To summrize, the A(ct for International Development should make it 

clear that tLe United ,tate.s recognizes international development as the 

lobig-term job that it is; is eager to make development assistance primarily 

a mltilateral enterprise; will contribute its full share to a cooperative 

effcrt; will phase out the operalional work of the Agency for International 

Development by 1975; and will carry on activities such as the promotion of
 

private investment and the meeting of residual technical assistance needs
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through quasi-governmental entities designed for the long pull.
 

The AID could then become the small coordinating agency that will be
 

needed to keep the new corporations from working at cross-purposes, to
 

speak up for the needs of the multilateral development agencies when their
 

coffers require replenishment from appropriated funds. and to see that,
 

insofar as possible, multilateral and bilateral activities are mtually
 

reinforcing. I would personally favor abolishing the National Advisory
 

Council on International Monetary and Financial Policies established by the
 

Bretton Woos Agreement Act of 1945 .-/ 
 I would redistribute those of its
 

-/ Public Law 171, 79th Congress, First Session, H.R. 3314.
 

fuinctions that are currently relevant in such fashion that the head of the
 

Agency for International Development inherited as a minimum the principal
 

responsibility for advising the US Executive Director of the World Bank.
 

Insofar as Food-for-Freedom and the work of the Peace Corps are con

cerned, I see no advantage in jeopardizing progrcs that already have fairly
 

solid support merely to beef v:p the role of the Agency for International
 

Development or to make the Act for International Development more far-reaching
 

and comprehensive. 
With respect to both Food-for-Freedom and the Peace
 

Corps, however, there are opportunities which should not be overlooked, to
 

move more rapidly toward multilateral programs.
 

Ine immediate problem, nonetheless, is to replace the badly-battered
 

Foreign Assistance Act with legislation which will make plain and quasi

permanent the US commitment to facilitate development of the low income
 

world through a variety of interrelated long-term measures. 
 To do this
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without building up insuperable opposition on the part of diverse groups
 

unhappy with specific provisions of the authorizing legislation will not be
 

easy. Moreover, machinery without the fuel to make it ian is at best a 

museum piece. An Act for International Development, unaccompanied by an 

adequate flow of resources to the less developed countries, will not advance
 

the cause of development or the intecestz of the United States.
 

The situstion with respect to trade policy, private investment, require

ments for aid and capacity to supply, are discussed further in the pages
 

that follow.
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VII. Trade Policy
 

Eighty percent or more of the foreign exchange of less developed
 

countries is earned through e.:ports of goods and services. 
Changes in
 

trade policy that would permit even modest increases in their export earn

ings are consequently very important. 
 If, for exanple, exports of goods and
 

services account for 85 percent of a country's foreign exchange receipts, while
 

public grants and loans account for 10 percent of the inflow, and private
 

investment for 5 percent, then 
a 6 percent increase in the goods and services
 

account would produce more foreign exchange than a 50 percent increase il,
 

public grants and loans or a 150 percent incredse in private funds, 
This is
 

not to say that the 6 percent increase would produce more development; th
 

problems of converting increased export earnings into economic growth are
 

fairly formidable in a less developed country. 
It is conceivable that an
 

additional $1.00,000 
in aid, properly applied, would produce more 
development
 

than an additional $1 million from traditional exports.
 

Higher exporLt earnings can easily be dissipated in useless imports, in
 

exports of capital to numbered accounts in S izs barks, in inability to
 

mobilize capital for investment purposes, and in general waste. 
 It takes very
 

little talent to absorb additional resources without achieving add-Ttional
 

development and to run a constant or growing balance-cf-payments deficit, even
 

in the face of increased export earnings.
 

Given the importance and respectability of foreign trade, however, it
 

is essential that sympathetic examination be given to:
 

(a) Policies that the United States could adopt, alone or in concert
 

with other industrialized countries, to provide low income nations with
 

opportunities to earn more from foreign trade; and
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(b) Policies and programs that the less developed countries might adopt,
 

with or without foreign aid, in order to capitalize more fully on existing
 

and future opportunities in international trade.
 

Tariff barriers to international trade are slowly but steadily being
 

reduced. Their full elimination (zero tariffs) for imports into industrial

ized countries has become a practical goal of economic policy. 
Nominal, or
 

legal, U.S. tariff rates are, on the average, already rather low -- around
 

10 percent of wholesale prices on dutiable imports of manufactures after the
 

Kennedy Round reductions become effective. The average, however, is a composite
 

figure and many of the individual rates are well above the average. 
 It is in
 

some of these latter products that the less developed countries are most
 

interested. 
Moreover, the nominal tariff rates usually understate substantially
 

the true pi'otective effect of the tariff. _/
 

_/ Refer to work of Bela Balassa, Harry G. Johnson and others on effective
 
tariffs.
 

Tariff rates tend to rise with the amount of processing done abroad.
 

Noncompetitive raw materials enjoy the most favorable rates, semi-finished
 

goods come next, while products manufactured abroad are subject to the highest
 

tariffs. The labor-intensive manufactured products in which the less developed
 

countries would appear to have the greatest comparative advantage, at least
 

during the initial stages of their industrialization, are the most heavily
 

protected.
 

It would be infinitely preferable for all of the more developed countries
 

to move 
in unison toward the complete elimination of tariff barriers in high
 

income countires. 
 If it is true that the present tariff structure is rigged
 

against the less developed countries, then elimination of tariffs should be
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of particular benefit to them, even if no special preferences are granted to
 

them. The less developed countries appear to believe, however, that with
 

respect to processed goods, they need better terms than equality with countries
 

that are already highly industrialized, in order to obtain a foothold in
 

international markets.
 

The trade proposal that has evoked the most enthusiasm in the low income
 

world is for temporary tariff preferences in all the industrialized countries
 

for processed products from all of the non-industrIalized, less developed
 

nations. This assumes that complete elimination of tariff barriers is un

likely within the next five to ten years. Therefore, if the duty on bicycles
 

is now, say, 10 percent, it might be reduced, for less developed countries only,
 

to zero, either in advance of a phased reduction negotiated among industrialized
 

countries or for a fixed number of years. In principle, the United Lbates has
 

accepted the proposal. Moreover, if aqreement on product coverage could have
 

been obtained at the second U.N.Conference on Trade and Development held in
 

New Delhi in the spring of 1968, the gap between principle and practice might
 

by now be narrower than it is.
 

The interval could perhaps be used advantageously to complete a careful
 

study of zero tariffs versus tariff preferences. Is the full elimination of
 

tariffs by the industrialized countries of the world a practical policy goal
 

for the 1970's? Would the complications of negotiating and administering a
 

preference scheme hasten or impede attainment of that goal? What would be the
 

advantages and disadvantages to less developed countries of a fairly rapid
 

general lowering of tariff barriers, particularly the relatively high tariffs
 

on products reported to be of special interest to less developed countries, as
 

compared with temporary preferences which might or might not be followed by
 

re-imposition of the pre-preference rate at the end of the preference period?
 

What would be the costs and benefits to the industrialized countries?
 



101.
 

Of course, if tariff barriers were lowered only to be replaced by non

tariff barriers --
arbitrary quotas, costly labelling requirements, unnecessary
 

health and sanitation regulations, and "arrangements" as questionable as the
 

Long-Term Cotton Textiles Arrangement -- the incentives to the less developed
 

countries to export more processed goods to the industrialized countries
 

would be vitiated. j
 

_/ Whatever temporary justification they may have had, the tendency of

the cotton textile restrictions to become permanent features of the conmercial
 
landscape and ever-present models for proposals restricting imports of other
 
products is distressing. 
If the United States were appropriately serious about
 
development of the low-income countries, it would have given much higher

priority to easing the transfer of American resources out of fields in which
 
they no longer enjoy a comparative advantage and into fields in which goods

made in America can be fully competitive without special protection.
 

"Buy American" restrictions reDresent a special internal tariff. 
They
 

include both the Federal "Buy American" Act adopted in 1933 as an anti

depression measure and the laws and regulations of more than twenty states which
 

impose significant additional restrictions on the purchase of foreign goods for
 

public projects. Vfhere foreigners are not prevented entirely from bidding on
 

the billions of dollars worth of goods bought by public authorities, they
 

are required to underbid Americans by substantial percentages in order to be
 

awarded contracts.
 

Authorization for foreigners to compete on the same 
terms as domestic
 

producers would benefit other industrialized countries more than less
 

developed countries. Concessions to less developed countries only would be
 

analogous to tariff preferences for them and justifiable on the same grounds.
 

Without a careful analysis of government purchases and of the ability of less
 

developed countries to supply the items needed 
-- particularly in circumstances
 

more "normal" than when so many American troops are engaged in combat in
 

Asia -- it is impossible to estimate the economic importance of revised
 

"Buy American" regulations more favorable to the less developed countries.
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The psychological effect of putting them on the same footing as domestic
 

bidders would be considerable. _/
 

_/ Under Executive Order 10582 of December 17, 1954, covering Federal but not
 
state and local procurement, domestic bids are considered unreasonable if they

exceed the foreign bid price by 6 percent --
or 12 percent if the domestic pro
duct is made by a small business firm or in an area of substantial unemployment.

Since July 1962, however, the Defense Department (by far the largest purchaser)

has been using a "national interest" exception in the Executive Order and
 
applying a differential of 50 percent, in order to protect the United States
 
balance of payments. 
The "Buy American" Act applies only to procurement for
 
use 
in the United States, but the Defense Department also gives the 50 percent

price preference to domestic producers in its procurement for use overseas.
 
The A.I.D. does permit a limited amount of procurement in less developed

countries but has been going to great pains to show that the proportion of
 
A.I.D.-financed goods purchased in the U.S. is closer and closer to 100 percent.

[Check with Bob Baldwin and others, Most of this footnote is from William B.
 
Kelly, Jr. "Nontariff Barriers" in Studies in Trade Liberalization, Bela Balassa
 
(Editor), Johns Hopkins Press (Baltimore 1967), pp. 278-279.1
 

Better access to the American market for processed goods and manufactured
 

products of less developed countries will benefit primarily the.most advanced
 

among the low income nations, some of which are penetrating the market
 

admirably without special concessions. Preferences cannot be expected in the
 

short run to reduce significantly the total aid requirements of the less
 

developed world.
 

Since 80  90 percent of the export earnings of the less developed countries
 

still come from primary products, measures that enable such exports to be
 

increased would have the greatest immediate effects on foreign exchange earnings
 

though not necessarily on the industrialization of the exporting country. 
With
 

certain exceptions among the minerals and metals, however, the market for
 

exports of primary products is not dynamic. It grows slowly and sluggishly and
 

is subject to considerable price fluctuations. Most of the primary products
 

exported by poor countries have to compete with commodities produced and exported
 

by rich countries.
 



In the rich countries., agriculture has antil recently been virtually
 

exempt from the trade liberalizatioi -ovement of the postwar yers. Domestic 

producers of' sugar ,ets and s...gar cane,, cereals, and many other prLiary 

she ,.reJf'r;m tc;: ign ;omnpeu>tOno El21ninatkn of agriculturalproducts are 

toprotection in th bg!". de:'loped ,is 00curcoad be an encrmCs stimulant 

the expo - c, t_, .esud .cp'-u cou,.::les Full ,c]'t.cat-cn ,.ring the fore-, 
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in industriali z c d cC ur.. ier. ,"Ts the US.. movng -oward fnuo± -suppcrt rather
 
if so., is this c.. al i-pot-ance /o the 
7D,,s?]than p-ice.s..pcrr. progrms. and, 	 I s'nt ': 	 ms-D 

Pending g-ni:ine diversificetont offP_ d .o... a.d ex1c.t - 1,!he less 

developed countrie.s .. 1, penduig ;iieve!cTe-lt ... one of t::c rmJies they 

have sought most p;s-,!',? a series cl in.er-.-a:,nal comnc;'ty agreements 

and st-p 	 :. ear nirgs fr,om t.hose <rinery .,c-icts hat the., dc export
to stabilize 


in quantity . coffee, ooa. tea. ananas , c tin. leaa and zinc,
 

-' s,+ ' f. agr.-:-.t .. . crer.u':r 'S-'ioJis very shcr,
among others. The. I of 
and se-dm very successsensible 	 a.agmn - inoydirat.>!Vuutt h . woIk 


arrangtm,,n. , a- 'C:1
 

ful after having been p..it ir,to efeet, The nternaccal :offuc Agree:nent
 

with its proposed fund for dvIersil.Ccat,-ion;, ices rp-e-,-sent somch2ing of a
 

in th. ff Te p-,previouslyhowever, A c&ca agreement sbreakth-ough, 


'otnton iex tiles Ar: acgerent, though di.sadvantageous to

mentioned Tnterratioia. 


textiles an] iconsluerithe couftries
to inlow incom., courtries tlhat expor 

,te fact 	 t.hat. many i technical14that im.port the-n; does at leasT ,, ut. 


difficulties in workincy- ,.,1, agreements vanish when powerful eo'.-trie5 are
 

determined to surmount them,
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During the 1950's and early 1)60's, the less developed countries were, 

on the whole, more interested in import substitution than in export promotion. 

Import substitution meant prod.,cing at home, behind a hastily-erected tariff 

wall and almost recaidless of cost, goods that previously were-purchased 

abroad. By the mid.-1960's, hcwever, import subs-,ituton had run its course 

in a nu ber of' countries acd many of' the mrcr, ob-':o..s 'pporturiP-ies had been 

seized. 
 In a number of cases., the new mocpolics were making a questionable 

coi-tributorn t() develo!omen-t, 

The literature on economic de,,reop!ient cuntains little advice on what 

constitutes a rational tariff structutre and domestic ant4.-trust -policy for 

a country deslfring to increase the nun-ber of its citizens employed in industry 

without undie sacrifice of the principle of comparative advantage. Technical 

assistance presuabi, could be helpful ina evising suiitable t~aif schedules 

and represents way which ,c,.,!],one more in trade and a-id be Let:er integrated., 

Not only had import utc tition run its c.,u,:se )" the mid-1960's, but 

analysis of successful development o; ems had r-:,eeied that success was rar 

without sizable absollte increases in expolct earninr: . The expansion of exports 

had become more important 1,han the contrac.tioii of imports, and various proposals 

were being made ,,o stabilize and increase tte export earnings of' less developed 

countries,
 

The shift of focus from imports to expov"'s as th-te impcrtant trade 
factor in economic develcpment has occasioned a parallel policy shift 
frcm measures applied by an individual country to international action. 
There is a new general awareness that the problems of expanding 
exports of developing countries except for temporary and unusual 
circumstances , can be tackled only as a cor:perative venture.,._/ 

_/ Margaret G. de Vries, "Trade and Exchange Policies for Economic Develop
met, a Development, Vol. TV, Nuber 2, June 1967, p. 116. 
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Although concerted action to lower tariff and nontariff barriers to
 

exports from less developed countries would be preferable, unilateral reduc

tions on the part of the Urited States should not be ruled out, Unilateral
 

action would help the United States politically in the less developed world. 

At home, American consumers would benefit from lower-priced supplies, to the 

extent that the less developed countries succeeded in taking advantage of the
 

enlarged opportunities for sales abroad.
 

The export opportunities thas provided could not translate themselves 

into export earnings unless the underdeveloped countries were in position to 

take advantage of them. This requires realistic exchange rates that do not 

artificially over-value exports. It also requires control of the kind of
 

domestic inflation that provides a ready market for the national output and
 

reduces drastically the residue available for export. Tn addition, it usually
 

requires a positive program to promote exports. The problem is to make pro

duction for a world market profitable and attractive without extending the
 

array of subsidies that, if present trends continue, vill make it cheaper for
 

the whole world to import than to produce at home. Technical assistance and
 

other forms of foreign aid could be more helpful than they have been in
 

generalizing the postwar experience of Japay.n., 
 Italy, Hong Kong, Taiwan, and Korea. 

Safeguards against flooding the American marke-, could be erected and 

American producers whose future was threatened could be helped by better
 

adjustment assistance programs or other means.
 

What I have tried to suggest in this section is that, on the one hand, 

more rational trade policies on the part of the industrialized countries can 

facilitate in thoroughly respectable way the economic development of the less 

developed countries and, on the other hand, reduce to some extent their need 

for foreign aid. I am not under the illusion that the American Congress or 
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the American public is at the moment any more inclined to meet the needs of
 

the less developed countries through trade concessions than through aid. 
 In
 

both fields, strenuous efforts are being made to repudiate or retreat from the
 

policies of the first two postwar decades. J 

J For a vivid recent example of such an effort, see U.S. Government Printing

Office, conomi? AMd for Develonment of Forigpgn Fishin Industries in Come
tition with Domestic Industries, Hearing before the Subcommittee on Foreign Aid

Expenditures of the Committee on Goverunent Operations, U.S. Senate, 90th

Congress, Second Session (Vashington, D.C. 1968). The Agency for International

Development had encouraged Kior a , of ' a major recipient U.S. aid to invest in

fisheries in the plausible belief that expansion of Korea's 
high-seas

fisheries would help that low-income country 
 forge ahead. As Senator Gruening 
put it in a letter to Secretary Rusk:
 

"Data obtained from the Agency for International Development disclose
 
that the Government of' Korea has developed a second Five Year Plan which
 
envisages a substantially increased investment for fisheries...
 

I need hardly point cut. the adverse effect. this tremendous growth in

Korea's deep-sea fishing capability will have on our country's fishing industry

when Korea sends its fishing fleets to the saLion and other fishery grounds of
 
the North Pacific. I am particularly disturbed by evidence that the Agency for

International Development is supporting Korea's plans for expanding its deep-sea

fishing. 
 It appears that AID has approved or otherwise endorsed the second
 
Five Year Plan of the Korean Government and has specifically endorsed Korea's
 
plans to expand its high seas fishing...
 

I also noted that AID has given the Koreans a considerable a:nount of

Assistance in past years for the development of that country's fishing industry.

Some $5 million has been given to Korea in the last twelve years for a variety

of purposes connected with the development of its fishing industry. This included
 
$3.4 million for construction of fishing boats; $300,000 for research. and over

$1 million for plants, markets, and processing facilities, Current economic
 
assistance to Korea for its fishing industry amnunts to over $200,000 for
 
1966-68 and includes a.team of Ucited States technicians to "provide technical
 
advice on processing and management to various agencies and organizations in
 
the fishing industry." 
 It is also planned to assist the Korean fishing industry

by a program of training Koreans, at U.S. expense, in various aspects of
 
fisheries management...
 

I suggest you reappraise AID's present policy which supports expansion of
 
the Korean deep-sea fishing industry and consider terminating any assistance
 
to that industry unless firm assurances are received that such expansion will
 
not be in competition with the United States." 
(p. 3).
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Tie reply written on behalf of the Secretary of State said that since
 
the Department had become aware 
that the Republic of Korea might be entering

th3 North Pacific salmon and halibut fisheries, it had been "very active 
in
pointing out to the Korean authorities the severe difficulties that would arise

from such action on their part." (p. 4) 
It hAd invited the general who headed

Korea's fisheries to the United States for face-to-face talks and sought to
 
steer Korea away from the salmon and halibut stocks of the North Pacific toward
 
tuna arid mackerel, Or,(- difficulty was that the Koreans were finding it possible
to secure capital in Europe and Japan. "The Korean fishing industry, therefore,
will expand with or without our help. We believe that we will have greater
influ-nce on the diroction of Korean fishing policy by assisting it than by
withdrawing and leaving assistance to other nations (w.iose influence might lead
the Koreans in oLher directions than we would wish)." (p. 4). 

Two letters from Howard W. Pollock, the Congressman from Alaska, reporting

on his negotiations with key Koreans indicate that 
the story might have a

happy ending Korea would provide economic aid to Alaska! 

"My primary concern in these negotiations has been twofold: (1) to divert
the Korean fishing fleets from fishing for salmon, king crabs, halibut, shrimp,
and other products of the sea which are 
now being harvested by Alaska fishermen,

and (2) to 
create new industries and new jobs in Alaska by encouraging the

Koreans to invest in new business ventures in our State.,. 

As you will note, the Chairman has agreed not to fish in Alaskan waters
 
for salmon, king crab, halibut, shrimp and scallops (which are now being newly

harvested by Alaska fishermen), but instead to purchase these seafood products

from Alaska fishermen at prevailing market prices. This is 
a major victory.

In addition. Chairman Choung evidenced an interest in building a fish protein

concentrate plant in Alaska, and to 
use Alaska bottom fishermen to supply

the fish resources. 
The Koreans also showed interest in a number of other

possible n-w businesses in Alaska, utilizing Alaskan labor and Korean financing.

The prospects are bright indeed, and I urge that we 
render every possible assis
tance to this in,,ernationa! friend." (p.9.) 

The "assistance" was supposed to include port privileges in Kodiak for

the Korean Cishing fleet, 
 Senator Gruening and the fishermen of Kodiak, however,
agreed "that it would not be in the interests of the Alaska fishing industry toinvite the South Koreans to establish a base for fishing operations in Alaska
in competition with the fishing industry of our own State." (p. 10) The 
agreemernt negotiated by the Congressman was, therefore, jeopardized. (Check
with Poats or someone on final outcome.) 

Trade-Related Measures: 
 Compensatory and Supplementary Financing Schemes
 

All countries suffer fluctuatiuns in export earnings, but shortfalls in
 

anticipated earnings due to circumstances beyond the control of the exporting
 

nations are more 
serious for the less developed countries. Development programs
 

on which people are 
counting heavily may be interrupted or slowed down.
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Foreign aid can compensate for the shortfall, but so can drawing rights from
 

an international fund or an insurance scheme. 
 There is a trend toward these
 

latter, more business-like techniques.
 

Because of historical accident rather than logic, the problem of dealing
 

in business-like fashion with shortfalls in export, earnings has tended to
 

become two problems, one short-term and the other lcng-term. 

The International Monetary Fund, established in 1946, has as one of its
 

principal functions, the provision of short-term credit (3-5 years) to countries
 

in temporary balance-of-payments difficulties. 
 It created a special "facility"
 

in 1963 to provide a more automatic access to credit for less developed countries
 

suffering foreign exchange deficits due to reductions in export proceeds below
 

the level of the mediurm-term trend and beyond the control of the exporting
 

country. Originally, such compensatory drawings could not normally exceed 25
 

percent of the country's quota in the LMF and were repayable within three to
 

five years. 
 In 1966, "the amount of drawings that could be outstanding under
 

this policy was increased from 25 to 50 percent of a member's quota although
 

the second 25 percent would be available only if the IMF was satisfied that the
 

member was cooperating in an effort to find an appropriate solution for its
 

payments difficulties.' J 

/ Edward M. Bernstein, "The International Monetary Fund," The Qloba

Partnership, edited by Richard N. Gardner and Max F. Millikan (Frederick A.
 
Praeger, New York, Washington, London, 1968), p. a41. 

As of July 31, 1967, New Zealand and seven less developed member countries
 

had qualified for compensatory drawings. More than a third of the nearly
 

$180 million drawn was represented by the drawing of Brazil in 1963.
 

The IMF scheme assumes that the adverse export trend will be relatively
 

brief and can consequently be financed on a short-term repayable basis. 
There
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is also a problem of long-term declines in the projected export earnings of 

less developed countries, Pursuant to a request made by the United Nations 

Conference on Ti.ade and Development irn i96Lh, the s,af'" of the World Bank 

devised a scLeme 1,.,at wou10 help to reie;, cc: ci- r,.,a.,remerts of the
 

responsibility they have beer leas!, successfil! T;c. , n1ely T-.le
ir :ncc 


maintenan-(.e of the total export earni.ncS; 
 o, uo.,.,"iO-I The-a.tions, scheme
 

would provide less developed countries w-.h c accessib solece c;:"foreign
 

rable-themmaintain 

programs -nthe face of unfCresetn aderse export ;":-c,s T.at are beyond 

their control and 1eyOnA tLeir offs,-, fs om -Serves 

exchange to - to intea".a:icrna . (,cc2d.elCerert 

-U-il:. or ,o finance
 

on three to five year tems,, Isaih Ura.c 
 has s ±cge a .,dbha the Bank's 

proposal might be a.apted to corer not only unantlcepat,=d export shortfal's 

but also unanticipaceu inc.,asas i:rjc'r-, req.irc.<nts due to dr'oougt or 

other adverse condi,ions ed a ccry's conTc,. The World Bark's plan 

J Isaiah Frank, "orec-', Trade P<,!icis artd Ta*. - ecae De"elopment
Statement of Marc.-i- 1 . to S.cDo.,ittee ca1,i::, ublic Affairsan 1 
Senate For=,. 2elaticr. Cc:'<"j,,K p, o (ccimcogce on),, 

is predica,e, on the assumptio. that i-t wold be s l'entar-y to, apd not a 

substitute for; existing fcrms (f'ai. 

France has opposed the pla on the grcund th.at "market organization" is 

a superior method of avertioU shortfalls in the expor-, proceeds of developing 
countr.es. The United utates) for c.ire f-ferert -easons, as been less tcan 

lukewarm to the proposal. Tf a separate supplementary, fina-c ng program seems 

at the moment a ques-io-ablepro~ie:atlcr of' interna-ional machin, cy, would it 

not be possible to experiment wih, i.dca. 1,hrougr "exist,ineforms of aid"? 

In other wor.ds, make program lending ilexile enough in som,-.a carefully-selected 

cases to encompass the kind of foreeign exchange difficulties the supplementary 

financing scheme is intended to overcome° 

http:countr.es
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The compensatory financing facility of the TUF and the supplementary
 

financial measures designed by the World Bank staff (but not yet adopted by
 

governments) strengthen the 
case for a line of action that seems inevitable 

anyhow: an intern.ational review of count: dev<co~meut programs and some 

consensus, not only about each courr .'s needs. but a:.c;t the policies it will 

follow to attain its goals, Howe"- highly a.cic .!Osmay value their 

sovereignty, if they desire outside assistance cn a significant scale, they 

are going to ;rave to satisfy potential sources of assistance that they can make 

good use of bne available rescorces. The process c Fresent.ing and defending 

a development progran need not. be demeaning or hunIllating if aid-receivers aj 

well as aid-providers have haJ a voice in dea.eloping the grou.nd rules for the 

review.
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As in various other aspects of international finance, discussion of the
role of private investment has covered familiar ground and managed to come almost
full circle in the 
course of 2-
 Pears
uPublic -nvestment in reconstructicn


and development becaze necessary becau:se private invest.rnent was inadequate forthe massive task at hand; n-w private invc.stnt is 
 lured wth renewed
vigor because pub.ic investment fs InaJeTiate. Loft,1 een needeJ throughoutthe postwar and kncwledgeableera 
-eople have a.iva-zs urged t-at oth cbannelsbe used. As additional devices to stimu-a,e PrC!'ae investi,:nt .a- gained

acceptance, th line betwen pr-Irate and public fInance has grown dimmer The
problem at present., as 1 see it, 

(1) How .quch more can goverrments of aid-.giv.ng countries do to stimulate,encourage, manage. or ur.derwrit2 product-ve private investment in !-6s developedcountries without favoring special interests at home., loading the receiving
countries with insupportable debt b,.rdens and re%-.ittanee cb-gat.4crs creatingfresh political tensions, or otherwise betraying 7.,e public interest they are
 
expected to protect?
 

(2) Because full responsibility for promoting private foreign investment
in less developea countr-._es cannot soon 
be transferred to muitilate-ra! 
 auspices,should U.S. responsibility be lodged in a pu ]Jc corpcration -.. therePypermitting a mor. flexible, long-range approach to the p.-oblem than can ever
be taken by 
a subordinate unit (the Office of 7-ivate Resources) of a governmentagency (the Agency for 1:ternational Development) which is unlikely to survive
 
unless it is shon of most of its operating functions?
 

For purposes of discussion, it is useful to separate the task of enlarging
the flow of funds from the private sector in rich countries to poor countries
from the closely related problem of freeing up the private sector in poor
countries, encouraging entrepreneurship 
in the low-income world and relieving
 

http:aid-.giv.ng
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overburdened governments of responsibilities they need not carry. This
 

section is addressed primarily to the problem of facilitating the export of
 

capital from rich countries to needy poor countries.
 

Despite the hopes expressed during World War iT, there is as yet no
 

procedure whereby a bond issue can be floated in the New York capital market
 

by a less d-elopeJ country;, with the backing of a World Ba:nk or J.S. Government 

guarantee. 
 In his closing address to the Bretton Woods Conference in 1944,
 

Henry Morgenthau, Jr., Secretary of the U.S. Treasury and Fresid-nt 
of the 

Conference, said: 

-The chief purpose of the Titernatco::al Bank fcr Reconstruction 
and Development is to guarantee private loans Pade through t.11e usual 
investment channels, It would make loans cnly when these coalci not 
be floated through the normal investment c.annels at reasonable rates,

The effect would be to proviie capital for those who need 
.t at lower
 
interest rates than in the past, and to drive only the usuriouLs money 
lenders from the temple of' international finance. _,
 

J Closing address to the United Nations Monetary and Financial Co='ference by
Henry Morgenthau, Jr.., July 22, 1944, U.S. Department of Statc DiBLapa, Vol. 
2 (July 30, 1944), p. 113.
 

Private investors, still smarting from the experiences of thu 193fl's with 

defaulted foreign loans, and distrustful of governmental and intergovernumental 

institutions, were not noticeably interested during the 1940's in lending money 

to foreign governments, even with the safeguard oF' a guarantee ty the Bank. 

The World Bank, on the advice of its management and without objection from
 

its membership, therefore decided instead to sell its own bonds and to devote
 

the proceeds to project loans.
 

The purchasers of World Bank bonds are private investors, and the Bank
 

has gradually become a kind of publicly-managed investment fund whereby money
 

raised in the private capital markets of the United States, Canada, and Western
 

Europe is invested for productive purposes in other regions. The World Bank
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today engages in joint operations with investment banking houses, floats bond
 

issues in the capital markets of industrialized countries to obtain resources
 

for its public loans, and sells to institutional investors the early maturity
 

portions of previously-made loans. The Inter-American Development Bank engages
 

in a similar range of activities.
 

The guarantying of private investment -- direct, investment by American
 

firms rather than portfolio investment -- was pioneered by the United States
 

Govern,ent. The rationale is simple. Private foreign investment can play a
 

big role in the development process. Investment in less developed countries,
 

however, carries greater risks of loss due to currency depreciation national

ization, civil war, etc., than investment in developed countries. For a
 

relatively modest premium, the risk can be made bearable. The program can be
 

financed by the premiums paid; it need not depend on appropriated funds.
 

The United States has acccrdingly developed both Specific Risk Insurance
 

and Extended Risk Guaranties. Under the former program, the AID may insure
 

investors in developing countries against the risks of expropriation, in

convertibility, and damage due to war, revolution and insurrection. 
The
 

Specific Risk Insurance Program was in operation in 81 countries as of
 

December 31, 1967. Between the end of 1961 and the end of 1967, outstanding
 

coverage rose from $479 million to $4.9 billion. "Fees received in 1966
 

amounted to $8.3 million while three claims totalling $217,000 were paid, two
 

for inconvertibility, one for revolution damage." _/ [Check figures and update.]
 

_/ Agency for International Development, Proposed Foreign Aid Program FY 1q68.

Summary Presentation to the Congress, pp. 68-69. [Does program still apply only
 
to U.S. individuals or business enterprises and their wholly-owned foreign
 
subsidiaries?]
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Under the program of Extended Risk Guaranties, the AID may protect 75
 

percent of investments against loss for any reason not due to investor fraud
 

or misconduct. Risks for which commercial insurance is available are excluded,
 

however. Cuar'-nties are available for loans as well as equity investments
 

and the "AID ha3 used its Extended Risk Guaranty Program to attract long-term
 

credit financing from American institutional lenders such as pension funds and
 

insurance companies." J
 

ITbid., p. 69. [Check further; it doesn't seem to have "attracted" very 
sizable amounts yet. As of 12/31/66, AID "had thus guaranteed part of the 
financing of cight projects with coverage totalling $55 million," in which 
"total investment will be $310 million.," (p. 69)] 

Larger guaranties are available for the construction of new housing projects
 

that would not otherwise have been undertaken. The AID "may not fully guarantee
 

an investment, and, in fact is now guaranteeing a maximum of 90 percent of an
 

investment. The investor, however, may obtain from other sources security
 

for that part of the investment not guaranteed by AID." _/ In Latin America,
 

/ Summary Presen ation. FY 1964 p. 75 [Is this up to date?]
 

as of December 31, 966, housing guaranties totalling $200 million had been
 

authorized. _/
 

J/For balance-of-payments reasons and because of the legislative history of
 
the proposal -- it was intended to encourage housing efforts in Latin America -
its use for housing construction outside the Western Hemisphere has been
 
severely restricted.
 

There is also an equity insurance program providing "all risk" coverage
 

of up to half of any loss of equity investment realized through bankruptcy or
 

sale. This program is new and does not yet cover any significant amount of
 

investment.
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In 1964 the AID requested increased author'ity for irvestment guaranties -

$1 billion for each of the next two years., as well as authority to expand war 

damage to include "civil strife", 'The later request was denie-d by the Congress. 

The overall ceiiing, !.ewevc-,- for tl..e face r:,ouw of'fg:rarar ies outstanding at 

been ,5any time ,uder the program has by now raised Ic . billion. 

The ATD stidiatns pi-ate inves_'1r-',t :esc ,''elcped areas also in 

various othdr ways. It persistently seeks tc :n,-ptove the o':erall climate for 

such investmpent. I_T- e :roes le --'on o, ,1, e cssari eccncric and social 

infraistr.cT..eintanspofatfcr c! mu'- ator., bari.r and credit institutions, 

employmer.t services, and c-te: ,ssez.a! ailttiec. ,b p'oviies program loans 

which, as pre,-crsly men!,irned:. ase ares: tc mate :als and supplies fcr the 

indigenous private sector in less ,develc, ed lauds° It assists local development 

crelit s w.Li.cbanks and rural ie.-.. i. turnl maie oans io the private sector. 

From local curr-ency holinis i. soar.-d the eq.i_"v ,t of .iue thar, $250 

million during the 19(0's t.o p:ivate c-u.rprises ft less developed coLuntries, 
almost all of them US-owned cr affilia.ed ntt roi-- ,. It finances, in whole 

or in part., feasibility stulies, and act. as -ones- -c-ker" in bringing 

opportunities to the a'..i'r s The Tnves-ment 
and Guaranty ho¢ievcr is nts most :tant4rogran, and fases..growing 

irr, hoiai insurance 

technique for promoting r'ieir. priwate irnvesI*nerut,, 

The wroie concern wit_ ,rivan enerpr s< was given considerable impetus 

by the first class report :., in 1965 b,,- the Ad,isory Committee on Private 

Enterprise in Foreign Aid authcrized Ly an arendmert to the Foreign Assistance 

Act of' 1963. Better knom as the Watscn Co.nnii af-ter its chairman, Arthur 

K. Watson;, its 3 reconmendations provided a concrete program of action for 

administrative and egislative ,:onside'rationo J 
J See .e1 L Ta_ 

mj e rn_.FQ'r ri, Agency for Internationalie_9 A 
Development, (Washington, D. C. July 1965).u 

http:affilia.ed
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At the time of its report, the statutory ceiling on outstanding guaranties
 

against inconvertibilityexpropriation and military hazards was $2,5 billion;
 

a substantially higher ceiling was recommnended,, (The present ceiling, as noted
 

a moment ago, is $8.- billion. The Watson C _-unittee also reccmended that the
 

law be relaxej to permit coverage of foreign carorat-ocs cintly owned by 

more than one U.S. company, and this has been dcte-, L:n the aiministrative side, 

the Committee urged that the AID be pert tted tc use income from the guaranty
 

program not, only for the management and cs-,odv of assets but, also 
for certain
 

other opera ,icnal costs associated w-t.th thke guaranytv progrsni, This, toc, has
 

been done,
 

The early caution exercised by AID in ad .nis-ering extended risk 
guaranty authority is undurstandacle, [said 1,1e Comr,tee] especially in 
cases where the business ccmmritmnent -. ,-olves a d roct ,nvestment (that is, 
an investment coupled with :narag -ent a u, cnr' F siessnen managing 
the enterprises in which they invest, cannot expec t, to be protected from all
 
the hazards of their ceraticn, N,"onttee .elieves that
 
a really significant potential ray be Ln th. cxfteJtd risk idta., Through it
 
we can see a way to make investment in less develod t, conomies attractivey 
or in many cases even legally pcssihli 2 for many tted Smates institutional. 
investors. The Committ.ee recognizes that su -ce may one dav result
 
in large 
 claims against the U.S. Treasury, It a this as preferable to
 
alternative ways in which developmert can b(-! st muTr. ,
 

JThii , P 17. 

Its recommendations for expansicn of the extended risk guaranty p_,,gram have in 

large degree also been acce-ped, The proposal that pcrt,foiio investcrs be 

offered extenjed risk guaranties which wouldj make selected secur"ities of' private 

enterprises in less devebopeJ countries competitive with the alternative 

opportunities open to such investors has fcunnered upcn the desire of the 

institutional investors for 100 percent coverage.
 

Guaranty authority tcransfers to the U.S. Government risks that would
 

otherwise be borne by private investors. While most citizens ,are 1y now
 

reconciled to a government role in underwriting income losses from unemployment. 
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sickness, fluctuating agricultural prices, and other adverse developments,
 

they are still understandably squeamish about underwriting risks directly
 

associated with the search for private profit in foreign lands. 
 The question,
 

how far to carry the investment guaranty program, deserves careful consideration. 

The device appears capable of mobilizing much more cap-ital than would otherwise 

be forthcoming, It reduces the pressure to appropriate public funds for the 

same purpose and is in accord with a time-honored principle of American politics 

that appropriations should be avoided if the s?.me end-result can be achieved by 

other means.
 

The device has other advantages over borrowings by less developed countries, 

among them the managerial skills, technology, organizatoraL links and special 

knowledge associated with private foreign investment. In addition to the 
direct stimulus to the economy of the capital.-importing nation, such investment 

helps integrate that country into the world economy -- the capital markets, 

trade channels, and institutional links that transcend national boundaries. 

Furthermore, investment fguaranty programs avoid man - of the legislative re

strictions and administrative regulations that would iniiibit government lending
 

for similar objectives.
 

One kind of guaranty not yet used by the U.S. Governent, though 

successfully employed by the USSR and certain other countries, is the long-term 

contract guarantying a market for some proportion of the output of a new pro

ductive facility in a less developed country, Commercial financing of the
 

facility itself ought to be possible if a foreign market for a reasonable pro

portion of its output is assured. Another, perhaps more promising, extension 

of the guaranty principle would be the guarantying by the U.S. Government -

or the governments of other rich countries --
of bonds issued by the governments
 

of poor countries. This, it will be recalled, was envisaged as a function of
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the World Bank but was impractical in 1946. It does not seem nearly as
 

impractical today and, in fact deserves more serious consideration than it has
 

yet received. 
I would rather see the World Bank or the regional development
 

banks assume this responsibility than the U.S. Government, but I would favor
 

some pioneering by the United States.
 

Tax Concessions
 

Tax concessions constitute another technique for stimulating private
 

investment in less developed areas. 
 In the words of the Watson Committee:
 

It is axiomatic that any measure which increases the prospective
 
yield on an investment increases the investors' inclination to make
 
the investment. As a result, there have been numerous proposals to
 
stimulate investment in the less developed areas by reducing the tax
 
burden on the income from such ventures. /
 

/ Foreign Aid Through Private Enterprise, p. 21.
 

The Committee's first recommendation in the field of tax relief arose out
 

of the fact that, when United States enterprises operate subsidiary undertakings
 

in the United States, they can offset losses in such subsidiaries against gains
 

in their other operations. When the subsidiary venture is located abroad,
 

however, American enterprises are generally prevented by U.S. tax laws from
 

offsetting foreign losses against domestic gains. 
The Committee recommended
 

that "United States tax laws and regulations be amended so that the United States
 

taxpayer s right to offset losses in subsidiaries against taxable income from
 

other sources would be the same for subsidiaries in less developed countries
 

as it is for subsidiaries in the United States." / Although the AID has been
 

_/ 1a. , p. 22. 

sympathetic to the proposal, there are no plansc 
afoot for its implementation.
 

The Committee also endorsed proposals which would allow the United States
 

taxpayer, in the calculation of his U.S. tax liability, to receive a credit
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for taxes normally payable to a foreign government, but from which he has
 

actually been "spared" by tax exemption or holidays under the laws of the
 

foreign government. 
 In other words, the U.S. tax system presently includes a
 

tax incentive not to repatriate the profits of foreign subsidiaries; tax sparing
 

would eliminate or reduce this incentive by eliminating or reducing the U.S. tax
 

on repatriated profits. The Executive Branch, which initially favored the
 

principle of tax-sparing, subsequently changed its mind. Tax-sparing provisions
 

would increase the incentives of American corporations to invest in less
 

developed countries. By permitting credits for taxes that have not been paid,
 

they would add to the inequities in the U.S. tax system. They might also
 

encourage unproductive competition among less developed countries in offering
 

exemptions and lead to unnecessary revenue losses to the United States and to
 

the less developed countries. A fresh appraisal of the pros and cons of tax

sparing could be one of the research tasks of the public corporation herein
 

proposed as a successor to the AID Office of Private Resources.
 

"Among the boldest" of the tax proposals to stimulate United States invest

ment in less developed countries, in the eyes of the Watson Committee, was the
 

proposal to allow American firms to reduce their total tax bill in the United
 

States by an amount equal to 30 percent of certain investments made In a less
 

developed country. This discriminatory device, though opposed by one member of
 

the Committee, was considered justifiable and therefore endorsed by the others
 

because of the "compelling need to increase the flow of private investment to
 

the less developed countries." (p. 23) The Committee furthermore recommended
 

that U.S. tax credits extended to the direct investments of the U.S. investors
 

in less developed countries be extended also to the portfolio irvestments of
 

United States corporate or institutional investors. (p. 32)
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A still bolder scheme has recently been floated by Albert 0. Hirschman
 

and Richard M. Bird. J Their proposal, in brief, is that every individual
 

_/ Albert 0 Hirschman and Richard M. D4rd "Fore-gn Ai.d -- A Critique and
 
A Proposal," Princeton University, Tnternational Finance Section, Essays in
 
International Finance, No. 69. July 1968.
 

taxpayer be permitted to credit some of the fderal "nec.ome tax he would otherwise 

have to pay, to a special bank account. The fund thus accumulated would then 

be available for investment in less developed counrieso The fund would not
 

belong to the Treasury and .ould be made to fLcw to t.*.e 2ess developed countries 

along lines different from elther bilateral or :Jit-ilateral aid as presently 

known. Their tax cred-t proposal requires legislation. butt not on an annual basis. 

The principal agents for disbursing tne funds received through the tax credit 

would be a group of 10 to 12 independent private crgan.zations cal"ed "Development 

Funds". The taxpayer, if he so desired., co.J indicate a preference as to which 

fund should receive his tax credit. Bach fund would be managed by competent 

professionals recruited internationally from the cruwing group in both rich 

and poor countrtes who have relevant experience in t>1-.problems of investment 

and development, The principal aim of' these woui be tcFinds transfer avail

able monies efficiently and quickly to less Jevelo~ea ccuntries, 

"In the last resort the [LUnited SUat.es] goverrnent would of course 
still be the donor ,c developg countr' es, in that its tax revenue 
would be reduced by the amounts that 4 nd'ividual taxpayers were earmarking 
for foreigr aid, but -the resulting funis would not ,elong to the govern
ment and their allocation and uses .- and, to some extent, their amount -
would no longer be determined by it." J 

J Loc. cit., p. 15. 

Financial Tntermediaries
 

Financial intermediaries such as the World Bank and its affiliates, the
 

International Development Association and the International Finance Corporation
 

(IFC), the various national development banks, savings and loan associations,
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local stock exchanges and other institutions, have been established to
 

mobilize and invest capital, with a view to enlarging the domestic output
 

of low-income countries. Most of them, like the 7FC, have been slow to get
 

underway and are onLy tegir-ning to come into their own, The question is

how much more institution-buiding in this area is feasible and desirable? 

The Hirschinan-Bird proposal would substitute 1i-12 ncn-gcv rrumental 

Development Funds for the capital-assistance program of the Agency for Inter

national Development. The effect of their proposal on the Expcrt-Import Bank
 

is not clear.
 

The Export-Import Bank 4s firmly established and well nmenaged:, but it is
 

not a development bank, Its basic purpose is to serve the commerical export
 

interests of the United States., Tt makes some mc.erately long-.term .oans to 
low-income countries at rates of interest which reflect the cost to the U.S. 

Treasury of borrowing Lhe funds that the Bank. in turn, lends. The Export-mport 

Bank normally does not seek to finance projects of the highest priority from the 

point of view of the low income countries, nor cc!.kc Jdata on country develop

ment prospects, nor review country developmeni programs., Typically it finances 

the purchase of fairly sophisticated mining and manufacturing equpment, 

commercial jet aircraft, anJ other aditions to capital stock, It also
 

finances the purchase of defense articles by the governmurts of "friendly
 

countries." Thanks in part to the offsettirg eI'fects of a rising level of 

repayments, its net contribution to the flow of rescurces from the United States
 

to the less developed countries has been very modest during the 1960's. Never

theless, over the years, it has assuredly contributed to the developmcnt of the
 

low income orld, though neither as directly nor as generously as if it were a
 

development bank.
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The establishment of the Development Loan Fund in 1957 represented an
 

attampt by the Administration to separate the function of making soft loans
 

for development from other aid functions, insulate it somewhat from short-run
 

political considerations, and authorize it on a multi-year basis. Congress
 

refused to cooperate, the attempt was short-lived, and by late 1961 the DLF
 

as an agency was out of business. Development lendfng again became an integral 

aspect of AID work, dependent on an annual appropriation from the Congress
 

which, under the Foreign Assistance Act of 1968, will fall below $700 million 

as compared with more than $ _ billion dol1ars in FY 1962 and $ 

billion in FY 1963. In practice it has been easier to integrate program than 

project loans into the annual program planning cycle of the AID. The theoretical
 

advantages of having one agency responsible for technical assistance, supporting
 

assistance, program 
lending and project lending have to a considerable extent
 

remained theoretical.
 

....It takes a long time to develop a loan proposal to the point

where it satisfies technical and economic criteria. In most countries,
 
only a handf'ul of capital projects are ready for finarcing at any given time..
 
Therefor>, in many countries A.D is likely to finance 
a capital project which
 
looks economically and technically sound and for whichi funds on suitable terms 
are not available from other sources, even if'the proJect has little or no 
relation to the goal structure of the rest of the United States assistance 
program in the country. As a result, six years after the Development Loan
 
Fund has been incorporated intc the rest of the United States economic
 
assistance effort, capital project assistance remains poorly integrated with
 
other AID activities. _/
 

J Joan M. Nelson, T LoiLL Forelne. (The Macmillar 
Company, New York, Collier-Macmillan Ltd.. London. 1968), p. 64. 

Unless the United States is prepared to move fairly promptly to almost
 

total reliance on multilateral machinery for development lending, there would
 

be advantages in creating an American Development Bank as a domestic equivalent
 

of the Intei-American Development Bank and the World Bank Group. 
The great
 

advantage of such an institution --
from the point of view of its contribution
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to development though not necessarily in the eyes of the Congress -- would be
 

its greater freedom from the annual appropriation cycle and from avowed promotion
 

of American exports. its initial capital endowment ought to be sizable enough
 

to carry it for' at least five years and co.!d consist. 5s has become custcmary, 

of a paid-in government subscription and a guaranty y.ecvision that would enable 

it to raise adliticnal furds in t!ie privte capZtal carket,. Tohn 7incus has 

also suggestea that, for such a bank: 

A moljest inte.rest subsidy fu>nd appropriated by the Ccngr'ess cculd 

cove" the. differential retween the 5overnment gcaranteed mairket bcrrowing 
rates and the lower rates that some arrderdeveloped countries could afford 
to pay . 

As nations tecevini-heseprocr- sL vey develop tio-irloans 
economies ,,he activitis of such a poposed rlendlnC airency might be 

limited sirply to iuarantx;eeng bond issues of thes,,e countries without 
subsidy provision, and in th<' long:er run, without intervention by the 
U.S. autorities. I 

ei_;rof_.rF 
Trade Policy. Hearinos before the Subconwiittee on Foreign Economic Policy of 
the Joint Economic COOL. ittee, Congress of the United States, 90th Congress, 
ist Session, July 1967, Vlc. I, p. 250. 

J Statement of John Pincuis, RAND Corporation, in 7:bj._F ISF 

The recom)erdation made here is that, ra--.r tl;,a- create an American 

Develcpment Bank, the United States should row prcrp'Iy ?ir'the direction of 

almost total reliance on the World Bank, the Tnter-A.'eican Devl.!opment Bank, 

and the Asian, African, and Central American Developmreint Bac)ks as :lI,,ntmdfaries 

for making development loans, The European Dev,:lcpm;ent fund, carit ali.zed b1y 

the members of the European Economic Cemauity, is a'out the only ;,,l.tilat-ral 

agency equipped to make grants as well as loans; considerration might t- gjven 

to transforming it into a similarly-equipped OECD Development Fund fn which
 

the United States could participate.
 

There is a range of functions connected with stimulating and mobilizing
 

American capital for investment in less developed countries which cannot readily
 

be assumed by intergovernmental development banks and funds. Part., but, only part,
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of the gap is filled by the International Finance Corporation. Aware presumably
 

of the existence of the International Finance Corporation, the Watson Committee
 

nevertheless publicized a proposal for a Peace-by-Investment Cor.Doration which 

would "channel equity funds into iest. developed ccuntries, using United States 

Govern-ment credit as its source of financing in the iitial ges, and relying 

partly upon funds from private investors in late stag(.so" (pp. 30-31.) 

Senator Jacob Ja.vits picked up the idea and presented it to the Congress. J 

J For a brief summary of the functions, financ-i.g and management of the
 
proposed cor-poration) see Th Invovemenijjf rUj S -Sra E_te erpr
 
De .res Repcrt of the Subco.mittee on Foreign Economic Policy
of the Committee on Fozreign Affa-iErs, House of Representatives, 90th Congress, 
2nd Session, House Report No. 1271, April 2, 1968, p. 31.
 

More recently, the Subcomprlittee on Foreign Economic Policy of the House 

Committee on Foreign Affairs has urged that stuJies be initiated 

"on the feas'bility of establishing a quasi-public corporation
 
dedicated 
 solely to private industrial developmcnt, ,vork in less--developed
countries. Although this corporation would be sui:orted in the beginning 
by public funds such assistance should be tapered o,!' and, if possible,, means 
should be adopted for making the corporation self-.s-. _,:mting, in whole or in 
part, including the possibility of funding from pri:-a-,, sources... Its 
activities, though, should be kept consistent with i .S, foreign policy 
commitments and with development programs.' " 

-/ 7 lJ., pp. 3-4. 

Just as the International Finance Corporation operates as 
"an affiliate"
 

of the World Bank, so the subconmitte has suggested that the proposed
 

national corporation could be "an affiliate" of an agency of the U.S.
 

Government. Why not assign the function to 
the often-praised Office of
 

Private Resources in the Agency for Tnternati.onal Development?
 

"A separate entity would offer greater organizational flexibility, 
direct involvement of private enterprise, and singleness of purpose,... 

As it is, the Office of Private Resources...operates as part of 
the AID. In turn, AID operates in conjunctio with the Department of State.
 

http:stag(.so
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The Office of Private Resources is only one of the many subfunctions competing

for the time and money of the parent agency. Since this office is an integral

part of AID, it must justify its existence every year before Congress, and
 
this past year saw the lowest foreign aid appropriation in history. Additionally,

from a purely internal operation view, it is governed by agency allocations
 
and by personnel and recruitment policies." / 

_/ 21i., p. 30. 

One of' the problems of creating a quasi-public corporation authorized to
 

mobilize private capital for investment in the less developed countries is how
 

to avoid creating exaggerated expectations of what it can accomplish. A
 

corporation can operate with a flexibility, a self-confidence, a lease on
 

life denied to the Agency for International Development. It can publicize new
 

ways for individual Americans to contribute or earmark funds for use by
 

developing countries. It can help less developed countries float bond issues
 

in the American market. 
 It can offer investment guaranties and tax incentives.
 

It can in various ways identify and screen investment opportunities. It
 

cannot "close the gap" in requirements for foreign capital nor vastly increase
 

the opportunities for profitable foreign investment by American companies.
 

The less developed countries prefer to receive foreign capital in the
 

form of long-term loans and any agency that forgets this does so at its peril.
 

It is true thr.. equiuy investments have some advantages -. dividends need not
 

be declared unless and until there are profits out of which to pay them.
 

Most low-income countries, however,
 

"are convinced that the cost of capital is greater when obtained
 
in the form of foreign equity investments than when secured through

long-term loans. 
 Earnings on equity investments continue indefinitely

and increase as the investment increases in value. Interest payments
 
are generally less than equity earnings and, after a fixed period, a
 
foreign loan will be repaid with no further obligation." J
 

J Stefan Robock, "It's Good for Growth, But Who's Swallowing," C
 
Journal of World Business, Vol. II, No. 6, Nov-Dec 1967, p. 18.
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There are, to be sure, ways of limiting equity earnings, phasing out
 

foreign management and personnel, and selling foreign holdings to domestic
 

buyers. They tend, however, to operate as disincentives to the investment
 

that one is trying to promote.
 

Resumd on Private Invest! n.
 

The private investment question in the development context involves
 

more, of course, than the question how much capital can be raised in the
 

United States and other rich countries for investment in poor countries. Much
 

has been written about the ambivalence and the hostility at the receiving end,
 

the political and economic problems associated with high rates of foreign
 

investment, and the techniques for overcoming specific difficulties. Repre

sentatives of capital-exporting and capital-importing nations have spent
 

endless hours in efforts to develop acceptable multilateral codes for the
 

treatment of private foreign investment. There appears, however, to have
 

been very little high-quality empirical study of the role private foreign
 

investment is in fact playing in countries that are reasonab2y hospitable to
 

it. Is it inevitably heavily concentrated in a few export industries with
 

little spillover to other sectors of the economy? What kinds of backward and
 

forward linkages does private foreign investment tend to have at the receiving
 

end? What standards of performance is it setting? What political problems
 

does it create? Here is a field for further study.
 

Analysts of the world scene have noted a decline in ideology which is
 

producing a generation of leaders more pragmatic and less dogmatic about. how
 

to develop an economy than were their predecessors. This is resulting in
 

larger roles for the private sector of the domestic economy, new ways of
 

associating domestic capital and management, private and public, with foreign
 

capital and management, and less hostility to private foreign investment.
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Despite some improvement in the climate, thunder and lightning continue to
 

strike. International investors in the 1970's will have to continue to put
 

up with restrictions that would have been deemed intolerable before World War II.
 

The less developed countries tend to want funds that they can draw on
 

for the fulfillment of their development ambitions as they se them. Private
 

investors want opportunities for profit attractive enough to justify investing
 

abroad rather than at home. 
Many of them take a very long view indeed; others
 

are looking for quick returns. Given a modest amount of good will, numerous
 

compromise arrangements that would raise the flow of private capital can be
 

envisaged.
 

The fact that the World Bank and comparable regional institutions obtain
 

funds in the developed countries from private bond-purchasers and institutional
 

investors rather than from government appropriations creates relatively few
 

problems at the receiving end. The "private capital" can be invested in the
 

public sector (just as public, appropriated funds can be used to strengthen
 

the private sector). Interest payments on borrowed capital have to be met,
 

of course, and amortization of principal is required; many less developed
 

countries face major debt-servicing problems (which would be less formidable,
 

however, at higher rates of economic growth).
 

Were the private capital raised through foreign bond issues by the less
 

developed countries instead of by an international agency, the situation would
 

be similar. In the process, moreover, the issuing government would become more
 

familiar with and better integrated into the principal capital markets of the
 

world and it might -- though this is uncertain -- have greater autonomy in
 

spending the proceeds of the loan.
 

Investment guaranty schemes also create relatively few problems at the
 

receiving end; they are unilaterally undertaken by the capital-exporting nation
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and involve a public and private partnership in sharing certain risks inherent
 

in investment in the less developed lands without significantly changing the
 

obligations of the capital-importing nation. Direct investment, which has
 

largely superseded portfolio investment, does cause problems not inherent in
 

portfolio investment.
 

The flow of private capital, moreover, is almost inevitably erratic.
 

During the period 1.956-1966, net new United States direct, private, long

term investment in less developed countries reached a high of $1.29 billion
 

in 1957 and a low of $192 million two years later, in 1959. The average per
 

year during 1956-1960 was $577 million but dropped to $494 million during
 

1961-1965. Exclusive of investments in petroleum, the averages were $222
 

million for 1956-1960 and $281 million during 1961-1965; i.e., petroleum
 

accounted for more than half the total, but the trend in investment in other
 

than the oil Industry was modestly upward. The upward trend continued in 1966.
 

Reinvestments of earnings result in larger totals for changes in gross direct
 

investment. 
The average annual increase in gross TU.So direct investment was
 

approximately $750 million during 1956-1960, slightly over 
$800 million during
 

1961-1-55, and over $950 million in 1966.
 

Until quite recently, usable figures on the net outflows of U.S. funds
 

for portfolio investment in less developed countries have not been available.
 

The average during the 1960's has been below $200 million Pjr year. [Check
 

the private capital figures in Statistical Abstract of the United States or
 

Survey of Current Business; I may have been careless in using the figures
 

Joel Bernstin gave me.] 
As of the end of 1966, direct investments of U.S.
 

business in lesq developed countries totalled $-____billion (as compared with
 

$--___billion in Canada and Europe). 
 Of the total, $-billion was in
 

manufacturing, $-__billion 
 in petroleum and mining, and $.___billion in other
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branches of activity. The conclusion is inescapable that the level of U.S.
 

private investment in less developed countries is increasing quite slowly.
 

According to Robock's analysis, moreover, the income received by the United
 

States on foreign investments in the less developed countries totalled $23
 

billion during the years 1950-1965, against an outflow over the same period
 

of only $11 billion. J The $11 billion represents new investment; i.e.,
 

_/ Stefan Robock, loc. cir., p. L4. "The inflow and outflow of foreign

exchange which results from the original investment and its subsequent service

in the form of dividends, interest and amortization are often taken as primary
 
measures of its valueltotheless developed country]. While the cost of this

service tends to be higner than for corresponding amounts of public aid, the

comparison is not generally valid, if only because for most projects there will
 
not be a ready choice between one or the other form of financing. Moreover,

the balance of payments effect of private investment includes the additional
 
foreign exchange earnings or savings resulting from the production of the
 
enterprise -- a result many public-aid-financed infrastructure projects reach

only over the long term. It is thus difficult to draw meaningful conclusions
 
from a straight comparison of over-all foreign investment inflows and service
payment outflows." [United Natics Department of Economic and Social Affairs,

ForeiLn Investment in Dy nCou__ 
 re s (New York, 1968), p. 17]
 

net capital outflows from the United States plus undistributed earnings of
 

subsidiaries, whereas the income of $23 billion represents the sum of dividends,
 

interest and branch profits after foreign taxes but before any applicable U.S.
 

taxes.
 

In summary, a good case can be made for a stepped-up, imaginative approach
 

to the problem of increasing the outflow of U.S. private long-term capital to
 

the less developed countries on terms politically acceptable to those countries.
 

A quasi-public corporation could devise new approaches and experiment with
 

incentives, but it would be naive to think that private investment will provide
 

more than a very partial answer to the foreign exchange needs of the low-income
 

countries.
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[Not necessarily in the private investment section, though it could be
 

there, should I say more about the possibilities of facilitating the outflow
 

of capital through an interest equalization or subsidy fund? If the World
 

Bank has to pay 6-1/2% or so to raise money in private capital markets, and
 

if the IDA were adequately capitalized, the cost of foreign capital to
 

borrowers could be reduced by a judicious mixing of Bank and IDA funds. 
 If
 

the IDA is inadequately capitalized, however, it could push out more capital
 

by becoming an interest-subsidy fund than by being another loan window.
 

How quickly would the capital markets of OECD countries be saturated
 

by bond issues of World Bank, regional development banks, and LDC bond issues
 

backed (or not backed) by guaranties?]
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IX. alance of Pa'nnents Restrictions 

Is there something incongruous about discussing measures to stimulate
 

capital assistance to less developed countries in the midst of a balance

of-payments crisis? Not if one believes that:
 

(a) through aid-tying and related devices, the United States can escape
 

most of the adverse balance-of-payments 
 effects of its aid efforts; 

(b) that the internaticnal monetary m i16 -Ecper.,, ,v i -, ne;d of 

reform anyhow and the appropriate reforms will to some 
extent relax balance

of-payments constraints on the movement of goods, services and capital; and/or
 

(c) that new, non-national sources of revenue should be tapped.
 

Nevertheless, persistent large deficits in 
 the United States balance-of

payments have created a crisis atmosphere which has operated during the 1960's
 

as a progressively greater constraint on this country's development assistance
 

efforts. The deficit has affected both the willingness of the Congress to
 

appropriate funds and the ways in which the Congress and the Executive Branch 

have permitted appropriated funds and private invetment incentives to be used. 

It has also hampered trade liberalization and strer.gthbened protectionist forces. 

The Administration has consistently tried to distinguish between its rich
 

trad.-
 partners and its poor ones, wizh a view to minimizing the adverse
 

effects of restrictive measures on those countries most in need of foreign 

capital, low-cost sources of supply, and export markets. 
 The effort has in

evitably been less than successful. In an int{-rdependent world, it is almost 

impossible ,o introduce restrictions affecting Western Europe while remaining 

liberal with respect to low income countries. 

The practice of tying aid purchases to U.S. sources of supply, which may
 

appear to the a'i-receiving country as an effort to promote American exports 

irrespective of their relative cost rather than as a device to 
save the aid
 

program from deeper slashes, has been almost perfected by now. Tying helps
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to neutralize foreign aid as 
a factor in our international accounts. If all
 

aid is tied, the Congress and the public can be reasonably sure that foreign
 

aid programs will not reduce United States reserves, or not reduce them by
 

more than the 
cost of the imports contained in the expcrted commodities.
 

Moreover, the domestic interests that benefit from the policy will be more
 

likely to suppori the aid programs than if aid is untd 

For the fiscal year 1961, the net dollar outflow from AID programs is
 

estimated to have been about $850 million-. 
 By 1963, it had been reduced below
 

$2C0 millier. By 1967, the leak was a trickle. conmodity procurement charged 

against AID dollar appropriations was ncnfined to U.oS. sources, though it QjghL 

include selected less developed countries. "To qualify for inclusion as 

authorized sources for ATD commodity procurement, the less developed countries
 

must agree to accept payment through U.S. Source Lette rs of Credit under which 

the dollars are tied to financing imports from the US." As of tune 30, 1967
 

only eight countries -- seven of them in Asia and 
cre in Africa -- qualified 

as authorized sources: India, Morocco, Pakistan) PY. 'ippines, Republic of China, 

Republic of Korea, Singapore and Tunisia, Excluded were Thailand, Nigeria,
 

Senegal, all of Latin AericR, and varioLus other aid-veceiving areas. _/ 

_ Agency for International Development, O rat-LuOs I e Data as of 
June 30, 1967, pp. TV. 

In mid-1968, the AID reported that its contri'ution to the dollar drain "had been 

cut to nothing." _/ Unfortunately, so had its immediate contribution to the 

J Agency for International Development, Facts About Aid, undated attachment 
to Information Bulletin of August 5, 1968. 

expansion of international trade on the basis of comparative advantage.
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If all aid-giving nations adhere to the practice of tying their bilateral
 

aid, each will be deprived of the opportunity to earn funds from the expendi

tures of others, to the detriment of its most efficient producers. The tying
 

process inevitably procures less aid for the same amour o money, or raises
 

the total cost of bilateral aid programs over what thpX would cost if purchases
 

were made on the basis of international aimpetii.' V.diing To estimate the 

costs of tied aid to the receiver, it would be desirable to make an analysis 

in a country which obtains all of its assistance from a single source. The 

most serious stud> I have seen, hoe ver, deals with Falfstan in 1.965, when it 

was receiving aid not only from the U:nited St.,-s but Qro from the World Bank, 

the International Development Association and oiner sources, It therefore had 

greater flex-bility and arutwr_ rUa'aining power' than country dependent entirelya 

on French or American aid, 'Ohe author estinated conservatively that untying the 

$500 million Pakistan expected to receive in foreign aid that year would have 

saved Pakistan approximately $60 mill!on. 

"Tied c rdins come in all surts o, packa .:;: ... " y are tied
 
to the country of oriqin, tied to i0i:"sial p,.cts, tied no
 
specific end-uses, in most casep, al t',e , orms cf tyingr
 
are applicable. Ile must important f ,'o-,,, is country-tying 
which makes it dif Vicult O-r resiplent "orortfs Lo Lay adva.
tage of the compi,tiv conditions in . international mark-to All 

1forms of lying rcsu t) in one w'y or anuthu in higher prices. The 
adverse imsplications of tiad crediss extend, hovever, byord the 
question of prices. Tied credits also limit the ability of the reci
pient country to choose an appropriate tLcarolony or int ernamtion,al
 
consultants of its own choice," j
 

J Dr. Mahbub ul Haq, "Tied Credits -- A Quantitative Analysis," in Q9a9l. 
Mvemens: Proneedinns of"a Co Yircncehd heItoraialEonr

Ass .$lco (John H. Adler, Editor, New York: St. Martin's Press, Macmillan, 1967),
 
pp. 326-327. [The $60 million figure imediately preceding the quotation is
 
from p. 331.A
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If the higher-priced items are financed by grants, the receiving country
 

would appear to have no complaint. Yet it is the dollar cost of the gift that
 

shows up in aid statistics, and people in both donor and receiving nations
 

tend to expect a larger developmental di'vidend frm $I00 million in grant aid 

than from $85 million. If in fact $100 million from 7,-i United States provides 

no more in goods and services than $85 million fromr ptaly or Japan, is the 

United States in such circumstances providing any more aid? 

As the United States bilateral progran has moved away from grant aid and 

increasingly into ].oan aid, questions of cost have become more important from 

the point of view of the receiver, parti.u;tlarly because loan terms have at the 

same time been hardening. Less develcped countries can ill afford to borrow 

and pay interest o $100 million in order to ctain equipment that could have 

been obtained elsewhere for $85 million.
 

...it was partly the appreciation of this burdening effect of
 
tying that led to the recommendation at UNCTAD [the 1961 UN Conference
 
on Trade and Development] of reverse tying o:' --payents, that is,
 
obliging the donor to accept repayment in ,hc ds whose production
 
facilities have been financed by aid, ?hL_ r, -ertain element of
'-. 

rough justice in this suggestion, given the p:eval-.ice of aid tying
and the barriers to imports of industrial prcucts into developed 
countries from less developed countries, B-,ut a more efficient solution 
would be for the element of excess cost, ;m scd by tying to be given in 
the form of a grant and charged to some domestic expenditure acco!at 
(as export promotion, domestic transfer., or domestic productcn subsidy) 
rather than against foreign aid,.J 

J Harry G. Johnson, Economic Pccd s Tovj_Lh o Conries, 

(The Brookings Institution, 1967), pp. 124-125. 

The last thing Congress wants to dc, however, is to reveal the true extent
 

of the subsidies to industry, agriculture and shipping that have crept into
 

foreign aid programs. Quite the contrary. The Food-for-Peace Act of 1966,
 

for example, is very specific in requiring that the President, in presenting
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his budget, shall classify expenditures under this act "as expenditures for
 

international affairs and finance rather than for agriculture and agricultural
 

resources." 
 The effect is to overstate the international affairs budget by
 

/ Sec. 403. 

the amount the CCC would have spent anyhow on Food-for-Freudom commodities.
 

The type of reverse tying of repayments referred to by Professor Johnson
 

is virtually standard practice in trade-aid relations between Communist countries
 

and less developed countries. The Soviet Union regularly accepts goods 
-- steel,
 

fertilizer, sugar, etc. -- in repayment of loans for steel mills, fertilizer
 

plants, and sugar mills. 
The United States dismisses this as barter and
 

proclaims its willingness to pay dollars for the imports it needs. 
 But due
 

to an enormously diversified economy and a panoply of protective measures, its
 

import "needs" are modest. 
The modesty contributes to the difficulties of the
 
coun tries
 

less developedi 
repaying loans out of export earnings. In the long run, aid
 

should surely be untied, but in the short run there is 
some injustice in tying
 

bhe outflow to relieve the balance-of-payments problems of the lending nations
 

without mitigating correspondingly the balance-of-payments problems of the
 

borrowing nations.
 

Insofar as the export of private U.S. capital is concerned, the Government
 

undertook, several years before the more acute balance-of-payments crisis of
 

early 1968, to restrict the outflow by: (1)a 15 percent tax on certain types
 

of capital raised by foreigners in US. markets; (2) a voluntary program by
 

which U.S. parent companies try to improve the tret balance-of-payments effect
 

of the operations of their overseas subsidiaries; and (3)a voluntary program
 

by which American banks would hold increases in their foreign lending to 5
 

percent per year.
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From the start, official policy has sought to make clear that these
 
restrictive measures were not directed at the less developed countries.
 
For those countries, the United States aim of stimulating economic growth
 
was to take precedence over its aim of controlling the outflow of United
 
States capital. Accordingly, the 15 percent interest equalization tax was
 
made applicable only to capital exports destined for the arlvanced countries.
 
For the 
same reason, the voluntary program for improving the balance-of
payments performance of United States companies with foreign interests was
 
limited to transactions with the advanced countries.
 

But the distinction was badly bl .'red in the Federal Reserve Board's
 
voluntary program for curbing overseas bank lending. 
Here, the ceiling

imposed on bank loan increases was global in nature. The only special

recognition given to the less developed countries was a recommendation to
 
banks that, within the global quota, priorities be given first to export
 
loans and, second, to loans for the less developed countries.
 

A curtailment of this sort defeats the United States objective of
 
encouraging the development of the less developed countries, and above 
all, of the private sectors in those countries. What is more, there is 
a real question whether the curtailment does much to help the balance 
of payments position of the United States. J 

/ Watson Report, pp. 27-28.
 

Under the "Action Program" introduced by the President early in 1968 to
 

surmount the heightened United States balance-of-payments crisis, the situation
 

of the less developed countries was made still more difficult. Capital has
 

become more costly, the volume available for foreign Tnvestment has been further
 

reduced, and the refinancing of debts has become harder. 
Yet the Action Program,
 

however successful in mitigating the immediate crisio, will not obviate the
 

need for fundamental reforms in the international monetar, system. MWan.hile,
 

the rigidities of the world financial system will continue to operate as a
 

constraint on developmEnt assistance programns. The problem, therefore, is
 

both to expedite reform of the system and, in the interim, to minimize more
 

-L~aginatively the constraints on development assistance imposed or encouraged
 

by that system.
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X. New Sources of Development Finance
 

The principal sources of development finance heretofore mentioned in
 

this paper have been appropriations of public funds; private capital raised
 

through bond issues, tax concessions, and investment guaranties; and foreign
 

exchange earned by the less developed countries through trade liberalization,
 

tariff preferences, export promotion, and funds or facilities for the compen

sation of unavoidable shortfalls in export earnings. The most promising
 

additional source is international monetary reform. It could provide $1
 

billion per year during the 1970's. Another possible source is international
 

licensing of the privilege of exploiting the seabeds and ocean floors beyond
 

the limits of present national jurisdiction.
 

The Special Account created by the International Monetary Fund for
 

Special Drawing Rights (SDR's) was referred to in the discussion of changes
 

in the international economic environment since the end of World War II.
 

The Special Account owes its origin, not to the export and import problems
 

of the less developed countries, but to the need of the entire trading world
 

for a reserve asset to supplement the gold and dollar balances held by
 

central banks. All IMF members, it is hoped, will become participants in
 

this new account. Each participant will have a quota, which is expected to
 

be the same as its regular IMF quota. Its entitlement to share in any issue
 

of special drawing rights (i.e., to obtain some of the new "paper gold")
 

and its voting power in the Special Account will be based on its quota.
 

Countries receiving SDR's will be ?'b1P to count them as 
part of their
 

reserves. Although the creation of the SDR as a new reserve asset consti

tutes a genuine step forward, and the contemplated arrangements for access
 

to this asset do not discriminate against less developed countries, an
 

almost painless way of favoring them is being missed.
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In the circumspect language of the Managing Director of the IMF:
 

...a certain amount of disappointment has been expressed in some
 
quarters that the agreed scheme does not provide for a specific link
 
between reserve creation and development assistance. At one time a
 
great deal of attention was 
paid to proposals of this sort, associated,

in particular, with the name of Maxwell Stamp and elaborated by a
 
committee of experts convened by the UNCTAD. 
The general conception
 
was that the bulk of any new reserves deliberately created to meet a
 
world need for liquidity would, in effect, be distributed through

international investment institutions [for example, the International
 
Development Association] in the form of development assistance and
 
would be acquired by industrial countries-not given to them, but
 
earned by them-in exchange for goods and services supplied to the
 
developing countries.
 

While there was nothing technically impractical about this way of
 
getting new reserves into circulation among monetary authorities, the
 
idea was generally unwelcome to industrial countries who felt that the
 
Drovision of aid and the creation of international liquidity called for
 
two distinct decisions, each of which should be taken deliberately on
 
its own merits by appropriate procedures, and that reserie creation
 
should not provide a back door through which aid-giving could be freed,

in some measure, from the restraints of parliamentary control over
 
empenditure.-/
 

_I Pierre-Paul Schweitzer, "New Arrangements to Supplement World Reserves
 
and Their Implications for the Developing Countries," Supplement to Inter
national Financial News Survey, International Monetary 5ind, December 15,
 
1967, p. 417 (underlining added).
 

After the first tranche of SDR's is in circulation and the time has
 

come for a second issue of SDR's, the deliberate forging of "a link between
 

reserve creation and development assistance" may seem more sensible, more
 

urgent, and less sneaky than it does today. 
Using newly-created SDR's as a
 

basis for IDA credits to poor countries could add substantially to the vol

ume of aid resources - perhaps as much as $1 billion per year - in the 

form in which they are most needed -- under the control of a competent
 

multilateral agency, untied as to procurement sources, and available on a
 

truly long-term, low-interest basis.
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Early in 1965, in a report entitled "Guidelines for Improving the
 

International Monetary System," the Subcommittee on International Exchange 

and Payments of tlhe Joint Economi,, Comnittee o_ the U.S Cog-3ess opposed 

any close link between the ,:reatior of new interrr.zticn-.1 monetary reserves 

and lcng-teim- aid to less developed co'entrie3, pr-rn::1-'i.ly ber;,cuse it was 

thought that oor.ec:tirg them woc i r.,>'ee o.[ re1 

agreement on new monetary :1trar .exn-.ts B' ia, 1w bers 

of the Committee - Representaiv-;= Her-y- Re . , . d Robert Ii. Ellswcrth 

were -urgirg that there be a link. 

"The Wcrld Bank shoufld take t e ir:itiatile in prcpo.ing a plan to 
link new re,.erve creation wit' t-he provision of additionl. assistance 
to the less developed countries. 

.. There shoOd e nor dic,:on on ,ow to dveiop two distinct 
but complementary sets of fozei. a id f m .a*,ion. One would be based 
on conventional ontribusior' ott of rtiona! -e-:3 and financed by
domestic taxation. The other wotJrd irvoi, 2 r ,gYi.s ide a portion of 
new reserve creation for the deveLopirg rio 

As an exp,-rier--eu and wel!c-re~arded '..- -i ,_nt for 
extending aid. the World Bh.:::k -u!! Jak,- .e in a. king thet ;, 
IMF to dedicate some part of r . - - , ., E_4p. ai. Once 
the IDE and the Group of Ten Lave t -' o- a :few mechnism 
for creating res-rves, th- Wo:Ld t_ ,: m p.,1 t the Inter
national Development n the : -TAssocatio. . [ .r i entional 

iM ,national contributio- iy: part cy:d .. o IDA tsnds,
 
guara.ntee, >y the Wrld Ba.ik; w-:-;, [ 2-."-t C'
 

assets 
 .. rw 

Off Dead Center: Some Proposals - World E(noino. opeuto S+-mgten rt 
ILE, a Report to the Joint Economic Committee, Congress of the United States,
by Representatives Henry S. Reuss and Robe:- F. Ellswo.,th (December 20, 1965) 
pp. 16-17.
 

A similar recommendation was made by a group of United Nations experts
 

in 1965 and by late 1967 the Congressional Subcommittee on International 

Exchange and Payments was virtually unanimous in trgirg that the US Governors 

http:pr-rn::1-'i.ly
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of the World Bank and the IMF, after activation of the new agreement on the 

creation of Special Drawing Rights, "should start to direct thought and 

dialogue in both organizations to the possibility of liniking the new reserve 

creation with the provision of additioml assistanue to the less-developed 

countries,"-/ 

Guidelines for Improving the International Mone",ry System - Round Two, 
Report of the Subcommittee on Internationel Exchange and Payments of the 
Joint Economic Committee, Congress of the United States (December 1967), p. 
8. For the recommendations of the UN group, see Unite' Nations, Inter
national Monetary Is_ues and the Developing ountries, Report of the Group
 
of Experts (United Nations, New York, 1965).
 

In summarizing the case for a vigorou-s punch in this direction, it has 

been cogently argued that, although not an either-or proposition, it should 

be easier to persuade governments in developed contries to forego a small 

part of the massive benefits from monetary 2 eform b.sn it is to accept the 

obvious costs of appropriated aid funds, or tariff coni.essioro, or higher 

commodity prices. 

"Resource transfer. via monetary reform also are easier because 

they are mu-h more in the hands of technocrats than of legislatorm, One 
has only to contrast the ease of swap arrangements between central banks, an
 
important resource transfer, with the problem of aid transfers to appreciate
 
this factor."-!
 

/ 

Gustav F. Papanek, "Changes in Aid Strategy," paper prepared for Confron
tation convened June 10-15, 1968, by Vienna Institute for Development,
 
pp. 26-27.
 

To maximize the amount of development assistance via monetary reform
 

and to make the building of internat'onal community a cooperative enterprise,
 

all of the richer members of the IMF should agree to an allocation system
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that distributes the bulk of the SDR's to poor countries or permits them to
 

be used as 
a basis for IDA credits. Pending a multilateral decision, how

ever, there is nothing to prevent voluntary decisions by individual wealthy
 

countries to increase their foreign aid by an amount equal to their share
 

of SDR's or to some sizable fraction thereof. An aruiouncement to this effect
 

by the United States, which is entitled to about 25% of all the SDR's issued
 

on the basis of the present quota agreement, could have an important gal

vanizing effect on development financing.
 

Debt-rescheduling represents another source of development finance
 

worthy of mention. Now that service charges on outstanding loans to less 

developed countries approximate $4 billion per year, a reduction of only 10% 

in this reverse flow is equivalent to $400 million in additional aid. The 

technical problems of working out sensible re-scheduling arrangements are
 

formidable, however. 
The United States may be willing to help the needy in
 

India or Indonesia, but it has no desire merely to make it easier for those
 

countries to repay short-term commercial credits th.at rp'.er siiould havp been
 

extended or loans Soviet
medium-term from the Union and Western Europe that 

were made on stiffer terms than those of the United States.
 

In special cases, debt-rescheduling will undoubtedly be resorted to in
 

the 1970's - modest steps in this direction have already been taken  but
 

the procedure will continue to be frowned upon. 
Substantial rescheduling
 

not only undermines the basis for further lending, it destroys the illusion
 

that loans have character-building virtues lacked by grants.
 

Vesting ownership of a revenue-producing resource in the United Nations
 

or some other international agency, or conferring upon it the power to tax
 

or license, could do more than provide a new source of development finance.
 

It could represent a real breakthrough in strengthening the international
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community vis-a-vis national governments and transnational corporations.
 

For that very reason, governments have not been enthusiastic about recurrent
 

proposals to give the United Nations title to the mineral resources of the
 

oceans and ocean beds, the right to levy a tax on intern-tional trade or 

international capital movements, or to tax transrational corporations. 

Governments rich or poor, however, uan hardly view with equanimity the
 

prospect of a wasteful, anarchic scramble for petroleum and other mineral 

resources in the oceans beyond the territorial limits established by the
 

1958 Geneva convention. The scramble is a real possibility. Until 1962,
 

offshore oil and gas drilling was limited primarily to the Gulf of Mexico
 

(off the Louisiana coast) and Lake Maracaibo in Venezuela. It has now
 

spread to the waters of more tian 80 countries.
 

"Fifteen years ago offshore drilling was within Li miles of the 
mainland; today some US wells are more than 75 miles fr.m shore. 
Fifteen years ago there were approximately 200 offshore US wells in 
vater depths not exceeding 70 feet; today th're are more than 6,000 
US producing offshore wells, and some of the most recent are being
drilled in water over 600 feet deep. ...some large oil and gas 
producing companies now have more than 50 percent of their lease 
holdings offshore. 

...Total investment of companies in offsihore ac.tivities, according

to some authorities, will have quadrupled by 1980P increasing from
 
$13 billion in 1968 to $55 billono"J
 

- Dresser Industries, Inc.; Third Interim Report, 1968 (Dallas, Texas;

August 22, 1968).
 

If offshore drilling in waters beyond present territorial limits
 

produces a substantial proportion of the world's petroleum output, the less
 

developed countries may suffer doubly - first, through the loss of income 

from deceased interest on the part of the big corporations in exploiting 

the more conventional sources, and a second time, from delay by the inter
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national community in setting up machinery for licensing deep-water exploita

tion and using the proceeds for development purposes. Moreover, invebtment
 

in deep-water exploitation will be unnecessarily risky for the investors
 

without the kind of legal safeguard provided by a license from a recognized
 

international authority.
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XI. Concluding Thoughts 

Projections of the requirements of less developed countries for net
 

inflows of long-term capital are forever being made and it has become
 

fashionable for knowledgeable Americans to dismiss them rather airily. The
 

techniques for making projections are improving steadily, however, and the
 

results of recent estimates do not differ astronomically. Most of them are
 

based on lower per capita growth rates in poor countries than I consider
 

attainable or desirable. But with reasonably good management, the broadly

shared 4 percent per year per capita growth rates that I favor for poor 

countries during the 1970's can be obtained with inflows in the range of 1 

percent of the GNP of rich countries. 

Not all of the 1 percent, moreover, needs to be obtained by resource
 

transfers from rich countries. New sources of assistance not now the
 

property of any national government - income from licensing the exploita

tion of petroleum reserves beyond the continental shelf and, in the monetary
 

field, paper that is as good as gold - constitute potentially important
 

alterrLtives or supplements to "levies" on national governments. For the
 

portion that ought to come by way of transfer from the United States, more
 

could come from the private community if mechanisms were set up to guarantee
 

bond issues floated by less developed countries or by an American Develop

ment Bank, and if various other incentives to foreign investment by
 

individuals and corporations were adopted. The government contribution
 

could go farther than it does if, instead of being available only for grants
 

and loans, part of it could be used as an international subsidy, thereby
 

permitting less developed countries Lu borrow, at interest rates of 2 or 3
 

percent, money that costs considerably more than that to raise.
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At present, the obligation of rich countries to come to the aid of poor
 

countries is at most a moral obligation; there is little in international
 

la:, that requires them to do so. With all of the rich countries, most of
 

the middle-income countries, and many of the poor countries themselves in
 

the aid-providing business, the moral obligation may gradually be transformed
 

into a legal one via the adoption of an international development charter
 

that has some binding force or by the strengthening of existing institutions
 

and arrangements such as the Alliance for Progress. As development takes
 

root and more countries move into the middle range of the spectrum with
 

respect to at least some aspects of development, the burden of helping those
 

in lower ranges will be more widely shared.
 

Prevailing concepts of national sovereignty and national interest appear
 

to require distinctions, not only between needy fellow men within one's
 

country and those beyond its borders, but also additional distinctions among
 

those beyond its borders. In bilateral programs, inhabitants of countries
 

having historic ties, friendly relations, or special claims on aid-giving
 

nations receive preference over equally needy inhabitants of countries with

out special claims. Since multilateral programs cannot be expected to play
 

favorites on these grounds, bilaterally administered contingency funds and
 

special assistance may be needed to finance bonuses to particular governments
 

after the bulk of American aid has been put under multilateral auspices.
 

Fellow-feeling between man and man is a concomitant of development. 
 It
 

is conspicuously absent within many of the less developed countries. There,
 

the few who are rich are often very rich indeed and distressingly reluctant
 

to pay taxes or decent wages, or to assist in other ways the many who live
 

in abject poverty. So long as rich citizens in poor countries remain blind
 

to their obligations, average citizens in rich countries will find it
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difficult to support ungrudgingly programs for the transfer of resources to
 

poor countries. In this respect, tax reform, social justice, and concentra

tion of benefits upon the neediest elements in less developed countries
 

deserve high priority. However, since less developed countries almost by
 

definition have been neglecting actions that would speed their development
 

and reduce disparities in privileges and income, it will always be easy for
 

more developed countries to cite reasons for niggardliness in aid giving.
 

Whereas no physician in his right mind would administer penicillin to an
 

ailing patient in half doses, insufficient aid for an ailing nation has been
 

a frequent prescription.
 

On the basis of the most relevant criteria - capability of the United 

States to supply development assistance without denying itself resources 

needed for higher priority purposes, requirements for those resources to 

expedite growth and change in the low income world, probability that they 

will be put to productive use, that the efficiency with which they are used
 

will increuse as we learn more about the development process and how to
 

influence it, and that the end results will be less detrimental to the interests
 

of the United States than refusing to give assistance or supplying it
 

sporadically and in inadequate volume  the US effort should be considerably 

larger in the 1970's than it was in the 1960's. In proportion to GNP, how

ever, foreign aid can be less than half as large as it was in the late 1940's 

and early 1950's and still be "large enough."
 

The public sector, it seems, is consistently short-changed. Urgent
 

social needs go unmet, while marginal private needs -- for second and third
 

family cars, color television sets, summer homes at the beach - can be
 

indulged. Because of parochial attitudes about the size of the public
 

sector and the purposes for which public funds may be spent, the war on
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poverty at home is being waged penuriously and inconclusively. While this
 

is so, the war on poverty abroad is bound to suffer. Even a generous and
 

vigorous prosecution of the domestic war will not secure a generous flow of
 

foreign aid but, initially at least, will simply increase the competition
 

for available resources within the perennially short-changed public sector.
 

Assuming that as much as possible will be done on the trade and private
 

investment fronts to help less developed countries, what changes in the
 

foreign aid program are most urgent? The first, of course, is to step up
 

the total net flow of resources to less developed countries to a level closer
 

to their absorptive capacities. In part this means easing the debt service
 

burdens of countries such as India so that less of what they now receive will
 

be needed for interest and amortization payments on previous borrowings.
 

Even more so, it means an increase in new grants and loans. Within the
 

capital assistance category, more program assistance is required for coun

tries that are no longer at the earliest stages of development. This should
 

not mean abandoning project aid, but rather allocating more of the increase
 

in capital assistance to program aid.
 

.epay-off on high quality technical assistance - the kind that has
 

been provided by the Ford and Rockefeller Foundations, the Goverrment of
 

Israel, and many individual United States Government employees has been
-


greater than is generally realized and an increase in good technical assis

tance deserves a high priority. Neithe- the international agencies nor the
 

US Government seem yet to have found satisfactory arrangements for adminis

tering technical cooperation programs. This has led me to endorse the idea
 

of a quasi-public foundation or corporation which can focus on the long
 

pull, offer career services to certain of its employees, and operate much
 

more flexibly than public agencies. The risk, of course, is that the
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creation of the new agency may only fragment the development drive that
 

needs to be integrated.
 

For how long should the United States continue supporting a sizable
 

development assistance effort? A real push in Latin America, I suspect,
 

could break the back of the problem there during the 1970'So Self-sustaining 

growth in the least developed portions of Latin Anerica, Asia and Africa is 

probably farther away. While the initial objective of development assistance
 

should be to help poor countries reach the point where they can grow at 

close to maxiunm rates without encountering balzi)e cf pagments crises, it 

hardly seems probable that in the long ruLthe United States will be satis

fied - or indeed permitted - to leave to their own devices countries that 

are still quite poor. 

Poverty, like development, is relative. A per capita income of $1,000
 

today is enough to put a nation into the upper middle income group. A
 

nation that now has a $200 per person per year income and increases that at 

the excellent rate of 4 percent per year will take more than 40 years to 

reach the $1,000 level. By then, however, a nation now at the $1,000 level 

growing only half as rapidly, will have surpassed the $2,200 level, thereby 

widening the dollar gap and leaving the first country still poor not only in 

relative terms, but probably in absolute ehility to ensure the survival, in 

good physical and mental health, of its inhabitants. The same forces that 

result in income transfers from richer to poor-er citizens and from richer 

regions to poorer regions within a progressive nation-state like the United 

States will work toward institutionalizing income transfers in the world as 

a whole and reducing the extremes between nations. 

The larger, longer-lasting, outflow of development aid from the United 

States that I consider essential faces almost insuperable domestic political 
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hurdles. The American public appears massively indifferent, perhaps because
 

its humanitarianism and fundamental decency have not been properly appealed
 

to. 
The Congress has no desire to authorize "back door" financing and has
 

become increasii,.y hostile to "front door" financing. How can a Congress 

that considers the present program too big and open-ended become reconciled
 

to the larger effort that is needed?
 

For believers in democracy, there can be only one answer: education,
 

not necessarily of the masses 
- the mass market for detailed information on 

foreign policy issues is practically non-existent - but of opinion-leaders
 

and key Congresnsmen. Because the public at large is indifferent, the indivi

dual legislator has great latitude on foreign aid. 
 If he is educable at all,
 

he can be influenced by the views of a few people whom he genuinely respects.
 

Since the demise of the Center for International Economic Growth, there
 

has been no national, non-governmental, independent citizens' organization
 

engaged on a full-time basis in research and education on the problems and
 

needs of the less developed countries and the US response thereto. No public 

support group is dedicated to evaluating development assistance programs and 

making policy recommendations; preparing educational materials on these 

matters and disseminating them; or maintaining liaison with opinion-leaders
 

in the executive and legislative branches of the US Government, as well as 

with those in international agencies, mass membership agencies (churches, 

labor unions, business groups, etc.), universities and private organizations 

at home and abroad. An effoit to launch such an organization under the name 

Overseas Development Council is now being made. 

If the Council is launched, it could study recommendations such as 

those made in this paper and build up backing for those that appear to 

deserve support. This should apply not only to the overall thrust  a 
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transition ±( multilateral assistance via strengthened multilateral mechanisms 
-

but also to the specific measures suggested. Can public and congressional 

opinion be prepared for making the second issue of SDR's a basis for the 

extension of credits from the International Development Association to the 

less developed countries? What other independent sources of revenue can most 

appropriately be assigned to international agencies for development purposes? 

Would the creation of a private investment corporation and a technical assis

tance foundation merely confuse an already confusing situation? 

To what extent should future income transfers be a part of a "foreign 

taid" program? Can one appropriately think of the "foreign aid period" as the 

more heavily subsidized era preceding achievement of five to ten years of
 

growth at an overall average rate of 6 percent or more per year, and the sub

sequent period (in which the principal need may be for loans at less than
 

commercial rates, topped-off technical assistance, more sophisticated industrial
 

processes, and a larger influx of tourists) as somewhat different in conception 

and financing? 

How far ahead should one attempt to see? In the perspective of human 

history, the 20-odd years since the close of World War II constitute but a 

moment. A beginning hao been made on the promotion of orderly growth and
 

evolution in a disorderly world. Much has been learned but much remains
 

unknown. 
The glamor of aidf'ig exotic lands is wearing off. The voices crying
 

for action on the home frort to make our cities habitable and enable our
 

people to live in harmony are loud and clear.
 

Ignored for far too long, they are now drowning out the claims of lands 

across the seas. If we can hold down the defense budget after extricating 

ourselves from the morass in Vietnam, we can devote more of our resources, 
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ingenuity and know-how tn the solution of urgent domestic problems. We can 

also, if we consider it important enough, devote more of our growing GNP to 

the relief of poverty and the reward of self-help in low income countries 

beyond our borders. But have we the wit and the will to make that decision" 


