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IWERNATIONAL ECONOMIC ASSISTANCE I N  THE FREE WORLD: 
cmiiurr POLICIES AND r n R G I N G  PROBLEMS 

Introduction 

Foreign economic and technical assistance i n  the f ree  world 

has ceased t o  be a matter of isolated national attention. Many 

now view it as a cooperative e f fo r t  by the f ree  world; it is the 

subject of frequent and intensive international negotiations. This 

study examines the current a id  pol icies  and programs of the major 

capi tal  exporting nations t o  answer the following questions: 

1. What i s  the current volume of economic assistance and 

which are  the major donor and recipient nations? 

2. What ase the principal reasons for  each of the major 

national a id programs? Is there a sense of common purpose among 

the donors t h a t  would support the view tha t  f ree  world foreign a id  

i s  a cooperative e f fo r t ?  

3. Are the developed nations assuming re la t ive ly  equal re- 

sponsibi l i t ies  i n  t h e i r  a id  programs or are  there marked d ispar i t ies?  

H w  can these e f fo r t s  be measured equitably? 

4. What kinds of public and private a id  are  being provided and 

under what conditions? 

5 .  To w h a t  extent i s  a id  being channeled through mult i la teral  

agencies? Under w h a t  conditions do the capi ta l  exporting nations 

usually agree t o  provide significant amounts of a id  through these 

agencies? 



6, What are the major problem of using economic a id  t o  spur 

the development of the less-developed nations? 

The Problem of Defining Aid and Securing Adequate S ta t i s t i c s  

The analysis of international econamic a id  i s  hampered by dis- 

agreement over w h a t  constitutes a id  and by the inadequate and often 

contradictory s t a t i s t i c s  currently available. The United States  uses 

the term "foreign aid" and provides sll of i ts a id  t o  foreign caun- 

t r i e s ,  but some donors provide the bulk of t h e i r  a id  t o  t h e i r  own de- 

pendencies and thus do not regard it as "foreign aid." Sone Americans 

therefore may be skeptical of including a id  t o  such areas as Algeria 

i n  the French to ta ls ,  when the United States  does not include its 

@?ants t o  Puerto Rico and the  Virgin Islands. The dependencies of 

the Ehropean powers are, however, all less-developed areas and expendi- 

tures  there do constitute a burden on the donor. Moreover, the fac t  

that the United States  i n i t i a t e s  a id  programs t o  most of the  n e w  

nations as  soon as they became independent, and frequently even ear l ie r ,  

suggests t h a t  this country has a strong in teres t  i n  the continued pro- 

vision of a id  by the European governments t o  t h e i r  dependencies. 

The dist inct ion between "aid" and "foreign aid" may soon be 

largely a semantic one because of the rapid pace a t  which dependencies 

are  receiving t h e i r  freedom, For the present, however, the difference 

is a real one. The Uhited States Government and the Organization f o r  

mopean Economic Cooperation (OEEC) both include a id  t o  European de- 

pendencies i n  t h e i r  t a l l i e s  of international econolaic a id  and sateetimes 



the figures do not specify w h a t  portion of a m t i o n t ~  a id  has been 

provided t o  i t s  dependencies. The present report  is based princi-  

pal ly  on the OEEC a d  United States figures and attempts whenever 

possible t o  al locate  a id  between dependencies sad nca:~-dependencies, 

but incluiiea both ill the o v e r d l  national tcka3s. 

A more perplexing problem is  t o  determine which types of capi ta l  

should be considered aid. Capital flows ~'POIE the advanced t o  the less -  

developed nations through a variety of c ~ . ~ , e P s .  These include public 

grants and loans on both commercial and non-commercial terms, export 

credits,  sk i l led  manpower, sales  of surplus agr92ultural commodities 

on concessionary terms, private lows ,  investments and reinvested e m -  

ings, as  well as regular export earnings. Some less-develaped countries 

a l so  receive World W a r  I1 reparations md i ~ d e ~ f f i c a t i c n  payments. I n  

addition, the advanced nations p r ~ v i d e  public mi: private capi ta l  t o  

the growing number of mult i la teral  organizetS.onr; that i n  turn  make t h i s  

capi ta l  available t o  the less-develaps zciu~bries. A l l  of these sources, 

though vsrying i n  degree of usef'ubess, are  i ~ o z % a n t  i n  meeting the needs 

of the less-developed countries. Clearly, however, all capi ta l  cannot be 

considered "aid. " 

A t  present there is no agreed f ree  world defini t ion of "aid." The 

O E E C ' s  Development Assistance Group (DAG) discussed the nature of a id  i n  

March 1961 but the cornunique issured at the close of the meeting reveals 

no agreement on which forms of ccepitd may properly be c U e d  "aid." The 

DAG noted the value of private and public finance on commercial terms, 



but emphasized that  the "camman aid effort  should provide for ex- 

panded assistance in  the form of grants or loans on favourable terms, 

including long maturities where t h i s  is justified,,,," ' The DAG 

also warned against providing most aid i n  the form of short term 

credits f'ully repayable in  convertible currencies since t h i s  places 

too heavy e financial burden on the less-developed econamiese A 

major obstacle t o  deriving a generally acceptable definition of "aid" 

is that the various donors emphasize different fonns of "aid," some 

of which might be excluded by a definition adopted by the remaining 

umbers of DM. The quotatlon f ~ o m  t h e  DM communique, however, 

does indicate the trend of thinking among most DAG participants. 

The OEEC reports on economic a id  do not take a position on what 

constitutes "aid" but instead speak of the "flow of financial re- 

sources t o  countries i n  course of economic develqment" and list a l l  

sources of capital except regular export earnings, The United States 

Gove~n' t-prepared table "Official Assistance t o  the Less Developed 

Countries by OEEC Countries ernd Japan," reprinted on page x i  of t h i s  

study, selects only certain forma of capitsl  and labels them "aid." 

It i s  restr icted t o  "official" or gcvernment-povided capital, and 

includes: (a) grants, (b) b i la tera l  loans of 5 y e a s  or over, (c) 

contributions and subscription t o  international organizations, and 

for the United States also (d) the increase in  United States holdings 

of local currencies derived from Public Law 480 t i t l e  I sales of sur- 

plus agricultural commodities, The evidence of t h i s  table suggests 

1,/ "Development Assistance Group Concludes Fourth ~eeting." Depart- - 
merit of State Bulletin, April 17, 1961. p. 555. 



t h a t  the  United S ta tes  does not consider the  following other forms 

of c ap i t a l  t o  be "aid": reparations and indemnification payments, 

loans of l e s s  than 5 years duration, guaranteed pr ivate  export c red i t s ,  

government purchase of in te rna t iona l  f inanc ia l  secur i t i es ,  and a l l  fonns 

sf pr iva te  investment and lending, 

This study adopts the  United S t a t e s  working de f in i t i on  of "aid" i n  

re fe r r ing  t o  the  "aid" programs of other nations. But it a l s o  l i s t s  a l l  

goverrment and pr iva te  sources of c ap i t a l  p r ~ v i d e a  t o  t he  less-developed 

countries, taking care t o  dis t inguish between cap i t a l  and that c a p i t a l  

which may properly be ca l led  "a'ld." 

The comparison of international .  economic a i d  programs began only 

recent ly  and comparable s t a t i s t i c a l  &ta a re  not avai lable  f o r  a l l  donor 

countries,  Developing coordination of a i d  i~fcrmat , ion through the  DAG 

as? eventual acceptance of 8 de f in i t i on  f o r  "aid" m y  grea t ly  reduce 

these s t a t i s t i c a l  problems. 

I. Suwnary of Major Findings 

A, Total  Flow of Aid and Other Capital  

The advanced nations increased t he  valce of t h e i r  economic a i d  t o  

t he  less-&eveloped nations from $3.0 b i l l i o n  i n  1956 t o  an annual l e v e l  

of $4.1 b i l l i o n  i n  2.959, the  Past year f o r  which complete s t a t i s t i c s  

a re  available.  Although the  United S ta tes  has consis tent ly  provided 

more t b n  half  of t h i s  aid, i t s  share has 6 r c z e d  from 70 percent i n  

1956 t o  59 percent i n  9959, due pr inc ipa l ly  t o  increasing con t r ibu t io~ is  

from other  natisns.  



Foreign a id  represents only about half of the capi ta l  made 

available by the advanced nations t o  the less-developed ones. During 

the four-year period of 1956-1959, foreign economic aid to ts led  $14.5 

bill ion, while additional public and private financing totaled $13.5 

bi l l ion,  

The less-developed countries have two additional sources of 

economic aid. The Sino-Soviet bloc, during the years 1954-1960, agreed 

t o  provide $3e45 b i l l ion  i n  economic a id  t o  free world countries, but 

expenditures are reported t o  have reached only $735 million. The less-  

developed countries a l so  provide limited amounts of aid, mostly technical. 

assistance, t o  each other. 

B e  Multiple Furposes of Aid 

The many national a id  programs do not r e f l ec t  a camon sense of 

purpose, but rather  a variety of purposes which may or may not be com- 

plementary i n  the ef fec t  they have within a part icular  receiving country. 

Some governments supply economic aid t o  secure military bases, support 

a l l i e d  armies, re ta in  acquired p o l i t i c a l  influence, or  stimulate economic 

development t o  undercut the appeals of Comrmuzisrn. Others with limited 

international security problems seem more interested i n  increasing t h e i r  

exports. Finally, there i s  a widely shared view that the advanced nations 

have some measure of moral responsibili ty t o  share t h e i r  resources with 

the poorer, less-developed nations. 



Most of t he  pr incipal  donors concentrate t h e i r  a id  i n  a few 

less-developed countries where t h e i r  po l i t i c a l ,  m i l i t a r y ,  o r  economic 

i n t e r e s t s  a re  centered. Expanding the  v o h e  of a nat ion 's  a i d  pro- 

gram under these circ~amstances usually f a i l s  ts increase the  number 

of recipients.  The United States  also provides the  bulk of i t s  a i d  

t o  s few countries. This government's i n t e r e s t s  extend throughout 

the less-developed world, however, so t h a t  it 'contributes some a id  

t o  more than sixty governments, many of which also receive a id  from 

one ~f the  other advanced natiocs, By vir tue  s f  coatributing approxi- 

mately half of the  f r e e  world's foreign a id  the United States  has pro- 

vided much of the present l imited sense of rxnity and cooperation on 

foreign aid. Consultation among the  donm govsrmetata, especially 

i n  the  recently formed Development A s ~ i s t a r ~ c e  Grcxd,  can do much t o  

improve the  h m o n i o u s  operatisn of f hese r~d.t;i-;?~;~~fie a id  programs. 

C. A Comparison of Foreign Aid Expendittires by t he  Developed Nations 

Recent i n t e r e s t  i n  making the  economic devePopment of the  less -  

developea nations a cooperative f ree  world effort is usually i n t e r -  

preted a s  requiring equali ty of s ac r i f i ce  by a l l  d ~ n o r  goverments. 

It is not clear,  however, what a re  the  proper scd~es i n  which t o  

weigh the  various aaGioga1 a id  programs. Aid expenditmes a r e  most 

often cnmpared a s  a percentage of the  gross nat ional  preduct but, by 

i t s e l f ,  t h i s  is inadequate. It f a i l s  t o  cs!rc ecsol~rit, u i  other major 

foreign and domestie claims on the  economy. Also the  impact upon two 

co*mtries spending similar percentages of t h e i r  gross nat ional  product 



on foreign a id  can be vastly different depending on the i r  respective 

average levels  of personal income. 

This study evaluates the national foreign a id  programs on three 

different bases. The resul t s  are not completely consistent but, on 

balance, they show tha t  the major European colonial powers and the 

United States  are making re la t ive ly  comparable foreign a id  efforts ;  

the German Federal Republic and the other non-colonial powers con- 

t r ibute  considerably less.  

D. Major Bilateral  Program 

The United States, France and the United Kingdom provide 90 

percent of all free world economic aid t o  the less-developed countries. 

These three, plus Germany, provide 90 percent of the t o t a l  of f ree  

world capi tal  tha t  goes t o  the less-developed countries, including 

aid, other government and private sources of finance. 

The European nations with dependencies i n  the less-developed areas 

usually center t h e i r  b i l a t e ra l  economic a id  on these present or  former 

possessions. 

Most a id  is provided i n  the form of grants, but there i s  increasing 

in teres t  i n  loans. Available evidence indicates t h a t  the United States  

is the only donor that makes some of i ts  loans repayable i n  the  borrower's 

loca l  currency. The United States is  a lso  unique i n  sel l ing its s q l u s  

agricul tural  commodities in  return for  the relat ively inconvertible 

currencies of the purchasing countries. 



With the exception of United S ta tes  grants and bacs  from the  

Development Loan Fund, mast b i l a t e r a l  economic a i d  Pas been formally 

or  i n f o m l l y  t i e d  t o  purchases i n  the  donor co*m%rjr. U'nited S ta tes  

grants and loans a r e  now also t i e d  t o  purchases i n  the  United States.  

Economic a id  normally has been provided f o r  spec i f ic  projects  

ra ther  than t o  meet; general. budget de f i c i t s ,  o r  t o  support nat ional  

development programs a s  a whole. Accurate i 2 f o m % i o n  is not avai l -  

able on t he  percentage d i s t r ibu t ion  of a i d  mo*~g the various economic 

sectors  i n  the  less-developed countries. W h a t  li: available, however, 

indicates  t ha t  more than half of the  a i d  that can be iden t i f i ed  with 

pa r t i cu l a r  p ro jec t s  has been used f o r  t s m s p o ~ t a t i o n ,  industry, mining, 

and e l e c t r i c  power production. 

E. The Role of the WdLtilateraL Aid Agencies 

The mul t i l a te ra l  aid. agencies have p18,yei an?.3 w i 1 L  no~tin-ae t o  

play a l imited though useful  r a l e  i n  fos ter ing the  flow of cap i t a l  

resatlrces and technical  a id  t o  the  less-deveh;;?ed cauntries. During 

the  years 1956-1959 about percent of government a id  was provided 

b i l a t e r a l l y  and only the  remaining 10 percent was channeled through 

the  mul t i l a te ra l  agencies. A l l  mul t i l a te ra l  aid, except f o r  technical  

ass is tance grants, has Seen i n  the  f o m  of LOESS repayable i n  the 

clnrrenry bsrruwed, The major dorior gove-n-2~ i i n  parotfculu provide 

most of t h e i r  a id  b i l a t e r a l l y  t o  concentsate it in meas of spec ia l  

in te res t .  But multi lateralism is growing i n  favor, especial ly  i n  

the  United States.  The agencies a r e  viewed here pr incipal ly  a s  means 



of augmenting the t o t a l  volume of international credit by e l ic i t ing 

increased aid from the other industrialized nations, An exception 

would be the Inter-American Development Bank (IJB), The IDB, i n  

which the United States is the major contributor and the only one 

from among the developed nations, has the virtue of providing a 

mechanism for distributing and administering aid among the many 

countries of Latin America without the di f f icul t ies  of active United 

States intervention, Here, too, it is hoped t h a t  other developed 

nations may eventually make some capital contributions, 

The number of multilateral aid programs hss grown rapidly i n  

the l a s t  few years and there are now a t  leas t  ten i n  operation, 

The International Bank for Reconstruction and Development (IBRD) , 
formed in  1945, remains the principal source of multilateral credit, 

and provided over two-thirds of the total in  1956-1959. 

To the limited extent that  the developed nations provide aid 

through multilateral agencies they emphasize those l ike  the IBRD 

and the recently organized International Development Association (IDA) 

and the Inter-American Development Bank (IDB) that  provide for weighted 

voting, This practice matches voting strength with capital  sub- 

scriptions and guarantees the major donors proportionate control 

over lending operations. The United Nations grant technical assist-  

ance programs have fai led t o  expand greatly while the United States 

and many other developed nations have refused t o  support the formation 

of a Um development agency t o  make capital grants or loans repayable 



i n  sof t  currency. United Nations aid program rlsud.1.y operate on 

the basis of s t a t e  equality, with d l  members--large arid smal l  

contributors, cap i t a l i s t  and Cmunist-govem~ts--hvisry arn equal 

voice in. determining fund allocations, 

A p a r t  from the formation of new programs, there recently have 

been two important innovations i n  the f i e l d  of muLtflate;-al aid. 

The first is the authorization of "soft  Ir;ms" L;,. the new IDA and 

the IDB, The 'IDA may accept loac repayments in th? bar~r~wer ' s am 

currency. Recent statements by Bank  o f f i c i a l s  irkdieate that these 

b a n s  w i l l  be the exception, however, and that mest l,o%~s w i l l  be 

so f t '  i n  the sense of providing for  repayment ?eriodu cf a ~ r p  t o  50 

years and bearing l i t t l e  or no interest .  The E B  k s a s  a F'und for  

Special Oprations that is expected t o  make a7.1 ~ t r ,  %t:,t.,cs repayable 

i n  the borrwer 's  own currency. 

The second innovation is  a device f o r  prcviding &-id that com- 

bines significant donor c o n t r ~ l w f t h a & t i l s t e r &  framework. Some- 

times called "ad hoc multilateralism," it requirss a special agree- 

ment between the interested nations t o  prcviae %id ta a part icular  

project or corntry with dl contributfons being sdminlstered by a 

mult i la teral  agency, usually the IBRD, Support f ~ r  t te  X~dus Waters 

Project in Pndia and Pakistan and the f ive yea d ? v e l o  p l m s  of 

these two zations are the most impartant ex;rrrpies of t h i s  aew approach 

t 6  aid. In effect  it perni ts  the  coordinatior, =f milti-mtfon and 

tnulti-purpose a id  i n  support of major programs tha t  would be beyond 

the means of any single donor. 



F. Emerging Issues i n  International Economic Aid 

1, The general trend in  the expansion of economic aid i s  

away from grants and toward loans, usually repayable i n  hard 

currency over periods of 5-20 years, A serious question is now 

arising, hawever, of the ab i l i ty  of the less-developed countries 

t o  earn the necessary foreign exchange t o  service such loans, In 

some instances, such as India which has already accumulated a large 

international indebtedness, it may be necessary t o  make hard currency 

loans with maturities of 50 t o  100 years and perhaps bearing no 

interest  whatever, i f  hard currency loans are t o  continue t o  be a 

source of development capital, In  addition, it may be necessary t o  

reconsider msking greater use of grant aid and loans repa~rable i n  

the local  currency of the borrower. 

2, The ab i l i ty  of the developing countries t o  service hard 

currency loans and the i r  general need for  foreign aid i s  sometimes 

closely related t o  the changing world market prices of thei r  few 

principal exports, Declining export prices have sometimes wiped 

out the value of all the foreign aid received. Also the erection 

of import t a r i f f s  and quotas against these products by the developed 

countries can sometims have the same effect ,  

3. Economic aid can have a profound influence on the d i s t r i -  

bution of pol i t ica l  p m r  within the receiving country because of 

the social tensions it may create and the help it may provide t o  

certain economic groups and not t o  others. The donor countries, 



however, have given l i t t l e  a t tent ion t o  planning development aid 

with an eye t o  i t s  impact on the dis t r ibut ion of po l i t i ca l  and 

economic power. This would seem t o  merit greater a t tent ion i f  a id  

is t o  be useful in  serving the multiple purposes fo r  which govern- 

ments n w  provide it, 

4, To date most a id  has been contribtited i n  annual in s t a l l -  

ments t o  specific isolated projects i n  the less-developed countries 

rather  than t o  support one segment of an integrated national develop- 

ment program, The r e su l t  has sometimes beea uneven economic develop- 

ment and the fa i lure  t o  use available resources i n  the most ra t iona l  

manner. 

5, The sale of United States  surplus agricul tural  commodities 

for  foreign currencies Ebnd the provision af dol lar  development loans 

repayable i n  the borrowers1 own ourrency have greatly expanded the 

volume of v i t a l  imports available t o  the Pess-developed countries 

without use of t h e i r  usually short supply of convertible foreign 

exchange, The growing United States-owned accumulations of foreign 

currency derived f'rom these sales  and loans and a lso  the relending 

of the loca l  currencies once they have been repaid have been of only 

s l igh t  value i n  fostering the economic development of the less-de- 

veloped countries, The continued growth of these loca l  currency 

balances over the years may constitute a substant ial  United States  

"mortgage" on these countries and exacerbate p o l i t i c a l  relations.  



Same steps have been taken recently t o  slow down the ra te  of 

growth of the United States foreign currency holdings. These include: 

elimination of the maintenance of value clause i n  loans made with local  

currency derived from surplus commodity sales; the provision that up t o  

50 percent of the "country useii portion of these currencies may be 

granted t o  the local government; and the decision nut t o  make any 

further doll= loans repayable i n  local  currency. The United States 

local currency accounts wi l l  continue t o  grow, hmver ,  and it is quite 

possible that a t  l eas t  two multilateral agencies wi l l  begin t o  accumulate 

similar balances f rom the repayment of hard currency loans in  the 

borrowers own currency, 

11. The Total Flow of Free World Aid and Other Capital 
t o  the Less-Developed Countries 

During 1956-1959 the developed countries provided an average of 

about $3.6 bi l l ion per year i n  economic aid t o  the less-developed 

countries, Approximately $2.3 billion, or 64 percent, was supplied by 

the United States, with the remaining $1.3 bi l l ion or 36 percent being 

supplied by Western Europe, Canada and Japan. 

During t h i s  four-year period the annual aid level  rose steadily 

f r a m  $3.0 bi l l ion i n  1956 t o  $4.1 bi l l ion i n  1959, with most of the 

increase accounted for  by countries other than the United States. The 

value of aid from these countries doubled, r is ing fPam $843 million i n  

1956, or 30 percent of all aid t h a t  year, t o  $1.7 bil l ion i n  1959, which 

was 41 percent of free world aid. United States aid, during t h i s  same 

four-year period, rose from $2.1 bi l l ion i n  1956, or 70 percent of the 



t o t a l ,  t o  $2.4 b i l l i on  i n  1959, or 59 percent of the to ta l .  The 

Western European countr-ies, Canada and Japan, therefore increased 

the absolute value of t h e i r  a id by 100 percent and increased the 

portion of t o t a l  f r ee  world economic aid which they provided from 

30 t o  41 percent, Table 1, on page s h m  the annual a id  levels  

fo r  the Western European OEEC countries, Canada, Japan, and the 

United States,  

United Nations s t a t i s t i c s  on economic aid, which are not com- 

pletely comparable t o  those used elsewhere i n  t h i s  study, indicate 

tha t  most aid is  provided i n  grant form, but tha t  the importance of 

lams i s  increasing. The share of loans i n  t o t a l  government a id  

rose from 27 percent i n  1953/54-1955/56 t o  37 percent i n  1957/58- 

1958/59, while the share of grants correspondingly declined from 

73 percent t o  63 percent. V 
An examination of the rnultiple sources of capi ta l  including 

all but regular export earnings shows t ha t  the less-developed nations 

received far more capi ta l  from the advanced nations than the average 

of $3.6 b i l l i on  i n  a id  each year. The t o t a l  capi ta l  received was 

$27.9 bi l l ion,  or an average of $7.0 b i l l i on  per year. Almost half 

of t h i s  to ta l ,  or $14.0 b i l l i on  came from the United States. The 

next most important capi tal  sources were France, the United Kingdom 

1/ United Nations. International economic assistance t o  the less-  - 
developed countries. Report of the Secretery-General t o  the 
Economic and Social Council. UU Doc, No. ~ / 3 3 9 5 / ~ e v ,  1 (1%1), 
P o  43. 



and Germany. Together, these four countries supplied m o s t  90 

percent of all the free world finance made available t o  the less- 

developed countries, Table 2, on page xi i ,  l i s t s  the capital eqa r t i ng  

nations and the t o t a l  each provided during 1956-1959. 

W e  than half of t h e  $27.9 bil l ion i n  f'ree world capital, or 

$15.9 billion, was provided by governments, and $12.0 bil l ion by 

private sources. The value of "officialH or government capital has 

increased at a steady pace of $400-$500 million a year; the value of 

private capital has fluctuated indecisively, but on bslance appears 

to be declining. Table 3, on page x i i i ,  shows the azmual levels of 

government and private capital received by the less-developed nations. 

Goveruments, as a group, have consistently provided more than 

half of the i r  capital i n  the form of grants. Most private capital 

is  supplied as investments and reinvested earnings with guaranteed 

export credits and the purchase of securities issued by international 

financial organizations being much less  important. 

Most private and government capital is provided bilaterally, 

with multilateral channels receiving only 8-10 percent. Table 4, 

on page xiv, shows the annual levels of capital made available from 

the various government and private sources. 



111. The Multiple Arrposes of Foreign Aid 

The provision of international economic assistance i n  the free 

world today i s  not directed t w a r d  a common purpose. The various 

national and mult i la teral  programs have t h e i r  own specific purposes 

and operating principles. As a resul t ,  some programs complement one 

another, some are d i rec t ly  antagonistic, while most simply exis t  side 

by side. The United States is n w  attempting t o  make t h i s  a coopera- 

t ive  venture of the free world by increasing the foreign a id  contri- 

butions of the other industrialized nations. But there i s  s t i l l  no 

agreement on the purposes for  which a id  w i l l  be used. Scholars and 

public o f f i c i a l s  i n  the United States and elsewhere have sought t o  

develop such a sense of common purpose, but t o  date these e f fo r t s  have 

not borne f ru i t .  It is necessary, therefore, examine the multiple 

purposes of separate programs i n  order t o  understarid free world foreign 

aid. 

The Major Purposes of A i d  

A survey of free world international economic a id  programs indi- 

cates that the following are the most prominent motivating forces, 

though the iqor t ance  of each varies from one country t o  another: 

1. To speed the economic snd other aspects of national develop- 

ment i n  order t o  make the Communist alternative l e s s  appealing or t o  

avert  po l i t i ca l  chaos i n  general; 



2, To maintain po l i t i ca l  and economic influence i n  the 

colonial or former colonial areas; 

3, To increase exports i n  general and sometimes surplus 

agricul tural  commodities i n  particular; 

4, To secure and maintain military bases or t o  support 

indigenous armed forces t o  an extent and i n  a manner not feasible 

with the local ly available economic resources; 

5 .  To help the people of the newly independent and resurgent 

nation6 escape from the bonds of poverty, sickness, and ignorance 

and t o  realize the material promises of the twentieth century. 

O t h e r  motivations might be added, but these tend t o  be sub- 

s idiary benefits flowing From the aid program rather than in i t i a t ing  

reasons, This category would include such factors as: increasing 

employment i n  the donor country; enhancing the role  and security of 

private foreign investments i n  the less-developed countries; and 

assuring access t o  raw materials, 

Undercutting the Appeals of Communism 

The f i rs t  motivation--to undercut the appeals of Communism-- 

is  probably the most generally powerful one, but it is especially 

strong i n  the United States, It is recognized here as i n  Europe, 

hovever, tha t  belief i n  the a b i l i t y  of economic a id  t o  accomplish 

t h i s  purpose i n  the less-developed countries i s  based on a re la t ive ly  

untested assumption, It is a calculated risk, but the stakes are high 

and the r i sks  courted by fa i l ing  t o  provide "adequatenforeign a id  seem 

even more forbidding, 



Maintaining Influence i n  Former Colonial Areas 

France, England, the Netherlands, Belgium, Portugal, and 

Italy--all colonial or former colonial countries--have used t h e i r  

foreign a id  t o  help maintain economic and p o l i t i c a l  influence i n  

t h e i r  present and former possessions. The force of t h i s  motive is  

nw reenforced by the threat  of Communism i n  the less-developed 

countries. This i s  the principal reason why these European parers 

r e s t r i c t  foreign a i d  almost en t i re ly  t o  present and former colonial 

possessions. Consequently, each of these less-developed countries 

receives most of i t s  a id  From a single European government. The 

United States breaks in to  t h i s  pattern, however, for while it too 

centers the bulk of its a id  i n  a few countries, it d s o  has in te res t s  

throughout the less-developed world tha t  lead ts aiding countries that 

also receive aid from Europe. 

Almost dl Bench, Belgian, and Portuguese a id  i s  provided t o  

Africa. The Netherlands and the United Kingdom center t h e i r  a id i n  

South and Southeast Asia, though Br i t i sh  a id  is  increasing i n  Africa 

too. The Latin American countries receive almost zo a id  from m o p e .  

Export Promotion 

A 1 1  donor s t a t e s  use foreign a id  t o  spur t h e i r  exports. But it 

appears t o  be a part icular ly important motive f o r  Germany which has 

had no colonial possessions since World War 1 and has l M t e d  i ts  

po l i t i ca l  in te res t s  t o  Europe. This is changing. During the l a s t  

year Germany a lso  became concerned with the necessity t o  undercut the 



appeals of Communism i n  the less-developed countries, Host 

Japanese aid derives from its World War 11 reparations agreementa, 

but the remai-r appears t o  ba directed largely a t  e q o r t  pro- 

motion, 

The United States and the former colonial parers also use 

foreign aid t o  increase exports and ofben t i e  t h i s  aid t o  purchsaes i n  

the donor country, These countries generally provide loans on ex- 

tremely flexible and non-commercial terms, however, for pol i t ica l  

interests override export considerations, 

Military Bases and Forces in  Being 

France is a prime example of the interpenetration of political,  

economic, and military justifications for providing economic aid. 

Fullly 40 percent of French econamic and technical assistance now 

goes t o  Algeria where since 1954 France has been engaged in  military 

actions t o  quel the insurgents who demand independence, While Fraace 

has pursued this military p o l i q  of "pacification," however, it has 

also embarked on the five-year Constantine Plan t o  provide massive 

economic aid for  the poli t ical ,  economic, and educational development 

of Algeria. And in  more than a dozen countries the United States has 

long provided economic aid t o  secure base rights and support local 

anned forces. 



Humanitarian Responsibility 

Despite the prominence of p o l i t i c a l  and economic motivations 

for  providing foreign aid, there i s  often a strong mord-huxnani- 

t a r i an  sense of responsibil i ty t o  help the less-developed nations 

escape from the r ing of poverty, disease and ignorance. This i s  

part icular ly widespread among the general public, but it a lso  in- 

fluences government policy. 

The United States  has t rad i t iona l ly  given some ~ r i v a t e  and 

government assistance t~ the poorer nations fo r  humanitarian reasons. 

A recent public opinion po l l  i n  Germany indicated tha t  more thm half  

of those who favored an expansion of foreign a id  emphasized the 

e th ica l  and moral reasons fo r  doing th is .  I n  each colonial 

country there i s  a strong sense of responsibL!.ity for  the well-being 

of i t s  dependent peoples which usually r e su l t s  i n  the provision of 

more economic and technical a id  than is  required simply for  peaceful 

and effective colanial administration. 

In  Great Britain, fo r  instance, the traditSon of colonial and 

commonwealth responsibil i ty increases popular acceptance of today's 

expanded foreign a id  program. It is apparent during Parlismentary 
- - 

1/ Forty-se ven percent of those interviewed favored increasing aid, - 
21 percent were opposed and 32 percent were undecided. The 47 
percent who favored a id  gave the following reasons: e th i ca l  and 
moral--53 percent; economic--13 percent; political--15 percent; 
and "feeling of solidarityn--9 percent. This pol l  i s  reported 
i n  West G e m m  Attitudes Toward Economic A i d  for  Underdeveloped 
Areas, t ranslated From the German by E. W. Schnitzer, January 20, 
1961. Translation T-136 published by The Rand Corporation, Santa 
Monica, California, l%l. 6 p. 



debates on appropriations for  economic aid that both supporters 

and opponents of the Government favor development assistance in  

order t o  improve the conditions i n  the poorer countries of the 

Commonwealth. Appendix A i s  a detailed study of how t h i s  purpose 

interacts with and reenforces the other purposes of foreign aid i n  

the United Kingdom. 

The United States Blend of Purposes 

President Kennedyls March 1961 foreign aid message t o  Congress 

provides a succinct summary of the many purposes the United States 

t r i e s  t o  serve by i ts  foreign aid program. 

...It i s  proper that we d r a w  back and ask with candor a 
fundamental question: Is a foreign aid program really 
necessary? Why should we not lay down t h i s  burden which 
our Nation has now carried for  some 1 5  years? 

The answer is that there is  no escaping our obligations: 
our moral obligations as a wise leader and good neighbor 
i n  the interdependent community of free nations--our 
economic obligations as the wealthiest people i n  a world 
of largely poor people, as a nation no longer dependent 
upon the loans from abroad that once helped us develop 
our avn economy--and our pol i t ica l  obligations as the 
single largest counter t o  the adversaries of freedom. 

To f a i l  t o  m e t  those obligations now would be disastrous; 
and, i n  the long run, more expensive. For widespread pomrty 
and chaos lead t o  a collapse of existing po l i t i ca l  and-social 
structures which would inevitably invite the advance of 
totalitarianism into every weak and unstable area. Thus our 
avn security would be endangered and our prosperity imperiled. 
A program of assistance t o  the underdeveloped nations must 
continue because the interest  and the cause of 
pol i t ica l  freedom require it. 

U. S. Congress, House. Message of the President relat ive t o  
foreign aid. 87th Cong., 1st sess., E. Doc. No. 117, March 22, 
1961. po 3. 



Economic Aid A s  a Cooperative Ef for t  

Only during the  last two years has t he  provision of c ap i t a l  

ass is tance t o  the  less-developed countries been widely viewed a s  

a cooperative venture among the  indus t r i a l i zed  n a t i m s  of the  f r e e  

world, From a s t a t e  of almost completely separate nat ional  a id  

programs the  indus t r i a l i zed  nations have now b e g m  consulting with 

each other a d  concerting e f f o r t s  t~ expmd a i d  through the  Develop- 

ment Assistance Group of the  OEEC, It i s  sti.U true, however, t h a t  

the  major donors, except f ~ r  the United States,  Canada and Germany, 

provide b i l a t e r a l  a i d  t o  only a few selected countries with which they 

have a specia l  h i s t o r i c a l  re la t ionship ,  

The expansion of b i l a t e r a l  a i d  under these  circumstance wi l l  

r e s u l t  i n  providing increased a i d  t o  the  sane cotlntries already re-  

ceiving it, The Emopean governments generalbj  do not accept the  

pr inciple  of increasing the  l is t  of rec ip ien t s  beyond those i n  which 

they have long standing cannections and in te res t s .  The United S ta tes  

probably w i l l  continue t o  provide the  bulk of i t s  a id  t o  a few coun- 

t r i e s  but a l so  provide a i d  t o  those receiving it from other donors 

when t h i s  appears necessary i n  support of TJnited S ta tes  v i t a l  in- 

t e r e s t s ,  It i s  possible,  hmever, t h~b t  fu tu re  expansion of the  German 

a i d  program w i l l  have a d i f f e r en t  r e s u l t  since Germany has no spec ia l  

i n t e r e s t s  l a  sny of the  par t i cu la r  less-developed colsnt.ries. 

Expanding the  volume of in te rna t iona l  economic aid, therefore, 

does not necessarily imply or  require general agreement among the  

developed nations on the purposes of aid. The United S t a t e s  has urged 



a l l  developed nations t o  accept t he  provision of economic a id  as a 

common responsibi l i ty  of f r ee  world membership, Increased accept- 

ance of t h i s  responsibi l i ty  may be the  resu l t ,  but %he f r e e  world 

lacks a s ingle  ~hi losophicaj l  ecoaomic, or p o l i t i c a l  outlook t h a t  

would f a c i l i t a t e  such a common e f f o r t  t o  aid the less-developed 

nlembers. Even without a "free  world phi loso~~hq,"  however, it i s  

apparent t ha t  frequent consultations and cooperative planning among 

the  donor govemnents, especial ly  i n  the  Development Assistance Group, 

can do much t o  i q r o v e  the  I-iarmonious oprat ' iou of the  present multi- 

purpose a id  progrms. 

I V .  A Comparison of Foreign Aid E-qenditures 

by the  Developed Nations 

During the l a s t  two years there  laas been a growing conviction 

i n  the  United S ta tes  that the  other industriaXizzd nations should 

markedly increase t h e l r  economic aid p-rogrw~s i n  the  less-developed 

countries or" Asia, Africa, and Latin Amri.ca. 

Many Americans reason t h a t  Western Z.sro?e, because i t s  re- 

covery was p a t l y  financed by the  United S ta tes  b%xrshal.I. Plan, has 

a duty t o  provide more economic a id  t o  the  less-developed countries 

now that the United S ta tes  ap,mars t o  be having internat ional  f i -  

nancial  d i f f i cu l t i e s .  F'rom t h i s  point of view, the m o p e a n  e f f o r t  

would demonstrate grat i tude f o r  the  United S ta tes  a id  provided t o  

Europe i n  her hours of need, or  a t  l e a s t  cons t i tu te  a type of "re- 

payment" f o r  the  Marshall Plan grant aia. I n  e i t he r  case, t h i s  



implies t ha t  Europe would provide economic a i d  primarily t o  

safeguard United S ta tes  i n t e r e s t s  i n  Asia) Africa, end Latin  

America ra ther  than t o  protect  i ts  awn in te res t s .  

Other h r i c a n s  emphasize that the prosperoue European NATO 

partners should provide economic a i d  as one of the respons ib i l i t i es  

of membership i n  tbe  NATO al l iance because the Siua-Soviet bloc uses 

foreign a id  and t rade t o  expand i ts  control  i n  the  less-developed 

countries. This assums that the  menber goverrmnts have a common 

in t e re s t  i n  preveatlng increased Sino-Soviet genetration in to  these 

areas t h a t  =e outside the t e r r i t ~ r y  covered by the North Atlant ic  

Treaty. It a l so  asswnes agreement on the theoxy t11tl.t economic 

assistance i s  ar, effect ive meas of  undercut;ting bloc influences 

i n  the  free nations of Asia, Africa and &t in  America. 

There i s  a l so  a widely held bel ief  t h a t  5h. develnped nations 

have a moral responsibi l i ty  t o  share a t  least a portion of t h e i r  re -  

sources w i t h  the -pcjo;r, less-devel12pd !:o~rii;siea i n  their new struggle 

f o r  digni ty  and national. development,. Thougl-, strongest among some 

pr ivate  non-government groups, it is  a l s o  a pers i s ten t  undercurrent 

i n  o f f i c i a l  policy statements and w a s  eloqr~ently expressed by Presi-  

dent Kennedy in  n i s  inaugural address what_ he satd~ 

To those people in the  huts and villages ef Imlf the globe 
struggling t o  break the bonds of mass misery, we pledge our 
best  e f f o r t s  t o  help -them kielp themselves, f o ~  whtever  
period i s  required--not because the C n m 3 ~ i i s t s  may be doing 
it, nc t  because we seek their votes, bat beca1l:l;e it i s  right.  
If a f r ee  society cannot help the masly who %re poor, it cannot 
save the  few who are rich. 



I n  general,  the  f irst  of these  t h r ee  approaches t o  increasing 

the  foreign a id  e f f o r t  by t h e  developeii nations starts from the  need 

t o  reduce the United S t a t e s  fore ign a i d  burden or  a t  l e a s t  t he  per- 

centage of the  t o t a l  burden carr ied  by t h i s  country. The other  two 

approaches, however, appear t o  have d i f f e r en t  bases. They seem t o  

start from the  twin convictions that t h e  magnitude of the  problems 

i n  the  less-developed countries demandsa sharp increase i n  the  ove ra l l  

l e v e l  of economic a id  and that the  Fhuopeas~ cnuxkries and Japan must 

cons t i tu te  t he  p r i n c i j a l  source of t h i s  add.itiona1 aid. 

HOW should s n a t i o a ' s  f a r e i s  a i d  program be judged i n  conrparlson 

with those of o?Aer nations? S e v e r d  star-dards have been used but none 

appears adequate by i t s e l f .  

Foreign Aid A s  a f i rcen t  af  the  Gross Na t l omi  P=.o;rect - 
The percentage 04 gross nat ional  prodact devoted t o  foreign a i d  

i s  t h e  moat co~mon9y used yards t ick  t o  compare nat ional  e f f o r t s ,  though 

it f a i l s  t o  take account of many other important claims on the na t iona l  

economy such a s  servic ing t he  nat ional  debt, mil i twy and other  secur i ty  

expenditures, f ixed llomestic welfare costs ,  e t c .  By itself, therefore,  

it is not an equi table  measure. 

During t he  years 1956-1959, the  average percentages of gross 

na t iona l  product (GNP) devoted t o  foreign a i d  r a n g ~ d  *om a low of 

0.02 percent f o r  Switzerland t o  a high of 1.61 percent i n  t h e  case of 

France, The United S ta tes  and Portugal were second and t h i r d  wi th  

respective t o t a l s  cf 0.52 percent and 0,47 percent. 



Table 5, on page xv l ists  a id  expenditures as a percentage 

of t he  gross nat ional  product i n  the  case of ell the OZCD countries 

and Japan. 

The foreign a i d  expenditures by most countrias f luctuated both 

i n  do l la r  value and as a percentage of the  GNP. France, Germany, 

Norway and the  United Kingdom, however, a19 expanded t h e i r  programs 

s tead i ly  i n  both these  respects. United S ta tes  do l l a r  expenditures 

rose s teadi ly  from $2.1 b i l l i o n  i n  1956 t o  $2.4 b i l l i o n  i n  1959, but 

i n  both years the  economic a id  program accounted for only 0.51 percent 

of the  gross na t ious l  product. 

Only the United States,  Canada, and Japan among the  non-colonial. 

developed nations spent a s ignif icant  portion of t h e i r  gross nat ional  

product on economic ald. The coloniaL counfrieo--Belgium, France, 

Netherlands, Portugal, and United Kingdclm--:a spent 0.25 percent 

o r  more f o r  economic aid. The non-colori;iaJ, countries, with the  three 

exceptions mentioned, spent no more than C.:1.2 percent on economic aid, 

or l e s s  -than half  the  l ~ e s t  percentage f o r  any ~so lon ia l  country. 

Defense and Foreign A i d  Expenditures 

Should mi l i t a ry  a i d  and other defense expe:lditures be included 

with those of foreign economic a id  i n  c0nrparin.g nationaJ. e f f o r t s ?  

Many European goverrulaents, especial ly  those t h a t  provide only economic 

aid, separate these e,xpenditures *om defense and ref'use t o  acknowledge 

economic a id  as a secur i ty  measure, Those tkt do provide foreign 

mi l i t a ry  aid usually include the  f igares  under general defense or 



colonial  administrative expenditures and f a i l  t o  indicate how much 

is  spent f o r  mi l i t a ry  a id  o r  even how much i s  spent overseas. In  

short, Ehropeans tend t o  view a id  as  only economic aid. 

The United States ,  however, provides mi l i t a ry  and defense 

support economic a id  as  well as several  categories of economic a id  

f o r  development purposes and often regards the en t i r e  foreign a id  

program as  a securi ty  expenditure. Americans therefore often add 

the t o t a l  f o r  defense and a l l  kinds of foreign a id  i n  judging both 

our own and other co?mtriest a i d  e f for t s .  When t h i s  i s  done, the 

United States  moves t o  the  head of the  l i s t  with expenditures t o t a l i ng  

10.2 percent of the  gross national product i n  1959. France and the 

United Kingdom are second and th i rd ,  respectively, with percentage 

expenditures of 8.97 and 7.74 percent. Most other developed nations 

i n  the  f ree  world spend l e s s  than 5 percent of the  gross national 

product on defense and foreign aid. Table 6 on page presents 

comparison figures f o r  selected developed nations. 

The Impact of Defense and Foreign Aid On Fersonal Consumption 

Another means of judging nat ional  e f f o r t  is  t o  compare the per 

capi ta  gross national product with the percentage of t h a t  product ex- 

pended on defense and foreign aid,  This shows how deep a cut these 

expenditures make in to  the  resources available f o r  personal consumption 

and thus the measure of national s ac r i f i ce  which is  involved. This 

comparison shows, f o r  instance, t ha t  the United S ta tes  with a per capi ta  

GNP of $2,533 spent 10.85 percent of i t s  GMP on defense and aid, while 



the  United Kingdom had a per capi ta  GNP of only $1,224 end spent 

7.82 percent of its GNP on defense and aid. Also, Germany' had a 

per capi ta  GNP of $1,035 and spent 3.25 percent of i ts  GNP on 

defense and a id  while Portugal, with a per capi ta  GIW of $230 

spent 4.39 percent on defense a d  aid. 

H a r  does one e v a l u t e  the  expenditure of approximately the 

same percentage of GMP on defense and a id  by two countries t h a t  

have radical ly  d i f fe ren t  amounts of maney available for  t he  use 

of t h e i r  c i t izens? Even i f  there  is no simple w a y  t o  include these 

calculations i n  an estimate of national e f for t ,  it is clear  t h a t  t h e  

country with a much lower per capi ta  GNP is making a greater  sacr i -  

f i c e  than the wealthier country. 

O r  t c  put it another way, i f  one's income i s  only $1,224 it m y  

be a greater  deprivation t o  commit 7.82 p r c e r t  of that incow t o  de- 

fense and foreign afd than it w o a d  be t o  commit 10.85 percent t o  the  

oaue purposes if the iucorne w t s  t w i c e  as much, on. $2,538 a year. For 

the  same reasons it ma;y be m\;& rnore d i f f i c d t  fo-;. the  government o f  

a poor country t o  increase the tax r a t e  by one percent than it wouPti 

be f o r  the  government of s eomptlpatively r i c h  country t o  increase iLs 

t a x  r a t e  by 2 o r  ever, 3 percent. Table 7, on page shows a com- 

parison of per capi ta  GNP with defense and foreign a id  expenditures 

f o r  selected developed countries. 

There are other indices of e f f o r t  that m i g h t  be used such as the 

s ize  m cost  of servicing the national debt, the percentage of nat ional  

income absorbed by tax~stis~, the s a t e  of increase i n  the  moss na-tiond 



product during recent yews,  o r  perhaps the balance of inter- 

national payments. A l l  a r e  useful but the  three  ac tua l ly  used 

i n  t h i s  study appeared t o  be the  most appropriate. They do not 

provide accurate resu l t s ,  however, because of t he  d i f fe r ing  con- 

cepts a s  t;o what const l tu tes  a id  and what weight i s  t o  be given 

t o  t he  var ie ty  of nagor claims on the nat ional  econorqy. With these 

reservations cozsidered, it appears t h a t  the  major Jhropean colonial  

powers and the United S t a t e s  have made r e l a t i ve ly  comparable foreign 

a i d  effor ts .  The German Federal Republic and the  other coz-colon5al 

powers have contrihtlted consfderably less.  

V. Major B i l a t e r a l  Programs 

11y A e sect ion p r ~ l j i d e s  brici '  srurnms2i-e:; cC the a i d  and cap i t a l  

export programs of the  najor f ree  world countries. It highlig5ts 

important program trends, t he  r e l a t i ve  balance between pr ivate  and. 

government sources of capi ta l ,  and the  extent t o  which t-his cap i t a l  

nay be considered "aid." It a l s o  indicates  the  pr inc ipa l  rec ip ien ts  

of each nation's tlia program. 

1. Canada 

During the  four f i s c a l  years of 1956-57 through 1959-60, the  

Canadian Government provided $198.9 mill ion i n  b i l a t e r a l  a id  t o  the  

less-developed countries and $54 mill ion i n  contributions t o  the  

mul t i l a te ra l  ass is tance agencies. Grants const i tu ted mast of the  aid,  

with loans t a t d i n g  only $34.5 million. An addi t ional  $243 mill ion 

o f  Canadian cap i t a l  klowed t o  the  less developed countries through 



Canadian private investments, reinvested earnings, elrpsPk, credi ts ,  

and the  purchase of International Bank securit ies.  Private invest- 

ment has centered on Latin America. Y 

Canadian grants and loans we provided to a b a ~ t  ten  countries, 

mostly i n  South and Southeast Asia. Available repsrte suggest t h a t  

a t  l e a s t  90 percent of the a id  is  concentrated i n  Iadia and Pakistan, 

From 1953 through 1959 Canada expended $218.9 tni%fiorL on a i d  t o  the 

countries of t h i s  area m d  of the  t o t a l ,  India receiveci $124.9 mfLliols 

and Fakistan $74.4 million. Most CanacZi= g n v e m e r ; t  a i d  consists of 

indus t r ia l  metas ,  wheat, and f e r t i l i z e r .  Two ~ ~ k " o 3 e c t ~  have 

a l s o  been constructed, however, a $37 mi l l ion  hy&rseleet,ric s t a t ion  

13 Pakistan a d  one I n  India costing $25 mf%linn. c'mtads, l i k e  the 

United States has a s w - p b ~ s  of agric-iLtwd com3dikiel and has sought 

t o  dispose of them through various f o r e i s  aid ~r tagements .  %re 

thw $70 million i n  the Canadian a id  t o t d  *am 1951' Ls  a959 consists 

2/ 
of @m%s and Loaws for  the purchase cf CamdEax vhe,;l:t aid f lou r .  - 

Recent years have seen an expansion 3f Zoth the  5 c ~ p e  and magni- 

tude of Canadian aid. In 1958 the  Parlia, '~~ent iarcress~d the annual 

forejbgn aid appropri~btion from $35 t o  $53 million and has since main- 

tained t h i s  larger  f l o w  of  capital .  A t  the same time the program was 

21 Unitedl Kingdom. H.M. Treas-wy. The Cslonlbo P3.M for Co-operative 
d 

Economic Development i n  South and South-East Asia, ninth annw1 
report of the  Consdtat ive Committee, J 1 .  Cmnd, 3.2511, 
P* 173. 



broadened t o  inchde  a number of African countries and a f ive  year, 

$10 million development a id  plan was announced for  the West Indias. L/ 

B. France 

Except for  the  United States, France supplies a greater vc1me 

of economic and t echn icd  resources t o  the less-develimged corntries 

than any other mmber of the Free world. In the f m ~ - y e a r  p e ~ i o d  

from 1956 through 1959 France provided an overall. t ~ t d  of" $4.9 

bi l l ion,  divid3d tetween $3.3 bi l l ion  i n  gcvemieat a id  mJ. $1.6 

b i l l ion  i n  private lending, investments, refnvested e=n%;?gs &rid 

the purchase of International Bank  securi t ieso Fremzh aid is f c r  

the most part  b i la te ra l ,  with the mu.I.tilatera3. agencies rtce-lving 

o d y  $75 n i l l ion  or  2 percent of the govemesst aid during these 

years. Within b i l a t e ra l  a id  the emphasis f a  upon g r . a t s  ~ t l i ~ 2 h  

totaled $2.66 b i l l ion  against only $0.66 bilLioz i n  loans with 

maturities exceeding f ive years. The a id  level  has been r i ~ i n g  i n  

recent yeax= with expenditures increasing *om $633 m.fJlior: in 9956 

t o  $858 million i n  1958. 

Almost a91 French b i l a t e r d  aid i s  provided t o  Algesie, the 

French possessions or independent s t a t e s  f o m r 7 y  Wench coa- 

troP, The leading recipient of t h i s  a id  is  "Algeria and the S-s," 

though the various o f f i c i a l  French estimates d i f f e r  o r  the exac t  

to ta ls .  Ascording t o  the OEEC report Algeria accomted fcr awroxi- 

mately 30 percent s f  the French b i l a t e ra l  a id  i n  a958 and f o r  dLmost 

U. S. Department of State. Economic assistance as s cacrpesative 
ef for t  of the free world. An urnumbered press release, 1959. 
p. 27, 28. 



40 percent i n  1959.g A recent W report  on m n c h  aid, however, 

s e t s  the Algerian f i g w e  a t  45 percent if 1958 and 46 prceut  the 

following year. W y s i s  o f  tb various categories of Fnnch  

a i d  f o r  "current expenses" and investment i n  1958 (OEEC report)  

indicate s the  f o l l w i n g  allocation: overaeae Departments, $93 

milliou; Algeria and Sahara, $245 million; French Community states 

and overseas t e r r i t o r i e s ,  $396 million; Tunisia and Morocco, $126 

million; Vietnam, Laos, and Cambodia, $15 million. % More than 

90 percent of all French aid centers i n  Africa. 

French b i l a t e r a l  a id  is  functionally divided between the 

categories of "current expenses" and "investment" or development 

aid. In  1958 the p r q o r t i o n s  fo r  the t w o  types of a id  were 

32 percet t  aad 68 p o r c ~ r j t  respectively, I n  1959 it was 35 percent 

and 65 percent. The provision of almost one-third of all 

bilateral a2d i n  t.he f ~ m  of current expenses r e f l ec t s  a continua- 

t i on  of the French practice of meeting budget d e f i c i t s  and provid- 

ing general adn i a i s t xa t i~ r e  services t o  the  African countries t h a t  

were formerly pclasessisns or  protectorates. This general budgetary 

support is  almost completePs i n  the  form of grant aid. Both grants 

and loans a r e  v.sed t o  finance developen% aid, although the enphasj.s 

i s  upon lgans. 9- Investment 31- development loan conditions vary 
'4, EC, o2.cf%., p. 43-62. 

?$ - 2, Eaon~mic Commisaim f u r  Africa 1960, International Eco~smlc 
Assistance to Africa, reprinted i n  Economic Development Aids fo r  
Underdevel.2~ed ~ n u n t ~ i e s ,  edited by A.G. Mezerik ( ~ n t e r n a t i a n a l  
Revfew service,  v, 7, NO, 63 ,  1961)p p. 93, 

3/ OEEC, Ibid, - F/ UN,1bida  - - 



f ron case t o  case. 'Typical conditons recently have been an 

in te res t  r a t e  of 2.5 percent and maturity periods of t en  t o  twenty 

years for  loans extended t o  public authori t ies  and an in t e re s t  r a t e  

of 5.5 percent and maturity periods of seven t o  ten years for  loans 

extended t o  pr ivate  firms. Neither grants nor loans a re  technically 

t i e d  t o  purchases i n  France, though regulations r e s t r i c t ing  some 

types of imports i n to  t h e  franc area have had the  e f f ec t  of tying 

a substant ia l  portion of French aid. 

I n  addition t o  the formal programs of economic and technical 

assistance France provides many valuable economic services t o  her 

possessions and t o  the independent countries within t he  franc zone. 

Specifically, France provides c red i t  t o  m e t  temporary internationrrl 

balances of papen t% def ic i t s ,  creates incentives fo r  increase6 

French pr ivate  investment overseas, guarantees s table  export pr ices  

f o r  mzny African raw lnaterials and permits all franc zone exports t o  

enter France duty free. I n  addition, there  a re  many Algerian workers 

i n  France who t ransfer  a considerable portion of t h e i r  franc earnings 

back t o  Algeria, tllus increasing the hard currency available f o r  

Algerian development. It i s  not possible, therefore, t o  secure 

an accurate picture of total Wench a id  t o  the l e s s  developed 

countries merely by computing s t a t i s t i c s  on loans and grants. 

C. Gerraan 7eJersl  Republic 

The total ne t  bilateral, f l a w  of German capi ta l  t o  the less-  

developed countr ies  amounted t c  $1.75 b i l l i on  during the period of 

1956-1979. Morr than half  of th i s ,  or $1,086 b i l l ion ,  was private 



cap i t a l  i n  t he  form of investments, reinvested earnings and gcvern- 

mcnt guaranteed commodity export c red i t s .  World War 11 incfemuifiea- 

t i o n  psyments t o  I s r a e l  made up another $290 mil l ion of the  t o t a l  

($428 mil l ion from end of war t o  1959). 

The o f f i c i a l  b i l a t e r a l  a i d  program, therefore,  wae l imi ted  

t o  $376 mlllion. New loans const i tu ted $117 miElion of t h i s  f igure,  

grants,  $30 mill ion,  and the  balance of $229 mil l ion was provided 

i n  t he  f o m  of consoildation credite--the refinancing c f  ex i s t ing  

debts. 

Germany kas provided an unusually l a rge  por t ion c f  i ts  c a p i t a l  

through mu l t i l a t e r a l  channels. From 1956-1959 t h i s  totall,ed $556 

million. The bulk of it went t o  the  InternatiomY. Bar& frz the  form 

of i n c ~ e s ~ e d  purchases , f  Bank secmlt iea  by t h e  Gerrliln Government 

($381 mill ion),  and r r i v a t e  investors  ($62 rniL;Ziolz], arlcI d d i  t f anal 

:/ 
setl=scriptions tn t h e  Bank's c a p i t a l  ($58 mil l ion)  ,- C@;y the  $58 

rni%llon capital s u b s e ~ i p t i o n  my properly GF :dked  &:a. T c t d  

German mu l t i l a t e r a l  eid t % i t ~ i b d 3 P a n s  were $1113 rnllll 'r , i ~ c 2 ~ d f  ng 

t h e  In ternat ional  Bank subscript ion,  The Uil technic&% assistance 

programs, snd the Common Market's African develqment Lknd. 

Gelgnsn grant  a i d  has been provided exr-L?zeiveEy i n  the  f e r m  of 

technical ass is tance  arrd has t o t a l ed  only $30 miLEi~arz  in the y e w s  

from 1956-1959. Since 1956 the TeehniraS A i d  Pzad has flmaced 45 

t r a i n ing  eentexs, 18 "model fnstflutfons," sent 45G t e ~ h n i c ~ l  advf sers 

t o  developing countries aad brought 1.,50(3 t rainees sad students t o  

the J'ederal Republic fo r  i n ~ t m c ~ i o n s .  The technical  assistsbrree 



program has not focused on any one economic s e c t o r  and has in- 

cluded agr icu l tu re ,  industry, education, hea l th  and t ranspor ta-  
1/ - 

t ion .  

German Govzrnment loans llsva been financed p r i n c i p a l l y  by 

borrowings on the  p r i v a t e  c a p i t a l  market r a t h e r  than by d i r e c t  

Sundestag appropriat ions of t h e  amounts loaned, The exception i s  

t h a t  t h ~  Government i s  authorized t o  d r a w  on i t s  European Recovery 

Program counterpart  f inds  f o r  loans t o  underdeveloped countr ies  and 

f o r  export c r e d i t s  up t o  the  l i m i t  of $62 million. Most recent  

German discussion of expanding fore ign a i d  has centered on increas ing 

t h e  use of counterpart  funds f o r  these  purposes and drawing add i t iona l  

f inance from t h e  p r i v a t e  c a p i t a l  market. Some of t h i s  would a l s o  be 

used f o r  @ant purposes. 

The c a p i t a l  export guarantee program a l s o  demonstrates t h e  German 

re l i ance  on p r i v a t e  c a p i t a l  sources. The 1960 Budget Law provided f o r  

government guarantee of p r i v a t e  German c a p i t a l  exports  valued up t o  

$1.2 b i l l i o n .  Pr ivate  c a p i t a l  exports,  of course, a r e  not  aid.  AE a 

r u l e  t h e  ~ u a r a n t 2 e s  are f o r  periods of 15 years and occasionally up t o  

20 years wi th  t h e  charges ranging from 0.75 percent t o  1.3 percent pe r  

annum of t h e  amolclnt cav?red, 

Ths coii~11ahity exyort guarantee program i s  t h e  o ldes t  of t h e  j o i n t  

government-priv~t;~: financing arrangements. It i s  use fu l  t o  t h e  l e s s -  

1/ West Gerxsac aid f c developing countr ies  s ince  1957. The B u l l e t i n  - 
(i3onn, ~ ; r r n a n ~ ) ,  No. 15 ,  1~60. p. 3, 



developed countries, but cannot be considered aid. Sinee 1949 the 

maximum value of exports that could be guaranteed has r i sen  from 

$29 million t o  the current level  of $2.9 bill ion. The charges are 

determined by a complicated formula, but i n  general the r a t e  varies 

from 0.75 percent t o  1.5 percent for  the first 6 months and then 0.1 

percent fo r  each additional month. A t  present, about 90 percent of 

the exports gumanteed are for underdeveloped countries. The guar- 

antees have been used mainly fo r  exgorts t o  India, Argentina, the 

United Arab Republic, Brazil, Iran, Venezuela, Iraq, and Spain. 

Dm I t a l y  

The net b i l a t e ra l  f l o w  of I t a l i an  capi tal  t o  underdeveloped 

countries during 1956-1959 totaled $655 million. Foreigr* a id  amounted 

t o  $326 million while private investments, export credi ts  and ~ t h e r  

sources of private capi tal  totaled $262 million and reparations payments 

came t o  $67 million. I t a l y  also contributed $42 million t o  the various 

mult i la teral  agencies, but received $156 million i n  loans from the World 

Bank. This more than cancelled out the resources I t a ly  made available 

t o  the mult i la teral  agencies for  provision t o  the less-developed coun- 

t r i e s .  The government program of b i l a t e ra l  a id  during t h i s  four year 

period consisted mostly of new loans ($128 million) and consolidation or 

refinancing credi ts  ($161 million). Grants amounted t o  only $37 miSlion. 
Y 



I t a l y  has confined grant a id  almost completely t o  its U ~ i t e d  

Nations Trust Terr i tory of Somaliland, which becesle indzpxndent i n  

1960. From 1950-1959 1taL.j provided Somsliland with $96.5 mill ion 

i n  budgetary support and development assistance. I t a l y  ~ Y m s  t o  

continue the provision of some a id  t o  Somalia as eviseneed by the 

March 1961 appropriation of $2.2 mill ion i n  technical  assistance 

and scholarship a id  t o  S o a i a  during 1.961. 

World War II reparations payments (grants)  have been a major 

fac tor  f n  the  t o t a l s  of ItaLian cap i ta l  provided t o  the  less-developed 

countries. These payments, which amounted t o  $181 -8 million through 

1959 were provlded pr incipal ly  t o  Greece ($100.9 million) and Yugo- 

1' 
slavia ($60,0 m i l l i o n ) .  -' 

The I t a l i a n  provis j  cn of capital. t o  the  less-dcvel~qed countries 

has fluctuated frcm year t o  year. Off ic ia l  b i l a t e r a l  aid arsunted t o  

$34 mill ion i n  1956, $ln million i n  195T9 $52 mill ion i n  1958, and 

$237 million i n  1959. Psess reports suggest t h a t  Italian aid  w i l l  

increase fn  the next few years, but the  precise mgnftude chara,cter 

of the  program has  not been c la r i f ied .  

E. Japan 

The Japanese Government provided $372 mill ion in bi l t i t e ra l  aid 

t o  the less-developed countries i n  t h e  years 1956-1959, This was con- 

centrated i n  South  a d  Soatheast A s i a .  Grants to ta led  $182 nif l ion,  

new loans $127 mill ion end consclidation c red i t s  $63 mi%%ion. Japan 

U. S. State Department, op.cit., p. 35. 



a l s o  provided $42 mill ion t o  the  mul t i l a te ra l  agencies, but 

borrowed $162 mill ion from the  International Bank t o  finance her 

o m  needs. 

Japanese World War I1 reparations to ta led  $209 mill ion From 

1956-1959 and the  various forms of Japanese pr ivate  investment i n  

the  less-developed countries amounted t o  $123 million. L1 

Most Japanese economic a id  t o  the  less-developed countries has 

been provided under the  terms of World War I1 reparations agreements 

though not necessari ly as reparations. Direct reparations payments 

to ta led  $227 mill ion from the  end of the  w a r  through June 30, 1960, 

and there ase remaining commitments of more than $770 million. The 

major recipients  have been Burma ($99.7 mill ion),  the Philippines 

($95.6 million), and Indonesia ($31.6 million). The importance of 

the agreements, however, extends far beyond the d i rec t  payment of 

2 /  reparations. The Japanese Government committed i t s e l f  t o  f a c i l i -  

t a t e  the  extension of more tkan $700 million i n  private loans, mostly 

t o  Indonesia ($400 million) and the Philippines ($250 million); the 

Indonesian t rade debt of $177 mill ion was cancelled i n  l i e u  of repara- 

t ions  and is included above i n  t he  1956-1959 t o t a l  of $182 mill ion i n  

grants:. Thailand was t o  receive $15 mill ion i n  cash and $26.7 mill ion 

i n  c red i t s  t9 s e t t l e  World War I1 currency problems; and f ina l ly ,  

1/ OEEC, op-cit., p. 118. 
2 /  United Kingdom. H. M. Treasury, s . c i t . ,  p. 181. - 



Cambodia and Laos were e la ted f o r  nearly $1 mill ion i n  goods and 

services i n  l i e u  of reparations,  Y 

Loans have been provided f o r  the  most par t  by the  Japan Export- 

Import Bank whlch lends t o  exporters i n  cooperatfon with private 

f inanc ia l  i n s t i t u t fons  and occaaionally a l so  t o  forefgn governments. 

Since 1951 the  Bank has loaned Japanese export.ers $1.1 b i l l i a s ,  most 

of t h i s  repayable i n  periods of f'rom 5-7 years with irr+jerent rsbes 

s l i g h t l y  below those paid f o r  long-term Japanese Goverrmnt beads. 

Such export loans are now being provided at; the wnUa3. ~ s t e  cf $190 

tnillion with spec ia l  a t t en t ion  t o  India, Pakistan, E m %  and the 

reparations countries. 

There w i l l  be a subs tan t ia l  volume of Jaysnese a i d  f a r  some 

years t o  coae due t o  thz  $770 mill ion balance of ~n,a;jaid r3pmatione 

and the  largely  unut i l ized Japanese comit.ment to $jn6 millton ir, 

export; loans. Also, the Japanese Diet has estab2fshe6 ( ~ 9 5 8 )  a 

Southeast Asia Ecunomic Development IWnd of $14 milbim which has 

yet t o  be  u t i l i zed .  Japanese technical  assistan:a t:: Csarnbo 

Plan countries has to ta led  $1.5 mill ion i n  the  years 9954-136C ard 

the  annual Diet (par l ianent)  appropriations for  t h i s  hzve increased 

from $36,000 in 1954 t o  $850,000 i n  1959. 

P/ U. S. Df*r;artment of Sta te ,  op,cit., p. 36-38. - 



F. United Kingdom 

Total United Kingdom capi ta l  provided t o  the less-developed 

areas on a b i l a t e r a l  basis to ta led  $2.9 b i l l i o n  i n  the  period 1956- 

1959. Government a id  constituted $8% million of the  t o t a l ,  with 

$555 million of t h i s  i n  grants. Private capi ta l  aaounted t o  $2.0 

bi l l ion,  including investments, reinvested earning6 and export 

credits.  In addition, there were net mult i la teral  contributions by 

the Government equal t o  $255 milLion. L' These are OEEC figurea and 

are not wholly consistent with the  o f f i c i a l  United Kingdom s t a t i s t i c s  

c i ted  i n  the following parsgraph because the  OEEC includes e ~ o r t  and 

c o n s o l i ~ t i o n  c red i t s  which the United Kingdom does not consider a6 

a id  t o  underdeveloped countriee. 

Bi la te ra l  a id  expenditures have almost doubled i n  the last three 

f i s c a l  years, increasing from $177.2 million i n  1957/58 t o  approximately 

$335 million i n  1959/60. The Government has consistently placed primary 

emphasis on b i l a t e r a l  a id  t o  the coloniee and indepenbnt CsmonwedLh 

countries, w i t h  other nations ana multilateral. agencies receiving much 

smaller amounts. I n  1958/59, for  instance, the  colonies received $123.3 

million, the independent Commonwealth, $72.8 million, all other countries 

a t o t a l  of $30.1 million, and mul t i la te ra l  agencies $65.5 mi%lion. India 

has received approximately $145 million i n  a id  since 1957$ which makes it 

the Leading individual recipient  of United Kingdom assistance. 2.l 

1/ QEEC, . c i t . ,  p. 94. - 
2/ United Kingdom. H. M. Treasury. Assistance from t he  United Kingdom - 

for Overseas Development. March 1960. Cmnd. 974 and interviews 
conducted by the author. 



The major trend i n  recent United Kingdom economic a id  b 

been the rapid increase i n  the at tent ion paid t o  the needs of the 

independent Commonwealth countries while the a id  provided t o  the 

colonies has r i sen  only slightly.  Grants Qlzd (grant) technic& 

assistance IB concentrated i n  the coloniee while loans comti tu te  

the bulk of the independent Commonwealth aid. A s  a resul t  of the 

s h i f t  away from the colonies, loans now account for  slight3.y more 

than half of the t o t a l  Br i t i sh  aid program, whereas only three 

years ago they constituted l e s s  than one-sixth of the to ta l .  

Br i t i sh  loans are repayable i n  s te r l ing  and about one-half are t i e d  

t o  purchases i n  the United.Kingdom. Loans are provided under sever& 

programs and involve differ ing degrees of government participation, 

but most are made for  long terms with interest  r a t e s  approximately 

equal t o  the current r a t e s  on United Kingdom Government borrawings. Y 
Colonial grant a id  has been provided mostly for  education, roads, 

and agricultural development with the colonial g c i v e ~ n t  u i ;Wqq 

meeting part of the costs. In  addition, the United Kingdom provides 

extensive training, technical assistance and services t h r o ~ ~ #  regular 

appropriations for  colonial administration. 

G o  United States of America 

According t o  OEEC calculations the United States  has provided a 

t o t a l  of $14.062 b i l l ion  i n  a l l  forms of capi ta l  to the less-developed 

countries during the four-year period 1956-1959. This was canposed of 

Ibid. 



$8.63 b i l l ion  i n  o f f i c i a l  grants, loans and the sa le  of surplus 

agricultural commodities fo r  foreign currencies, $4.6 b i l l ion  i n  

private inve stment s and reinvested earnings, $248 million i n  

official. contributions t o  mult i la teral  agencies and $546 million 

i n  private purchases of World Bank securit ies.  r/ 

In the years 1946 through 1960 the United States, according t o  

o f f i c i a l  government s t a t i s t i c s ,  made net expenditures of $53.5 b i l l ion  

for  all types of foreign economic aid, including $48.6 bUPion i n  bi- 

l a t e r a l  a id  and $4.9 b i l l ion  invested i q  international financial in- 

Y st i tut ions.  In the ear ly postwar years the a id  went prtncipally t o  

Europe under several successive programs, the most important of which 

w a s  the Marshall man ($13 bill ion).  Most of the Europe= aid  was fa 

the form of grants, except f o r  the Br i t i sh  Loan Luld the E ~ i ~ t A - ~ ~ t ~ i - t S  

Bank credi ts  which were long-term loans repayable i n  dollars,  Aid was 

focused on re l i e f  ty?e ac t iv i t i e s  st the end sf the wax, but soon 

shif ted t o  helping i n  the economic reconstruction of im-hstridized 

Europe. 

United States  program of economic a id  have changed i n  f o ~  im- 

portant respects during t M  l a s t  decade. (1) There has been a steadi ly 

increasing s h i f t  t o  non-European and less-developed areas, especially 

t o  Asia. (2)  Consequent on t h i s  sh i f t ,  the focus of a id  has mrved 

away from reconstructing highly technical. societ ies  suffering w a r  

damage and toward basic economic development ac t iv i t ies ,  including 

I/ m c ,  op.cit., p. 9. 
2/ U. S. Department of Commerce. Office of Business Economtcs, - 

p a n t s  nrld credi ts  by the U, S. Govesnnent, June 3.960 quarter. 
p. S-5. 



technf c d  essikltance. (3) Military and economic aid  p r s g r m  

deeply interpenetrate i n  most of t he  less-develqed c s w t s i e s  today 

and t h i ~  s~metimes r e su l t s  i n  providing economic develr-pent a i d  

pr incipal ly  becsuse of i t s  expected eontributitsra ts sf~t5afgin.g the  

immediate demands cf uati0na.l security. (4)  Thers hi; bee0 a marked 

expansion i n  the  number of programs and agencies twough which foreign 

economic a id  i s  provided so t h a t  the  problem c f  eo:rcii.'r"r'stion bakh i.n 

the United S ta tes  m d  ovemeas have been greatly ~ s i f i e d  Qver tho~le  

which exis ted ten  years ago, 

B i l a t e r d  ecoromic a id  i s  t o w  provided by thz  United S ta tes  i n  

four  d i f fe ren t  forms: (1) do l la r  loans repayable i n  dnXLam or lac& 

cu_mer,@y Lhrszagh t 5 e  Deve%q~2csIt, Lom FWhd and ctrfitght; d o l l a r  loans 

t h o u g h  the Expwt-+ort Ba&; ( 2 )  @ants g ~ c ~ v i d e 4  t h r v ~ g h  the  I ~ t e s -  

natio-ml Coqerat ion Administration for  e s s e u t i d  caiatriatrtU1dity i n p m t s  axid 

p ropans  sf teclzrlical assistance; (3) agri~ul.t-a&l ~ o m a d i t l e s  provided 

xnd~r  the A g r i  @uL+uwal Wade Development sad Aosl:*:ms..:?e A s t  (I?. Lo 483)  

oa a grant. basis or in r e t * m  f ~ r  b o c d  c~.rrer:cie~.,  m s t  cf which m e  

used fo r  ecanomic development purposes; (4) t h ~  oi. ,asish._d ~ r o v r l s i o z  

af cash g.l.a~Cps i n  do l l a r s  t c l  m e t  cris-ls G ~ ~ U ' C L X I S .  

Grant-%ne aid  s t i l l  predonimtesp but i n  t he  last four years 

+,here k s  bc-.n increasing a t ten t ion  paid to the v z i a ~ s  fsnm of Bsaa 

a s s i ~ t ~ c e .  ;hf ted States  a id  i s  unique $n L h t  it peraits (Develcsps- 

meak Laan F ' J T ~ )  %he repapnest of  dt1U.m 13az.1~ i n  the frequeztly un- 

convertible 13eal eT&"r'en@y of the  borrower. In the pwt ,  ecoa~rnic aid 

has not been t i e d  t t a  pyu~LIEbse,~ i n  %he United States except in the  case 



of Export-Import Bank loans. Recent policy changes requlre, 

however, that  most of the f'uture grants and loans be t i e d  t o  

United States  purchases, 

The principal recipients of economic aid have been the West 

Wopean governments (United Kingdom, $7.7 bill ion, France, German;y, 

and I t a ly )  and Japan, but among the less-developed states ,  where the 

aid is n m  concentrated, the la rges t  mounts have gone t o  Korea ($%8 

bi l l ion) ,  China, o r  Taiwan ($1.7 bill.ion), Greece ($1.6 b i l l ion) ,  India 

'$1.6 b i l l ion) ,  Yugoslavia ($1.4 b i l l ion) ,  Brazil  ($1.2 bi l l ion) ,  

Vietnem ($1.2 b i l i i  tm) and Turkey ($I. bil l ion) .  There is a vsried 

mixture of forms of aid provided t o  these countries, Some, l i k e  

Brazil, have received mostly long-term do l l a r  repayable loans from 

the Ex~o~%-Lqor-b E d .  Others, l i k e  Korea, have received dnrsst  

ent i re ly  grant aid. Most go~iernmeslts, however, have been providd  

with a -we of forms of aid. 

V I .  The Rule of tlle MuJ.ti1at.eraJ. Apxtcies 

The mult i la teral  agencies have played a l imited though u s e m  

ro le  i n  fostering the flow of c a p i t a  resources and technical aid 

Go the less-developed countries. m i n g  the years 1956-1959 they 

were the channels fo r  about 10 percent as  much a i d  as the govesnment,~ 

provided b i la tera l ly  i n  grants and long-term loans. It appears that 

i n  the futrre the donor nations w i l l  make greater use of the mullti- 

l a t e r a l  agencies but t ha t  the bulk of international aid wffl  continue 

t o  be provided on a 13 'Lateral basis. 



Bilateral vs, Multilaterd. Channels of Aid 

The mador domr governments i n  part icular  c-1 almost th. 

foreign economic a id  through d i rec t  b i l a t e ra l  arratqpmsnta because 

they wish t o  concentrate t h e i r  resources fo r  po l i t i ca l  or economic 

effectiveness, The po l i t i c s  of an international organization saeh 

ae> the  United Nations, however, requires that economic aid be dis- 

t r ibuted with relat ively equal at tent ion t o  worthy projects i~ a.32, 

the less-developed areas, including countries t h a t  may be poPitle& 

opponents of t h e  governments supplying most of the aid, 12 addition, 

national governments are always uneasy about resigning the expeadi- 

ture  of t h e i r  own taxpayers1 money t o  an international orgaaization 

i n  which they are not free t o  c o 3 t ~ o l t h e  administration o f  %he funds, 

Yet there is growing support i n  t h e  United =a%as f ~ r  iacnzs,sed 

multilateralism i n  ordep t o  augment the volume of internatioaa2 credi t  

and e l i c i t  p e a t e r  assistance from the other developed raati~rs. More- 

over, i n  some m a s  the donors may wish t o  make spc@i& aaa c f  d t i -  

P a t e r a  a i O  channels t o  avoid the charge tha t  ecanmie af3 is being 

used as a weapon i n  the cold war. In addition, some beEiee  tha t  

sensitive nat ional is t ic  feelings i n  the newly-independent @&matries 

make it easier  for  an international agency than for  an izdividual 

donor government t o  i n s i s t  upon the ef f ic ient  adninistration of aid 

funds, The result has been a sharp increase i n  the of muft i -  

Lateral a id  agencies and special arrangemnts with eqRa.sfs on those 

tha t  provide for a large measure of control by the donor countries, 



The Expanding Muulber of Multilateral Agencies 

Immediately a f t e r  World War I1 the only multilateral sources 

of aid were the UN1s  small technical assistance progr~lms, the  

International Bsnk fo r  Reconstruction and Development (IBRD), that. 

provides technicezl advice and long-term, hard currency loans, and 

the International Monetary Fund (IMI?), limited t o  short-term capi ta l  

loans t o  correct temporary bdance of payments defici ts .  The Wgani- 

zation of American States  (OAS) i n i t i a t ed  a small technical assistance 

program i n  1948, The United Nations now has three technical ass is t -  

ance prograuls i n  addition t o  the original  one, These are t he  Ex- 

panded Program of  Technical Assistance (EFTA) (1950), the Special 

Fund (1959) and the organization fo r  the provision of operational 

atxi execzr-Live prsoatrel, knom as OPGX (1954). Yhe advanced cum- 

t r i e s  now contribute a t o t a l  of about $100 million a year t o  the 

group of the UN technical assistance agencies, In  addition, there 

is  also the International Finance Corporation (1956) which i s  part 

of the IBRD and provides loans t o  private enterprise i n  the less- 

developed countries, It disbursed a t o t a l  of $14,2 million i n  the 

four years from 1956-1959. 

The European Economic C o m n i t y  (common Market) has established 

a Developmcr~t Fund f o r  the Overseas Countries and Terr i tor ies  (1958) 

that i s  i n  e f fec t  a regional program fo r  Afr-Lea with intended ex- 

penditures of $501-25 million i n  the  five-year period of 1958-9963. 

The two most recent creations are the Inter-American Development Bank 

(1959) arid the  Internation&'l Development Association (IDA) (%SO) zrhieh 



i s  a l so  under the  IBRD. h c h  has a capitaLizatioa of $A b i l l i o n  

equivalent. 

There a re  a l so  two important consultative mmgea%nts. I k e  

Colombo Plan f o r  Cooperative Zconomic Developent ir S m t h  and 

South E a s t  A s i a  (1951) includes the  United States,  $kc? Vnited 

Kingdom and Canada, as well  a s  the  area cmnt~r ies .  It is not an 

agency that provide a a id  di rect ly ,  but i t s  asmu%% c i insfi tat ive 

meetings of all, member nations have helped stimulate evon~mic 

development plallnirig and e l i c i t e d  addi t iomd resow-es ambrig the  

members on a bilateral. basis. The DeveLcpnent Assists:~ce Grow 

(DAG) (1960), associated with the  Organization fox Ew~pean  Eco- 

nomic Cooperation (OEEC), was i n i t i a t e d  at  the suggestion of t he  

Uaited S ta tes  and i s  c~,nimsed cf tb; t3n leading capi tal  exportirtg 

nations cf the  f'ree world. The group is  des.i.gmd $rlncipalLy f a r  

sharing informatim among the major docor nations and e l i c i t i n g  a 

greater  and more equal. foreign aid effcirt OE. t h e i r  part, The DAG 

is  scheduled t o  be included i n  the QEEC's sucrssc r ,  the  Organiza- 

t i o n  f o r  Economlc Cooperation snd DeveYopmnt (OECD), whose t r e a t y  

is now before the member gcvernments fo r  r a t i f l e a t i o r .  One of the  

OECD's major concerns w i l l  be  the expansion and coslrdimtion of the  

members1 programs of in te rna t iona l  economic aid. 

The general. mul t i l a te ra l  agencies are now abLe t : ~  provide all 

t p s  of economic ass is tanes  t o  the l e s s - d e v e l o ~ d  c~.rmtries,  with 

the  one important exception of grant a id  fo r  cap i t a l  developments. 

The JBKD supplies large-scale, long-term, hard currency "banker type" 



loans; the  International Finance Corporation stimulates pr ivate  

enterprise and investment; under cer ta in  circumstances the IDA is  

able t o  accept loan repayments i n  the  re la t ive ly  inconvertible 

currencies of the borrower and i n  general is t o  provide loans "on 

terms which are  more f lex ib le  and bear l e s s  heavily on the balance 

of payments than those of conventional loans"; and the  UN has 

several  programs that provide grant technical assistance. 

The International Bank for  Reconstruction and Development 

The Interrrational Bank  has been the source of about two-thirds 

of a l l  the  niul t i la teral  a id  provided t o  t h e  less-developed countries 

i n  recent years, o r  about $930 million from 1956-1959. In te res t  

rate.; m e  tlow about 6 pcrcent, or 1 percent higher than the bank has 

t o  pay fo r  the capi ta l  it secures on the world market. Most loans 

mature i n  f i f t e e n  t o  twerity-five years and are  provided e i the r  t o  

governments or t o  private enterprise,  and usually fo r  specif ic  

prefects. Recently it w a s  voted t o  double the  Bank's capi tdfzat iorr ,  

and thus i t s  am borrowing and lending capacity, t o  $21 b i l l ion ,  

The Bank has received strong support from the  United S ta tes  and 

the  other major capi ta l  exporters because of i ts carefully nurtured 

reputation fo r  f i s c a l  responsibi l i ty  and project by project select ion 

which keeps it re l a t ive ly  free of domestic po l i t i c s  i n  the recipient  

countries, ' l b  Internat ional  Bank has consti tuted a sound investment 

from a banking standpoint. 



In understanding the dominant mult i la teral  role  played by 

the Bank it is perhaps even more significant t o  note that the Bank's 

operations are determined by weighted voting. Each member camtry 

has a vote that  is  equal t o  i t s  share of the Bank's aubseribed capital. 

As a resul t ,  the United States  bal lot  i s  equal t o  31.38 percent 9f all 

votes cast;  the next largest  contributor, the United Kingdom, controls 

12.92 percent of the vote. The Bank  is  required t o  make loans 03 the 

basis of economic considerations only and is  specifically prohibit25 

from making po l i t i ca l ly  notivated loans. Yet the provision fo r  weighted 

voting gives the major donor countries the oppor tu i ty  t o  determine? i n  

large measure how the funds w i l l  be used within these general guidelines. 

This often makes the Bank more usefirl. t o  the majoy donors as an instru- 

ment of national policy than it would be i f  all d x ~ a ~ s ,  both 1 ~ ~ 2  and 

small, had an equal voice i n  deciding how funds would be dLscated, In  

t h i s  regard it should be noted tha t  the new IDA and the regiorml Inter- 

American Development Bank, potent ial ly  the moat inpartant m u l t f i ~ t e r a l  

sources of capi ta l  outside the IBRD, Ebfso operati3 03 the prfncipl2 ~f 

weighted voting. 

The Importance of Weighted Votin@; 

This indicates that the major donor countries, t o  the limited ex- 

t en t  tha t  they have provided a id  through mult i la teral  agencies, have 

emphasized those operating on a system of weighted voting tha t  matches 

capi tal  subscriptions with voting strength, This should not h p l y  tha t  

the industrialized nations of the fYee world are opposed t o  the economic 

develagme~t of some of the less-developed f'ree nations of A s i a ,  AfPica, 



and Latin America. The emphasis on weighted voting derives rather  

from the fac t  of limited capi tal  resources in  terms of the  umltiple 

demands placed upon them, This requires the dorbara t o  huebarad t h e i r  

resources carefully and allocate them f i r s t  of a l l  t? tbese less- 

developed countries where they are most interested fr, speeding national 

development or supporting other po l i t i ca l  and militasy p6..iciesm The 

major capi tal  exporting countries are thus m o ~ t  apt ts sae Imn3tilaterab 

aid channels when these channels operate so as  t o  s7npp~rt the p r i o r i t i e s  

i n  t h e i r  aw=1 na t ioml  aid program. 

SUMFED and TJH Technical Assistance 

The case of the Special. United Nations Fund f o r  Ec3i:,>mie Develop- 

proof o f  t h i s  l ine  of apgsmen%, Since 1952 the lf23~-d~-l-:'~tj'<;.3~i1 r~-k20ns 

have been txgitrg thea t  STUNFED be established t o  p s ~ v i . d s  ,:%$it& as~fs t -  

ance i n  the form of grants or loans repayable i n  ths (of tec i ~ c m v e r t -  

i b l e )  C W P P ~ C ~  of t h e  Sorrrwer, The U r i t e e d  S%:i%es, tf.:. U?:-i?.cd Ktagrlm-, 

Carmila, and some of .the other develqed countries ( ~ z i = l ~ r d i ? g  the Soviet 

Union u n t i l  195b) have u s m y  opposed t h i s  on the gr.>c1~,-2d t'ht suPficSent 

funds would not be available u n t i l  savings could be effseled througla 

general disarmament. S I m  would have been pnrt  o f  t m  U ~ i t e d  

1/ See the 1952-1958 ~amwiE reports entitled., BT, 8, ~ t i i a i ~ ~ a t i ~ ~  in the  - . Rep":& by the Presid.en-b to the  Congress fcr- f;k :FS.%-P .0 

a lso  Rub,,? ~lst,ein, Alvin Z . , "Soviet policy t~.oa=d reCer-dwelopd 
areas in the Ecmsmic and S s ~ i a E  ~ a & c i l j "  i n  1 r : t e ~ : k i  Ciigamiza- - 
tion, (v. 9, no. 21, May 1955. p. 2b2-43. - 



Nations i t s e l f ,  unaer the  Economic and Socia l  Council, and l i k e  the 

UN technical  ass is tance programs it would have been operated on t h e  

bas i s  of s t a t e  equal i ty  with all members having at l e a s t  an ind i rec t  

voice i n  determining fund allocations.  In  the  United S ta tes  it w a s  

c lea r  t h a t  t h i s  was an unacceptable pr inciple  on which t o  operate a 

mu l t i l a t e r a l  grant agency and t h a t  it was par t i cu la r ly  unacceptable 

i n  t h e  case of a United Nations program i n  which t he  Soviet bloc w a s  

represented along with the  free world countries. 

The United Sta tes ,  although it has opposed t he  formation of a UN 

cap i t a l  development fund, did  take the  i n i t i a t i v e  i n  1357 i n  cBUfr@ 

f o r  an expansion of the  UEJ's technical  ass is tance program from the  

then current  l eve l  of $30 mill ion t o  $100 million. The United Sta tes  

a l so  proposed a s p e c i d  p ro jec t s  ~'und within the  Ejcp&nddd Prr~gram of 

Technical Assistance t o  permit concentration on a few major survey and 

demonstration a c t i v i t i e s  of  a preinvestment nature. These were t o  in- 

clude general economic and physical  surveys a d  the es tabl ish-  

ment, s t a f f ing ,  and equipping of a p i c u l t ~ w a l  and i ndus t r i a l  research 

and t r a in ing  centers. The plan was introduced t o  the  General Assembly 

by t he  United S ta tes  Representative, Congressman Walter &ad, and a reso- 

l u t i on  embodying i t s  e ~ s e n t i a l  aspects was unanimously adopted. 

The Uru' technical ass is tance programs demonstrate what may be c d l e d  

the strength9 and weaknesses of a United Nations grant a i d  propam i n  

which all menbcrs have rn equal voice i n  determining policy. As might 

be expected, the  programi have remained sm11 and a l l  o f  them togetl?rjr 



now account for ordy $100 million a yeax while the United Stat;es' 

own program of b i l a t e ra l  technical assistance totaled $949 million 

i n  l g 0 .  Despite the relat ively small mds available the po l i t i c s  

of the United Nations requires tha t  an appropriation be made t o  

almost every less-developed t e r r i t o r y  o r  natiozl, In 1.359, f o r  in- 

stance, the UN Eqaaded Propm of Technical At3616t~ce allocated 

$3.7 million t o  Africa and divided t h i s  among 4.4 differe2-t areas with 

the resul t  that moat received l e s s  than $100,000 and o n l y  one country, 

Libya, received more than $500,000.  he U. program rerve the 

principle of equality and enable each less-developed zrea t o  receive 

sow s l ight  assistance, while the magor donor nations c~ncen t ra t e  t h e i r  

a id i n  selected countries. 

The U l T  technical sL,;istarrca prdgaus  are tkier?r'cre pm%icul=ly 

welcomed by those countries tha t  are not the recfpients t:af large-scale 

b i l a t e ra l  aid. ALL less-developed comtt;ries, however, wish t o  receive 

aid from multiple sources rather than be c n q l e t e l y  dependent *upon one 

donor whether it be the fumer colonial gcvernor, t&k LT:."."if 3d St2ates, o r  

even the United Ilatisna. But fYom the vievp.sfr~t of' tk- =jos daa.o:r 

nations, the UN ;3ro@ams appear not t a  b e  worthy of mssive sagport 

because of t h i s  tendency t o  fYagment air1 rather  thari t emcentrate it 

for  the sake of economic and po l i t i ca l  effectiveness. 

1/ U. S. Cmgress, Hoxse. Cornittee on Forefg.  Affairs, M J L ~  - -- 
S e c u - 2  Act of 1@e. Bearings, part  2, &th C a r ~ .  , 2d ses?., 
1960, zable OI? p. 393. 



Ad hoc Multilateralism 

An ad hoc farm of multilateralism has recentu become 

prominent and indications are that it will be a major fstar in 

the international aid picture during the next few years. nis 

involves an agreement between several industrialized wtions to 

cooperate in providing aid to a particular multi-nation project or 

to an individual less-developed country, with the t s td  aid package 

being administered by a multilateral agez;cy, v.s"ULg tne Inter- 

national. Bank, Ad hoc rmiltilaterslism elicits increased foreign aid 

contributions and permits the donors to retain greater control than 

is possible even under the system of weighted voting in the IBRD, 

IDA, or the Inter-American Bank, This is so because the decision to 

provide aid in any particular instance is made by the individual danor 

nations, thus insuring the use of their limited raa3=ces for inter- 

national projects that each considers to have specid merit. 

Ad hoc multi'iateralisrn, as it is c U e d  by the Stab Department, 

has been used recently in Spain, Turkey, and India, arid is cucrentLy 

the basis for the iower Mekong Basin and the Iaus Waters Projects, 

In the case of the Indus Waters Project financing is being provided 

by six develaped nations (~ustralia, Ceulsda, Germany, New Zedand, 

the United Kingdom, and the United states), the Interntiowl. Bank, 

acd the two countries in which the project will be located--India and 

Pakistan--with the Bank serving as administrat~r for the whole plan, 

The United States is to provide $270 million in grants and loans out 



of a t o t a l  of $513 million. In  addition, it w i l l  release $235 

million equivalent i n  United States m e d  Pakistani currency de- 

rived mostly from the sale  of surplus agricultural comodities t o  

Pakistan. This proJect i s  generally considered t o  have p e a t  economic 

merit, It is also an important means of helping t o  resolve the long 

standing dispute between India and M i s t a n ,  two countries i n  which 

the United States has invested more than $2 b i l l ion  i n  economic aid, 

Another type of ad hoc multilateralism can be seen i n  the new 

Inter-American Fund for  Social Progress. The United States chose the 

1360 Bogota, Colombia meeting of the Organization of American States 

t o  offer t o  establ ish t h i s  Fund, provide a l l  of i ts  capi tal  and make 

the Inter-American Development Bank the primary a h i n i s t r a t a r .  In 

the words of the Act of Bogota, the purpose of the special fund is, 

t o  contribute capi tal  resources and technical assistance on 
f lexible terms and conditions, including repayment i n  loca l  
currency and the relending or repaid funds, i n  accordance 
with appropriate and selective c r i t e r i a  i n  the l i g h t  of the 
resources available, t o  support the e f fo r t s  of the Latin 
American countries that are prepared t o  i n i t i a t e  or expand 
effective ins t  i t u t i o n d  improvement anit t o  adopt measures 
t o  employ ef f ic ient ly  the i r  own resources with a view t o  
achieving greater social  progress and more balanced economic 

1/ - 
In May 1%1 the Congress amropriated the f'ul.1 $500 million re- 

quested by the kes iden t  f o r  Inter-American social progress and agreed 

t o  provide $394 million of t h i s  t o t a l  through the Inter-American Develop- 

ment Bank, The Bank w i l l  not uwn t h i s  money, but merely act  as the 

&/ Act of Bogota: Measures fo r  Social Improvement and Economic Devef op- 
lnent Within the Framework of Operation Fan America, adopted by the 
Council of the Organization of American States, Special Committee t o  
Study the Formulation of New Measures for Econonic Cooperation, TMrd 
Meeting, Bogota, Colombia, September 1s0, part 11, section 2. 



administering t rustee for  the United States,  The Bank w i l l  be 

able t o  provide money from the Fund only by a two-thirds vote of 

the Executive Directors where the United States casts  forty-one 

percent of the votes, 

This W d  is  similar t o  the other examples of sd hoc multi- - 
lateralism i n  tha t  it involves multilateral administration of 

national f'unds that have been provided for  a specific puspoae i n  a 

specific region* This Fund is  different,  however, i n  tha t  the money 

is  being provided by only one government which is  given an absolute 

veto over each allocation by the Fund's mult i la teral  administrator. 

VIL, Emerging Issues i n  b te rna t iona l  Economic Aid 

A, The Limited Abili ty of the Less-Developed Couatries t o  Service 
Loans Repayable i n  Convertible F o r m i - g n  ( lurre~lc i ~2s --- 
The general trend i n  the expansion of international economic 

aid i s  i n  the direction of loans rather  than grants. Most such loans, 

whether provided by individual governments or mult i la teral  agencies, 

are repayable i n  the hard currency of the lender over a period of from 

five t o  twenty years, Yet most of the newly-developing nations have 

l i t t l e  opportunity t o  accxmmlate the foreign exchange needed for  ser- 

vicing hard currency loans, N o r  can any appreciable change be expected 

i n  t h i s  s i tuat ion fo r  at l eas t  the next two decades, Not u n t i l  then w i l l  

it be practicable for  the developing countries t o  increase their foreign 

export earnings suff icient ly t o  m e t  the mounting in teres t  and repayment 

costs on the international borrwings used t o  finance the heavy imports 



needed for ind~~s t r i a l i za t ion .  The resul t  is t o  impose defini te  

l imitations on the extent t o  which the less-developed countries 

can have recourse t o  t'm usual types of h,ard currency international 

loans t o  finance the i r  Cievelopment programs, 

Mr .  B,F.B,B. Tyabji, the Indian Ambassador t o  the German 

Federal iiepubl'i.~, has stated the impact which he believes t h i s  

problem w i l l  have 02 his  country1 s flrture development: 

Prior i ty  i n  an uader-developed country l ike  India has t o  
be given t o  the development of the infrastructure, and 
ba5j c heavy industries, which cannot be expected t o  pay 
r - bile loan i n  a short period of time, 

To put it i n  mother way, a developing country cannot, 
and should not be forced t o  repay such basic development 
debts exceyt over an extended period, and a t  low ra tes  of 
interest .  

An apprszisd ~f India 's  existing repayment obligations due 
during the 3rd, 4t.h and 5th mans (i.e, the next f i f t een  
years) Leads one inevitably t o  the conclusion that she 
s i q l y  cannot afford during the next 15 years t o  contract. 
any further obligations t o  repay; and tha t  even a f t e r  that 
period, such obligations w i l l  have t o  be severely restr ic ted.  

For these r e a s a s ,  the only rea l ly  genuine "economic aid" 
which a f r i e ~ d l y  country can give India must necessarily be 
i n  the f o m  of: 

a)  Grants; 
or 

b )  m e n d e d  tern loans, repayable i n  foreign currency, 
but given under f lexible  conditions permitting India 
t o  u t i l i z e  it where it can purchase equipment mil 
s x v i c c s  most ~conomically, and for  projects which 
she corlsiders most beneficial within the broad frame- 
work o f  icr development plans; 

o r  
c j  Xxtdnded tern loans repayable i n  local  currency. - 3.1 

L/ Urgency of German a i d  t o  India, The Magazine of the Federal - 
Republic of 5rrrnariy, No, 18 (iv/1960), p. 24-25. 



B. The Needs of the Less-Developed Nations fo r  Economic Aid Often 
Fluctuste With Their Export m i n g s  

The foreign export earnings of the less-deve2oped ccelrLtries a re  

often more important than international economic aid 1~1 meeting t h e i r  

need fo r  development capital. Duriy the period of 1949 t o  1959, for  

instance, the t o t a l  export earnfngs of Asia, Africa, and Latin America 

(exclu,~.~,,  :,r:e free world developed nations of Capan an6 %he Union of 

South Africa), amounted t o  approximately $235.4 b i l l 3  oc. United States  

purchases from these areas amounted t o  $57.5 b i l l i on  while i t s  d i r ec t  

economic a id  was only about one-fifth as mich, or $U.5 bi l l l ion,  

Periodic adverse s h i f t s  i n  the volume or  t e rns  of t rade of t he  

less-developed countries have sharply reduced t h e i r  emir,gs i n  recent 

years. Such a snif% occurred i n  the k%r E a s t  and Srstfi Asia (excLuding 

Japan and Communist China) during the f i r s t  half' of 1958, when earnings 

dropped $428 million from the  f i r s t  half of 1957. In t e r n  of an annual 

ra te ,  t h i s  l o s s  amounted t o  69 percent of United S ta tes  nonmilitary aid 

t o  t b ~  area i n  the following year. It represented $238 million more 

than the t o t a l  of United States  grants of nonmi$itary aid t.o Latin 

America, Africa, and the Near East combined during 1959. A/ 

The reduction i n  export earnings by the less-developed countries 

has led  t o  numerous and dras t ic  cutbacks i n  t h e i r  imports: seventeen 

such cuts of over 20 percent in a single year may be found i n  the period 

l/ U. S. Congress. Senate. Cormnittee on In t e r s t a t e  and Fareign Commrca. 
United States  and World Trade: Challenges and Opporttmities. Fins% 
report by special  s t a f f  on the study of U. S. foreign commerce. 87th 
Cong., 1st sess., 1961. Committee print ,  p, 46. 



of 194801957. 'l'hese cuts bore heavily, and even predominantly 

i n  most cases, on capi tal  goods, industr ia l  materials, a ~ d  feels, 

thereby disrupting development programs. y 
Most of the less-developed countries have an o v e r d l  deficiency 

i n  the  convertible foreign exchange needed t o  finance imports for  

economic development, but t h i s  deficiency is  greatly increased by 

declining export earnings. Their need for  foreign l o a s  and grants 

t o  a id  development therefore has been enlarged stiU -her by fluctu- 

a t ing and generally declining export earnings. The impact of this 

problem i s  often exacerbated because many less-developed countries 

must depend on the export of one or two commodities for  the bulk of 

t h e i r  foreign earnings, They are, therefore, more seriously hurt by 

fa l l ing  prices for  par t icular  commodities tlii are mcst develqec? 

countries whose foreign earnings usually come from a ~ a r i e t y  of exports.  

Many economists believe tha t  s tab i l iz ing  raw naterfa3.s prices kouPd 

be a key factor i n  spurring economic progress i n  the less-develaped 

countries, This suggestion w a s  included i n  a development program sub- 

mitted t o  the mopean  Economic Community i n  1959 by Jean Elormet's 

Action Committee f o r  the United States and Europe ,  The meetings of the 

General Agreement on Tar i f f s  and Trade (GATT) have aLso considered the  

problems facing these r a w  materials exports, 

To date, the principal means of mitigating the comodity problems 

have been .tihe special  price support and rwket ing  agreements that some 

I.-/ Benoit, Emile. Europe a t  Sixes and Sevens, New York, Columbia 
University Press, 1s1, p. 262, 



countries, such as  France and the  United Kingdom, maintain with 

t h e i r  present or former posseseions and a l so  the development of 

generalized internat ional  production and marketing agreements 

f o r  specif ic  commodities such as sugar, wheat and t i n .  FubLIshed 

materials indicate t h a t  in ternat ional  thought on solution of the 

raw m a t e r i d s  problem has centered on negotiating addit ional carmnod- 

i t y  agreements, t he  formation of common markets and free t rade areas, 

and attempts t o  divers i fy  production i n  the  less-developed countries 

t o  minimize the nat ional  impact of declining world pr ices  or markets 

for  any par t icu la r  commodity, 

C. The Need For a Bet ter  Understanding of the  P o l i t i c d  and Social  
Change t h a t  May Accompany Economic Development 

The l eve l  of econ;rmic and technical  assistance provided by the 

developd nations w i l l  increase during the 1960~~. This points up 

the  already c r i t i c a l  need f o r  serioue study of the  impact t h a t  foreign 

economic a id  has on the less-developed countries in order t o  maximize 

the useFulness of a id  i n  serving the purposes f o r  which it is  pro- 

vided. 

There is a vast and growing l i t e r a t u r e  on underdevefapnt ,  but 

it shows imbalance, major deficiencies, and scholarly disagreement on 

the process of development and what needs t o  be studied i n  plamirag 

future  a i d  programs, Caps appear t o  be of three kinds: (I] Pack of 

basic data  on the economies and economic process i n  maay Peas-de- 

velaped countries, much of which can be a t t r ibu ted  t o  the lack of 



comprehensive and accurate s t a t i s t i c s  far these countries; (2) 

gaps i n  knowledge snd understanding of nm-ecmomic characteristics 

(social  structure, value systems, ideologies, l a w  and authority) and 

of the vay they af fec t  social  and economic development; and ( 3 )  the 

crude and underdeveloped s t a t e  of theories about the nature of eco- 

nomic puwth, the causes of moiwnization and social  development, 

the relat ion of economic development t o  p o l i t i c a l  change, and of 

po l i t i ca l  systems t o  economic growth. 

If aid is provided merely t o  increase exports it is not particu- 

larly important t o  study i ts  impact on social  tension or the d i s t r i -  

bution of p o l i t i c a l  and economic power within the receiving country. 

But i n  fac t  most government a id  i s  provided f o r  purposes that are 

ultimately pol i t ica l ,  t o  strengthen and maintain f'riendly relat ions 

with governments i n  parer, undercut the appeals of communist or other 

po l i t i ca l  extremist groups by helping afford an "acceptable" r a t e  of 

economic growth or simply t o  maintain a long standing p o l i t i c a l  and 

economic position. Under any of these circumstances it is crucial  

t o  understand the ef fec t  of the a id  provided. 

To date the major donor governments have given l i t t l e  a t tent ion 

t o  t h i s  kind of deeper policy planning. President Kennedy's foreign 

a id  message t o  Congress i n  March 1961, hatever, did c a l l  upon the 

receiving countries t o  undertake economic and social  reforms that 

would spread the benefits of United States assistance among slM. the 

people. This can be viewed as an attempt t o  goad the ru lers  of some 

less-developed countries in to  accepting a p a r t i a l  redis tr ibut ion of 



loca l  property and po l i t i ca l  power t o  avoid impending revolution, 

United States economic a id  would help these governments finance 

land reform and other crucial programs t o  reduce discontent and 

broaden the i r  bases of popular p o l l t l c d  support, I f  the United 

States does provide aid for  these reasons it w i l l  apparently become 

even more important t o  undertake a major program t o  study the eco- 

nomic, social, and po l i t i ca l  impact of United States aid i n  the less- 

developed countries. 

D, The Provision of Aid for  Isolated Projects and Integrated Programs 
of National Development 

To date most foreign aid, whether provided directly,  or through 

a a u l t i l a t e r d  agency, has been used t o  support specific projects-- 

s t e e l  m i l l ,  railroad, f e r t i l i z e r  plant, ox educational institution-. 

rather than t o  contribute t o  the integrated development of the re- 

ceiving country. This has, of course, been part icular ly t rue of 

private investment which seeks out indiwidud op~?ortunities fo r  secure 

and reasonable profi ts .  The resul t  has sometimes been the uneven de- 

velopment of the econorqy and the fa i lure  t o  use available resources i n  

the most ra t ional  manner. 

It is  inevitable that t h i s  problem w i l l  pers i s t  i n  some masure 

given the multiple sources and purposes ~f a id  and the fac t  that the 

receiving government of'ten ins i s t s  upon using it i n  ways tbt help 

solve i t s  immediate po l i t i ca l  cr ises  rather  than contribute t o  the 

solution of long-range developmental problems. From the viewpoint of 



both the donor and the  recipient nations, however, it would be 

useful t o  atternpt a greater measure of coordinated a id  planning 

amow the donors and i n  cooperation with the recipients.  The more 

advanced of the newly-developing nations, such as India, often t r y  

t o  do t h i s  through elaborate govermental machinery against the 

background of muLti-year development plans. In  e f fec t  the donors 

often f a i l  t o  support these endeavors, however, because they remain 

isolated f'rom one anothm and deal only with the  recipient govern- 

ment. To some extent t h i s  problem may be ameliorated by the formation 

of the Development Assistance Group (DAG), which is designed t o  share 

a id  program information among the  donor nations a s  well a s  generally 

t o  r a i se  the l eve l  of aid, It would be useful i f  the DAG were able 

t o  involve private investors i n  some nanner since pr ivate  foreigr, Liz- 

vestment often provides a s  much foreign cap i t a l  a s  do the o f f i c i a l  

government a id  programs. 

MationaJ. Development planning a l so  involves long-term a id  comit3- 

ments on the p=t of the dsnor governments. The recipient goverrdnent 

carmot make i t s  plans for  coherent d e v e l o p n t  unless it has a reason- 

ably cer ta in  elfpectation of haw much foreign capital. w i l l  be available 

for  the next few years, Having received a id  i n  the past, a partictrjear 

government may assume t h i s  w i l l  continue i n  r e l a t ive ly  the same masum. 

This, however, is  not a suf f ic ien t ly  sound base on which the goverrunent 

can commit other available resources t o  a development plan, In  pra.c- 

t f ce ,  most donor governments provide a id  on an mual basis due usually 

t o  the d i f f i cu l ty  of securing multi-year commitments from the respective 



national legis%atures. Donors mst weigh the probable fcmigti 

po l i t i ca l  and economic benefits of multi-yeas financing agfpinst 

t h e i r  usual fear of resigning the annuzd appxqria%fcatis kutnc?i~g, 

This power f2equently i s  surrendered i n  the case 3f domestic 

government programs, but rarely with foreign programs cf any ED&. 

E. The Accumulation of Urge Local Currency Holdings by the United 
States  and Some Multilateral Agencies 

The United States  Treasury now holds about $2,L FrFllion 

equivalent i n  foreign currencies and the figure i s  gradual-ty i-,- 

creasing. About $2.2 b i l l ion  of t h i s  to t& i s  in  cwrencies af the 

less-developed c m t r i e s  that are receiving a id  from the TJnited States 

o r  whose currencies a e  relati~reLy Ineorvertib1e M8.s.t cf the gr~aseat 

accumulation Iias resulted frm the ba le  af sezrpE!:~ a,gr ieC+urd . .~mmcdi- 

t i e s  for  loca l  c-mency and fromthe p~ov i s ion  of dol lar  L 3 m s  r~pqf- 

able i n  the borrower's currency. ' The United S t a t i s  i s  the o;lljr 

developed countrj i n  the Fsee world tha t  makes sdch a L n 2  -3 P 3 a i ~ .  

In the futxre, however, a t  l eas t  two muLtilateral agznzcies, tb? 2.~2 sr- 

American Development Bank and the Intematiom.1 Develoym::-b A s a ~ ~ s i a -  

t i on  a lso  may accumulate loca l  currency aeeo~lnts -through repqyme~t of 
- - 

1/ U. S. Treastzry Department. Fiscal Service, Ru'k"ew of Ac~>o,L.;%s, - 
Foreign Currencies en the Custody of the United States,  f i s c a l  war 
1960. (Extrgbcted From Part V of the combined s t a t s ~ r i t ] ~  t a b l e  16, 
p. 6. 

2/ An expt,mation and anaLys5.s of the several prop-  wider vhicph, tk - 
United States  accumulates loca l  currexcies i s  avtrEsb1t.r ic A s t e r ,  
Robert E,, Grants, Loans, and L O C ~  C u r e n c i e ~ .  W a ~ l i i n ~ o ~ ,  D. C o o  
The Brooking6 Inst i t u t  Ion, 1961. pp. 7-14, 99-105. 



some of the i r  hard currency loans i n  the borrower1 s own currency. 

The magnitude of the i r  sof't currency operations has not yet been 

determined. 

The growth of these large-scale holdings plus the f ac t  that 

there are  no agreements for  the ultimate use of most of the  money 

has raised Important long-range problems for  the United States and 

the less-developed countries, The entry of the mult i la teral  agencies 

in to  the sof t  currency f i e l d  can be expected t o  produce many of the 

same di f f icu l t ies .  Whether the United States  should continue t o  ex- 

pand i ts loca l  currency holdings and whether the mult i la teral  agencies 

should begin t o  do so are decisions involving multiple domestic and 

international factors  and are beyond the scope of t h i s  study. The 

intent  here i s  merely t o  indicate the impact of the a c c ~ a t f o n  a d  

use of these currencies on relation6 between the developd and Bess- 

developed countries and on the course of economic p r o m s s  i n  the 

l a t t e r  . 
The generation of mst of the present United States  foreign 

currency holdings has added signif icant ly t o  the economic resources 

of the less-developed countries. The bulk of the currencies derive 

from the sale of surplus agricul tural  commodities for  foreign e m e n -  

cies under T i t l e  I of the Agricultural Trade Developmnt and Assistatbee 

Act of 195k (F'ublic h w  480). The sales  were in i t i a t ed  t o  help reduce 

the  growing store of commodities accumulated by the government in  

support of domestic agricultural program. Another major effect, 



h m v e r ,  has been t o  provide needed food and other raw u t e r i a l e  

t o  the less-developed countries without drawing d m  t h e i r  

normally short  s-ly of dollars. The sa le  of ssrplus cnmnodities 

f o r  so f t  currencies under Section 402 of the  Mutual. Security Act 

and the provision of dol lar  loane repayeble in loca l  e v e n c y ,  

pr incipal ly  under the  Development Loan Fund, have been intended t o  

increase the resources available t o  the less-develupec?, c x n t r i e a  

beyond what they could finance with their present hxrd m m n c y  

earnings. 

This purpose of the sof% currency loan programs points up the 

economic dilemma of how t o  use the  @awing amaunts of United States- 

owned sof t  currencies. By definit ion,  the  less-develcrped countries 

need additional outsids resources. Any major wishd~awaJ. of t h e i r  

present resources by in s i s t i ng  upon conversion of their currency 

in to  dol la rs  or  by taking repayment i n  exportable locsll commodities, 

therefore, would have the ultimate e f f ec t  of p r q o ~ i o ~ t e l y  increw- 

ing the  need for  foreign aid. For t h e  same reasons the TJniLed Sta tes  

cannot use the  s o f t  currencies t o  provide United S ta tes  a id  t o  other 

needy countries except i n  ra re  instances. 

The sa les  and loan agreements with the less-developed countries 

therefore provide t h a t  almost a;bl the  l o c a l  currency prore2ds and 

repaynents a re  Lo be used f o r  mutually agreed purposes within the 

receiving country. O f  the current unexpended to t a l ,  a b k o ~ t  $1.1 

b i l l i o n  is  reserved f o r  United States  uses, such as l oca l  embassy 



and information program expenses, while the remaining $1.4 

b i l l i on  i s  allocated fo r  loans and grants t o  the receiving 

countries. 

The volume of United States commodities, equipment, or 

capi tal  provided t o  the less-developed countries mder  the sales  

and loan agreements is not increased by use of the loca l  currency 

generated by these transactions. This i s  t rue  regardless of whether 

the money is used for  United States  or country purposes. 

The f'unds reserved t o  the United States obviate the expendi- 

ture  of additional dol lars  for  operations i n  the countries con- 

cerned, but divert  loca l  resources t o  non-develcpment purposes. 

Thus an estimate of t h i s  practice requires pr ior  choice between 

two conflicting values-oreducing the expenditlue of United States  

dol lars  or fostering the development of corntries t o  which the 

United States  i s  providing foreign aid. 

The loca l  currency tha t  is  loaned or granted t o  the recipient 

governmen-t; has very l imited economic v&le t o  t ' r ~ t  government or t o  

securing the in te res ts  of the Umited S t ~ t e s .  Because the currencies 

&re re la t ive ly  inconvertible they cannot ba u ~ e d  t o  make additional. 

purchases i n  any of the developed nations. The loam and grants 

merely influence the use of parti of the exis t ing loca l  resources 

and therefore do not provide additional resotrees beyond those 

available t o  the government by increasing tax collections or pr int-  

ing more money. Perhaps these uses do have a p o l i t i c a l  value, haw- 

ever, by moderating inf la t ion  OT by permitting central  governments 



t o  mobilize additional l oca l  capi ta l  without the d i f f i c u l t i e s  of 

ra i s ing  t ax  r a t e s  or being more s t r i c t  i n  t a x  coUeetions. 

In  most instances, the  United S ta tes  secures only a xnaxginal 

influence over the use of l oca l  resources by lending and manting 

the  currencies t o  the  govermnent. Where United States  and loca l  

po l ic ies  axe i n  apeement, the United States  merely r a t i f i e s  l~xal 

policy by releasing currency in  support of the  agreed pro.jects. 

Where there  i s  a difference of judgment, the recipient  g s v e m n t  

usually can f ind suf f ic ien t  projects  acceptable t o  tfie United States  

and then use i t s  awn funds t o  carry out those tha t  do not qualify for  

grants and loans of United States-owned loca l  currency. 

The immediate economic impact of the United S t a t e ~ - m ~ e d  loca l  

currencies therefore i s  not great, e i t he r  f o r  the United States  or 

the  less-developed countries. Nor is there evidence t o  prsve tbt 

the -act w i l l  chmge perceptibly during the next few decades. 

Most of the  currencies w i l l  remain re la t ive ly  inconvertible and 

those that do become convertible t o  some degrea w i l l  have t4a be 

allocated t o  servicing senior commitments such as  Internationd. Bank 

and b i l a t e r a l  loans repayable i n  hard currency. The negotiation of 

most such senior commitlnents is geared t o  the expected growth r a t e  

of the econorny and its foreign exchange earning capacity. Diversion 

of the available convertible currency t o  repa t r ia te  United States- 

owned loca l  currency accounts would have the  e f f ec t  of destrrsying 

much of the  securi ty  t h a t  underlies the senior hard currency commit- 

ments. And the  negotiation of surplus commodity loca l  currency sa les  



agreements i s  not i n  fact  predicated on the eventual a b i l i t y  of 

the less-developed countries t o  redeem the remaining loca l  

currency accounts i n  dollars. 

While there i s  l i t t l e  long-term economic merit t o  be ex- 

pected from the growing accumulation of most of the United States- 

owned loca l  currency accounts it is  l ike ly  tha t  political diff icul-  

t i e s  w i l l  eventuate. This is essent ial ly  the pr~bPsm of maintain- 

ing harmonious relat ions with countries a large s'ha~3 of whose 

economies are mortgaged t 3  the United States. I n  a few years the 

United States w i l l  hold such mortgages on half a dozen of the 

currently less-developed countries W e s s  steps are t&.en t o  slow 

down and reverse the pace a t  which the TJ~ited States is  eqandi rg  

i t s  10cd. currency holdings. These holdings now expand each year 

because deposits exceed the amounts that can be used uzlder'present 

regulations. 

The current magnitude of the problem i s  not accurately re- 

flected i n  the f ac t  tha t  the foreign currencies from the less-  

developed countries on deposit with the United States Treasury 
1/ - 

now t o t a l  $2,2 bi l l ion.  In  addition, there are about $2.1 

b i l l ion  worth of outstanding loans t o  be repaid i n  l a c a l  r m e n c y  

with interest .  Beyoad this ,  the United States has signed eommit- 

ments fo r  an additional $2.5 b i l l ion  i n  loca l  currency or dol lar  

Estimate supplied by the Department of Commerce, Office of 
Business Economics. 



loans tha t  are t o  be repaid i n  the borrower's own currency, An 

undetermined portion of t h i s  $2.5 b i l l ion  is reflected i n  the 

Treasury's present deposits, however, because some of the Local 

currency t o  be loaned w i l l  be withdrawn from these aecwuLs, It 

seems reasonable, therefore, t o  place the present Pocd currencjr 

indebtedness t o  the United States at l eas t  at $5 bi l l ioz.  A rscsat 

conservative estimate of local  currency indebtedness i n  1963 ( c a s h  

balances plus outstanding loans) places the t o t a l  a t  $9 t o  $90 

bill ion. 2J 

The long-range po l i t i ca l  impact of the locd. c-urency ba'Imces 

i s  increased by the f ac t  tha t  they are clustered i n  a few colnatries 

rather than being evenly spread throu&o~t  the  less-3evelc~ed world. 

Fully one th i rd  of the present foreign currency hcpldi-zgs awe ir, 

Indian rupees. India, therefore, i s  the mst ext~eme r.:f the 

general po l i t i ca l  problem tha t  the United States WJ ecz&rr~t i n  a 

few years. 

American holdings of Indian rupees are naw (~%0)1 &pdr~sob- 
ing the equivalent of $800 million. In the c x n s e  n f  the 
next three years, these holdings can eas i ly  approach $2.5 
b i l l f  on. Now $2.5 b i l l ion  i n  re la t ion  t o  the India@ 
national income is roughly equivalent t o  $35 bi2 l iu . i  i x  
t h i s  country. Imagine the reaction i n  tbe TJnited States 
i f  a foreign country, no matter how friendly, held $35 
b i l l ion  i n  our currency. The inevitable reactioya t o  the 
currently much smaller holdings is  already i n  evidence i n  
Asia, not necessarily from goverxxnents, but fYw the Cornmu- 
n i s t s  and from opposition parties.  2/ 

Asher, crp.cit., p. 102. 
2/ Mason, Edward S. Foreign Money We Can't Spend. The Atlantic, - 

MW 1960. p, 83. 



Most recent studies of foreign economic aid have argued 

against the continued unchecked expansion of United States  

foreign currency holdings because they have l i t t l e  or no economic 

v a x e  t o  the United States  or the less-developed corntrier;, or 3e- 

cause of the f'uture po l i t i ca l  embarrassments they can produce, 

Some steps have already been made i n  t h i s  directitsla: 

I) Prior t o  April 1959 a l l  loans made t o  the leas-dsveloped 

governments with the l o c a  currency generated under Public Law 480 

surplus commodity s d e s  stipulated that the borrower had t o  repay 

the same dol lar  "value" it had received. The elimination of t h i s  

"maintenance of value clause" i n  April 1959 theref ore prevented 

the expansion of United States-owned loca l  currency a c e ~ u n t s  through 

inflation i n  the less-developed countries. 

2) Up t o  50 percent of the "country use" portion of the loca l  

cusrency generated under the surplus commodity sacs agreements may 

now be granted t o  the receiving country where t h i s  i s  deemed by the 

United States  t o  be desirabla, F o m r l y  the  e q h a s i a  had been placed 

an loans so that these constituted about two-thirds of tb t o t a l  

country uses of t h i s  loca l  currency and grants averaged only about 

20 percent of the country uses. This s h i f t  from L O ~ B  t o  grants can 

have part icular ly important resul t s  i n  slowing down the a c c w a t i o n  

of currencies in  countries such as  India tha t  have been leading recipi- 

ents of s:zplus a g r i c u l t u d  commodity sales,  



3)  It is  not expected that the United States  w i l l  negotiate 

any additional do l la r  loans repayable i n  the bommrls m 

currency under President Kennedy's revised fcreign aid prcpm. 

This leg is la t ion  provide8 that a l l  dol la r  develup~nent  loan^ w i l l  

be repaid in  dollars, but may be made "sof t"  by loag-term reps;ymei~t 

periods with l i t t l e  o r  no interest .  

These changes will operate t o  s l ~ w  dorm the ~sccurmr1a%ion of 

United S t a t e s - m e d  loca l  currency accounts, bu t  w i l l  not pr3vffk 

a f i n a l  answer t o  the l~ng-range problems that magr devekp with 

continued accumulations. The ideal  solution, prcbabu wrjulcl be 

provide i n  all future surplus commodity sales agreements f o r  t k ~  

ultimate disposit ion of the  loca l  currencies that ars ts  b? psid t70 

the United States. 1312s may ~ c t  be feasible a% thja LIE bec~use 

there  i s  na general agreement on har these f h d s  sh~u%d t e  expeaded. 

Much ftPrcther thought w i l l  be required t c  deal with the Ir~~ii;?. o"mr2rc:y 

~ o b l e m  i n  ways that do not geopa3"dize the long-tern e:;.;sodc md 

p o l i t i c a l  i n t e re s t s  of bot5 donor and re~aipiz:~t ~ ~ a : ~ t ~ r i e ; . ~  



Appendix A: The Bri t i sh  Pgproach t o  Foreign Aid 

The Br i t i sh  cclonial  and commonwealth t rad i t ion  nust be 

recognized i n  order f U l y  t o  understand the B r i t i s 5  approach 

t o  f o ~ a i g n  aid. P a r l i a n t  debates how much a d  k r h a t  kinds sf 

a id  t o  provide t o  the  colonies, but there i s  unariimous agreement 

on the principle tha t  Bri ta in d a s  have a moral res2onsihil i ty for 

bettering the l iv ing  conditions of i t s  dependent peoples. SCJE of 

t h i s  same feeling a lso  is  directed at the less-d.evelaped independent 

countries i n  the Commonwealth that formerly were rsl:xlies, &though 

iX.. usua3ly assumed t k a t  private business investmen t a  cad govern- 

ment loans can meet a l a g e  share of t l ~  needs in thesa weas. This 

sense of what may be called "imperial responsibility," t:~ which bas 

now been added "Commomalth responsibility," means tL3t it is  gen- 

e ra l ly  accepted i n  Bri ta in as  proper tha t  the Grsvsrruneaa-i; should pro- 

vide development assistance. Other reasons have bee2 fqt-~I-taslt i n  

the recent exp8minn cf Br i t i sh  aid, yet the trditim of e a l m i a l  

responsibil i ty has helped establ ish i n i t i d  paprr%Gity for  Rr i t i sh  

development assistaace quite apart from o;?eriLy pol i t ica l ,  ecanomic, 

or m i l i t -  consideratia;~as. 

There are, of cowse, important p o l i t i c a l  and economic reasons 

f o r  Comrnonwedth cooperation. The colonies and the indepenceat less-  

developed Commonwealth countries are areas where Bri ta in has t rad i -  

t iona l ly  played an active role, where she has strong t r d e  and firzan- 

c i a l  relationships today, m d  where she a l so  f ee l s  a sense of p o l i t i c a l  



responsibility. Development assistance therefore while being 

i t s e l f  an example of Commonwealth cooperation a lso  i s  an important 

instrument for maintaining the msny and varied forms of Commonwealth 

coaperation and Bri tain 's  position of leadership within that  cammu- 

nity. This further helps explain the fac t  that most development aid 

goes t o  the colonies and Commonwealth countries. 

The fac ts  of Br i t i sh  colonial responsibility aJld Commanvedth 

cooperation are usually assumed rather than argued and the chief em- 

phasis i n  o f f i c i a l  statements of the aims of development assistance 

is placed upon improving "the conditions of l i f e "  in  the poorer 

countries. For instance, the Queen, i n  her speech of October 27, 

1959 said: 

The improvement of conditions of Life i n  the l ea s  deveQ3pd 
countries of the world w i l l  remain an urgen% comer-I of my 
Government. They w i l l  promote economic c ooperat is:, be tween 
the nations and support plans for  financial md technical 
assistance. IJ 

Or as  E a r l  Jell icoe put it i n  a Eouse of Lords debate ox aid t.j the 

uncommitted c o u t r i e  s : 

A s  we in  the West have come t o  believe that  slum conditions 
in our own societ ies  cannot be tolerated, how can we sit 
id ly  by while the r i ch  countries become richer and the poor, 
i f  anything, poorer. - 2/ 
In the parliamentary debates both supporters and opponents of 

the Government favor development assistance i n  order t o  improve the 

L/ United Iiingdom. He M. Treasury. Assistance from the United 
Kingdom for  Overseas Development. March 1960. Crrmd. 97h0 p. 5. 

2/ Great Britain. Parliamentary Debates. Lords. F i f th  series - 
1959, v. a8, p. 227. 



conditions i n  the poorer countries. This purpose of the  a id  

program, apart  from the sense of colonial responsibi l i ty  already 

mentioned, seems compounded of a moral humanitarian desire  t o  help 

l e s s  fortunate peoples and a desire  t o  help assure the grarth of the  

underdeveloped countries. 

The possible relevance of economic a id  t o  overcoming the 

Communist th rea t  i n  the  less-developed countries i s  seldom mentioned 

i n  o f f i c i a l  government statements yet  the parliamentary debates 

suggest t h a t  it is an important consideration i n  formulating Br i t i sh  

policy. Br i t i sh  o f f i c i a l s  sometimes say they t a l k  l i t t l e  about t h i s  

"cold war" purpose of economic aid because t o  do so would destroy 

some of the p o l i t i c a l  impact ~f economic aid by seeming t o  compromise 

the rec ip ien t ' s  independence and thus perhaps increasing the in te rna l  

p o l i t i c a l  opposition t o  accepting aid *om Britain, the former colonial  

ruler.  Some members of Wliament  suggest t h a t  the Comunist t h rea t  

i s  the  chief "negative incentive" fo r  the provision of aid, but t h a t  

"more posit ive and stronger" reasons a l so  exis t .  The strongest and 

most posit ive reason f o r  many of them i s  qulte simply t h a t  of helping 

the l e s s  fortunate peoples be t te r  themselves, 

Another purpose of the Br i t i sh  a id  program t h a t  must not be 

omitted i s  That of expanding trade, especiaUy intra-Commonwealth 

trade. The provision of the great bulk of Br i t i sh  grants and loans 

t o  the colonies and indepndent Commonwealth countries and the loose 

tying of these f inds t o  purchases i n  Br i ta in  helps expand Br i t i sh  

exports. The a id  program i s  thus added t o  the preferent ia l  trade 



regulations among Commonwealth members, London's provision of 

central  banking m c t i o n s  for  the s te r l ing  area, end several other 

devices tha t  multiply l ines  of economic cooperation within the 

Commonwealth and thus may increase the normal markets for  Br i t i sh  

goods. 

Some members of hrliament,  especially among the Labor Party 

opposition, urge tha t  most Br i t i sh  economic a id  be provided though 

mult i la teral  channels instead of b i la tera l ly  as  a t  present i n  order 

t o  depolit icize the aid and permit more stringent administratio3 

than can usually be enforced by one sovereign government upon 

another. The prevailing view, however, appears t o  favor increasing 

both b i l a t e ra l  and mult i la teral  a id t o  the extent possible, but main- 

taining the present empkaasis i n  the program on d i rec t  a id t o  the 

C omonwealt h. ' The foregoing discussion of a id  theory suggests 

tha t  Br i ta in ' s  po l i t i ca l  and economic in teres ts  i n  the Commonwealth 

may well lead the government t o  continue the present emphasis on 

Commonwealth aid and therefore on the use of b i l a t e ra l  c-1s. 

1/ Great Britain. Parliamentary Debates. Commons. F i f th  series,  
- 1959. v. 609, pp. 883-943. 



Appendix B : ~  Economic Assistance Provided by the 
Less Jeveloped Nations t o  Each Other - 

Cooperation among the less-develqed countries my be 

expected t o  expand. Certain of the less-develuped ccmxt,,ries 

have taken the i n i t i a t i v e  i n  sharing t h e i r  experience with others 

without waiting for  full industrializatioo. 

As a par t  of the technical coopra t lon  pi-~grw, z small but 

growing number of less-Jeveloped cooperating ci?thrltries zze par- 

t i c ipa t ing  with the United States  i n  the  support cf t ra in ing  a t  

" th i rd  country" f a c i l i t i e s  located within their tstrritary. These 

t h i r d  country f a c i l i t i e s  ordinarily provide t ra in ing  f u r  par t ic i -  

pants from other less-developed countries i n  s i tuatfons or problem 

areas akin t o  those actual ly  experienced in  t h e i r  home countries. 

Among the less-developed countries ass i s t ing  ir the  t h i r d  

country t ra in ing  operations under the Mut~Lal Security Program aze 

Taiwan, Indonesia, Korea, the Philippines, Thailand, Vietnam, 

Brazil, Costa Rica, Ecuador, Peru, Mexico, Ceylca, Isrel, India, 

Iran, and Lebanon. Ap~roximately 450 t h i r d  countr j  par t ic ipants  

annualLy are  now undergoing courses of study or recziving p rac t i ca l  

t ra ining i n  the  lesser-developed countries named above. While the 

pr incipal  costs, such as tu i t i on  and per diem, axe of'ten paid out 

Excerpted from U.S. Department of State. Econc'vnk Assistance A s  
a Cooperative Effor t  of the Free World, an *undated 2ress  release, 
published in  1%0. pp. 14-1T0 



of the Mutual Security Act funds, the receiving or th i rd  country 

t raining countries are beginning t o  asrume certain other costs 

which constitute a contribution t o  the training program. 

Is rae l  i s  playing an important ro le  i n  extending technical 

assistance t o  the underdeveloped countries of Africa and A s i a  and, 

i n  order t o  operate these programs effectively, has recently es- 

tablished a Department for  Internstional Assistance and Cooperation 

under the Ministry f o r  Foreign Affairs. Assistance t o  the countries 

of Africa and A s i a  i s  centered i n  three main f ields:  (1) provision 

of I s r a e l i  experts, (2)  the training of Africans and Asians i n  Israel ,  

and (3) joint commercial enterprises. 

I s rae l i  technicians i n  various f ie lds  are serving i n  Ghana, 

Liberia, Sierra  Leone, Nigeria, French Sudan, Ethiopia, B m ,  the 

Philippines, Cyprus, and Turkey. In addition, Nepal has recently 

expressed an in teres t  i n  receiving technical assistance. These ex- 

perts  are sent at  the request of the foreign governments t o  assist i n  

projects connected with agricultural i r r iga t ion  and water supply 

problems, medical, maritime and aviation services, housing, land 

resettlement, and business management. In  most cases the expenses 

of technicians sent abroad are shared by Is rae l  and the receiving 

country. 

An outstanding example of cooperation involviw the less-de- 

veloped countries is the continuing t r i -pa r t i t e  negotiations between 

the United States and India fo r  the benefit of Nepal as the resul t  

of which India, out of i ts own internal  resources, has given technical 

assistance t o  mepal. 



There a re  about 50 technicians i n  the Indian Aid Mission t o  

Nepal. Major f i e l d s  i n  the past  have been construction of the 

Rajpsth Etighway in to  the  capi td .  c i t y  of Katmandu; and coostruction 

of the Katmandu Airfield. Technical assistance services have also 

been provided. Indian a id  is generally provided within the framework 

of the Colombo Plan. 

I n  an e f f o r t  t o  a s s i s t  Mepal i n  i t s  five-year plan f o r  economic 

development, India offered the rupee equivalent of $26,000,000 f o r  

the years 1956-1961. These f'unds have been drawn down gradually f o r  

projects  such as  regional roads, vil lage development, and Tr i su l i  Power. 

In  addition, 23 Nepali par t ic ipants  are receiving t ra ining i n  

India par t icular ly  In  the  f i e l d  of education. 

On Jan- 28, 1$c3, it was annouwed tha t  India w e e d  t o  pro- 

vide f inancial  assistance of $30,000,000 i n  rupees t o  a s s i s t  Nepal 

over a five-year period. Of th i s ,  about a fourth is  a carry-over 

from previous years. In  addition, r n d h  has offere3 t o  construct the 

E a s t  Kosi Canal, i n  Eastern Nepal and c o ~ t i n u e s  t o  s u ~ p l y  assistance 

t o  Nepal's mil i tary establishments. 

There a re  many other examples of economic cooperation between 

the less-developed nations. Under the Colombo Plan, f o r  instance, 

the less-developed countries have given considerable t ra ining a s s i s t -  

ance t o  others. B u . ~  has provided t ra in ing  f a c i l i t i e s  f o r  t ra inees  

from Nepal, Thailand, and Sarawak. Fsom the beginsfng of the  Colombo 

Plan through Fi 1959, Indonesia has provided t ra in ing  f a c i l i t i e s  t o  

85 students fkom countries which are members of the Plan; Ceylon has 



v i i i  

t ra ined  53 foreign t ra inees  i n  the  f ie lda  of medicine and health, 

food and agriculture,  engineering, transport  and conmnurications, 

public administration and co-operatives--and has ass i s ted  the 

Pakistan Government i n  coconut experimental work at  i ts research 

s t a t i on  a t  Karachi, making available coconut seeds and seedlings 

at  a low cost. India provided 1165 t ra in ing  places t o  students f r o m  

other less-developed countries, mainly i n  agriculture,  c i v i l  engineer- 

ing, forestry,  medicine, s t a t i s t i c s ,  w a t e r  resources development, 

poultry management, post and telegraph, community development and 

radio technology. The services of 26 Indian experts were a l so  made 

available. 

Burma, Sarawak and Singapore have u t i l i zed  Colombo Plan fellow- 

ships offered by the Philippines i n  1958-59, i n  d a r i o l o g y ,  rural 

home extension and public administration. The l?hilippines continues 

t o  make other scholarships available f o r  students from South and 

South-East A s i a  i n  education, soc ia l  and cultwd studies  aLd v u i o u s  

branches of engineering. 

I n  1958, a t o t a l  of 153 t ra inees  from Laos received t ra in ing  i n  

Thailand under programs sponsored by the United Nations Specialized 

Agencies and various Colombo Plan countries. Such t ra in ing  programs 

continue . 



Appendix C: S inoSoviet  Bloc Programs of Economic Aid 

In  t h e  period from 1954 through the  end of 1@0 the  Sino- 

Soviet bloc extended $3.45 b i l l i o n  i n  economic a i d  t o  t he  less -  

developed countries of t he  f r e e  world, with most of it concen- 

t r a t e d  i n  f i v e  places: India ($933 million), the  United Arab 

Republic ($766 mil l ion) ,  Indonesia ($513 mill ion),  Afghanistan 

($217 mill ion),  and I raq  ($216 mill ion).  Altogether 20 l ess -  

developed c ~ u n t r i e s  outside the  bloc are nuw recelving a i d  and 

it appears t he  t o t a l  w i l l  increase as the  bloc shows increasing 

in t e r e s t  i n  Africa, and Latin America. O n l y  $735 mill ion of t he  

$3.45 b i l l i o n  to tab  a id  commitment has so f a r  been u t l l i z e d  due 

apparently t o  the  d i f f i c u l t i e s  of reaching agreement with the  

receiving countries on the  spec i f ic  p ro jec t s  t o  be constructed. 

To date the  only major project  completed i s  a $134 mil l ion s t e e l  

m i l l  a t  Bhilai ,  India, with an annual capacity s f  one million 

tons. About one-half of all bloc a id  has been i n  the  i ndus t r i a l  

f i e ld .  I n  addit ion t o  material  a id  it i s  estimated t h a t  there  

a r e  presently about 6,000 Soviet bloc technicians working i n  t he  

less-developed countries. 

Most a id  (75 percent comes from the  Soviet ~ m i s n )  is  provided 

i n  the  f o m  of l i n e s  of c r ed i t  t h a t  can be u t i l i z e d  over a period 

of years but only f o r  purchases i n  t he  bloc country providing the  

aid. Very l i t t l e  grant a id  is provided, but t he  t e r n  s f  c red i t  

are considered lenient .  I n t e r e s t  r a t e s  average 2.5 percent, 



repayment is accepted in locally produced commodities or perhaps 

a convertible currency (subject to annual negotiations), and the 

first of many annual repayments usually is not due until one year 

after a project has been completed. L/ 

United States. Department of State. Bureau of Intelligence and 
Resesrch. Intelligence Information Brief, no. 348. Sino-Soviet 
Economic offensive: s- of developments, Ju ly  through October 
1960. Wov. 18, 1960. 
Also interviews conducted by the author. 
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Table 1 

($ in millions) 

Country 1956 1957 1958 - 
Austria 2 1 6 

Belgium-Luxembourg 17 24 23 

Denmark 3 1 4 

France 487 639 787 

Ireland - - 1 1 

Italy 16 16 3 1 

Netherlands 3 3 34 41 

Norway 1 2 3 

Portugal 7 5 4 

Sweden 3 12 4 

United Kingdom 208 243 264 

Canada 28 46 88 

Japan 16 
7 

15 - 205 - 
Total 843 1,086 1,540 

United State!: 2,144 2,343 2,415 

Total including 
united States 2,987 3,429 3,955 --- --- 

1/ U. S. Congress. Senate, Committee on Foreign Relations, - 
Organization for Economic Cooperation and Development. Executive 
Report No. 1, 87th Cong., 1st sess., 1961, excerpted from p, 16. 



Table 2 

Total Capital Made Available t o  Less-Developed 
Countries and Mult i la teral  Agencies, 1956-1959 

(u.s. $ bi l l ions)  

Country 

United States 

France 

United Kingdom 

Germany 

Austria 

Belgium 

Canada 

Denmark 

Ireland 

I t a l y  

Japan 

Luxembourg 

Netherlands 

Norway 

Portugal 

Switzerland 

Total 

Total Capital 
-om siurces 
(figures rounded) 

1/ Organization fo r  European Economic Cooperation. The flow of - 
financial. resources t o  countries i n  the course of economic 
development, 1956-1959. Paris, 1961. p. 9. 



Year - 
1956 

1957 

1958 

195 9 

x i i i  

Conmarison of Net Value of Government and * - - - 

Private Capital  Provided by OEEC Member and 
A s s o ~ i z t e d  Countries and Japan, 1956-1959 

(u. S, $ b i l l i o n  expenditures) 
( ~ n c l u d e s  both b i l a t e r a l  and mul t i la te ra l )  

Average 

1956-1959 

Total  - 

Ibid., derived from tab les  on pp. 11-17. The $900 million increase - 
i n  privat.e c a s i t s l  contrlbutlons i n  1957 was la rge ly  accounted fo r  
by new LMfted States  investments i n  Venezuelan o i l .  



xiv  

Table 4 

Summarv Analysis of Finance Made Available b.? 

Average 
1950-55 

Average 
1956-59 

OZEC   ember and Associated Countries t o  
Less-Developed Count,ries and Multikatqral Agencies 

(Sum of c>lcunns m a y  not equal t o t a l s  because of 
rounding of f igdres. Does not include ~ a p a n )  

(u. S, $ b i l l i o n  expenditures) 
1950-1959 

B i l a t e r a l  Contributions : Mult i la te ra l  
Contributions 

Off ic ia l  Private : O f f  i c i d :  Private 

Grants , 
Reparations, 

and Guaranteed Other New Rein- : 
Indemnity Net Export Lending vested : 
Payments Lending Credit and Esrnings 

Investment 

Total  



Offic ia l  Government A i d  t o  the Less-Developed Countries 
by OZEC Countries and Japan in  Terms of Impact on the 

Donors ' Gross National Product, 1956-1959 

(dollars i n  millions) 

Austria: 
GmP....,........,... $4,238 $4,665 $4,938 $5,264 $19,105 
Aid.....o....e...... 2 1 6 4 13 
Aid as percent of G ~ P . .  0.05 0.02 0.12 0.08 0.07 

Belgium-Luxembourg: 
GNP.. ............... $10,860 $U,650 $11,616 $12,000 $46,126 
Aid................. 17 24 23 52 116 
Aid as percent of GNP.. 0.16 0.21 0.20 0.43 0.25 

Denmark: 
GNP. . e $4,461 $49 769 $4, 918 $5, 270 $19,418 
Aid....e.......O.... 3 1 4 5 13 
 id as percent of GNP 0.07 0.02 0.08 0.09 0.07 

France : 
GNP. a . a 4 0 $37, 513 $41,867 $47,532 $519000 $177, 912 
A~~..~.....o.o..s... 487 639 787 954 2,867 
Aid as percent of GWP 1.30 1.53 1.66 1-87 1.61 

Germany: 
GW.. ............... $46,048 $49,905$52,929 $56,645 $205,527 
Aide........,......o4 21 46 78 107 253 
Aid as percent of GNP 0.05 0.09 0.15 0.19 0.12 

Ireland: 
GmP.. ............... $1,510 $1,588 $1,630 $1, $6,438 
Aid................. --- 1 1 1 2 
Aid as percent of GNP --- 0.06 0.06 0.06 0.03 

I ta ly  
GNP................. $23,414 $25,088 $26,638 $27,970 $103,110 
Aid................. 16 16 7 1  17 81 
Aid as percent of GNP 0.07 0.06 0.12 0.06 0.08 

1/ U. S. Congress. Senate. Committee on Foreign Relations, op.cit. - 
p. 16. 



Netherlands: 
GNP. e $8,610 $9,315 $9,592 $10,175 $37,692 
Aid................ 3 3 34 41 43 151 
A i d  as percent of G ~ P  0.38 0.37 0.43 0.42 0.40 

morway : 
GKPo................ $3,725 $3,950 $3 ,W $4,100 $15,669 
Aid..o......e....... 1 2 3 4 10 
A i d  as percent of GNP 0.03 0.05 0.08 0.10 0.06 

Portugal: 
G N P  .......... $ 1 9 5  $2,015 $2,071 $2,135 $8,166 
Aid................. i' 5 4 21 38 
A i d  as percent of GNP 0.36 0.25 0.19 0.98 0.47 

Sweden: 
GNP. 8 w $9,470 $10,245 $10,623 $10,850 $41,188 
Aid................. 3 12 4 10 29 
A i d  as percent of GNP 0.03 0.12 0.04 0.09 0.07 

Switzerland: 
GNP. $6,846 $7,355 $7,593 $ 8 , m  $29,794 
Aid................. 1 1 3 1 5 
A i d  as percent of GmP 0.01 0.01 0.04 0.01 0.02 

United Kingdom: 
GNP.. .............. .$57,%0 $61,328 $63,484 $65,700 $248,472 
 id ................. 208 243 264 356 1,070 
A i d  as percent of GEJP 0.36 0.40 0.42 0.54 0.43 

To ta l ,  above countries: 
GNP., ............. .$216,000 $233,740 $247,458 $260,819 $958,617 
Aid......e......... 799 1,025 1,247 1,575 4,648 
A i d  as percent of GNP 0.37 0.44 0.50 0.60 0.48 

United States: 
GNP................ $419,200 $442,500 $441,700 $478,000 $1,781,406 
Aid... e0.....b.e8.8 2,144 2,343 2,415 2,438 9,340 
A i d  as percent of GNP 0.51 0.53 0.55 0.51 0.52 

Canada : 
GNP ................ $30,182 $31,773 $32,509 $34,700 $129,614 
Aid..............e. 28 46 88 57 23-9 
A i d  as percent of GNP 0.06 0.05 0.74 0.14 0.25 
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Japan : 
GNF., , . . . . . . ., . , . . . $24,650 $28,050 $27,750 $30,000 $110,450 
Aid.oO............. 16 1 5  205 41 277 
A i d a s p e r c e n t o f G N P  0.06 0.05 0.74 0.14 0.25 

a. GNP figures are  a t  current maxket prices. The figures fo r  1959 
are estimated. 

b. Both the GNP and aid figures have been converted t o  dol la rs  a t  
current exchange rates .  

c. Aid figures are based primarily on actual  expenditures. Aid 
l i s t e d  f o r  all countries includes: ( a )  net o f f i c i a l  grants, 
(b) gross o f f i c i a l  b i l a t e ra l  loans of 5 years or over, ( c )  
o f f i c i a l  contributions and subscriptions t o  international 
organizations paid during the period (i.e., net IBRD sub- 
scriptions,  IFC capi ta l  contributions, contributions t o  the 
EEC Development Fund, net contributions t o  United nations 
technical assi.stance and r e l i e f  agencies). For the United 
States, the increase i n  U. S. holdings of loca l  currencies 
derived from Public Law 480, t i t l e  I sales  is  included t o  
r e f l ec t  the t ransfer  of resources. For Japan, the yearly 
breakdown on gross 0 f f i c i . d  b i l a t e r a l  loans of 5 years or over 
is  estimated. Reparations payments have not been included. 
This def ini t ion of assistance has not been accepted by the 
countries involved and has no international standing. 
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Table 6 

Official Government Expenditures for  Aid t o  
Less Dgreloped Countries and National Defense 

A s  .Percentages of the Gross National Pr 

Defense Economic Aid Defense and 
Expenditures Expenditures Foreign Aid 

Country As $ of GNP A s  $ of GNP Expenditures 
gB $ of mP 

Belgium- 3.3 
Lcrmexb ourg 

France 7.1 1.87 8.97 

Netherlands 3*9 

NOmreJr 3.4 

portugal 4.3 0.98 5.28 

United Kingdom "12 

United States 9.7 

Foreign a id  perceutsbge expenditures from z.; defense expendi- 
tures from U. S. C s ~ g r e s s .  Senate. Committee on Bpgropriation.8, 
Mutual Security Appoprfatfons f o r  I ~ B .  Hewing6 on H. R. 12619. 
86th Cong., 2nd sess,, $$Om p. 215. Defense expenditures are 
based an current n ~ t  constant prices and the  data are  not edjusted 
for  dispari t ies  i n  purchasing power. 
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