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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 addrosses itself
to one of these 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 iwc 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-sncrusted set of programs inherited from an era in
which the United States was wirtuslly the sole provider of aid on a
significant scale is no longer appropriate. Aid "works," but our arrange-
ments for helping it werk are antediluvian,

Development assistance — financial and technical assistance fram rich
countries tc promote modernization in poor ccuntries -— needs to be separated
conceptually, organizationally and every other way, from military =2id, from
emergency relief, from supporting assistance to friendly govermnments, and
fram 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 vparticipation 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. OGnawing doubts and contradictory asserticons 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 ratiopale 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 econcmic, 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 aud
receivers of aid, rates of growth which are impressive by any hictorical
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 those 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
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paper suggests that full responsibility Jor capital assistance to less
developed countries be transferred to the Wor!d Bank Group and the regional
development banks by 1975. The disposition of technisal assistance is more
complicated; in addition to an expansion of multilateral efforts, the
creation of a Technical Assistance Foundation is recommended.

The present network of autonomous and quasi-a:tonomous international
agencies is ill-equipped to give the development effort the focus and
direction it needs. No one is really minding the store; i.e., exercising
any kind of overall control. A genuine Dirsctor-General (or Directorate-
General) for internaiional economic affairs is not in the cards withiu the
short-term future. The sense of intzrnational community is too faeble,
understanding of the strategy of develcpment is too rudimentary, and revo-
lutions, whether of rising expectations or rising frustrations, are too
disorderly.

It is not, however, toc early to begin thinking about devices for
strengthening the sense of inte:national community and the related machinery
for promoting economic, social, and civie devslogmsnt, A task force for
this purpcse should be created, perhaps in cornjunction with the "grand
assize" of development experience by the international commission headed
by Lester B. Pearson.

Assuning that US capital assistance for development 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 poscible,
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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;

(¢) 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;

() 1If 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 assistence, 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;



5.

(f) Provide the authorization for capital assistance to low-income
countries until 1975 in amounts that, together with flows of nonappropriated
long-term capital, aporoximate 1% of the gress 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 ccordinating office, succeeding perhaps the National Advisory
Counicil on International Financial and Monetary Policies insofar as policies
with respect to less developed countries are concerned. The streamlined ATD
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 importance of enabling less developed countries tc 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 agencieg 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 tc make the job primarily a multilateral enter-
prise, expects to phase out the operational responsihilities of the least-
loved symbol of its bilaeteral 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 menticn 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
almest painless way of favoring them is being missed.

To date, the industrialized countries liave been unwilling to endorse
any of the arrangements whereby all or most of the reserves created to meet
a world nsed 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 autamatically, If the growth of world trade

Justifies the creation of SDR's in the amount of $2 tillica 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 1870'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 Americsn
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 Damestic and International Enivironment:

Basic Reason for a New Aid Program

Insofar as learning the lessonc of 20 yeurs in the foreign aid business
1s concerned, the United States is still very mich like Shakespearets
"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 scme of my previously published writing, including:

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

Inoternational Development and the U.S. National Interest, Flanning
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
unwilliing 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 wainhibited pursuit of "truth," it aprears to flaunt America'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 Crouip, 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 Statcs can retreat. It can continue its multilateral
corntributions at approximately present levels, but terminate all its bilateral
foreign economic aid, or all but Food-for-~Freedom ard 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, econamically or politically than at present;

(¢) It can (in theory) substantially enlarge its program, to attain
the 1 parcent of grosé national product that has been recommended as a target

lovel for the flow of lo.g-term financial resources from high-income to
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low-incame countries; and it can calculate that 1 percent much more realis-
tically than thz current practice of indiscriminately lumping grants, loans,
Food~-for-Freedom, and other items of disparate real value;

(4) 1t can, without substantially altering the level of aid, change
the bileteral/multilateral mix in the direction of much gfg;%er reliance on
multilateral instruments;

(e) Tt can try to break out of the aid syndrome and integrate more
fcrmally aid, trade, investment, and cultural exchange policy into a broad,
long-rangs strategy for pramoting development in the low income countries
anc 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?
Tha worid 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 comnunity 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, 19G8), 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
civie), or "modernization"™ of Low~income countries, as tﬁ;‘ﬁbinaipal
present objective of foreign aid; it would look different if the military
security of the United States, the prevention of any sxtension of Soviet
influence in the world, or the attainment of markets for TS products were
the principal objective. With development accepted as the objective,
choices could be posed in terms of categories cf countriez 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 tc launch family planning throughout the low-
incame world, with results judged on the basis of progress toward global
turgets. 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-incame countries
so that they would be less vulnerable to communist invasion. During 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 Ccngress.

In the 1960t'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 Assigtance Act of 1961, Dwindling 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 desvelopment 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 Duvelopment 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
International Development into a planning and coordinating office rather
than a major operating agency. At the 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, cconomic 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 econamic 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 wo
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 European Recovery
Program, the Mutual Defense Assistance Program, Point IV, and various
military alliances, and that the United States has been learning by doing
rather than waiting until it had all the answers, iz consistent wit@;the
pragmatic, action-oriented temperament of this country. In this observerts
view, the procedure was not only consistent with the American temperamsnt,
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 bambing and killing of Woiid War
IT were brought to a halt, the sccond most productive workshop in the
world -~ Western Eurcpe - lay physically devastat:l and deeply damaged
econamically, politically, and psychologically. Half a world away, a
terrifyingly potent new source of encrgy had been revealed in the atamic
baombs dropped on Hiroshima and Nagasaki; Japan's "so-prosperity sphera" had
been split asunder. The kKuomintang of Chiang Kai-Sh2k was losing its grip
on China and cammurist forces under Mao-Tse-tung 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 atam, 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 o formidable
bulwark against the forcss 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 coliaborating 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 comuunism and the reconstruc-
tion of Western Europe and Japan soon claimed top priority —- objectives
samewhat 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 f:rast

postwar decade seemed to the United States far from headlong.
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In 1949, the USSR exploded an atomic bomb. In June 1950, communist
forces invaded South Korea and the United States, under a United Naticns
umbrella, responded to the challenge. Hostilities continued until July 1953,
by which time 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; fzequent border incidents threaten to touch off
more general hostilities.

During ihe 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 Ewr'ope and Japan, with generous American
aid, rose to new heights of prosperity and productive power, This triumph
of American policy was not unalloyed. 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 damestic 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 Community snrvived
a series of crises and emerged as a major force in world affairs.

The cammunist world ceased to present a monolithic facade, if indeed
it ever did. Polycentrism, to use the current jargon, has steadily under-
mined the power 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 come 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 revolugaon (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
eccnamic 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 vroken out between the Arab
States and Israel. India and Pakistan, and India and China, have marched
against each other. Numerous other threats to the peace have erupted in
both the more developed and lsss developed regions of the world — in Berlir,
the Congo, the Formosa Strait, Quemoy and Matsu, Cuba, and elsewhere —
particularly in the low income world.

Saddest of all for the united 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 available 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 Environment

The economic situation of the world, not surprisingly, has changed as
drastically as the political and military situation. The United States!
share 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 Evope 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 Brockings 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 ad justment among
separate countries, however, are nct o regarded whenthey cccur among regions
within a large country. A new view is gaining ground among analysts of
international capital markets., As reported by a piloneering 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
liguidity deficit of the United States is important to sustain that
growth. Contiruation of that deficit, however, 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 Triffin, and others
(Princeten University Press, 1966), p. 192.  Mr. 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 arnd to buy (and hold) the
securities which capital-formers are willing to issue." (p. 179).

Recognition that the internaticinal 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 cn 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" irmportance 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 commnist 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, cammercial 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 became hard. The "hard options," however, have not beccme
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



21,
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 twc 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 is true that time horizons 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 incame countries which are
themselves seriously interested in modernization, is becoming the agreed
objective of internutional 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 ald. 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-incame world has emerged as ‘the principal
objective of bilateral foreign aid efforts, so it has become the principal
econamic and social preoccupation of the network of international machinery
erected during the last two decades. The never-ending scrutiny of riational
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 compe-
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 = growing consensug, not only about development as a goal, but
also about the nature of the development process, and the desirability of

pramoting growth in non-discriminatory fashion.

The American Domestic Scene

The speedy reconversion of the American economy without major unemploy-
ment after World War II confounded hostile eritics of the country., The
United States appearei 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 subject to elimination through the continuation
and expansion of welfars programs begar. in the 1631z, The pockats swelled
as a recult of the mecharization of agricultire a-d s maszive migration of
displaced Negroes (and whites) from wural o wrban arsas, A simrltancous
movement of middie and upper-income whitas from ih- citiss to the suburbs
resulted in Negro "ghettos™ ir all the larger -ities. In consegquencs, poverty
at hane became a political issue during ths 196¢'s,

To tke inflationary torminclogy of tha day, the Tnilzd States envisaged

" at hame and

itself as engagel in a two~rront "war on poverhy," "fighting'
abroad, with a zising priority Jemanded for the domastic front and remark-
ably little effcrt being made to apriy the lessons leavned on one front to
the other, Comparel to the efficisncy and ingenuity with which this country
motilizes its resources for military Yurpoges, its attacks on the poverty
problem are puny affairs, long on rhetoric and shord on performance, My
present purpose, however, is nct to draw the ecasy inviilious comparison
between masgive military and modest non-.ailitary efforts. It is rather to
draw attention to the domesti: and international sides of the non-military
"campaigns" and to ask whether the divores betwsen them should be as broad
as it appears to te,

The mountains of literaturs on econamic develozment and foreign aid are
replete with references to ruiedies of yesterycar -~ to agri-ultural exten-
sion services, vocational education, cooperatives, hybrid corn, and the like,
They are, however, singularly devoid of refersnces to what we have learned,
and are learning tolay, from the civil rights g¢truggizs and the domestic war

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

versa.
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The pramotion of econamic growth and social change abroad has been the
province of foreign policy specialists, development economists, and a
heterogeneous crew of technicians in the Agency for International Develop=-
ment and predecessor agencies, the State Department, and the international
divisions of certain cther agencies. The federal agencies most directly
involved in the war on poverty at home hzve been the Office of Econamic
Opportanity, the Departments of Fealth, Elvcation and Welfare, Housing and
Urban Development, Laber, 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 concernad with the Alliance for Progress or with development

assistance for India, Pakistan and Nigeria.-/

/ The OEO's Job Corps is to same extent modeled on the Peace Corps. An
Associated Press dispatch of December 1, 1967, mentions an experiment in
whilch six former members of the Job Corps had been sent overseas as Peace
Corps volunteers, Officials of the Peace Corps described the program as
"successful even bsyond our original hopes." (New York Times, December 3,

1967).

Analogies between the revclutions of rising expectations or frustrations
at home and abroad can be cverdrawn. Yot 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 comminity. The less developed countries have sought
integration in a nascent international cammunity. Both ask an end to second-

class citirenship, 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 ac condemned by persons of another, paler hue, to live
in a world they never made, unier arrangements that perpetuate their subor-
dinate status.

Both groups suffer beczuse of the tendency of critics to confuse the
past with the presant and the exceptional with the average, Oritics of the
domestic poverty program sometimes argue that becausze the Trish or the Jews
or the Poles or some other immigrant group managed 1o cvercome its initial
handicaps without federal and state assistance, the underprivileged of today
could do likewise if they worked harder, studied more, spent less, and saved
more. Like-minded critics of foreign aid point to Canada, Sweden, and other
countries that have achieved high standards of living without foreign aid.

Critics with less interest in historical analogy assert that because
particular individuals with slum backgrounds have atbained well-deserved
eminence in contemporary America, other: could, .o, if they were so inclined.
The parallel argument in foreign aid iz that Malaysia or Mexico or some other
country on one of the less-developed continents ic doing better with almost
no aid than nearby nat’ e that have received generous amounts. With millions
of slum-~dwellers in the United States, and with 80-0dd less developed
countries in Asia, Africa, and Latin america, there aze bound to be exceptions
in both groups; they prove very little about thz policies 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, FEut man does not live by historical standards alone. Digsatisfaction,

disenchantment, and xenophobia are rampant.
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Tiic 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 mament in history will be attacked as inadequate, ineffec-
tive and insulting a few years later -— if the psychological mament for
adopting them has been allowed to pass.

Token efforts will not suffice; camprehensive multi-faceted programs
are needed. No single nostrum, whether betuver schools, decent housing,
vocational education, birth control, or work relief, will do the trick., The
difficulties of functioning at hame 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 cammunications gap, how to
evoke popular participation in constructive development efforts, how to get
through "to the people," ave 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. 1In 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 couastitute an élite increasingly

igsolated 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 ath 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 Government 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 .rom 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
assictance is provided, and toward income maintenance via social security
payments, negative income taxes, guaranteed unnual 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 Governmment makes it hard for the country to adopt a stance
appropriate for the 1970's., Because foreign aid has had no organized
damestic constitusncy, the debates on the avthorization and appropriation
measures have regularly given the Congress its greatest opportunity to vent
its frustration and irritation over the Presidentts conduct of domestic and
foreign affairs and ths unmanagzaable onward rush of ovenls in a troubled
world. TIa the never-ending struggle hzlwean the Legislative and executive
branches for power, they offer the former g:on2 and rops for hamstringing
the latter.

The Congress, in addition to providing the public funds which are
needed, should rrovide some broad guidelines for their use. The national
interest will be best sorved, however, if the lagislative branch gives to
the larger, better-staffed exescutive branch considerabls 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 outlo-k, regardless of the
irritations of the moment., Th= rzason for a broad grant of discretionary
authority is not becauss the executive branrch is viser but becauss legisla=-
tion is a much mors exulogive, unilateral, and inflaxible device than negotia=-
tion for securing, for instance, a chenge in Egyptian policy, compensation
for nationalization of Amsrican property, or preference for the small business
enterprise,

The check 1ist of statutory criteria which must be satisfied before
loans fram aid appropriations can bz approved includes 63 items, many of
which, viewed separately, may appear defencible., Together they constitute a
straitjacket. When foreign aid legislation is expanded by the Congress from
the establishment of gemneral guidelines inbtoc the pieparation 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 sametimes prove helpful, or that the witholding of aid is

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

The fundamentally charged domestic and international environmeni means
that virtually all the familiar geo-political moorings of US foreign policy
have become unhinged., Whz% for yesrs seemed axiomatic now seems dubious.
John F. Kennedy may be the last President wro could, without creating a
credibility gap, maintain that "We in this country...are—by destiny rather

than choice-—the watchmen on the wallz of world freedom."—/

—/ Cite source.

The interventionist policy articulated in the Truman Doctrine in 1947
is finding its finel fateful expression in Vietnam. At the very time the
US has come to queation most ssriously the rationale for its involvement in
the less ceveloped countries, it is most deeply involved,

Communism nevertheless seems a less cortagious disease than when,
according to the domino thecry, its presence on one side of a frontier was
believed deadly alsc to the population on the other side of that frontier.
Forward military bases have become less valuzble to the United States.

Military pacts that harness a mouse to an el<phant do not add noticeably to

0]

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

ot the elephant always reassuring to the mouse; the willingness and capacity
of cuteide powers to exeri a sustained, bteneficent 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
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distant sources of supply arpeers less imminent today, in the age of atomic energy
plastics, synthetic fibers, and other substitutes for internationally-traded
raw materiale, than it did only yesterday,

The arguments that gave tre greatest immediacy and urgency to the case
for foreign aid have thus lost much of their force. With the underbrush
cleared awsy, the long-range case cen be seen in beiter perspective,

To evoid over-involvement on the one hand or a retirn to isolationism
on the other, the United States needs a relationsnip to the less developed
world that is realistic in the light of its own foreign policy goals and
those of the low-income couniries; that limite the risks of inadvertant
involvement in open warfare: tha* is reasonably persuzsive economically; and
that is politically supportstle, internzlly and externally. The outlines of

a new rationale are slowly emergi_,.—/

- I am indebted to my friend and former Brooklngs nolleague, Robert H.
Johnson, for much of the four foregoing paragraph:

", ..properly uncerstood, our lcng-term security interests, our economic
interests, our cultural and socisl interssts, and o:r deep historical moral
concerns with the welfare of common men everywhere come together and can all

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

—/ Max F. Millikan, "The U.S., and the Low Income Countries, " scheduled for
publication in Apenra 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 distinguizh, where necessary,
between: (a) arguments that what happens in the less developed world is
important to the United States and all mankind, and (b) arguments that foreign

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

—/ Robert E. Asher, Internaticnal Development and the U.S. National Interest,
National Planning Ass ociation, Planning Pamphlet No. 124 (Wash., D,C. 1967).

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

relevant, for the 19TO's.—/

- Most valuable in connection with the updating are: Max F. Millikan, loc,
cit.; Ronald Steel, Pax Americana (The Viking Press, Inc., 1967), esp. pp. 253-
2T70; Theodore Geiger, "A Retionale for the U.S. Foreign Aid Effort " unpub-
lished paper written for Brookings' 1967-1968 seminar on the Future of

Foreign Aid,

Overarching the spe2ific political, eccnomic, strategic and humanitarian
arguments for and against action to help mitiga*te the grinding poverty of
two-thirds of mankind is the fundemental question: What kind of world order
should Amsrica 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 bhetter world order remains grossly inadequate,

"If we can give substance to the fundamental idea that we are
joined...[with the new countries] in a constitntional endeavor to
create a world order in which all peoples can [ind 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, M.,
Johns Hopkins Press, 1965), p. 112,

Why give substance to this idea? "It is one thing to be in good physical
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-heelth, lack of public order, and widespread resent-

ment."—/

~/ Arnold Wolfers, Discord and Collaboration: Essays on International Politics
(Ealtimore, 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 nrder 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 irequality 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
KSrner 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 Werd has argued, "would have more than economic consequences, It
would begin to institutionalize human solidarity end human compassion and

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

—/6Barbara Ward, "A Strategy for the Wealthy West," SATS 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

Unrortunately, there is no guarantee that economic improvement will be
accompanied by desirable social and politiczl 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 S0.

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 wiil indeced be threatened. If the dividing line between rich and
poor countr’ .s is 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 mey, even in its presence).

As these frustrations 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.—/ (Awareness of this risk, however, serves as a restraining

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

v Max F. Millikan, "Why Not Foreign Aid?," Sun-Times (Chicago), Dec 23, 1962,




37.
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, but not a guarantee, ageainst violence born of frustration.—/

/ lbid, 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, nc. when
exploitation and repression are greatest but when, following such a period,
the condition of subordinete groups begins to improve,

The vast differences among the 80-odd legs developed countries will be
alluded to again in this paper. HNot even the largest of them now possesses
the rescurces to threaten directly the security of the United 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.—/ Development assistance, sensitively

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

aCministered, can serve this purpose.,

The 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
longer-term eccnomic, social, and political objectives, Autocratic regimes,
uninterested in o decent shering ~f the fruits of productivity increases, a
functioning system of justice, and a voice for the voiceless in domestic
decision-meking, need not be aided on the grouni *het they will otherwise
leave the "free world" and fall forever into +the herds of o monolithic enemy .

The security rationale for development aszistance rests rather on the
desirability of mitigating ¢he frustresions of poverty and the bitterness
against the rich that such frostrations can engender; the poszibili+y of
diverting poor countries from the foreign adventures, irredentist claims,
and international peosturing which the abserce of domestic achievements some-
times stimulates; and the hope that better living conditions — a growing
stake in the world as it is — will ultimately decrease racial tensions,
Development increases the overall competence of low-in:some countries, includ-
ing their ability to intervene elsewhere. It &lzo improves their power to
protect, themselves ageinst acgzull from abrozd and subversion at home, and
enhances their long-term interest in machinery for the peasef:l ed judication

of disputes,

Economic¢ Rationale

At least one of the economic arguments in favor of a U.S. commitment to
international development -—~ thet development creetes larger markets for
American exports, new opportunities for private investment, and more promi-
sing sources of supply for imports — is demonstrably true and too familiar
to merit elaboration here. The huge U.S. market is far more important to

the less developed countries, however, than 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 States, but rather
because various political and social crises to which the United States can-
not remain indirferent, may be somewhat more easily resolved in the context
of a broadly shared expaision 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 develcped countries tend to become more
reliable partners, not only pecause 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 orgenizations
which serve as countervailing sources of power is spawned: labor unions,
farm groups, chambers of commerce, trade associations, cooperatives, profes-

sional societies._/

/ Seymour Martin Lipset, Political Man; The Social Baseg of Politics, (New
York: Doubleday end Co., 1960) pp. 66-67.




ko,

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, percepiible 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 commending 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 i1 an interdependent
world should make the UnitedStates more relaxed than it has hitherto been
ebout 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':

(2) There is real need for the resources that 2an be transferred via

foreign aid and some capacity to use them effeciively;
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(b) They can be supplied without denying other higher-priority claims
on those same resources;

(c) Other techniques -~ trade, privete investment, cultural exchanges
— will not suffice;

(d) The aid does more than ease the conscienses of the aild-suppliers
and mexe them feel virtucus, It should lavnch 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
developmert is wanted and feasible and will serve the general welfare,

These conditions are of'ten enough fulfilled to Justify the mounting
of a larger international development effort than has yet been made, ZEven
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. Suffize it to say here that nothing in this
secticn is intended to imply that all poor countries are equally deserving
or that their development will inevitebly have beneficial and stabilizing
effects at home or abroad., RevolLutions, 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,

"...The objezt of foreign aid is not to distribute money indis-
criminately,,.Rather it is to help alleviate humen 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 the poor may seek to join the rich rather than
exterminate them, For those of us privileged to live in societies
affluent beyond the imegination of most of mankind, foreign aid is not

eimply charity, but...as Oliver Wendell Holmes once seid of taxes, our
investment in civilizetion."

/ Ronald Steel, Pax Americama, p. 270.
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ITI. Upderstanding the Development 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
ard meeting other objectives of American foreign policy, there was an under-
standable tendency to cverstate the gains that could be realized in the short
term and to understate the uncertainties, ti- difficulties, and the setbacks
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 tc what people had been led to expect.
The progressive shattering of illusicns 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 accurds to his
profession as compared with all cther professions, a slowly-growlng 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 scme specified level, or after a particular list of "obstacles"
has been overcome., It is a process -— dynamic, pervasive, never-ending,
destructive as well as constructive. The essence of the process is the incul-
cation of new attitudes and ideas, or 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 tlan 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 be essent’al to facilitate the
learning process, to prevent unbridgeable urban-rural gaps, to enable inherited
institutions tc be transformed rather than to be replaced abruptly by unfamiliar,
and therefore perhaps unworkatle, transplanted institutions. As yet, the wish
to develop is more widespread than the will, and not encugh is knowrn about how
to translate the wish into the will.

Although gross raticnal product (per capita as well as tctal), savings
and investment rates, earnings from exports, and other econcmic indexes
should move upi-~rd, modernization consists of more than maximizing these, A
decent sharing of the increased wealth, the elimination of discrimination
based on race, cclor, cr creed, higher literacy rates, broacer and better-
informed participation in political life, anc officient and humane administra-
tion — these, too, are vitally important objectives of development.

The term "e~onomic devclopment' ic vherefore weing superseded by the more
generic term "develcpment" (without any qualiiying adjectives), or "moderni-
zation," and is understood tc mean econcmic, sccial and political growth, For
countries in the very early stages of development -- traditicnal 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 runs 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, scme cf their rescurces, 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 deve.~ped countries. Fach 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 tc 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 thé 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-cf-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. Tt 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 ahroad 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 nct necessarily shrink,
indeed they will in all probability continue to 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 socn as the country has demonstreted that It can grew at an overall rate
of 5 to 6 percent per year while clesing its balance-of -payments deficit, it is
graduated from American foreign aid and welcomed intc the alumni club. It
obviously has reach:i some kind of milestone. But whether it makes sense to

cut off American aid at this point is another question,
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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;

(¢) 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 civiec development.

Taiwan and Iran are already members of the alumni club. Turkey, Korea
and Pakistan are said tc 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 pecple be
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 to]erable
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 dividing national income or product by
population, it tells nothing about tli2 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 scmething resembling sleight
of hand. Tn the case of Tran, for example, the cccasion 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, De2an Rusk. A message from President Johnson celebrating Iran's
graduation arter 15 years of eccnomic aid was read, and Secretary Rusk said
"Tomorrow...direct cconomic aid to Iran under our Foreign Assistance Act will
end." This meant, however, that Iran could continue (and has continued) to
receive agricultural commodities under the Food-for-Freedom Propgram, Simi-
larly, the military assistance program has ret been brought to an end and the
large loan program ot the Export-Tmport Bank in Iran remains unaffected.

Experience during tic pcstwar pericd - 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 b 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 b4 percent increase in overall growth
boils down to a 1.0 to 1.5 percent improvement in rer capita income.

Since 1950, & 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 L 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 L 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 vear, will take over L0 years to reach
the modest level of $1,000. A decently-shared 4 percent per year improvement

in per capita income may therefore be a more aprropriate target than a 5 percent

increase in gverall income.

Under present concepts, American foreign aid need not be continued after
the so-called "take-off," 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 provlem 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 pr~duction of commodities,
self -sustaining growth in skills may not be attained until long after what
has been described as "the trade limit or. 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-operation and Development, Techni-
cal Assistance and the Needs of Developing Countiries (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 expanc ion 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 cbtainable;

(¢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 inccme countries;

(d) More extensive use of the funds-in-trust arrangements of the United

Nationsr/

/ Although the World Bank family makes distinctions among potential borrowers
on the basis of levels of development, the UN Development Progrem 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" zountries
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 DevelcPmatt Association; middle income countries are discouraged
from seeking World Bank Loans when they are believed by the Bank to be capable of

borrowing in the private capital market, Australia, Finland, Italy, Japan, Spaiu —

nations that were substantial borrowers during the late 1950's and early 1960's —=
no longer are. fChecki
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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 bet*er integrated,self-governing,
self-supporting naticns, respectful of human rights and fundamental freedoms. The
integration of sceiety in a naticn comes late in the modernization process,

Integrated sceleties differ freom those in the preceding phase of
econciic eand social transformation in their structure of political power.
Personal power tends tc become institutionalized through bureaucrati-
zation, and the exercise of power is divided into many specialtvies and
shared y many pecple, This correspords in cconsiderable measure to
trends In sceiel stratificatior, according to which those concerned with
the direct exercise of poiitical power are recruited to an increasing
extent through university education and =re much more numerous than in
earlier phases., At the same time that the ruling groups are being
enlarged, and come tc depend more cn merit than on privilege, the number
of those at the cpposite end of the social scale is reduced.

As societies hecome more productive, wealth tends to be more evenly
distributed and the standard of living of 'irban and rural workers tends
to approximate that of salaried empicvees,.,_/

/ C.E. Black, The Dynamics of Mcdernization: A Study ir Comparative History
(Harper and Row, New York, Evanstcn and London, 1956), p. 83.

Clearly, Taiwan, Iran, Pakistan and Korea are nct yet integrated societies,
Certain objectives of American assisiance policy -— rising levels of income,
investment, savings, and exports -~ are on the road to realization, but achieve-
ment of other objectives equally importan* in creating a collectivity of nations
respectful of basic himan rights and feirly irmly anchored to the value system
implicit in the UN Charter, remeins in the future. If aid is terminated before
a country has made real progress tcwarc social and civic as well as economic
modernization, the ultimate ohjective 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 proauce signifi-

cant increases in gross nationzl 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

LI

al pciitical skills, Eccnomically oriented

o

and train carticipants ir essent
development acssistance zlsc tends to provide an acceptarnle opening wedge for

a meaningiul dialcgue between the Urited Siates and the receiving country on
matters that extend far beycnd the speciiicaticns for the generators, tractors,
trucks or fertilizars to be Imported urdel asl wvecgrans, Where aid is sub-
stantial, discussicns of patterns of land ovmership ani use, wages, prices,

taxes and exchange rates, Impcrt and expors policles, and other arrangements

that stimulate cr retard eccnemic growth, zre ncrmal parts of the aid process,
Such discussions cleariy have mcre than cconcmic implications,

However, just as tle rather unscphisticated ant?-communism of the United
States Government distorted the allceation of US aid befcre, after and especially
during the 1950's, and in other ways encumbered the zid rregram with a burdensome
legacy, so tco, scme of the crphasis on dw7elopnent as primarily an econonmic
phenomenon fras masged the reed for cetter criterie and more sensitive Jjudgments
concerning social progress and social justice in less develeped countries, Such
Judgments will rormally be more acceptahle if they are reached within a multi-
lateral framework In which the receiving ccuntry is a rull partner. Tne annual
country reviews of the Inter-£merican Comnittee or. the Alliance for Progress
(CIAP) could be huilt up tc irclude greater speciricity with respect to desirable
social and institutional measures in perticipating countries. The Foreign
Assistance Acts of 1966 and thereafter Include a prcvision which requires US
loan assistance to latin American countries to be consistent with CIAP's con-
clusions and fécommendationsu No ccmparable guidelinres ere insisted upcn for

aid to Asia and Africa.
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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 progrem of direct political essistance in the
form of projects that strengthen various underpinnings of democracy —
widespread participation in the political process, e¢ffective 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 assistance for eccnomic and social
adevelopment, but some of 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. Tt 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 becn adequately served, insofar as aid is concerned,
as soon as a develeping country is ahle 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 rete of increase in that income, the degree
of social cohesion within the body poiitic, and the sense of rational 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 arnum may be dubious wisdom because it will prolong
unnecessarily the period of widening income gars between rich and poor countries.

Irn a strictly economic sense, aid "works" and full advantage ought to be taken
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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 develcpment assistance is terminated,
the best poisible prospects for balanced economic, scocial 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 ascistance on concessional terms.

Further Tmplications of Postwar Aid Experience

There are many further lesscns from the experience cf the last twenty
years that should be recalled in formulating a development assistance program
for the 1970's. Some of them have attained the status of clichés, even though
they do not yet govern policy, The tollowing 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 cf 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 develop.nent 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 sine gua pon 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 bz 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 “e shown t2 be serious
and dirficult 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
II 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 pauseanm, 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 conditionel 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 continucusly, 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 pari pussy fulfillment of the receiving country's "commitments,"
is often illusory.

Obvicus technical Quid pro guos (physical sites for specific projects,
a.locaticns 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 liveralization, 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 lcng been needed and commitments to initiate them have
been made. The leverage conferred by th~ US aid program is more limited than
it is popularly thcought to be and the more bluntly the aid instrument is used
the less effective it becomes,

Because of the commendeble 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 irnherent 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



56.
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 cutbreaks of war or revolution, normally justify
prompt reduction or suspensicn 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 leng~term nature of the development

rocess., HRepeated attempts to secure longer-term authorizations from the
Congress have been rebuffed or withdrawn after having been grantzd., 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 ATD 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 return for US aid. Brazil, for example, is
imposing "a couragecus coffee policy that will reduce the real return to
producers by abcut L5 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 Covernment undertook a
major reform of the country's mining code, a reorganization of the bank, and
the passage and enf'o.cement of new mineral export tax laws {o encourage mining
investment; the new code is in effect, the new tax law has been passed, and
the required reorganization is teing 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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L, In accelerating development, sensible economic and social policies
on the part of the less—developed country are more impcrtant 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

the limited, previously-discussed sense of rising per capita incomes and

um . oved capacity to import — are stories of generous amounts of assistance, _/

_/ 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 Spdrklng the economic 1mprovement registered.

Aid on a generous scale is required because development 1s 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.,._/

_/ H. B. Chenery and A. M. Strout, "Foreign Assistance and Economic Develop-
ment," Americen Fconomic Review, Vol. LVI, Number k4, 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
-/ loc. cit., pp. 724-725.

growing at 6 or 7 percent per year and increasing its export earnings at about
that rate will be in a much stronger position to se-vice foreign loans.

6. The correlation between volume of aid and amount of economic growth is
probably greater and certainly more demonstrable tran the correlation between
volume of assistance and » 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 likely 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 govermmental or inter-governmental agencies,
The 1limiting factor appears to be the small number of truly top-notch person-~
nel available for assignment.,

T. The project approach which reigned supreme during the early years
of foreign aid — the use of aid to finance specific, identifiable under-
takings that could serve as visible monuments to the program — placed
excessive emphasis cn 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 approiach 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 umwise 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
techniques 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 becaus= it gives the doncr a tighter rein, bit 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 iz 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 overell country develop-
ment programs was given considerable impetus, Ths 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 da%a 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 govermment 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 ornly 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

programning 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 schemes which seek tc direc’ toward a cingle, 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, advanced 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 importent goals, within a specified
timeframe, in a "systems approach," can produce several times the benefits
that would be obtained if the came financial 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)

& quadrupling of foreign exchenge 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 2ut 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 "regional approach," however, is used in several quite
differer: senses. These include: (a) the use of regional institutions as
allocating ageacies for financial or technical assistance; (b) the develop-
ment of telecommuinications, highway systems, river basins, and power net-
works intended to facilitate trade, tourism, and communication within the
region; and (¢) the launching of common markets, currency unions, suprana-
tional authorities, or other devices to prornote political and economic
integration, particularly among the smaller and weeker sovereign entities
of the low-income world,

Under the first of these arrangements — the allocation of assistance

pursuent 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 Developmint Bank, in t’.e management of
which the countries of the region have a strong voice — the assistance
itself may, or may not, foster regionzl 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
corps and habits of cooperation can allocate assistance to special funds
adminisiered 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
rillion, A nation of four million inhabitants with a per capita income of
$125 per year represents a market comparable in e;onomic 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 turdens of separate defense and diplomatic establishments,
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So far, the most sucsessful non~European effort at integration is the
Central American Common Market,, The casosziation of a number of African
countries with thz Eurcpesn Eoonomi @ Commurity bes brovght important sdvan-
tages to tn2 sosociot:id nutiors and soredleratla ratoiress to dev reloping
countriss in Asia and Li“din Amerdica,

countrizs thu® sre worond.»lly dntonce;iervhizl will hove trouble
surviving &3 sovsreign entitier,  Nuvdoms witn resps-toble economi: poten-
tial can fail for c*her rensons - fritel or religic:i: differences about
which emoticra ran high) ivrecon-ilacle largige cifricalties, an unbridge-
able urban-rirel. oplit, or inconpetent lesdsnohip,

The merger of nonvcizbhle netions inno somerbhing stronger and behter
integrated is ensenti-1 Ui whe poilwey 10 o ctozwn with political pitfalls
that many seemingly conzitl: szcingsmernts will come o naugh®t, The wise
course for the United Stmbes may Te to ripport ihz prineiple of integration
and support finansiully tre regionzl develeopment t.nis, banks and other
Institutions that con help promols somon mevkets, (zo3 *rede areas, river
developmen® schanmes, rd perdiops politids i ndors wivdkin e rzgior, but to
avoid close identificnilorn witi perilrilar crrorg-m=rte,

11, Amerdcans havc: fourd 10 Ji000000% w0 medinisin a propsr balance

between optimism, ckepticiom =nd peocimdicr, portisilerly with reapest to

innovations =nl allegad brackrhrougr. in tre Irrglopnent, During

4]

the decade 1955- 1965, predivtions wers reguluasiy made trot the 1980's would
see famine in Asia and muss ctarvation cn wn unprecedented scale because of
Asian inability to molernize agriccl*irs in the facs of the population

explosi When in the mid-1960's "“the pill" exnd tre IUD seemed to promise

an early end to trhe population explozion, “he gloom was triefly dispelled,
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It reappeared shortly thereafter, 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 1UD had side-effects and drawbacks that would
slow down their acceptunce,

In January 1967, the President in his Siate of the Union message was
pessimiastic, "Next to the pursiit of peaza, the rszlly great chellenge to
the human family is the race betwween food sipply =r.1 population increase.

That race tonight is vpeing lost."—/ The World Food Supply Panel of the

-/ Congressionai Record, Vol, 113, No. 1; January 1C, 1967, 90th Congress,
First Session; p. H29,

President's Sciencze Advisory Committee in ite May 167 report, spoke of the
"...grim reality of the food shortege that will oc sur during the next 20
years... Lefore programs of family planming cen e evrected to bring about

long-term amelioration of the problem by reducing world peuulation growth.“—/

-/ The World Focd Prcblem, A Report of the President's Science Advisory Com-
mitlee, Vol, 1, May 1967, p. 1%, Thiz and the passage from t* > President's
State of the Union message wve both mentioned in Resources, No, 27, January

~

1968, Resources for the Future, Inc.; p. 2.

Nine monthe later the thoughitful and responsible Administrator of the
Department of Agriculture's Internation2l Development Service reported to
the Second Internetional Conference on War on Hunger:

The good news iz that we muy be on the threshold of an agricultural
revolution in many of the hungry, densely populated covntries of the
less developed world, particularly in Asia., Further, vie are witnessing
some advanzes in food technolngy which, if commericells feesible, can
make quality diets aveilable to millions at much lower costs,
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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 regponsive to fertilizer
than treditional varieties. Under proper growing conditions, they
outyield traditional varieties not by a mere 10, 20 or 30 percent but
by & 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.—/

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, harvestsof 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 reyolu-
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...

..:E?e Philippines are clearly about to achieve self-sufficiency
in rice

/ Williem 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 program is desperately in need of new successes and we
may indeed be in the process of aciieving 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 erd 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, znd the man-days gained through malaria control have
made only modest contributions to gross national product, Community develop-
ment programs 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

& group of nation-states is evident, Even the most rudimentary kind of
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development plamning will tend to bring out the relationships among aid,
trede, and investment policies,

From the point of view of their self-respect, their integration in the
world economy, and their long-run 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 ~arger inflow of private
capital., The result would also serve the interests of the United States,
Even very substantial changes in US trade and investment policies
accompanied vy varallel 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: ient to
meet their absorptive capacities. The case for foreign aid — m- e of it
than is currently available — will bz as strong during the first half of
the 1970's as it is today.

Trade is a substitute fcor 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 a2 substitute for aid so far as
the financing of balance of payments deficits goes. Aid is needed
primerily because underdevel.oped countries cannot raise the savings
required to finance 2ll the worthwhile investment *hat 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,

/ I. M. D. Little and J. M. Clifford, International Aid (Aldine Publishing
Company, Chicago, 1966), p. 159,

The establichment in 1964 of the United Nations Conference on Trade

and Development as a continuing agency has provided the international
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commnity 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 Govermment 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
develored 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 "favorabie 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 cevoted to
ways of stimulating private investment in the absence of or in advance of a

favorable investment climate.

Towards a Development Program for the 1970's

Though thc borderiines 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 plece and at a particular time, in a specific and
unique way."_/

~/ Andrej 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 world 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 necd (admittedly a flexiblie, somewhat subjective con-
cept into which political and ethical as well as economic Judgments will
enter) is for more aid than is presently veing made available,

Decision-mekers in nigh-income countries who have to weigh the needs
of low-income countries for foreign aid against other claims on availeble
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 developirent along lines explicit and implicit in the
United Nations Charter, the Charter of Punta del Este » @nd similar documents.
This means economic and social progress with respect 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-
tary 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.

Although 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 ani are being set in many fields, The most all-
embracing of these are percentage increases in nationzl 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-
creass in its GNP of about 6 to T percent per year, or roughly 35 to 40 per-
cent every five years,

There is no magic in the 6 to 7 pvercent-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 sharing 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 bemefited chiefly small "in-groups" axd hzs 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 az well, would be greatly strengthened. Decreased emphasis on
investment rates, savings rates, per capita income statistics and other
macro-economic indicators would have to bLe accompanied by substentive changes
in programs, As of this wriving, I am unclear as to how to restructure
development assistence to meke a mnre 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 whickh development in so much of the low-income world appears
to be based?

The more developed ccuntrics are not now providing resources at a level
that facilitates growth at 6 to T 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.—/ Nevertheless, there is nothing

~/ See, for example, UN Conference on Trade and Development, "Trends and
Problems in World Trade and Developmenti: Growth, Development Finance and Aid
Synchronization of International and lational Policies," TD/34; 26 October
1967, [Re-check this reference,] Under its "high projection" (a 3.7 per-
cent growch 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. "If one-half of the trade gap
were to be bridged by public capital inflow, thic would involve an increase
in such inflow to some $13 billion net by 1975... Moreover, the absorptive
capacity of develcping countries is probably incressing rapidly enough to
permit them to use such a quantity of external resources effectively by
1975. It may @lso be anticipated that privete 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 terget., Most of the remain-
der of the gap would probably have to be bridged Ty a higher rate of import
14

substitution than in the past,.." (para, 28)

more "right" or sacrosanct abvout contributions of 1 percent of GNP from rich
countries than there is 2hout 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 celculated 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, Mearwhile, 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 purpnses 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 Le 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 "The 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 4 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 Stetes alone, under a 1 percent formula, 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 19677,
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 196G. 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. Arbitrary ceilings have been placed on the
number of countries to which different types of assistance can be given,
Numerous restrictions luve been introduced to make particular countries
ineligible for assistancz. 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 substantially 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 Foold-for-Freedom, long-term loans of the Export-Import Bank,
and other sources o 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. Irrespecvive of these refinements,
however, the trend — as elready 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 ic 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 arnd 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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aid-giving and aid-receiving nations] is to multilateralize — and thereby
to institutionalize and depersonalize — the aid relationship, For
several years, I have aivocated that greater use be made of the World Bank
and its affiliated institutions.,. The Senate heg approved this view at
least twice, only ‘o ves I frun*iated by *he Appropristions Committee of
the other Tody." (p, Théh)

regarded oz the wave of “he fufurs; the United Stotes would once again be
riding the wave, For a short, big-push effort like the Marshall Plan, the
bilaterel epproass: has mich to sommerd in. T4 is considerably less appro-
priate Zor the lorge hal, durding whicoh cll i gtreing dinherent in the
relationniip between vich doror and poor vesiplernt, ecsh pursuing e veriety
of objeztivas, can coms to *the swlazs, Morcover, cince there are now
regional as well ac global maltilotersd inchitations, the United States
could choose the multila*zsral approach witho:t either putting all its eggs
in one basket or depriving itceld of an effective voice in the regional
distribution of itc assistance.

In broad outline, the new approa:zh might envisage a five-year transi-
tion along the following lines.

1. The United S*z%es would indicuts its intention to raise its net
outflow of long-term resour:zzs to leg:s developel countries to 1 perczent of
its GNP by some gpezificd year, say, 1972, Beginring now, however, it
would shift 20 percent of ite development loan zppropriations per year to
multilaterel auspices, At the end of three vears, when 60 vercent of the
program has been transferred, the procedure would be re-appraised with a
view to detrrmining whether to continue the process, to halt it, or to
change pace,

2. 0Of the funds transferred for development loans, 45 percent (?)

would go to the World Bank family, 30 percent (?) to the Inter—-Americen
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Development Bark erd the Central American Bank for Economse Integration, and
the remainder to Asian and Lfrican lending agencies
Zo Telhnincl ecsdetmios fnds could opo in paet o e UN Davelcpment

L. .

Progrem, in per 4o Wertzon Hemdophzes Zroas4o6 on orzoahing in the frame-

work of *tne Allismie fo Pro grand, wnd dn purh to L ronegovertmental foinda-

Foo For supporting encletors, whith row goso principally to Vietnom,

Korea, Locs wnd Theiland, s idsal covangenest woill e o prilsiloterel
trugtee, ol wo dle Derelopmert Asciotirse Joamiibes of the OEID: on gliere

rative woull be to lesve 1% whers If i, ot prose S ot within rive vesra,

e A strenuons =ffozd 5oLl te mnde to Lot other cotntrdern step up
their milvilateral csciotancs, Yoo, bub wobicr By the liritel Steiss need

not be made conditional wpon thisc, Az erfort <o 1d, however, be made to

)
-

have the multiletercl coensics toke on some o <0 o ~tlegt and moss
experienced Amoricorn paocornal, cooriinste copiial witdh teshniczl essistance

more effestively, provide moss progrim ol

2

Judiciour celechion of tr

Americar. prantlces oo contuoats with o nernprofit pricate

orgariceiicns and engineering tizms, 1f = flvsepesy Sraowition period for

development, lending ceene reecaliatinally repli, tre tzrset could be
modified with a view to meking the US effcrt ot Zesst 50 peresnt ralitiiateral
by} S\} _L97),
6. The United States should not ook e miltilatzrel agercies 1o
abandon their competitive biddirg vroreduire. and cesse ying from the
ost eflicient producers, Some saferards for cordhries in balanse-of-

payments difficulties migh® be nsgoiiztad, nowever, [Should T elimirate

this last serntenze?]
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+ - .

Stated in suck summary tesziorn, the proposal has innumerable loose ends.
In presenting alternaiive courses of cztion, however, there is merit in
emphesizing +re muin thr st of oan Tourse, without obisuring +he view by
ineluding o 1ch of JanllIying Jeduiis,

In most ceonser, the proposal shoull be viewes 43 4 response to enconraging
rather *lo ddiorireginge Doy an fre ald emviromonet,  The United States

pionecred dr. developings *he teshnd ol wectovor . concept, in irtrolducing

sott-lerdirg, in i Clopdiae forloalteedl comnesities 10 promcte develop-

ment oty dn prolii NOr=projest toointens

Ty An denonstrating the poten-

tialities of 224 on o persros vorle, dn stationing well-narcied wesilent

mission: In key sountrice, in estabiishing o Pacee Corps, and in many other
undertakings,  Cthens facs groinlly rfollowel +he Amerd.an lead and, in some
respects, sopasczd vhe lendor, The lorely tenil-iluzing ce trod by the
United States nha: becoms 2 nigrwey on whi omltdloteral vericles ave more
numerow:s, teiter-lesipned, an! nore troroughly w0 wenint23 than once they

were, Tr

velling mLovehd les mwy involys some sacrifice in the

W

1

"influen.e potzniiai® of Urited Stahe. . id oo will =l:o reluze the "boomer-

o

ang poten’ial,”
In another sense, tre propocnal merely reoognizes that the United States
has painted itezelf dnic o cormer «r far s its own vapital assistan:e pro-

ons 1o be come

o
e

gram is conczrned, slrsishing e lis% of trritzting regulat
plied with and slrinking the amowt of help thet 2an be obtuined by complying,
When eapproprisiions for logns end grants in the development ascistence
category ex:zzded $3 billion per y=ar, on2z ol the mogt effective arguments
egaingt the miltilaternl epproa:h was that the cnif t would entail a substan-
tial decrease in the amoirt of aid mele aviilelle, with resultant severe

setbacks to lfevelopment progress. Wih eéppropriations down to the $1 billion
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level, that argument loses a good deal of its force.
Senator Fulbright's pro-muiltilateral views on 2id have not been
vigorouzly echozd in the Howe of Repressrtabiven, whoge Foreign Affairs
Conmittee wold te aimcod out of Daoiness 12 31 334 not have US foreign aid

to worry abont, Mevertieleos, the miltilotersl progry-ms during the 1960's

have farel rosinor well *F comparicon wisl approprioslons for bilateral aid,
Moreover, fie comparison ne-d new 1o mede sobsly on the basis of what th

eppropricziicn process would ylelld, Whorcoo the Avency for International

Developmert

4
rs
=
+
,
C
}__
}.—X
-3
L
D

it
e
)
N,
jnd
) -
P
]

%

3
i)
.
.
‘
°
I
i

eppropriztions, the World Bank and
the regionzl developmern®, barks < sell bomd droies in rrivate capital mer-
kets end obtuin loanzble finis witho.n 1mnninge the legislative gauntlet,

Looking further aiec?, there cie ot lewst two other independent sources
of revenue which coldll become aveilable to irdzrnational development

egencies during the 1970'c LY wxe unlikely to be awarded to national

e 1izensing of rdghts to exploit for oil and other

£

agencies, I »efer to
valuable resources *he ozeans el ocean Yeds berond territorial waters, and
the forging of &« ororger iink ltetwezn H7e crzaiion of nonetary reserves and
the extension of Jdevelepment assichan:z, Moz will be said leber cbout both
of these poositilities, The points G0 be borue in mind now are theb: (a)
the greet de:linz in aid ercunse!l Wy many proporent. of development assistance
to be a costly corollery of grester weliur:z on miliilateral macnirery has
occurred in advance of the ghift, and (b) the best prospects for & return
To & more meeningfcl level of assictence may lie in tapping sourzes of
revenue within reach of the intermational commnity but uniikely to become
availeble to netional goverrments.

rregpective of the channels through which aid is permitted to flow,

which less developed countries chould receive assistance and in what volume?
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For practical purposes, the decision as to whether eligibility otandards
are being met by Egypt, or Burme, or Haiti, or Paraguay, or how mich of

the availabie aid =

by

ol be allozeted to Brezdil or India, or whether aid
to Pakisten or Korea chosld be terminzted dn X or in Y wvasrs, must be
made ty those adminictering the vardous programs, pr:isrably on the besis
of internationul veviews of come kind, 1he internaiicacl climcte Lo be
sought tnrocgn ook review. ahould be on: in wal:l Loso developed coune-
triez vxa ecger ho cedse veing net recipients or aaciszfance and proud to
becoms net providers

I see no early cvolition of formulas that will prodice soceptable
answers to the quesgtion "how mush, to whom?" On the ctier hand, it does
ceem to me reaconabie Lo look [orward to the gratuzl evolution of rough
and ready norms for import end expcri policles, investments in growth,
expenditures for cefense, wreatment of mincrdtias, divpensetion of justice,
concern for tre gemiinely nsely groups in the pepii-iion, and other
criteria that will help to show which coumtries @y s-rioucly interested

g PR DU ¢4 L - S omes m
1o ho Fprocs"otredr rerioicness,

in development sxd whet the Laggesdo miphs
Recipien®s, to repeat, shoull be Jevelupmer hemindsl) apetle of venefitting
from exterrrl arsictance, end belaving Cesertly, dom whicelly =nd intere
natiorelly.

Judgments concernirg qualifiations may be aotsiletzrelizel by veing
the Allionce-for-Progress machinery, the Wordd bank Group, “we Urnited
Nations Development Program, penels of "wise men,” regioncl benkes, or other
international ogencies, Multilateral mosiinery camnot be expected to shore
up sheky govermmentz becaioe the United Stetes wanhs them shored up, to

promote the sale of nor -mpetitive US cxports, to adopt the political or

economic philogopry of the United States, or to oppoce political doctrines
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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 ereas of ecoromic &nd social policy (e.g., exthange rate policy,
import and export contrels), This is nos, howevsr, true of all sensitive
areas -~ family planning has to date been an exception,

There 1o no reason to believe that the views of the United Stases will
be giver shoxt shrift in internatiorel forume., Some opposition may arise
simply because of the source, but offsetting this will be sober second
thoughts basald on the ezonomiz and political powsr 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 camnot give equal priority to all claims for attention,
One of the lessons of the pest decade in pzrticular has been the need for
each less developed country to concentra*te on a limited number of goals
achievable within a specified timeframe — self-sufficiency in rice in five
years, a tripling of earnings from tourism in four years, and end to the
"brain drain" by scme specified datz, Ths multilateral machinery, witr its
many autonomous parts and its somewhat technosrsatis approach, is at present
more ill-~equipped than is the United States Covermnment to reach agresment
with the politicel leaders of developing countries on such targets and to
center its efforts on the agreed goals, Neither the 1IN Resident Represen-
tative ir ~ less developed country nor any other wuwernationul official
serves in a true sense as captain of a team,

With respect to policy guidance, Andrzej Krassowski has called atten-
tion to the necd for outside donors to play "the role of devil's advocate

or loyal oppozition,"
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"...This sort of Joror role falls somewhere between giving advice
and exerting pressure, Advice is normally offered with the expecta-
tion of action bteing teken in @szzordsncs with the advice given. The
devil's advocate role is o Hlu¢“b) bt without, QXDP“*ng or necessarily

anting, .. .epbance, Fraoc et rozmelly nacked by some form of
sanction to cruvire inad cortadir aobicre rtollow, Agsin the devil's edvo-
cate rcle I a Yorm of procoure fow :;ﬁio:, it Alhars dg no threat of
sanctions if no ection tollowa,.,

oo thsrs ds no genaine

T e vory small, and

serious and bzo*dly—baoed

i, ©odegmatic following
of certxin cor Lo ekl of chellange 1o

famiider «ri -tament s aid and develop~
ment percoormel cen, dnomery cnoss, psrforn Be vols frah one would

e“HJZEIOmL«mI g ] of e partner for a
necessesyy exchange ¢ sk 1= likely to be

sharply differar ang DY

debete on policy or
luuepzeoentuti
discugsion  le=

St s e e
wirce drn o hhe me

If multilaterel machinery replaces donor gov-enmentz, iv should be
better equipp=d to cerry on tris role. Wher poliiies are adopted and targets
set, the muitilatfsral moshinery ol he apabls of paxticipating in a
"systems approacht® to o manmgaesle nhumiitl of priorit, goule,

An authoritative tack fore ouglt b0 recisw the sf4iation and come For—
ward with recommerdsiticng desigred Yo 2y:3p s nuliil-teral mactinery in
function in more integrotel, more skillful =7 lcm: (&) we a fount of policy
guidance, (&) as a partner in the ssle:tion of a Pew Yigh priority targets
on which to concentrete the development drive in esch cointry, and (c) as a

source of external resources to help realizs thoce targete,

.h
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Would Americen good will toward the multilat

those agencies were in busiress in o mi:l. vigper wey, Iif they failed to

favor the countries we liked, raewarled sonz that we do not like, and generally
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moved out of the shadow of the larger US program into the limelight? What
serious lossges in flexibility and corcentraiion of effort would the United
States sufter Ny a Yransition to moltilateral 2247 Wosdt logses in {lexi-

bility woald the malbilobersl me n: gnlfap?  Zow cdpnifisent, for

example, 1s the 1967 effcet in Corgrans ho drqolys B - Garerel Arsommting
Office in the zaditing of the expenditares of tie Inter-American :velopment
Banx? Is the Selden Amendment : worodrg hedh Freao ilve Branch efforts to

multileteralice aid will be accompanied Yy OJorgresciorsl efforts to treat

the meltilatoral progrems ws 1f tiiey were

/ The 1966 decision of the Natioral Advissry Council on International
Monetary and Financial Polﬂ~'~~ ary freschive bransn raether than o Con-
gressional body — reaffirming the Unitel Stoiss policy of oprosing
assistance by any international [irencial instito*ion to eny country
ineligible for US bi ateral covistsrce beceus= of itz expropriation of
American~-owned private property is, o me, diojuisting, Since an affirma-
tive US vote is reguirsd witi 1 .*pﬁr* to dol.sr {1n-rmiing previded by the
Fund for Special Operationc of tne Inter-Americen Uor2Llopment, Bank, US
opposition 'n suzh cases is tantzmounwt Ho A vato, - Naticnal Advicory
Council on International Mone*zry ard Financizl Polli-I--, Special Report to
the Precidernt and *o Lq~ Jongreas or tre Propoosd Ispoosion of the Tund for
Special Operations and on the Plopw vad Moadtd sadior of Peovielons for +he
Election of Executive Diwb,f iy oo tne Inbewr-Arand con Devwlopmernt Bark,
April .0AT (mimeographet), pp. 17-18, Nohs atso +le Corgreceion:l w*t¢+ude
. n R0L{EY of 1Ea POT;lgﬂ

toward w17 liateral progremt exprescasd dn Soohi
Assistance Act of 1967: "...Thz Preoildent vhell sezk fo s e +hft no
contribution co the Unitzd Nations Devs L 8 cized Ty the
Act chall bz ‘ued for projects for ﬂ“onomin or fachwical empietence to Oibs,
so long as Cubz is governed bty the Carhro regime,

In the United Statcs, the accephabdiity of the mdtileteral alternative
ie based largely on the vision of = handzome pyramid with the World Bank,
headzd by a dyramic Americuzn President and goverred by welghtsd voling, at
the apex, Tl.c regt of the development : achinery ic ascumed to fall into
place somewhere below, At present, moo', of the rest of the world would

. K .

also accept (and regerd as a significunt step torward) multilateralizetion
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of the administration of capital assistance along the lines proposed herein —
i.e., with a leading rrle for the World Bank Group.,

Yet it iz only fair to point o:t in cloxirg +73s seation thet the

)

emerging world eccnomic order iz not Jertined to he hesde? permanently by

an American bank president or by an irtermathionzl te rnosracy safely insulated

w

from the political winds sweeping ziro043 Asiaz, Afri.a wnd Latin America,

The one-nation, one-vote arrergementz of e UN fier.pel Aszembly give 300,000
people in Malta the same vote az 220 millicn peopi- in the Unitel States,

The weighted voting in the World Funk gives £50 miliion Amer:cens naarly 30
times as strong a voice as 115 miliion Pekistani., Tae problems of preserving
the professional integrity of intsrnaticonel agencics while simultaneously

meking them appropriately responsive to the will of the people of the world

are unlikely to have beea so:ved before tre 1970'c draw to a close,
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V. A World Charter for International Development

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 tor development assistance., _/ By

/ For some of the ideas in this section T am particularly indebted to a

participant in the 1967-68 Brockings seminar on the future of foreign aid, who
would prefer to remain anonymous.

spelling out the financial obliga“ions of the more developed countries and
the self-help otligations of the less developed countries, it could spur the
International community to new heights of effort and standards of behavior,
Since both sets of obligations are likely to change over time, it could contain
provisions for periocdic review and revision of the commitments 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 serve as a guideline for a
United States decision to rely morve heavily on multilaveral 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 frec to decide how much of its assistance program to
carry on bilaterally and how much %o ccnduct multilaterally, The obligations
assumed by the aid-receiving countries should include a more equitable distri-
bution of the fruits of productivity gains within those couttries. Statistics
on overall and per czpita growth rates conceal shocking inequities among
beneficilaries. 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.



87.

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 ot 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 nelther 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 end-result a pious set of
platitudes committing w0 one to anything. This danger is real, given the
ingenuity and articulateness of the diplomatic fraternity, tane desire to wind
up with something high-sounding to stow for its efforts, and the ambivalence of
a world nursing a nascent sense of international community winile 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? 1In a desperately

small world, nations still act as if +hey had the freedom of an

empty planet. And th2 linited Nations is a scrapbasket into which
they can drop those problems they lack the will to resolve. _/

_/ Anne Winslow, Prefuce to Issyes Before the 22n¢ Gereral Ass
Carnegie Endowment for International Peace, Sentember 1967,
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In 1966, the Netherlands delegation suggested to the General Assembly
that there should be a charter for development. The Assembly in due course
adoptec 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 internationai development efforts and cooperation and

could help to enlist wider public support for the strengthening

of development policies,"...

Then, in the briefer operative portion of Part A of the resolution, it
rejuested 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 paragraphs of "recalling," "recognizing," "noting with

concern," '"realizing," "coasidering," and "bearing in mind," and three

intermediate paragraphs, rzquested the Secretary-General also to prepare a
"preliminary framework of international development strategy for the 1970's

within which initial efforts could be concentrated..."_/

-/ Resolution 2218(XXI), adopted 19 December 1966. United Nations, Qfficial
Records: Twenty-First Session, Supplement No. 16 (A/6316) New York 1967, pp. 4o-L3.

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 Ste'es delegation endcrsed, lukewarmly, the Dutch proposal
for a charter. According to its spokesman in the Second Committee:

"The United States deiegation supported that idea. Such a
document might contain a larger number of targets than those set
for the present decade. But it was alsn necessary to ayvoid

introducing precise coymitments, 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 staze 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 Assistance Acts of the

1960's in favor of broad implementing legislation.
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respects a landmark report, it decl® loreely with proposals for more effec-
tive use of the familiar ingredients of forsign oid proprems — gronts, loans

and technical cosictozs e— t0 suppor ey Jocslopmant Lwogranz,  The

2 -1 Ay - - 3 - 3 4 o .
legicintion o0 zinently wdopred was erdiilial the o1 lpn Ascizt-moe Aot of
’ Ty Floa P eT T st damed s e T S ey by Wy e Lode el P
1961, (In 3l Cioli or tarods policy tos Kenredy Llniricdroticn’s grzat
eenierseran, WEs the Trade beperolon Aot of 1947,
I the aboonce of wny wilsoprosl demard foow heoiy dn tapisl hive

labelling, it will alwoys Do possitles for <o Unitel Stizz 4o gripsrimpose
grendioze titien on mwolert ant drodegoute legi-iahl 2 sirosts, A rew Lot
for Intermationzl Devsloprant 12 (rgaested levs net e: g prblic raicticns

device, but &g an opportinity te sxprsss o pimpose snd proviies an oo theriza-

{ion for & Troo? eomaante sifcrts, Oniy = {fow of the

authorized activitize wonld regulre anrinl approprs

Tae basis

2 new At for Intsrnationzl Devalopment are
discuzised below,

1. A satement of papors ifwoild indionte 4o interast of the United
Statec in tha e:cnonds, oclzl wand civic developmert of low ic.ome conrtries

whiczh are
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the United Stobes 1o confirilabe cppropriaszly 1o the proses:
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internsl aiztribution of proditivity paine wchieved 1y less developel
countries witn externil coodiztante, and to the US desire to improve the lot
of the most disadvartaged group:s,

In fulfiliment of ite brozl objoctives, the Uniied States would
announce its willingnezs to accord certein fincneizl and technizsl assis-

tance, specizl preferences, incentives, exomptions, etec. to low income

7
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countries, insofar as this could be done witho:t damaging the legitimate
interests of other high income cointries or seriously disrupting the Ameri-
can economy.,
Coo Withoon legislating vpsodric “Ianges in commervial policy, the Act

could stress the desirability of enabling leac decelopel countries %o earn

more from cxporie, 1u Loild egprice, ao tie serse of Congrecs, the vicw

C

that more ctrercow efzorisz ogrt wo be muls fo paigce tavillts on protasts

low tnecoms contrice =nd the view that concensions

such e femporayy taxiffl prefcreross Do meratant e produiits from lezs

aprest warranhad ,—/
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—/ As will T= brought ot trers ara other Jdesirsble meas
n the field of commeraizi pu*sz -— “mung them, @ dznt in the disma
Of agriculiural protvestiond Lotreciment for laas developed
tries under Buy Amcri-or j“ﬂlul&uiOR ltilatsrel wrrangemsntg for compan-
satory finzncing of ~mavoidalle crestifalls in the axport, proceeds end
unavoidable increscnss in the dmport regdremar's o loss developaed covine
trieg, and more technical aoncistunce o low drone coogdries in erxpanding
their exports end Jdeveloping ratiornsl basifr Sar .o «o, Ireinding the full
catalog in the authcorizing: legiolation, howo/om, wo Ll doom the bhall before
vhe prectizaliny of the proposels hod teen alegiitly tasted,
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S in the private invasiment (feld, the principel thrast of the
legiglation would be the craation of = goverrment corporation to take over
the role of' the Ofrice of Privete Resoiress 2n *he Apen.y for Inhsrnstional
Dzvelopment, and to perform othier fmesion: ccormestod with facilitauting the

flow of private capital to leos dev rdlopeld countries nod dnvesting it

1R

productively within thos2 countries, The specific concerns of the proposed
corporaticn, preferably nct spelled o:it in the l=pislation, would be
administration and liberalization, to tho extent fezsible, of the US Invest-

ment Guarenty Program; relaxation insofar es posgitle of restraints
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introduced for balance-of-payments rezsons on outflows of US ca apital to less

;—.

developed couniries; positive incentives for individual and corporate
investment in such countrizg @ encouragerent, rather ihin digroiragement of
reinveatment oI corporate carnings in loos Jovaloypad oentrics; investipa~
tion of the practicality of a program 45 caaranbes Lol dnpien of developing
counirles In the US ecepltal marked, with: or witlo o, a4 U0 ouboidn on dnterest
rates. The now corperation chould veck o Cacilitote and sipplement; but not
to compete with, the efrcrits of the Worid Pank and recional binks to top the
privete capttel markets of the United Stabes,

b, B_rause no rorasescile conbinotion of trade wrd privote investmens
policies will eliminate ihe need for tochnicsl and capitol assistance during
the 1970'z, the preposel Aot for Toternotional Duvelopment wouod hare to

uthorize loan:, granis and %ehinical assistencz to low income rowntriecs
In terms of channels for thecs rorms of ocsistance, the Aot should, as
propoced eariier in this diccuision, provide for o rnazed Yransition to a
much mors miltilateral progqvan by 1970, Orpenizaticns] ly, the trenzfer of
responsitilivy for tapdtel ascictencs preents fewsr rvoblem: tron the

transier of techniccl cosictunce; there =ro interaztional lendd ing agencies

[

well egquipped 1o cdministor larger apitel ecosistance programe *aan they
now opercte,

Terhnicel eaclstunce, however, cvomes ir mexy sizes . shapes and varie-

&}

ties. It includes & number of services that the United Swetes, if it
organizes Itself to do so, can more readily provide then *rne UN Development
Program, ti.c Organization of Americuan States, or tne regional institutions
of Asie end Africa, While there are good reazons for strengthening the
mutilateral crgans and enlarging their efforts ac compared with bilateral

efforts, there Is no uwgency about getting the United States out of the
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technical assistance business, American Covernment agencies, however, are
too inflexible and regulation-ridden to do the Job well,
Accordingly, the legislation sheuld provide for the 2reation of a

technical ascistanze foundation or corporation, Suich 2 foundation should

be able to accept private contributions. It should Le permitted to employ
non-ciftizon: = well as citizens of the Untted Ghot.o. Sl 0L careers in

top off" salzaries cf srecialistg for which less developed zountries ere
unable or srwilling to pey dn tull, It should be coneormed with the
improv went, of vaveational, training and research facilities in the low
income werld, with measures to discourage the brain drain
enabling Americen universitiet te enter into long~term arrangements with

4.

foreign univercities, and with training in the mited States for special-
1 3

1513 and lezders from lecs developed countrice.

5. The Act for Internatisnal De-elopment chouil not include a
Military Assicrance Title, 1t military assistance 0 cevtain les 5 developed
countries is deemed vscent’al, 14 should be providsd oit o defencc apprc-
priations znd adminictered by the Deportment of [ Jense, subje:t to such
political guldance =: ceens necessary.

6. The Contingency Fund for the President traditionally provided by
the Foreign Assis ance Act hac Ly now been rodused 4o 2 feirly miruscule
sum, Supporting assistence — grant aid for Vietnanm and, in lescer amounts,
Thailand, Laoz, and Kcrea — has also been subs*aniially redicea 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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T. 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 willirgness of the United Steies to ruise the net {low
of long-term risourcec frum thiz country for development, of the low income
world to 1 per ent of GNP by 1972. Or it might stzt- th2 intention of the
United Siateg, in combination with other high-income countries, to provide
a total {low of resources that woild meet validzted reguirements and permit
low income countries, with reasonable efforts on thoir rart, to forge aheed
at maximum feasible rat s, It might limit the Unitzy O ates contribution
to some proportion of the total contribution of higl, income countries. It

could perhapz include broad guidelines for claccifying receiving couriries
according to income status or other siandards of eligivility and it could
make clear that certain internziionzl standaris of behavior and decency
should be obecerved by receivers.

To discourage simplistic solutions such as distributing available funds
to the less developed world on the basis of uopuiation, there should te
included some recognition that low income countrizs differ mark wdly in
stages of development, potentizlities for growth, com:crn for soviul Justice,
and ability to utilize outeide rescurces productively., Each country is to
a substantial extent o cace by itselfl,

Te summerize, the Act for International Development, should make it
clear that the United Stetes recopnizes international developmert as the
lorg-tern job that it ic; is eager to make development assistance primarily
a multilateral enterprise; will contribute its full share to a cooperative
elfcrt; will phase out the operational 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 warking 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,
ingofar as possible, multilateral and bilateral activities are mutually
reinforcing. I would personally favor abolishing the National Advisory
Council on International Monetary and Financial Policies established by the

Bretton Woods Agreement Act of l9h5.—/ I would redistribute those of its

/ Public Law 171, T9th Congress, First Session, H.R. 331k,

functions 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 progrems that already heve fairly
solid support merely to beef up 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 Pesce
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 orn the part of diverse groups
unhappy with specific provisions of the authorizing legislation will not be
easy. Moreover, machinery without the fuel to meke it run 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 intevests 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,



98.
Vil. Trade Policy

Eighty percent or more of the foreign exchange of less developed
countries is earned through elports of goods and services, Changes in
trade policy that would permit even modest increases in *heir export earn-
ings are consequently very important. If, for exanple, exports of-goods and
services account for 85 percent of a country's foreign zxchange 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 i
public grants and loans or a 150 percent increase in private funds. This is
not to say that the 6 percent increase would produce more development; the
problems of converting increased export earnings into economic growth are
fairly formidable in a less developed country. It is conceivable that an
additional $100,000 in aid, properly applied, would produce more development
than an additional $1 millicn from traditional exports,

Higher expo:t earnings can easily be dissipated in useless imports, in
exports of capital to numbered accounts in Sviss banks, in inability to
mobilize capital for investment purpcses, and in genersl waste. It takes very
little talent to absorb additional resources withcat achieving additional
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, i+
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 varriers to internaticnal trade are slowly but steadily being
. reduced. Their full elimination (zero tariffs) for imports into industrialf
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 indiviaual rates are well sbove 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 substentially

the true protective 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 prcducts 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. 1If it is true that the present tariff structure is rigged

against the less developed countries, then elimination of +ariffs should be
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of particular benefit to them, even if no special preferences are granted to
them., The less developed ccuniries 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 eliminaticn ¢ tariff barriers is un-
likely within the next five to ten years, Therefore, iIf 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 fired number of years, In princinle, the United ttates has
accepted the proposal. Moreover, if arreement on product coverage could have
been obtained at the second U.N.Conference on Tra@e and Development held in
New Delhi in the spring of 1968, the gap between principle and practice might
by now be narrcwer 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 tlre preference period?

What would be the costs and benefits to the industrialized countries?
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Of course, if tariff barriers were lowered only to be renlaced by non-
tariff barriers -- arbitrary quotas, costly labelling requiremen’s, mne cessary
health and sanitation regulations, and "arrangem:nts" 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. _/

_/ Whatever temporary justification they may have had, the tendency of
the cotton textile restrictions to become permanent features of the commercial
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 renresent a special internal tariff. They
include both the Faderal "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., Where foreigners are not prevented entirely from bidding on
the billions of dollars worth of goods bought by putlic 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 Juetifiable on the same grounds,
Without a careful analysis of government purchases and of the ability of leus
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

bldders wculd be considerable. _/

_/ Under Executive Order 10582 of December 17, l95h, 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 dirfferential 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 ir the '.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 i i i Bela Balassa
(Editor), Johns lopkins Press (Baltimore 1967), pp. 278-279.]

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 panetrating 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
§till 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,
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Tn the rich countries. agriculture has until recently been virtually
exempt from the trade liberalizaticn movement of the postwar yeers. Domestic
producers of sugar teets ard sugar cane, cereals, and many cther primary
products are shelwored from foveign sompetiiion, Eliminaticn of agrlcultural
proteetion in the wighly develcoped countrics coald Le an encrmeus stimulant to

the ex=o 8 ci the less develcpea covntries. Full climination toring the rore-

seeable future is unlikelv, but a prompt follew-ap on the Leginring made in

a8

connecticr. with the 1GE2..GC7 Wonnedy Roond crf fariflr neget fationg would be

helpful, " New Deili *he le=es deveroped counts e srelved thelr provious
spsisterce on the eltmitation of egricaliurel proftecticnism and geked Instead

for & share of *he ‘ncorezse i any, in denzetic demand ror primary ccomaedities
in industrislized courmries. [Te the UL, moving woward Incoms -Suppersy rather
than price-eupport programs and, il €0, ‘s this of reoal dmportance Lo the LDC's?]
Pending genuine diversificaticn of produectior end experss b7 the less
developed countries —- 1,2, pending developrent - one of tne remedies Uhey

>

have sought most persistently 13 2 sertes of intercaiional commedity @greements
to stabilize and step np eavnirgs from those primery products what thev dc export

in quantity -~ coffue, ccocos,. hes, lananas ottty tin, leaa and zinc

;
amorg others, The 1list of ommodi®y agréecm=Tis n Cpilation ig very sherd;
sersible arrangements are inordiraetoly hard Lo work out and galdom very sucCegs-
ful after having been pat icto elfect. The nternziicnal coffee Agrecment,

with its propcsed fund for diversiricetion, dces represent scretvhing of &

3

breakthrough, howaver, A ccoca agreement s irn the o{fHing. The previcusly-
menticned Intermationea! Cotton Textiles Arrangement, hough disadvantageous to
low incame couriries that export textiles and 1o conbuners in the countries

that import thesn, does at least lliustrate the tact thet many inlercnt teclmical

difficulties in working ot agreementis vanish when powerful couwtries are

determined to surmount them,
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During the 1950's and early 1960's, the less developed countries were,
on the whole, more interested in import substitutior than in export promotiomn,
Import substitution meant procucing at hcme, behind a hastily-erected tariff

wall and almost regardless of cost, goouds that previously were purchased
abroad. By the mid-1960's, hcwever, import substituticn had run its course
in a number of countries and many of the mers obvinus cpportunities had bheen
seized. 1In & number of cases, the new moncpolies werc making a questionable
cortribution to development.

The litereture on economic development contains 1ittle advice on what
constitutes a ratioral tarifi structure and domestic anti-truct rolicy for
a country desiring to Increase the numser of its citizens emploved in industry

without, undie sacrifice of tle principle of comparasive edvantege. Technical

al

=N

ng suiiable tarilfr schedules

&

[

assistance presumably could be helpivl in devis

i

and represents onc more wey in which trade and 2%d cculd be tetzer integrated,
Not only had import =ubstitution run its courss by the mid-1960's, but

analysis of successful develcopment nrcurams had revesied thel success was rar.

o

without sizable absolute incresses in export earnings  The ¢xXpansionr of exports

had become more impertent than the coniraction of lipperts, and various proposals

o

were being mede o stabilize and increase the export, earnings of' less developed
countries.

The shift of rocus from imports to exporis as the impcertent trade
factor in eccromic develcpment has occasicned a parallel rolicy shift
frem measures applied by an individual country to international action.
There is 2 new general awareness that, the problems of expanding
exporis of develcping countries, except for temporary and unusual
circumstances, can be tackled only as a cocperative venture,.._/

_/ Mergaret G, de Vries, "Trade and Exchange Policies for Economic Develop-
ment," Finance and Development, Voi. IV, Number 2, June 1367, p. 116.
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Although concerted action to lower tariff and nontariff barriers to
exports from less develcped 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 Ltower-priced supplies, to the
extent that the less developed countries succeeded in taking agvantage of th
enlarged opportunities for sales abroad.

The export opportunities thus provided could nct 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 merket for +he national output and
reduces drastically the residue available for export. In eaddition, it usually
requires a positive program tc promote exports. The problem is to make pro-
duction for a world market profitable and attractive withoub extending the
array of subsidies that, if present trends continue, will make it cheaper for
the whole world to import than %o produce at home. Technical assistance and
other forms of foreign aid could be more helpful than they have been in
generalizing the pcstwar experience of Japar, Italy, Hong Kong, Taiwan, and Korea,

Safeguards against f'looding the American markes could be erected and
American producers whose future was threatened could be helped by better
adjustment assistance programs cr other means.,

What T have tried to suggest in this section is that, on the one hand,
more rational trade policies on the part of the jndustrialized countries can
facilitate in thoroughly respectable wey the economic development of the less
developed countries and, on the other hand, reduce to some extent their need

for foreign aid. T am not under the illusion that the American Congress or
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the American pubiic is at the moment any more inclined to meet the needs of
the less developed countries through trade concessions than through aid. 1In
both fields, strenuous efforts are being mede to repudiate or retreat from the

policies of the first two postwar decades., A

./ For a vivid recent example of such an effort, see U.S. Covernment Printing
Office, Zconomiz Aid for Develcpment of Forcign Fishing Industries in Compe ~
tition with Domestic Indystries, Hearing before the Subcommittee on Foreign Ais
Expenditures of the Committeec on Government Operations, U.S. Senate, 90th
Congress, Second Session (Washington, D.C, 1968). The Agency for International
Development had encouraged Korea, a majcr recipient of 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 tc Seeretary 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 Xorea sends its fishing fleets to the salmon and other fishery grounds of
the North Pacific, T am particularly disturbed by evidence that the Agency for
International Development is supporting Korea's plans for expanding its deep-sea
fishing. Tt 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 alsc noted that AID has given the Koreans a considerable arount of
Assistance in past years fcr 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 amcunts to over $200,000 for
1966~68 and includes w team of United 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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The reply written on behalf of the Secretary of State said that since
the Department had become aware that the Republic or Korea might be entering
tha 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 suchi action on their part." (p. 4) Tt rid invited the general who headed
Korea's fisheries tc 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 and mackerel, One difficulty was that the Koreans were finding it possible
10 secure capital in Furcpe and Japan. "The Korean fishing industry, therefore,
will expand with or without our help. We believe that we will have greater
influsnce on the direction of Korean fishing policy by assisting it than by
withdrawing and leaving assistance to other nations (waose inf'luence might lead
the Koreans in other directions than we would wish)." (p. 4).

Two letters from Howard W, Pcllock, the Congressman from Alaska, reporting
on his negctiations with key Koreans indicate that the story might have a
happy ending: Korea would provide economic aid tc 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 1n Alaska by encouraging the
Koreans to invest in new business ventures in our State...

As you will note, the Cheirman 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.
Tu addition, Chairman Choung evidenced an interest in building a fish protein
concentrate plant in Alaska, aud tc use Alaska bottom {ishermen to supply
the fish resources, The Koreans also showed interest in a number of other
possible ncw businesses in Alaska, utilizing Alaskan labor and Korean financing.
The prospects are bripht indeed, and I urge that we render every poscible assis-
tance to this in.ernational friend." (p.9.)

The "assistance" was supposed to include port privileges in Kodiak for
the Korean fishing fleet. Senator Cruening and the fishermen of Kodiak, however,
agreed "that it would not he in the interests of the Alaska fishing industry to
invite 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
agreement negotiated by the Congressman was, therefore, jeopardized. (Check
with Poats or someone on final outcome, )

Irade-Related Measyres: Compensstory and Supplementary Financing Schemes

All countries suffer fluctuations 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
latier, more business-like techniques,

Because of historical accident rather than logic, the problem of dealing
in business-like fashion with shortfails in export earnings has tended to
become two problems, cne short-term and the other lcng-tefm:

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 tempovary bzlence-of -payments difficulties. It created a spescial "facility"
in 1963 to provide a more automatic access tc credit for less developed countries
suffering foreign exchange deficits due to reductions in export proceeds below
the level of the medium-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 IMF and were repayable within three to
five yeirs. 1In 1966, "the amount of drawings that could be outstanding under
this policy was increased from 25 tc 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 cocperating in an effort to find an appropriate solution for its
payments difficulties.' _/

_/ Edward M. Bernstein, "The International Monetary Fund," The Global

Partnership, edited by Richard N. Gardner and Max F. Millikan (Frederick A,
Praeger, New York, Waskington, London, 1968), p. 141,

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 protlem of leng-term declines in the projected export earnings of
less developed countries, Parsuent 1o a request mede by the United Naticns
Conference on Trede and Development ir 196L, the stait of the Worid Bank
devised a scheme 1hai, woila help to relievs commodins agreemerita of the
responsibility they heve beer least successful ir mes g, namely, oo
maintenance of the totel export carnings of praducing wations, « The scheme
would provide less developed countries with sn sccescible source of Joreign

exchange %o enable them wo maintain interranicnalis Lpproved develcopment

programs I tne fece of unfcresesn adverse export movinents thalh &ve deyend
thelr conirol and beyond their abilizy to offaws £ om roserves or -0 [nance

on thres to five year tevms, Tszizh Trank has suocgestod thet the Bank's

proposal might b 2dapted to cover not only unanticlpated export shortfalls

b=t

but aleo unanticipztod incresses in imsort regaraments due to drought, or

other adverse condiviors vevond & ccantry's contrel, /  The Werld Bark's plan
cies and latin fnerican Development,
hee onoamc:tocan Republic Arralrs,

. : ‘ S
e, P, i, {mimeogrenh rersion),

/ Isaiz=h Frank
Statement of March _
Senate Fereign U3luELO;

is predicated on the asswrpiion that it would e sugplimentary te, and not a
substitute for, existing forms of aid,

France hes opposed the plac on the greound that "market crganization" is
a superior methed of averting shortfails in the expcrt proceeds of deve loping
countries. The lnived Stetes, for quite differert reasons,
lukewarm to the proposal, It a separate supplementary financing projgram seems
at the moment & guessionebie prolifera*icn of internaticnsi mechin ry, would it
Lot be possible tc experiment with i ddca through "existing rfovms of aid"?
In other words, meke program lendiny :lexible enough Iu some carefuliv-selected

cases 1o encompass the kind of foreign exchange ditficulties the supplementary

financing scheme is intended 2 overcome.
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The ccompensatory financing facility of the TMF and the supplementary
financial measures designed by the World Bank staff (but not yet adopted by
governuents) strengthen the case for a line of action that seems inevitable
anyhow:; an interpational review of courtrv developrent programs and some

as it will

[

C

=N

& + th ol

consensus, not, only akeout each country's needs. but avc:h

[o)]
ke

foilew to attain Its goals. However highly petiorn rioice may valve their
sovereignty, if they desire cutside assistance cn & significant scale, they

are gceing to rave to satisfy rotential scurcee of assistance thet they can make
good use of' the svailable rescurces, The process cf presenting and defending
a development program need not be demeaning cr heniliating if zid-receivers as

well as aid-providers have hai 2 voice in developing the grovnd rules for the

review,
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VIIT, Private Investment,

As in various other aspects of international finance, discussion of the
role of private investment has covered familiar groung and managed to come almost
full circle in the course of 20 years, Public investment in recornstructicn
and development became lecessery becarse Privete investment was inadequate for
the massive task at hand; now private investment $s “eing lured with renewed
vigor bhecacse Public investment, ‘e Inadequate, Reth feve been needed thrcughout,
the postwar era and kncwledgeahie reople have 21We s Urged that soth cheannels
be used. 4s 8dditiona? devices to stimulage Private investmont has e gained
acceptance, the 1line between private and puolic finance has grown dimmer, ?he
probiem at, Fresent, as [ gee it, is,

(1) How much morc cen goverrments of ald-giving ccuntries do to stimulate,
€ncourage, manage, or underwrito EFroductive private investment in less developed
countries withoyu? favoring special interests at home, loading the receiving
countries with insupportabie debt burdens srgd ramitiance cbligations, Creating
fresh political tensions, or otherwise betraying - e public interest they are
expected to protect?

(2) Because full respensibility for premoting private foreign investment,
in lessc developeq countries cannot socn be transferreg +o muitilateral euspices,
should U,S, responsibility be lodged in a punlic corrcration ... theresy
permitting e mor. flexible, long-range approacn to the problenm than can ever
be taken by a subordinate unit (the Office of r»ivate Resources) of g government
agency (the Agency for Liternational Develepment) whicn is unlikely to survive
uniess it is shojn of most of its operating functionsg?

Fer purposes of discussion, it is useful to separate +he task of eénlarging

the flow of funds from the private sector in rich countries to poor countries

countries, encouraging entrepreneurship ir the low-income world and relieving
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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 tc 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 & less developed country, with the backing of a Werld Bark or U.S. Government
guarantee. In his closing address to the Bretton Wocds Conference in 19kl
Henry Morgenthau, Jr., Secretary of the U.S. Treasury and Fresident of the
Conference, said:

...the chief purpose of the Internaticral Bank fcr Reconstruction
and Development is to guarantee private loens made thrcugh the usual
investment channels, It would make icans cnlv when these could not
be floated through the normal investment channels at reascnmab.e rates.
The effect wculd be to provide capital for thcse who need i+ at lower

interest rates than in the past, and to drive only the usuricus money
lenders from the temple cf international finance, _/

_/ Closing address to the United Nations Mcnetar; and Financial Cosference by
Henry Morgenthau, Jr.,, July 22, 19L4u, U.S, Department of State Bulletin, Vol,
2 (July 30, 19uk), p. 113.

Private investors, still smarting from the experiences of the 1930's with
defaulted foreign loans, and distrustful of governmental and intergovernmental
institutions, were not noticeably interested during the 1940's in lending money
to foreign governments, even with the safeguard of a guarantee ©y the Bank,

The World Bank, on the advice of its management and without odjection from
1ts memberzhip, therefore decided instead to sell its own bonds and tu 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, ard sells to institutional investors the early maturity
portions of previously-made loans. The Inter-Amerficar 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
Governrient. The rationale is simple. Private foreign investment can play a
big rcle in the development process. Investment in less developed countries,
however, carries greater risks of loss due to currency depreciation, naticnal-
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 beth Specific Risk Insurance
and Extended Risk Guaranties. Under the former prcgram, the AID may insure
investors in developing countries against the risks of expropriation, in-
convertibility, and damage due to war, revolution and insurrecticn, 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, outstending
coverage rcse from $479 millicn to $4.9 billion. 'Fees received in 1966
amounted to $8.3 million while three claims totalling $217,000 were paid, two
for inconvertinility, cne for revolution damage." _/ [Check figures and update, ]

_/ Agency for International Development, s For Aid P F

Summary Presentation to the Congress, pp. 68-69. [Does program still apply cnly
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. Cuaranties are available for loans as well as equity investments
and the "ATID has used its Extended Risk Guaranty Program to attract long~term
credit finarcing from American institutional lenders such as pension funds and

insurance companies." _/

-/ Tbid., p. 69. [Check further; it doesn't seem to have "attracted" very
sizable amourts yet. As cf 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 availahle 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 Presentation, FY 1964, p. 75 [Is this up to date?]

as of December 31, 196€, housing guaranties totalling $200 millicn had been
authorized. _/

_/ 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 ATD requested increased euthority for irvestment guaranties --
$1 billion for =ach of the next twe years, as well as autherity to expand war
damage to irclude "civil strife”. The latier request wes denied by the Congress.

The overall ceilirg, leowever, for tle lace arowr, of guiranties cutsvanding at

[

any time 'wder the progran hzs by now beern veised tc 33,5 biliion.

The ATD stimpuniates private “nvestnent i1 leoss d velcped erees also in
varicus cther ways, It persistently secks tc improve the crverall climate for
such investment, Tt enceirages <ompletion of tle vwecussary ecencmic and social
infrestrnctore in fransporitation, commanicailon, tanking and creodft institutions,
empleymert services, and cther cssentizl cacilitie:s. 7h proviies pregram loans

3

which, as previcuisly mentioned. case arcess te mater:zale and supslies for the

indigencue private secier in Zess developed lznds., I acsists lecal developmernt,

banks and rural credil teccs which, Zr turn, maxe loans 10 the private sector.

w

From locel currency holdings, Iu has losred the =g lvalont of more than $250
million during the 19€0's to private enterprises —n less developed countries,

P2

almost all of them US-owned or aflfiliated enterpris-s. It finances, in whele
kg

or in part, ieasivility studles, and achs as "honest treker” in bringing
opportunities to the attentlcor 5! potential fpvoztors, Yhe Tnvestment Insurance
and Guaranty Progrem, however, is now Iis most “rrortant end fastes*-growing
technique for promo*ing smericer private investment,

The wncie concern with rivate enverprise was given considerable ‘mpetus

Py by

by the first class repovt iesi-d in 1GA5 by the Advisory Committee on Private
Enterprise in Foreign Aid euthcrized Ly an anendment, to the Foreifgn Assistance
Act of 1963, Better known as the Watscn Commities after its chairman, Arthur

K. Watson, its 33 recommendations provided & concreie program of action for

administrative and .egislative cons.deration,
g

-/ Sce Forelgn AZi Through Privaete 'nitiative. Report of the Advisory Com-
mittee on Privete Interprise in Tqr;még_A A, Lgency for International
Development, (Washington, D, G,; T

-—em—
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At the time of its report, the statutory ceiling on outstanding guaranties
against inconvertibility,expropriation and military hezards was $2.5 rillion;
a substantially higher ceiling was recommended. (The present ceiling, as noted
a moment ago, is $8.35 billion.) The Watsor Cemmitice also reccmmended thet the
law be relaxed to permit coverage of foreign ceriorations jointiy owned by
more than ore U.5. company, and this has been done, (= the aiministrative side,
the Committee urged that the AID be perr "tted tc use income from the guaranty
program nct cnly for *he management ard cuswedy of assets but also for certain
other cperaticral costs associated with the guarantv progrem., This, toc, has
been done.

The early cauticn exercise

vering extended risk
guaranty authority Is undcrstandatle, J e

o

cpecially in
investment (that is,
an 1nvestment coupl(d w1+" jarawcﬂcn% arda contrell,  kusinessmen menaging
the enterprises in wiich they inveer Cannot expect to be protected from all
the hazards of their creraticn. Never-ieless, the Zommittee Lelieves that

a really sigrnificant pctential may be in the extended risk Sdes. Through it
we can see a way to make Investrent in less developed economies attractive,
or ir many cases even legally pc:s;?l fer many United Swates instituticnal

.
N e N

investors. The Committee recognizes that s.cr “re -ance may one day result
in large claims againsi the U,S, Troaevry It accents this as preferable to
alterrative ways in which development can be stimuloited, /

~/ Ibid., p. 17.

Its reccmmendetiors fer expansicn of the exterded risk gueranty program have in
large degree alsc teen accepted. The proposal thet perifolio investers be
offered extenied risk guaranties whizh would meke selccted securities of private
enterprises in less develcoped countries competitive with the alternative
opportunities open to such investors has fcundered upcn the desire of the
institutional investors for 10C percent ccverage

Guaranty authority transfers to the U.S. Government risks that would
otherwise be borne by private investors, While most citizens are ty now

reconciled to a government role in underwriting income lcsses 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 guestion,
how far to carry the investment guaranty program, dessrves careful consideration.
The device appears capable of mobilizing much more capital than would otherwise
be forthecming. It reduces the pressure to appropriate public tunds for the
same purpose and is in accord with a time-honored principle of American politics
that appropriations should bte avoided if the szme end-resuli can he achieved by
other means,

The device has other advantages over borrowings by less developed countries,

a

among them the managerial skills, technology, organizatioral links

W

nd special
knowledge associated with private foreign inves*tment. 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 institutionsl links that trenscend neational boundaries.
Furthermore, investment guaranty programs avcid many of the legislative re-
strictions and administrative regulations that would inhibit government lending
for similar obhjectives,

One kird of guaranty not yet used by the U.S. Goverrment, though
successfully employed by the USSR and certain other countries, is the long~term
contract guarantying a market tor some proportion of the output of a new pro-
ductive facility in a less developed country. Commercial financing of the
facilitvy itself ought to be possible if a foreign market for a reasonable pro-
portion of its output is assured. Another, pernaps more promising, extension
of the guaranty principle would be the guarantying by the U.S. Government ==
or the governments of other rich countries -- cof bonds issued by the governments

of poor countries. This, it will be recall~d, 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.

Fax 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. 2i.

The Committee's first recommendation in the field of tax relief arose out
of the fact that, when United .jtates enterprises operate subsidiary undertakings
in the United States, they can offset losses in such subsidiaries against gains
in their other operations. When the svbsidiary venture is located akread,
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

</ Ibid., p. 22.

sympathetic to the proposal, there aie no plans 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 suosidiaries; 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 bave 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 Conmittee, was the
proposal to allow American firms to reduce their total tax till 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 tc
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 recertly been floated by Albert O. Hirschman

and Richard M. Bird. _/ Their proposal, in brief, is that every individual

-/ Albert O. Hirschman and Richard M, Eivrd, "Foreign A4 -~ A Critique and
A Proposal," Princeten Universitv, Tnternational Finance Section, Essays in
International Finance, No, 69, July 1968.

taxpayer be permitted to credit scme of the rederal <recme tax he would otherwise
have to pay, tc a special vank account. The fund thus zccumulated would then
be available for investment in less developed couniries., The fund wculd not
belong to the Treasury and :ould be made to f.cw tc tre less develcoped countries
along lines different {rom eitrer %ilateral or mult?lateral aid ac presently
known., Their tax credit proposal requires legislation. but not cn an annual basis,

The principal agents for disbursing the funds received through the tax credit
would be a group ¢t 10 to 12 independent privaete crganizations called "Development
Funds". The taxpayer, if he so desired, ccu:d indicate a preference as tc which
fund should receive his tax credit, Each fund would te managed by competent
professionals recruited internationally from the ¢rowing group in both rich
and poor countries who have relevant experience n tlx prohlems of investment
and develcpment., The principal aim of these Funds would be tc transfer avail-
able monies efficiently and quickly tc less Jevelcped ccuntries.

"In the last resort the {United S*ates) povernment weuld of course

still be the donor "c developing countries, in that its tax revenue

would be reduced bty the amounts that individual taxpayers were earmarking

for foreipgr aid, but the resulting tunis would not tcelong to the govern-

ment and their allocaticn and us2s .- and, to scme extent, their amount --
would ro longer be determined by it," _/

/ Leoe, cit., p. 15.

Financial Intermediaries
Financial intermediaries such as the World Bank and its affiliates, the
International Development Association and the International Finance Corporation

(IFC), the various national development btanks, 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 IFC, have been slow to get
underway and are only tegirning to come into their own., The question is:

how much more irstitution-building in this area is feasible and desirable?
ihe Hirschman-Bird proposal would substitute 1012 ncrn-gevernmental
Development, Funds for the capital-assistance program of the Agency for Inter-
national Development. The effect of their prcposal on the Expert-Import Bank
is not clear,

The Export-Import Bank is rirmly established and well menaged, hut it is
not a development bark. Its basic purpose is tc serve the commerical export
interests of the United Ststes., It makes scume mcderately long-term loans to
low-income ccuntries at rates of interast which reflect the cost to the U.S,
Treasury of borrowing the funde that the Bank, in iurn, lends. The Export-Import
Bank ncrmally does not seek to finance projects of the highest priority from the
peint of view of the low income countries, nor ccllccet date on country develop-
ment nrospects, nor review country development programs, Typically it finances
the purchase of fairly scphisticated mining and manufacturing equipment,
commercial jet aircraft, and other additicns to cepital stock. 1t alsc
finances the purchase of defense articles by the governmerts of "friendly
countries." Thanks in part to the offsettirg elfects of a rising level cf
repayments, its net ccntribution to the flow of rescurces from the United States
to the less developed countries hias been very modest during the 1960's, Never-
theless, over the years, it has assuredly contributed to the develorment of the
low income world, 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, ‘nsulate it somewhat from short-run
political coneiderations, and authorize it on a multi-year bhasis. Congress
refused to cooperate, the attempt was short~lived, and by late 1961 the DLF
as an agency was out of business. Development lending again became an integral
aspect of AID work, dependent on an annual appropriation from the Congress

which, under the Foreign Assistance Act of 1965, will fall below $700 million

as compared with more than $ pillion doliars in FY 1962 and $

billion in FY 1963, 1In praciice it has been easier to integrate prcgram 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 groject lending have to a considerakle extent
remained theoretical,

....It takes a long time to develop a loan propcsal to the point
where it satisfies technical and economic criteria. In most countries,
only a hand”ul of capital projects are ready for finarcing at any given time..,
Therefore, in many countries ATD is likelv to finance a capital project which
looks econcmically and technically sound and for which funds on suitable terms
are not available from other sources, even if' the project has little or no
relation tc 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 incorporeted intc the rest of the United States eccnomic
assistance effort, capital project assistance remains poorly integrated with
other AID activities. _/

_/ Joan M, Nelson, Aid, Irfluence, and Foreign Folicy,
Company, New York, Collier-Macmillan Ltd., Lendon, 1668),

(The Macmillan
p. 6k,

Unless the United States is prepared to move fairly promptly to almost
total reliénce on multilateral machinery for development lending, there would
be advantages in creating an American Development Bank as a domestic equivalent
of the Inte:-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 nct necessarily in the eyes of the Conyress -- would be

its greater freedom from the annual appropriation cycle and from avowed promotion
of American exports. Its initial capital endowmen® ought to be sizable enough

1o carry it for au lessti five years and could consist, as has become custcmary,
of a paid-in government subscription and a guaranty prevision that wculd enable
it to raise additicnal furds in the private czpital market .,  Tohn Pincus has

also suggestca that, for such a bank:

A modest interest subsidy fund appropriated by the Cengress cculd
cover the differential cetween the Government guarenteed market berrowing
rates and the lewer rates that some underdevelcoped countries could afford
o pay . . .

. As nations recciving thece leoans provrescavely develop thelr
econcmies, the activitics of such a proposed relending agency might be
limited sim plv to guarantseing bond issues of these countries without
suhsidy prov ior and in the longer run, without intervention by the

C‘

U.S. authoriti U/

_/ Statement of John Fincus, REND Corporation, in The Fyture of U,3, Foreign
Irade Policy. Hearings befcore the Subcommittee on Forelgn Eccnomic Fo i', of
the Joint Economic Cemrittee, Congress of the inited States, 9Gth Congress
1st Session, July 1967, Vcl. I, p. 250.

The recommerdation made here is that, rather than create an American
Develcpment Bank, the United States should move prepptly in the direction of
almost total reliance cn the World Bark, +he Inter-Anerican Development. Bank,
and the Asian, African, and Central American Development Lenks as Intcrmediaries
for making development loans. The European Devslcpment fund, capitalizad by
the members of the European Economic Community, is abtout the cnly muivilateral
agency equipped to make grants as well as leans; considerstion might be given
to transforming it into a similarly-equipped OECD Development Fund in 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 canrot 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 Interrational Finance Corporation, the Watson Committee
nevertheless publicized a proposal for a Peace-by-Investment Corvoration which
would "chanuel equity funds into lesc developed ccunt, zeg, using United States
Government credit as its source of firancing in the initial stages, and relying
partly upcn funds from privete investors in late steges.”  (pp. 30-31.)

Senator Jacob Javits picked up the idea and presented it to the Congress, _/

_/ For a Ywrief summary of the furctions, riranci-g and management of the
propesed corporation, see The Involvement, of U.S, Frivate Fnterprise in
Develining Ccuntries, Repcr+ cf the Subcommittee on Foreign Eccriomic Policy
of the Ccmmittee on Foreign Aireirs, House of Representatives, 90th Congress,
2nd Session, House Report No, 1271, April 2, 1968, p. 31.

More recently, the Subcommittee on Foreign Economic Policy of the House
Committee on Foreign Arfairs has urged that stuiies be initiated

"on the feasibility of establishing o guasi -public corporatinn
dedicated solely to private indusirial develcpment work in less-<developed
countriles. Although this corporation would be survorted in the beginning
by public funds such assistance should be tapercd it ard, if possible, means
should be adopied for making the corporation seli-g . ovting, in whole or in
part, including the possibility of funding tfrom prive-. csources... Its
activities, though, should he kept consistent with .S, foreign policy
commitmen®s and with development programs.' _/

-/ Ihid., pp. 3-L.

t——— L o

Just as the International Firance Corporztion cperates as "an affiliate"
of the World Bank, so the subcommittoe hes suggested that the rreposed
national ccrporation could be "an affiliate" of an agency of the U.S.
Government., Why not assign the function tc the often-praised Office of

Private Resources in the Agency for Internaticnal Development?

"A separate entity would offcr greater organizational flexibility,
direct invclvement of private enterprise, and singleress of pIrpose; ...

As 1t is, the Office of Private Resources...operates as part of
the AID. In turn, AID operates in conjunction with the Department of State.
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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, 1t is governed by agency allocations

and by personnel and recruitment policies.” _/

—/ I.b.ii-} po 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 cpportunities. 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 1s true thr. equity investments have some edvantages --- 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 ejuity investments than when secured through
long-tern. 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 perilod, a
foreign loan will be repaid with no further obligation." _/

_/ Stefan Robock, "It's Good for Growth, But Who's Swallowing," Columbia
) 2

dournal of Wopld Busipness, Vol. II, No., 5, Nov-Dec 1967, p. 18.

r—— —— V— ———
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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 1s trying to promote.

Resuymé on Private Investment

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 hestility 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 muitilateral 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 reasonably 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 cconomy 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.



127.

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 see tihiem. 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 obtaia
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-servieing 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
femiliar 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 1956-1966, 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 “ndustry 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 1J,S. direcyv investment was
approximately $750 million during 1956-1960, slightly over $800 million during
1961-1¢55, ard 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 ror 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 Bernst~in gave me.] As of the end of 1966, direct investments of U.S.

business in less 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, _/ The $11 billion represents new investment; i.e.,

_/ Stefan Robock, loc. cit., 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 valueftothe less 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 Naticas Department of Economic and Social Affairs,
Foreign Investment in Developing Couyntries (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? 1If 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. Balance of Pavments 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 monstAry <ysiom 1s Jdesperately in need 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 shculd 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 investment incentives to be used.
It has also hampered trade liberalization and strengihened protectionist forces.
The Administration has consistently tried to distinguish between its rich
trading partners and its poor ones, with a view to minimizing the adverse
effects of restrictive measures on those ¢ountries most in need of foreign
capital, low-cost sources cof supply, and export markets. The effort has in-
evitably been less than successtul. In an inlerdependent 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 o tle aldi-receiving country as an effort to promote American exports
irrespective of their relative cost rather than as a device to save the aid

prcgram from deeper slashes, has been almost perfected by now. Tying helps
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1o 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 impcrts contained in the experted commodities.
Moreover, the domestic interests that benefit f'rom the policy will be more
likely to support the aid programs than if aid is untied,

For the f'iscal year 1961, the net dollar outflow from AID programs is
estimated to have been about $850 million, By 19¢2, it had been reduced below
$2c0 miilicr, By 1967, tre leak was a trickle; commodity orocurement charged
against AID dollar appropriations was ccnfired to U.S, scurces, though it gight
include selected less develcped countries. "To qualii'v for inclusion as
authorized scurces fcr ATD commodity procurement, the less developed countries
must agree to accept payment through U,S, Source Letters of Credit under which
the dollars are tied to firancing imports from the U.S." As of . une 30, 1967
only eight countries -- seven of them in Asia and cre in Africe -- qualified
as authorized cources: India, Morocco, Pakisten, Prilippines, Republic of China,
Republic of Korea, Singapore and Tunisia., Excluded were Thailand, Nigeria,

Senegal, all of Latin America, and varicus other aid-receiving areas, _/

_/ Agency for International Development, Operaticons Report, Data as of
June 30, 1967, pp. IV.

In mid-1968, the AID reported that its contribution to the dollar drain "had been

cut to nothing." _/ Unforiunately, so had its immediate coniribution to the

/ 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.



133.

If all aid-giving nations adhere to the practice of tying their bilateral
aid, each will be deprived of the oppcrtunity to earn funds from the expendi-
tures of others, to the detriment of its most etfficient producers. The +ying
process inevitably procures less aid for the same amours of money, or raises
the total cost of bilateral aid programs over what i{key would cost if purchases
were made on the basis of international competitive nidding, To estimate the
costs of tied aid to the receiver, it would be desirable 1o make an analysis
in a country which obtains all of its assistaince {rom a singie scurcz, The
most sericus study T have seen, however, deals with Fakistan in 1965, when it
was receiving aid not only fror the United Stuies bul z2loo from the World Bank,
the International Development Association and otner sources, It iherefcre had

greater flexibility end sreat:r barcaining power than a couniry dependent en tirely

ated conservatively that antying the

[
.,‘

on French or American aid. ‘he author ceo
$500 million Pakistan expeeted Lo recezive dn foreign aild that year would have

saved Pakistan approximately 460 million,

"icd credits come in all scrts ol packasor -- they are vied
to the country of origin, tied to iriiyidual prSjwcta Lied wo
specific end-uses. In most cases, all the throo rorms of tying

are applicable. The most important fore, uowavew, is country-tying
which makes it difficult for the recipiont cour ! 1O 45,
tage of the competitive conditions in the internationel nma
forme of wmying rcsult, in cne way or another, in higher price
adverse implications cf tied credits extend, however, berond She
question of prices, Tied credits also Limit “he abilily of
pient country to choose an appropriate Lechnolory or interns
consultants of its cwn choice,” _/

g

./ Dr. Mahbub ul Hag, "Tied Credits -- A Quantitative Analysis," in Capital
Movemenis: Proceedings of a Conference held by the Intornaiiona oric
Association (John H. Adler Editor, New York: St., Martin's Fress, Macm
Pp. 326--327. [The $60 mnll on ‘1guru immediately preceding the guotation is

from p. 331.]
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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 dividend frem $10C miliion in grant aid
than from $85 million. If in fact $100 miilion frcm va- United States provides
no more in goods and services than $85 m?llicn fram Tialy or Japan, is the
United States in such circumstances providing any more aid?

As the United States tilateral progrem has mcved away from grant aid and
increasingly into loan aid, questione of cost have become more important from
the point of view of the receiver, particularly because loan terms have ai the
same time been hardening., Less develcpad countries can 111 arford to borrow
and pay interest o. $100 millior. in order to wstain equipment that could have
been cbtained elsewhere for $85 million,

...1t was partly the appreciation of this burdening erffect of

tying that led to the recommendation at UNCTAD [the 1964 UN Conference

on Trade and Development] of reverse tying o: ~epeayments, that is,

obliging the donor to accept repayment in =k~ ;. cds whose production

facilities have been financed by aid. There %5 & certain element of
rough justice in this suggestion, givern the prevaleonce of aid tying

and the barriers to imports of industriel preiucts inte developed

countries from less developed countries., KoY a more efficient solution

would be for the element of excess cost imposed by tying to be given in
the form of a grart and cliarged to some domestic expenditure accoant

(as export promotior., domestic transfer, or demestic preducticn sutsidy)
rather than against foreign aid, _/

_/ Harry G. Johnson, Economic Pclicies Towsrd the Less Developed Countries,
The Brookings Institution, 1967 . 1lokazs,
J 2 pp

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 ’resident, 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, L03,

the amount the CCC would have spent anyhow on Food-for-Frecdom commodities,

The type of reverse tying of repayments refefred to by Professor Johnson
is virtually standard practice in trade-aid reletions between Communist countries
and less developed countries, The Soviet Union regularly accepts goods -- steel,
fertilizer, sugar, etc., -- in repayment cf 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 i1t 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

countries
less develoﬁEEXTH-;ggaying 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
the outflow to relieve the balance-of -payments problems of the lending nations
without mitigating correspondingly the balance-of -payments problems of the
horrowing 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 U.S. markets; (2) a voluntary program by |
which U.S. parent companies try to improve the ret 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,



136.

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
mde applicable only to capital exports destined for the acfvanced countries.
For the same reasor, the voluntary program for improving the balance-of -
payments performance of United States companies with foreiin interests was
limited to transactions with the advanced countries.

But the distinction was badly bl irred in the Federal Reserve Board's
voluntary program for curbing overscas 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. _/

_/ 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 investment has been further
reduced, and the refinancing of debts has tecome harder. Yet the Action Program,
however successful in mitigating the immediate crisis, will not obviate the
need for fundamental reforms in the international monetar; system. Meeonwhile,
the rigidities of the world financial system will contiuue to operate as a
constraint on development assistance programs. The problem, therefore, is
both to expedite reform of the system and, in the interim, to minimize more
wiaginatively 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 merntioned 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 promoiion, 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. Fach participant will have a quota, which is expected to
be the same as its reguiar IMF quota. Its entitlement to share in any issue
of special drawing rights (i.e., to obtain some of the new "paper gold")

and 1ts voting power in the Special Account will be based on its quota,
Countries receiving SDR's will be 2hle 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:

++.8 certain amount of disappointment has been expressed in some
quarters that the agreed scheme does not provide for a specific link
between reserve crection and development assictance. 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
wes that the bulk of any new reserves delibereately 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 technicelly impractical about this way of
getting new reserves into circulation among monetary authorities, the
idea was generally unwelcome to industrisl countries who felt that the
nrovision of aid and the creation of international liquidity called for

two distinet decisions, each of which should be taken deliberately _on
its own merits by appropriate procedures, and that reserve creation
should not provide a back door through which aid-giving could be freed,

in some measure, from the restraints of parliamentary control over
expenditure ,/

——

/
~/ 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 Fiond, December 15,
1937, 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 &

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 Subzommittee on Internetional Exchange

ommittee of tre U3 Congrasa oppossd

o

and Payments of the Joint Economi-:
eny cloge link between the creatiom of new interra‘icral moretzry reserves

and long-term eid to less developed countries, prircipally beszise it was

-

thought that comrzoting them woull Ircraage Shs 500004 of »ezelin

agreemen’ on new monetary arrargem:nis, By 1aha 1963, &t least two rembers

of the Committee -~ Representa‘ive: Herry &, Reisn nnd Robert H, Ellswerth -—

%

were vrging that there be a link.

"The Werld Bank shouid take #le iritiative in preposing & plen to
link new reserve creation with the provision of additiorsl essistonce

to the lezs developed zountriee,

eeolnicre shold he mors diepe

won o bow ho develop two digtinet
but complementzry sets of foreign o

formi.etions, One would bpe based

de & portion of

domestic taxaticrn, The other wold rvolre sty
new reserve creation for the developing couniriza,

on conventional cortrivotiors ol of rasiconzgl YWiigebss end fincrned by
s i

en erperiensed and wslloie
rg eid, the World Burk ¢l
IMF to Tedic a*e some pard of wd

he Group 01 Tex 1.;, :
for crua+1n5 recearves, tis Worla
national Developm\ﬂt Asco'_g,Lc“ . serrrentioral
netion2l corfribiotions aré in pexd by IMS poeoihosse of IDA Tords
guaranteeﬂ Ly the World Bank, wi“n & rooticn of tiz rew wepss
assete .t

fho Iq+

PSR

/ Off Dead Center: Some Proposals to Strensimen Free Wordid Feonomic Coopera-
tion, & Report to the Joint Economi: Committee Congress of the United States,
by R Reprecentatlveu Henry S. Reuss and Robteri F. Ellsworth (December 20, 1965)
op. 16-17,

A similar recommendation wes made by a group of United Nations experts
in 1965 end by late 1967 the Congrescsicnal Subcommittee on Irternationszl

Exchange and Payments was virtually unanimous in urging that the US Governors


http:pr-rn::1-'i.ly

140,
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 possibiiity of linking t2e new reserve
creation with the provision of additionzl zssistance %o the lezs-developed

countries,"-/

/ Guidelines for Improving the Internatiorsl More*~rv Sysiem -— Round Two,
Report of the Subcommittee on In*erna*ionel Exchange and Paymen*s of the
Joint Economic Committee, Congress of the United Siates (December 1967), p.
8, For the recommendations of the UN group, see Unitel Nations, Inter-
national Monetary Issues and the Developing Jountries, Report of tne Group
of Experts ('nited Nations, New York, 1965).

In summarizing the case for a vigorcus push in +this direction, it has
been cogently argued that, although not an either-or proposition, it should
be easier to persuade governments in developed co.ntries to forego 2 smell
part of the massive benefits from moretary reform ‘oi=n it iz to azcept the
obvious costs of appropriated aid funds, or tariff con:essions, or higher
commodity prices,

"Resource transfers via monetzry reform also are easier because
they are mizh more in the hands of technocrats than of legislators, One
has only to contrast the ease of swap arrangements betwesn central benks, an

important reéfyrce transfer, with the problem of aid transfers to appreciate
this factor."

/
~ Gustav F. Papanck, "Changes in Aid Strategy," paper prepared for Confron-
tatiog convened June 10-15, 1968, by Viemnna Institute for Development,
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To maximize the amount of development assistance via monetary reform
and to make the building of international 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 anuouncement 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 ezsier for those
countries to repay short-term commercial credits +rat rever ghould have Leen
extended or medium-term ioans from the Soviet Union and Western Europe thet
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 egency, 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 & tax or internztional trade or
international capital movements, or to.tax transra‘ionzl corporations.

Governments rich or poor, however, can hardly view with equanimity the
prospect of a wasteful, anarchic scramble for petroleum and other mineral
resources in the oceans beyond the territorial limits esteblished by the
1958 Geneva convention, The scramble is & resl 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 than 80 countries.

"Fifteen years ago offshore drilling was within - miles of the
mainland; today some US wells are more than 75 miles frum shore.
Fifteen years ago there were approximately 200 offshore US wells in
water depths not exceeding 7O feet; today there are more than 6,000
US producing offshore wells, and some of the most recent are being
drilled in water over 600 feet deep, ...come lerge o1l and gas
producing companies now have more than 50 percsni of their lease
holdings offshore.

...Total investment of compenies in offshore activities, according

to some authorities, will have guadrupled by 1980, increasing from
$13 billion in 1968 to $55 billion.®

~/ 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, investment
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, Concludine Thoughts

Projections of the requirements of less developed countries for net
inflows of long-term capital are forever being nade 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 L percent per year per cepita 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
alternatives 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
law 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
end 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 borucrs, 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
gocial needs go ummet, 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 progrem 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.

€ pay-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 Govermment 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 rezl push in Latin America, I suspect,
could break the back of the problem there during the 1570's, Self-sustaining
growth in the least developed portions of Latin America, Asia and Africa is
probably farther away., While the initial objective of development assistance
should be to help poor countries reach tze point where they can grow at
close to maximum rates without encountering belance of payments crises, it
hardly seems probable that in the long run the 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 $l,OOO
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 U 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,EOO level, thereby
widening the dollar gap and leaving the first country still poor not only in
relative terms, but probably in abgolute ebility to emsure the survival, in
good physical and mental health, of ite inhebitants. The same forces that
result in income transfers from richer to poorer citizens and from richer
regions to poorer regions within a progressive nation-state like the United
States will work toward institutionalizing income trensfers in the world as
& 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 increesir,_ iy hostile to "front door" finemcing. 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-existeat — but of opinion-leaders
and key Congressinen. 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 Internaticnal 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
meking policy recommendations; preparing educationsl 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 effort 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 e multilateral assistance via strengthened multilateral mechenisms —
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
aid" 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 has been made on the promotion of orderly growth and
evolution in a disorderly world. Much has been learned but much remains
uniknown., The glamor of aid:ng exotic lands is wearing off. The voices crying
for action on the home frort to make our cities hab}table 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 t~ 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?



