T pPC- RAA-5TT

'THE LIBRARY OF CONGRESS
LEGISLATIVE REFERENCE SERVICE

INTERNATICNAL ECONOMIC ASSISTANCE IN THE FREE WORLD:
CURRENT PCLICIES AND EMERGIRG PROBLEMS

(Reviseld Bdition)

Arthur H. Derkea
Anelyst in U. S. Foreign Policy
FPorelgn Affairs Division
July, 1961

Washington 25, D.C.

BEST AVAILABLE COPY



Table of Contents

IntrOduCtion...................0..................Q........

I. Summary of MaJor FindingS...............g..............

II. The Total Flow of Free World Aid and Other Capital

to the Less DeVGlOPEd Countries..o...................

IIT., The Multiple Purposes of Foreign Aideceseceersccseccccce

IV. A Comparison of Foreign Aid Expenditures by the
Developed Nations.........,............oo.........o..o

V. M&JOI' Bilatera]. Prog‘am.Sa.ooooootoo......0.....00......

VI. The Role of the Multilateral AgencieSeesecccsccscsccese

VII. Emerging Issues in International Economic Ald.ceceesaes

A,

B.

Co

The Limited ability of the less developed
countries to service loans repayable in
convertible foreign currencieS.cecescceccccccsccsee

The needs of the less developed nations for
economic aid often fluctuate with their export

earningsoooooocoooooooaoopoooooooocoooooooooooooooo

The Need for a better understanding of the
political and social change that may accompany
economic development...o.......eq..................

The provision of aid for isolated projects and
integrated programs of national development.ceceees

The accumulation of large local currency holdings
by the United States and some multilateral

agenCieS.ﬂ.O.....’.........Q.O...O.lo.0.......0..’.

Appendix A: The British Approach to Foreign Aldececcoecees

Appendix B: Economic Assistance Provided by the Less
Developed Nations to Each Otheraceccccceccescoscecccsases

Appendix C: Sino-Soviet Bloc Programs of Economic Aldeeees

Page

14
17

2h
20

45

56

56

58

60

62

64

ix



Table

Table

Table

Table

Table

Table

Table

I.

2.

3.

Se

Te

Annual Level of Economic Ald Provided to the Less
Developed Countries by Governments of the OEEC
Countries and Japan, 1956-19590oooooooo.ooooooooooo

Total Capital Made Avallable to Less Developed
Countries and Multilateral Agencies, 1956=1959.ccee

Comparison of Net Value of Government and Private
Capital Provided by OEEC Member and Associated
Countries and Japan, 1956-1959.ooonoooooooooooooooo

Summary Analysis of Finance Made Available by OEEC
Member and Associated Countries to Less Developed
Countries and Multilateral Agencies, 1950=1950..q4¢.

Official Government Aid to the Less Developed
Countries by OEEC Countries and Japan in Terms of
Impact on the Donors' Gross National Product,

1956-1959...‘...........C...0.0........."0‘..“...

Official Government Expenditures for Aid to the Less
Developed Countries and for National Defense in 1959

Page

x1

xii

xiii

xiv

xv

as Percentages of the Gross National Producteceses. xviii

Defense and Foreign Aid Expenditures in 1958 as a
Percentage of the Per Capita Gross National

HﬁuCt..O.O....O.O....OQ.QOOOOQO.00.90.0000..'.'..

xix



INTERNATIONAL ECONOMIC ASSISTANCE IN THE FREE WORLD:
CURRENT POLICIES AND EMERGING PROBLEMS

Introduction

Foreign economic and technical assistance in the free world
has ceased to be a matter of isolated national attention. Many
now view 1t as a cooperative effort by the free world; it is the
subject of frequent and intensive intermational negotiations. This
study examines the current aid policies and programs of the major
capital exporting nations to answer the following questions:

l, What is the current volume of economic assistance and
which are the major donor and recipient nations?

2. What are the principal reasons for each of the major
national aid programs? Is there a sense of common purpose among
the donors that would support the view that free world foreign aild
is a cooperative effort?

3. Are the developed nations assuming relatively equal re-
sponsibilities in their aid programs or are there marked disparities?
How can these efforts be measured equitably?

4, What kinds of public and private aid are being provided and
under what conditions?

5. To what extent is aid being channeled through multilateral
agencies? Under what conditions do the cépital exporting nations
usually agree to provide significant amounts of aid through these

agencies?
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6. What are the major problems of using economic aid to spur

the development of the less-developed nations?

The Problem of Defining Aid and Securing Adequate Statistics

The analysis of international economic aid is hampered by dis-
agreement over what constitutes aid and by the inadequate and often
contradictory statistics currently available. The United States uses
the term "foreign aid" and provides ell of its aid to forelgn coun-
tries, but some donors provide the bulk of their aid to their own de-
pendencies and thus do not regard it as "foreign aid."” Some Americans
therefore may be skeptical of including aid to such areas as Algeria
in the French totals, when the United States does not include its
grants to Puerto Rico and the Virgin Islands. The dependencies of
the European powers are, however, all less-developed areas and expendi-
tures there do constitute a burden on the donor.. Moreover, the fact
that the United States initiates aid programs to most of the new
nations as soon as they become independent, and frequently even earlier,
suggests that this country has a strong interest in the continued pro-
vision of aid by the European govermments to their dependencies.

The distinction between "aid" and "foreign aid" may soon be
largely a semantic one because of the rapid pace at which dependencies
are receiving their freedom. For the present, however, the difference
is a real one. The United States Government and the Organization for
European Economic Cooperation (OEEC) both include aid to European de-

pendencies in their tallies of international economic ald and sometimes
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the figures do not specify what portion of a nstion's ald has been
provided to its dependencies., The present report is based princi-
pally on the OEEC and United States figures and attempts whenever
possible to allocate aid between dependencies and non-dependencies,
but includes both in the overall national totals. |

A more perplexing problem is to determine which types of capital
should be considered aid. Capital flows from the advanced to the less-
developed nations through a variety of channels, These include public
grants and loans on both commercial and non-commercial terms, export
credits, skilled manpower, sales of surplus agricultural commecdities
on concessionary terms, private loans, investments and reinvested earn-
ings, as well as regular export earnings. Some less~developed countries
also receive World War II reparations and irndemnificetion payments. In
addition, the advanced nations provide public and private capital to
the growing number of multilateral organizaticms that in turn make this
capital available to the less~developed countries., AllL of these sources,
though varying in degree of usefulmness, are impourtant in meeting the needs
of the less~developed countries, Clearly, however, all capital cannot be
considered "aid.,"

At present there is no agreed free world definition of "aid," The
OEEC's Development Assistance Group (DAG) discussed the nature of aid in
March 1961 but the communique issued at the close of the meeting reveals
no agreement on which forms of capital may properly be called "aid." The

DAG noted the value of private and public finance on commexrcial terms,
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but emphasized that the "common aid effort should provide for ex-
panded assistance in the form of grants or loans on favourable terms,
including long maturities where this is justified....” Y The DAG
also warned against providing most aid in the form of short term
credits fully repayable in convertible currencies since this places
too heavy e financial burden on the less-developed economies, A
major obstacle to deriving a generally acceptable definition of "aid"
is that the various donors emphasize different forms of “aid," some
of which might be excluded by a definition adopted by the remaining
members of DAG. The quotation from the DAG communique, however,
does indicate the trend of thinking among most DAG participants.

The OEEC reports on economic aid do not take a position on what
constitutes "ald" but instead speak of the "flow of financial re-
sources to countries in course o: economic development” and list all
sources of capital except regular export earnings, The United States
Government-prepared table "Official Assistance to the Less Developed
Countries by OEEC Countries and Japan," reprinted on page xi of this
study, selects only certain forms of capital and labels them "aid."
It 1is restricted to "official"” or gcvernment-provided capital, and
includes: (a) grants, (b) bilateral loans of 5 years or over, (c)
contributions and subscription to international organizatioms, and
for the United States also (d) the increase in United States holdings
of local currencies derived from Public Law 480 title I sales of sur-

plus agricultural commodities, The evidence of this table suggests

l/ "Development Assistance Group Concludes Fourth Meeting." Depart-
ment of State Bulletin, April 17, 1961l. p. 555.
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that the United States does not consider the following other forms

of capital to be "aid": reparations and indemnification payments,

loans of less than 5 years duration, guaranteed private export credits,
government purchase of international financisl securities, and all forms
of private investment and lending.

This study adopts the United States working definition of "aid" in
referring to the "aid" programs of other nations. But it also lists all
government and private sources of capital provided to the less-developed
countries, taking care to distinguish between cgpital and that capital
which may properly be called "aid.,"

The comparison of international economic aid programs began only
recently and comparable statistical data are not available for all donor
countries, Developing coordination of aid infermation through the DAG
and eventual acceptance of a definition for "aid" may greatly reduce

these statistical problems.

I. Summary of Major Findings

A, Total Flow of Aid and Other Capital

The advanced nations increased the value of their economic aid to
the less-deveIOpe& nations from $3.C billion in 1956 to an annual level
of $4,1 billion in 1959, the last year for which complete statistics
are available, Although the United States has consistently provided
more than half of this aid, its share has dropped from TO percent in
1956 to 59 percent in 1959, due principally to increasing contributions

from other nations,
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Foreign aid represents only about half of the capital made
available by the advanced nations to the less-developed omes, During
the four-year period of 1956-1959, foreign econmomic aid totaled $14.5
billion, while additional public and private financing totaled $13,5
billion,

The less-developed countries have two additional sources of
economic aid., The Sino-Soviet bloc, during the years 1954-1960, agreed
to provide $3.45 billion in economic aid to free world countries, but
expenditures are reported to have reached only $735 million, The less-
developed countries also provide limited amounts of aid, mostly technical

assistance, to each other,

B. Multiple Purposes of Ald

The many national aid programs do not reflect a common sense of
purpose, but rather a variety of purposes which may or may not be com~
plementary in the effect they have within a particular receiving country.
Some governments supply economic aid to secure military bases, support
allied armies, retain acquired political influence, or stimulate economic
development to undercut the appeals of Communism, Others with limited
international security problems seem more interested in increasing their
exports, Finally, there is a widely shared view that the advanced nations
have some measure of moral responsibility to share their resources with

the poorer, less=-developed nations,



-7-

Most of the principal donors concentrate their aid in a few
less=-developed countries where their political, military, or economic
interests are centered, Expanding the volume of a nation's aid pro-
gram under these circumstances usually fails tc increase the number
of recipients. The United States also provides the buik of its aid
to a few countries. This government's interests extend throughout
the less-developed world, however, so that it tontributes some aild
to more than sixty govermments, many of which als» receive aid from
one of the other advanced nstions., By virtue of coatributing approxi-
mately half of the free world's foreign aid the United States has pro-
vided much of the present limited sense of unity snd cooperation on
foreign aid. Consultation among the denor governments, especially
in the recently formed Development Assistance Group, can do much to

improve the harmonious operation of ‘these multi-purpose aid programs.

C. A Comparison of Foreign Ald Expenditures by the Developed Nations

Recent interest in making the economic development of the less=
developed nations a cooperative free world effort is usually inter-
preted as requiring equality of sacrifice by all donor governments.
It i1s not clear, however, what are the proper scales in which to
weilgh the various national aid programs., Aid expenditures are most
often compared as a percentage of the gross natiocnal product but, by
itself, this is inadequate., It fails to talke zccocount ol other major
foreign and domestic claims on the economy. Alsoc the impact upon two

countries spending similar percentages of their gross national product
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on foreign ald can be vastly different depending on their respective
average levels of personal income,

This study evaluates the national foreign ald programs on three
different bases. The results are not completely consistent but, on
balance, they show that the major European colonial powers and the
United States are making relatively comparable foreign aid efforts;
the German Federal Republic and the other non-colonial powers con-

tribute considerably less,

D. Major Bilateral Programs

The United States, France and the United Kingdom provide 90
percent of all free world economic ald to the less~developed countries,
These three, plus Germany, provide 90 percent of the total of free
world capital that goes to the less-developed countries, including
ald, other government and private sources of finance,

The European nations with dependencies in the less-developed areas
usually center their bilateral economic aid on these present or former
possessions,

Most aild 1s provided in the form of grants, but there is increasing
interest in loans, Available evidence indicates that the United States
is the only donor that makes some of its loans repayable in the borrower's
local currency. The United States is also unique in selling its surplus
agricultural commodities in return for the relatively inconvertible

currencies of the purchasing countries,
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With the exception of United States grants and ioans from the
Development Loan Fund, most bllateral economic ald has been formally
or informally tied to purchases in the donor country., United States
grants and loans are now also tied to purchases in the United States,

Economic aid normally has been provided for speciflc projects
rather than to meet general budget deficits, or to support national
development programs a3 & whole, Accurate information is not avail-
able on the percentage distribution of aid amcog the various economic
sectors 1n the less-developed countries, What is available, however,
indicates that more than half of the ald that can be identified with
particular projects has been used for transportation, industry, mining,

and electric power production.

E. The Role of the Multilateral. Aid Agencies

The multilatersl. aid agencies have pl&yedvand wlll econtinue to
play & limited though useful role in fostering the flow of capital
resources and technical ald to the less=developed countries, During
the years 1956-1959 about 90 percent of govermment sid was provided
bilaterally and only the remaining 10 percent was channeled through
the miltilateral agencies., All multilateral aid, except for technical
assistance grants, has been in the form of lozas repayable in the
currency borrcwed. The major donor governmenig in particular provide
most of their aid biiaterally to concentrate it in areas of special
interest, But multilateralism is growing in favor, especially in

the United States. The agencies are viewed here principally as means
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of augmenting the total volume of international credit by eliciting
increased aid from the other industrialized nations., An exception
would be the Inter-American Development Bank (IDB). The IDB, in
which the United States is the major contributor and the only one
from among the developed natioms, has the virtue of providing a
mechanism for distributing and administering aid among the many
countries of Latin America without the difficulties of active United
States intervention, Here, too, it is hoped that other developed
nations may eventually make some capital contributions,

The number of multilateral aid programs has grown rapidly in
the last few years and there are now at least ten in 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 like 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 failed to expand greatly while the United States
and many other developed nations have refused to support the formation

of a UN development agency to make capital grants or loans repsayable
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in soft currency. United Nations aid programs usually operate on
the basis of state equality, with all members--large and small
contributors, capitalist and Communist-govermmerts-~hsving an egual
voice in determining fund allcocatioms.

Apert from the formation of new programs, there recently have
been two important inmovations in the field of muitilateral aid.

The first is the authorization of "soft lcans" by the new IDA and
the IDB. The IDA may accept loar repayments in the borrower's own
currency. Recent statements by Bank officials indicate that these
loans will be the exception, however, and that most lsans will be
“soft” in the sense of providing for repsyment mericds of up to 50
years and bearing little or no interest, The IDR has a Fund for
Special Operations that is expected to make all 1ts loans repayable
in the borrower's own currency,

The second innovation is a device for previding aid that com~
bines significant donor controlwithamuitilateral framework., Some-~
times called "a=d hoc multilateralism,"” it requirss a special agree-
ment between the interested nations to provide sid to a particular
project or country with all contributions being sdministered by a
multllateral agency, usually the IBRD. Support for the Indus Waters
Project in India and Pakistan and the five year development plans of
these two zmations are the most important exampies of this new approach
tc ald., Ia effect it permits the coordination of multi-nation and
milti-purpose aid in support of major programs that would be beyond

the means of any single donor,
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F, Eme:glgg_lssues in International Economic Aid

1. The general trend in the expansion of economic ald is
away from grants and toward loans, usually repayable in hard
currency over periods of 5-20 years. A serious question is now
arising, however, of the abllity of the less-developed countries
to earn the necessary foreign exchange to serviece such loans, 1In
some instances, such as India which has already accumilated a large
international indebtedness, it may be necessary to make hard currency
loans with maturities of 50 to 100 years and perhaps bearing no
interest whatever, if hard currency loans are to continue to be a
source of development capital. In addition, it may be necessary to
reconsider msking greater use of grant aid and loans repayable in
the local currency of the borrower.

2. The ability of the developing countries to service hard
currency loans and their general need for foreign aid is sometimes
closely related to the changing world market prices of their few
principal exports. Declining export prices have sometimes wiped
out the value of all the foreign ald received, Also the erection
of import tariffs and quotas against these products by the developed
countries can sometimes have the same effect.

3. Economic aild can have a profound influence on the distri-
bution of political power within the receiving country because of
the social tensions it may create and the help it may provide to

certain economic groups and not to others., The donor countries,
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however, have given little attention to plamning development aid
with an eye to its impact on the distribution of political and
economic power. This would seem to merit greater attention if aid
is to be useful in serving the multiple purposes for which govern-
ments now provide it.

4, To date most aid has been contributed in annual install-
ments to specific isolated projects in the less-developed countries
rather than to support one segment of an integrated national develop-
ment program. The result has sometimes been uneven economic develop-
ment and the failure to use avallable rescurces in the most rational
manner.

5. The sale of United States surplus agriculturel commodities
for foreign currencies and the provision of dollar development loans
repayable in the borrowers' own ourrency have greatly expanded the
volume of vital imports available to the less-developed countries
without use of their usually short supply of convertible foreign
exchange. The growing United States=-owned accumulations of foreign
currency derived from these sales and loans and also the relending
of the local currencies once they have been repaid have been of only
slight value in fostering the economic development of the less=-de=-
veloped countries. The continued growth of these local currency
balances over the years may constitute a substantial United States

"mortgage'" on these countries and exacerbate political relations.
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Some steps have been taken recently to slow down the rate of
growth of the United States foreign currency holdings. These include:
elimination of the maintenance of value clause in loans made with local
currency derived from surplus commodity sales; the provision that up to
50 percent of the "country use" portion of these currencies may be
granted to the local government; and the decision not to make any
further dollar loans repayable in local currency. The United States
local currency accounts will continue to grow, however, and it is quite
possible that at least two multilateral agencies will begin to accummlate
similar balances from the repayment of hard currency loans in the
borrowers' own currency,

II. The Total Flow of Free World Aid and Other Capital
to the Less~-Developed Countries

During 1956-1959 the developed countries provided an average of
about $3.6 billion per year in economic ald to the less-developed
countries, Approximately $2.3 billion, or 64 percent, was supplied by
the United States, with the remaining $l.3 billion or 36 percent being
supplied by Western Europe, Canada and Japan,

During this four=year period the annual aid level rose steadily
from $3.0 billion in 1956 to $4.1 billion in 1959, with most of the
increase accounted for by countries other than the United States. The
value of aid from these countries doubled, rising from $843 million in
1956, or 30 percent of all aid that year, to $1.7 billion in 1959, which
was 41 percent of free world aid. United States aid, during this same

four-year period, rose from $2.1 billion in 1956, or TO percent of the
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total, to $2.4 billion in 1959, or 59 percent of the total. The
Western European countries, Caneds and Japan, therefore increased
the absolute value of their aid by 100 percent and increased the
portion of total free world economlc aid which they provided from
30 to 41 percent. Table 1, on page shows the annual aid levels
for the Western European QEEC countries, Canada, Japan, and the
United States,

United Nations statisties on economic aid, which are not com-
pletely comparable to those used elsewhere in this study, indicate
that most aid is provided in grant form, but that the importance of
loans is increasing. The share of loans in total government aid
rose from 27 percent in 1953/54=1955/56 to 37 percent in 1957/58-
1958/59, while the share of grants correspondingly declined from
T3 percent to 63 percent. E/

An examination of the multiple sources of capital including
all but regular export earnings shows that the less-developed nations
received far more capital from the advanced nations than the average
of $3.6 billion in aid each year. The total capital received was
$27.9 billion, or an average of $7,0 billion per year. Almost half
of this total, or $14,0 billion came from the United States. The

next most important capital sources were France, the United Kingdom

l/ United Nations. International economic assistance to the less-
developed countries, Report of the Secretary-General to the
Economic and Social Council. UN Doc. No. E/3395/Rev. 1 (1961),

Pe )"“30
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and Germany., Together, these four countries supplied almost 90
percent of all the free world finance made available to the less-
developed countries, Table 2, on page xii, lists thc_e capital exporting
nations and the total each provided during 1956-1959.

More than half of the $27.9 billion in free wo;'ld capital, or
$15.9 billion, was provided by governments, and $12.0 billion by
private sources. The value of "official" 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 balance appears
to be declining. Table 3, on page xiii, shows the ammual levels of
government and private capital received by the less-developed nations,

Governments, as a group, have consisteptly provided more than
half of their capital in 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 govermment capital is provided bilaterally,
with multilateral channels receiving only 8-10 percent. Table L,
on page xiv, shows the annual levels of capital made available from

the various government and private sources,
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III. The Multiple Purposes of Foreign Aid

The provision of international economic assistance in the free
world today is not directed toward a common purpose, The various
national and multilateral programs have their own specific purposes
and operating principles. As a result, some programs complement one
another, some are directly antagonistic, while most simply exist side
by side. The Unlted States is now attempting to maske thils a coopera-
tive venture of the free world by increasing the foreign aid contri-
butions of the other industrialized nations, But there is still no
agréement on the purposes for which aid will be used. Scholars and
public officials in the United States and elsewhere have sought to
develop such a sense of common purpose, but to date these efforts have
not borne frult. It is necessary, therefore, to examine the multiple
purposes of separate programs in order to understand free world foreign

aid,

The Major Purposes of Aid

A survey of free world international economic aid programs indi-
cates that the following are the most prominent motivating forces,
though the importance of each varies from one country to another:

l, To speed the economic and other aspects of national develop=-
ment in order to make the Communist alternative less appealing or to

avert political chaos in general;
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2. To maintailn political and economic influence in the
colonial or former colonial areas;

3. To increase exports in general and sometimes surplus
agricultural commodities in particular;

i, To secure and maintain military bases or to support
indigenous armed forces to an extent and in a manner not feasible
with the locally avallable economic resources;

5. To help the people of the newly independent and resurgent
nations escape from the bonds of poverty, sickness, and ignorance
;nd to realize the material promises of the twentieth century,

Other motivations might be added, but these tend to be sub-
sidiary benefits flowing from the aid program rather than initiating
reasons, This category would include such factors as: increasing
employment in the donor country; enhancing the role and security of
private foreign investments in the less-developed countries; amd

assuring access to raw materisls,

Undercutting the Appeals of Communism

The first motivation--to undercut the appeals of Communism--
is probably the most generally powerful one, but it is especially
strong in the United States. It is recognized here as in Europe,
however, that belief in the ability of economic aid to accomplish
this purpose in the less-developed countries is based on a relatively
untested assumption, It is a calculated risk, but the stakes are high
and the risks courted by failing to provide "adequate"foreign aid seem

even more forbidding,
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Maintaining Influence in Former Colonial Areas

France, England, the Netherlands, Belgium, Portugal, and
Jtaly--all colonial or former colonial countries--have used their
foreign aid to help maintain economic and political influence in
their present and former possessions, The force of this motive is
now reenforced by the threat of Communism in the less-developed
countries, This 1s the principal reason why these European powvers
restrict foreign ald almost entirely to present and former colonial
possessions, Consequently, each of these less-developed countries
receives most of its aid from a single European government., The
United States breaks into this pattern, however, for while it too
centers the bulk of its ald in a few countries, it also has interests
throughout the less=developed world that lead to aiding countries that
also receive aid from Europe.

Almost all French, Belgian, and Portugnese aid 1is provided to
Africa. The Netherlands and the United Kingdom center their aid in
South and Southeast Asia, though British ald is increasiag in Africs

too., The Latin American countries receive almost no aid from Burope.

Export Promotion

All donor states use foreign aid to spur their exports., But it
appears to be a particularly important motive for Germany which has
had no colonial possessions since World War I and has limited its
political interests to Europe. This is changing. During the last

year Germany also became concerned with the necessity to undercut the
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appeals of Commmism in the less-developed countries. Most
Japanese ald derives from its World War II reparations agreements,
but the remainder appears to be directed largely at export pro-
motion,

The United States and the former colonial powers also use
foreign aid to increase exports and often tie this aid to purchases in
the donor country. These countries generally provide loans on ex-
tremely flexible and non-commercial terms, however, for political

interests override export considerations.

Military Bases and Forces in Being

France is a prime example of the interpenetration of political,
economic, and military justificatioms for providing economic aid,
Fully 40 percent of French economic and technical assistence now
goes to Algeria where since 1954 France has been engaged in military
actions to quel the insurgents who demand independence, While France
has pursued this military policy of "pacificatiom,” however, it has
also embarked on the five-year Constantine Plan to provide massive
economic aid for the political, economic, and educational development
of Algeria. And in more than a dozen countries the United States has
long provided economic aid to secure base rights and support local

armed forces,
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Humanitarian Responsibility

Despite the prominence of political and economic motivations
for providing foreign aid, there is often a strong moral-humani=-
tarian sense of responsibility to help the less-developed nations
escape from the ring of poverty, disease and ignorance, This is
particularly widespread among the general puolic, but it also in=-
fluences government policy.

The United States has traditionally given some private and
government assistance to the poorer nations for humanitarisn reasons,
A recent public opinion poll in Germany indicated that more than half
of those who favored an expansion of foreign aid emphasized the
ethical and moral reasons for doing this, l/ In each colonial
country there is a strong sense of responsibility for the well-being
of its dependent peoples which usually results in the provision of
more economic and technical aid than is required simply for peaceful

and effective colonial sdministration,

In Great Britain, for instance, the tradition of colonial and
commornwealth responsibility increases popular acceptance of today's

expanded foreign aid program., It is apparent during Parliamentary

l/ Forty-seven percent of those interviewed favored increasing aid,
21 percent were opposed and 32 percent were undecided., The 47
percent who favored aid gave the following reasons: ethical and
moral-=53 percent; economic--13 percent; political-~l5 percent;
and "feeling of solidarity"-=9 percent, This poll is reported
in West German Attitudes Toward Economic Aid for Underdeveloped
Areas, translated from the German by E. W, Schnitzer, Janmary 20,
1961, Translation T-136 published by The Rand Corporation, Santa
Monica, California, 1961. 6 p.



debates on appropriations for economic aid that both supporters
and opponents of the Government favor development assistance in
order to improve the conditions in the poorer countries of the
Commonwealth, Appendix A is a detailed study of how this purpose
interacts with and reenforces the other purposes of foreign aid in

the United Kingdom,

The United States Blend of Purposes

President Kennedy's March 1961 foreign aid message to Congress
provides a succinct summary of the many purposes the United States
tries to serve by its foreign aid program.

eeeIl is proper that we draw back and ask with candor a
fundamental question: 1Is a foreign aid program really
necessary? Why should we not lay down this burden which
our Nation has now carried for some 15 years?

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

To fail to meet those obligations now would be disastrous;
and, in the long run, more expensive, For widespread poverty
and chaos lead to a collapse of existing political and social
structures which would inevitably invite the advance of
totalitarianism into every weak and unstable area, Thus our
own security would be endangered and our prosperity imperiled.
A program of assistance to the underdeveloped nations must
continue because the Nation's interest and the cause of
political freedom require it, l/

;/ U. S, Congress, House, Message of the President relative to
foreign aid, 8Tth Cong., lst sess., H, Doc. No., 117, March 22,

196l. p. 3.
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Economic Aid As a Cooperative Effort

Only duxing the last two years has the provislon of capital
assistance to the less-developed countries been widely viewed as
a cooperative venture among the industrialized natiomns of the free
world, From a state of almost completely separate national aid
programs the industrialized nations have now begun consulting with
each other and concerting efforts to expand aid through the Develop-
ment Assistance Group of the CEEC, It is still true, however, that
the major donors, except for the United States, Canada and Germany,
provide bilateral aid to only a few selected countries with which they
have a special historical relationship,

The expansion of bilateral aid under these circumstance will
result in providing increased aild to the same countries already re-
ceiving it, The European governments generally do not accept the
principle of increasing the list of recipients beyond those in which
they have long standing connections and interests, The United States
probably will continue to provide the bulk of its aid to a few coun=
tries but also provide aid to those receiving it from other donors
when this appears necessary in support of United States vital ine
terests, It 1s possible, however, that future expansion of the German
aid program will have a different result since Germany has no special
interests in any c¢f the particular less-developed countries.

Expanding the volume of international economic ald, therefore,
does not necessarily lmply or require general agreement among the

developed nations on the purposes of ald. The United States has urged
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all developed nations to accept the provision of economic aid as a
common responsibility of free world membership. Increased accept-
ance of this responsibility may be the result, but the free world
lacks a single philosophical economic, or political outlook that
would facilitate such a common effort to aid the less-developed
members, Even without a "free world philosophy," however, it is
apparent that freguent consultations and cooperative planning among
the donor governments, especially in the Development Assistance Group,
can do much to improve the harmonious operaticn of the present mittie

purpose aid programs,

IVe A Comparison of Foreign Aid Expenditures
by the Developed Naticns

During the last two years there has been a growing conviction
in the United States that the other industriglized nations should
markedly increase their economic aid programs in the less-developed
countries of Asia, Africa, and Latin Anmerica,

Many Americans reason thgt Western Zurope, bzcause its re-
covery was partly Tinanced by the United States Marshall Plan, has
a duty to provide more economlc aid to the less-developed countries
now that the United States appears to be having international fi-
nanciel difficulties, From this point of view, the European effort
would demonstrate gratitude for the United States ald provided to
Furope in her hours of need, or at least constitute a type of "re-

payment” for the Marshall Flan grant aid, In either case, this
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implies that Europe would provide economic aid primarily to
safeguard United States interests in Asia, Africa, and Latin
America rather than to protect its owm interests,

Other Americans emphasize that the prosperous European NATO
partners should provide economic aid as one of the responsibilities
of membership in tbe NATO alliance because the Siﬁs-Soviet bloc uses
foreign aild and trade to expand its contrel in the less-developed
countries. This assumes that the member goveruments have a common
interest in preventing inereased Sino-3oviet penetration into these
areas that are outside the territory covered by the North Atlantic
Treaty. It also assumes agreement on the theory that economic
assistance is an effective means of undercutting bloc influences
in the free nations of Asia, Africa and Latin America.

There 1s also a widely held belief that the developed nations
have a moral responsibility to share at least a portion of their re-
sources with the poor, less-developed countries in their new struggle
for dignity and national development, Though strongest among sone
private non-government groups, it is alsc a persistent undercurrent
in offiecial policy statements and was eloquently expressed by Presi=-
dent Kennedy in his inaugural asddress when he salds

To those people in the huts and villages of half the globe

struggling to break the bonds of mass misery, we pledge our

best efforts to help them help themselves, for whatever

period is required-~not because the Communists may be doing

it, nct because we seek their votes, but because it is right.

If a free society cannot help the many who are poor, it cannot
save the few who are rich.
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In general, the first of these three approaches tn increasing
the foreign aid effort by the developed nations starts from the need
to reduce the United States foreign aid burden or at least the per-
centage of the total burden carried by this country. The other two
approaches, however, appear to have different bases, They seem to
start from the twin convictions that the magnitude of the problems
in the less~developed countries demandsa sharp inecrease in the overall
level of economic aid and that the European countries and Japan must
constitute the prinecipal source of this additional aid,

How should a nation's foreign aid program be judged in comparison
with those of other nations? Several standards have been used but none

appears adegbate by itself,

Foreign Aid As a Percent of the Gross Natlonal Product

The percentage of gross national product devoted to foreign aid
is the most commonly used yardstick tc compare national efforts, though
it fails to take account of many other important claims on the national
economy such gs servicing the national debt, military and other security
expenditures, fixed domestic welfare costs, ete, By itself, therefore,
it is not an equitable measure,

During the years 1956-1959, the average percentages of gross
national product (GNP) devoted to foreign aid ranged from a low of
0,02 percent for 3witzerland to a high of 1.6l percent in the case of
France, The United States and Portugal were second and third with

respective totals of 0.52 percent and 0,47 percent.
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Table 5, on page xv lists ald expenditures as a percentage
of the gross national product in the case of all the OECD countries
and Japan.

The forelgn aid expenditures by most countries fluctuated both
in dollar value gnd as a percentage of the GNP, France, Germany,
Norway and the United Kingdom, however, all expanded thelr programs
steadily in both these respects. United States dollar expenditures
rose steadily from $2,1 billion in 1956 to $2.4 biilion in 1959, but
in both years the economic aild program accounted for only 0.51 percent
of the gross national product,

Only the United States, Canada, and Japan among the non-colonial
developed nations spent a significant portion of their gross national
product on economic aid, The colonial countries--Belgium, France,
Netherlands, Portugal, and the United Kingdom~-~-all spent 0,25 percent
or more for economic aid. The nou-colonial countries, with the three
exceptions mentioned, spent no more than C.L2 percent on economic aid,

or less than half the lowest percentage for any colonial country.

Defense and Forelgn Aid Expenditures

Should military aid and other defense expenditures be included
with those of foreign economic aid in comparing national efforts?
Many Furopean governments, especially those that provide only economic
aid, separate these expenditures from defense and refuse to acknowledge
economic &id as a security measure, Those that do provide foreign

military aid usually include the figures under general defense or
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colonial administrative expenditures and fail to indicate how much
is spent for military aid or even how much is spent overseas. In
short, Europeans tend to view aid as only economic aid.

The United States, however, provides military and defense
support economic aid as well as several categories of economic aid
for development purposes and often regards the entire foreign aid
program as a security expenditure. Americans therefore often add
the total for defense and gll kinds of foreign aid in judging both
our own and other countries' aid efforts., When this is done, the
United States moves to the head of the list with expenditures totaling
10,2 percent of the gross national product in 1959, France and the
United Kingdom are second and third, respectively, with percentage
expenditures of 8.57 and 7.7+ percent. Most other developed nations
in the free world spend less than 5 percent of the gross national
product on defense and foreign aid. Table 6 on page presents

comparison figures for selected developed natlons.

The Impact of Defense and Foreign Aid On Personal Consumption

Another means of Jjudging national effort is to compare the per
capita gross naticnal product with the percentage of that product ex-
pended on defense and foreign aid, This shows how deep & cut these
expenditures make into the resources available for personal consumption
and thus the measure of national sacrifice which is involved., This
comparison shows, for instance, that the United States with a per capita

GNP of $2,538 spent 10.85 percent of its GNP on defense and aid, while
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the United Kingdom had a per capita GNP of only $1,224 and spent
T.82 percent of its GNP on defense and aid. Also, Germany had a
per capita GNP of $1,035 and spent 3,25 percent of its GNP on
defense and aid while Portugal, with a per capita GNP of $230
spent 4,39 percent on defense and aid.

How does one evaluate the expenditure of approximately the
same percentage of GNP on defense and ald by two countrles that
have radically different amounts of money available for the use
of thelr citizens? Even if there 18 no simple way to include these
calculations in an estimate of national effort, it is clear that the
country with a much lower per capita GNP is making a greater sacri-
fice than the wealthier country,

Or tc put it another way, if one's income is only $1,224F it may
be a greater deprivation to commit 7,82 percent of that income to de-
fense and foreign aid than it would be to commit 10.85 percent to the
same purposes 1f the income was twice as much, or $2,538 a year. For
the same reasons it may be much more difficult for the government of
a poor country to increase the tax rate by one perceunt than it would
be for the government of a comparatively rich country to lncrease its
tax rate by 2 or even 3 percent, Table T, on page shows a com-
parison of per capita GNP with defense and foreign aid expenditures
for selected developed couatries,

There are other indices of effort that might be used such as the
size e cost of servicing the national debt, the percentage of national

Income absorbed by taxation, the rate of increase in the gross national
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product during recent years, or perhaps the balance of inter=-
national payments, All are useful but the three actually used

in this study appeared to be the most appropriate, They do not
provide accurate results, however, because of the differing con-
cepts as to what constitutes aid and what weight is to be glven

to the variety of major claims on the national economy. With these
reservations considered, it appears that the major BEuropean colonial
powers and the United States have made relatively comparable foreign
aid effﬁrts. The German Federal Republic and the other non-colonial

powers have contrihuted considerably less.

V. Major Bilateral Programs

This section provides briei summaries of the aid and capital
export programs of the major free world countries. It highiights
important program trends, the relative balance between private and
government sources of capital, and the extent to which this capital
may be cousidered "aid."” It also indicates the principal recipients

of eseh nation's aid program.

A. Canada

During the four fiscal years of 1956~57 through 1959-60, the
Canadian Government provided $198.9 million in bilateral aid to the
less~developed countries and $54 million in contributions to the
multilateral assistance agencies, Grants constituted most of the ald,
with loans totaling only $34.5 million. An additional $243 million

of Canadian capital flowed to the less developed countries through
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Canadian private investments, reinvested earnings, export credits,
and the purchase of International Bank securities, Private investa
ment has centered on Latin America. l/

Canadlan grants and loans are provided to about ter countries,
mostly in South and Southeast Asia. Available reports suggest that
at least 90 percent of the aid is concentrated in Indis and Pakistan,
From 1950 through 1959 Canada expended $218.9 million on aid to the
countries of this area and of the total, India received $124,9 million
and Pakistan $74.4 million. Most Canadian governmert aid consists of
industrial metals, wheat, and fertillizer, Two major projects have
also been constructed, however, a $37 millicn hydroelectric station
in Pakistan and one in India costing $25 million. Canada, like the
United States has a surplus of agricultural commddities snd has spught
to dispose of them through various foreigrn zid srrangemeunts, More
than $70 million in the Canadian aid total from 1950 t= 1959 consists
of grants and loans for the purchase of Canadiar wheat and flour, E/

Recent years have seen an expansion of both the scope and magni-
tude of Canadian aid, In 1958 the Parliament incressed the amnual
foreign aid appropriation from $35 to $50 million and has since main-

tained this larger flow of capital. At the same time the program was

1/ OEEC, op.cite, pe 11k, 115,

2/ Uaited Kingdom., H.M., Treasury, The Colombo Flar for Co-operative
Economic Development in South and South-East Asia, aninth annual
report of the Consultative Committee. Jamuary 1961, Cmnd, 1251,
Te 1736
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broadened to include a number of African countries and a five year,

$10 million development aid plan was announced for the West Indies.

B, France

Except for the United States, France supplies a greater vclume
of economic and technical resources to the less-developed countries
than any other member of the free world. In the four-year pericd
from 1956 through 1959 France provided an overall total of $4.9
billion, divided btetween $3.3 billion in government aid and $1.6
billion in private lending, investments, reinvested earniags and
the purchase of International Bank securities., French aid is for
the most part bilateral, with the multilateral agencies receiving
only $75 million or 2 percent of the governmert aid during these
Years, Within bilateral aid the emphasis is upon grants which
totaled $2.66 billion against only $0.66 billion in leans with
maturities exceeding five years. The aid level has been rising in
recent years with expenditures increasing from $633 miilion in 1956
to $858 million in 1958,

Almost all French bilateral aid is provided to Algerie, the
French possessions or independent states formerly under French con=-
trol. The leading recipient of this aid is "Algeria and the Sshara,"
though the various official French estimates differ on the exact
totals., According to the OEEC report Algeria accounted for approxi-

pmately 30 percent of the French bilateral aid in 1958 and for almost

l/ U, S. Department of State., Economic assistance as a cooperative
effort of the free world., An unnumbered press reiease, 1959,
pe 2T, 28.
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40 percent in 1959.L/ A recent UN report om French aid, however,
gets the Algerian figure at 45 percent im 1958 and 46 percent the
following year, 2/ Analysis of the various categories of French
ald for "current expenses" and investment in 1958 (OEEC report)
indicates the following allocation: overseas Departments, $93
million; Algeria and Sahara, $245 million; French Community states
and overseas territories, $396 million; Tunisia and Morocco, $126
million; Vietnam, Laos, and Cambodia, $15 million.~§/ More than
90 percent of all French ald centers in Africa.

French bilateral ald 1s functlonally divided between the
categories of "current expenses” and "investment" or development
aid. In 1958 the proportions for the two types of aid were
32 percert and 68 percent respectively. In 1959 it was 35 percent
and 65 percent, The provision of almost one-third of all
bilateral aild in the form of current expenses reflects a continua-
tion of the French practice of meeting budget deficits and provid-
ing general administrative services to the African countries that
were formerly possessions or protectorates, This general budgetary
support is almost completely in the form of grant aid, Both grants
- and loans are vsed to finance development aid, although the emphasis

is upon lsans.ﬁ/ Investment or development loan conditions vary

i/ OEEC, OpeCltey po HD=0Z2,

2/ UN, Economis Commission for Africa 1960, International Economic

Assistance to Africa, reprinted in Economic Development Alds for
Underdeveloped Countries, edited by A.G. Mezerik (International

Review Service, v. T, No. 63, 1961), p. 93.

OEEC, Ibid.

UN, Ibid.,

T~

lElw
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from case to case, Typical conditons recently have been an

interest rate of 2,5 percent and maturity periods of ten to twenty
years for loans extended to public authorities and an interest rate
of 5.5 percent and maturity periods of seven to ten years for loans
extended to private firms, Neither grants nor loans are technically
tied to purchases in France, though regulations restricting some
types of imports into the franc area have had the effect of tying

a substantial portion of French aild.

In addition to the formal programs of economic and technical
assistance France provides many valuable economic services to her
possessions and to the independent countries within the franc zone.
Speclfically, France provides credit to meet temporary international
balances of payments deficits, creates incentives for increased
French private lnvestment overseas, guarantees stable export prices
for meny African raw materials and permits all franc zone exports to
enter France duty free, In addition, there are many Algerian workers
in France who transfer a considerable portion of thelr franc earnings
back to Algeria, thus increasing the hard currency available for
Algzerian development. It is not possible, therefore, to secure
an accurate picture of total French aild to the less developed

countries merely by computing statistics on loans and grants.

C. German F=2deral Republic

The total net bilateral flow of German capital to the less-
developed countries amounted to $L.T5 billion during the period of

1956-1959, More than half of this, or $1.086 billion, was private
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capital in the form of investments, reinvested earnings and govern-
ment guaranteed commodity export credits. World Wer II indemnifica-
tion payments to Israel made up another $290 million of the total
($428 million from end of war to 1959).

The official bilateral ald program, therefore, waz limited
to $376 million. New loans constituted $117 million of this figure,
grants,'$30 million, and the balance of $229 million was provided
in the form of consolidatlon creditsw-the refinarcing of existing
debts.

Germany has provided an unusually large portion of its capital
through multilateral channels. From 1956-1959 this totaled $556
million. The bulk of it went to the International Bank in the form
of increazed purchases T Bank securities by the Geruman Government
{$381 million}, and vrivate investors ($62 millicn), aud sdditional
subscriptions to the Bank's capital ($58 milliom},;/ Oniy the $58
million capital subscription may properly be ~alled aid. Tetal
German multilaterel eid contributicas were $113 millir~o, irciuding
the International Bank subscription, The UN technical assistance
programs, snd the Commen Market's African development fund.,

German grant aid has been provided exclusively in the form of
technical assistance and has totaled only $30 millien in the years
from 1956-1959. Since 1956 the Technical Aid Fund hss financed 45
training centers, 18 "model institutioms," sent 450 technical advisers
to developing countries and brought 1,500 trainees and students to

the Federal Republic for instructions, The technical assistance

1/ OELC, Op. Cite, P 215 31, Oko
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program has not focused on any one economlc sector and has in-

cluded agriculture, industry, education, health and transporta-
1/

tion.

German Government loans have been financed principally by
borrowings on the private capital market rather then by direct
Bundestag appropriations of the amounts loancd. The exception is
that the Government is authorized to draw on its European Recovery
Program counterpart funds for loans to underdeveloped countries and
for export credits up to the limit of $62 million. Most recent
German discussion of expanding foreign aid has centered on increasing
the use of counterpart funds for these purposes and drawing additional
finance from the private capital market., Some of this would also be
used for grant purposes.

The capital cxport guarantece program also demonstrates the German
reliance on private capital sources. The 1960 Budget Law provided for
government guarantee of private German capital exports valued up to
$1l.2 billion., Private capital exports, of course, are not ald. As a
rule the guarantees are for periods of 15 years and cceasionally up to
20 years with the charges ranging from 0,75 percent to 1.5 percent per
annum of the amount covoered,

The comrodity export guarantee program i1s the oldest of the joiﬂt

government-privatc financing arrangements, It is useful to the less-

l/ West German aid tc developing countries since 1957. The Bulletin
(Bonn, Gs=rmany), No. 15, 1960. p. 3.



- 37 -

developed countries, but cannot be considered aid. Since 1949 the
maximum value of exports that could be guaranteed has risen from

$29 million to the current level of $2.9 billion. The charges are
determined by a complicated formula, but in general the rate varies
from 0.75 percent to 1,5 percent for the first 6 months and then 0,1
percent for each additional month, At present, about 90 percent of
the exports guaranteed are for underdeveloped countries, The guar-
antees have been used mainly for exports to India, Argentinse, the

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

D. Italy
The net bilateral flow of Italian capital to underdeveloped

countries during 1956-1959 totaled $655 million. Foreign aid amounted
to $326 million while private investments, export credits and other
sources of private capital totaled $262 million and reparations payments
came to $67 million. Italy also contributed $42 million to the various
multilateral agencies, but received $156 million in loans from the World
Bank, This more than cancelled out the resources Italy made avallable
to the multilateral agencies for provision to the less-developed coun=-
tries, The government program of bilateral aid during this four year

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

y
refinancing credits ($161 million), Grants amounted to only $37 million,

1/ OEEC, op.cit., p. T2.
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Italy has confined grant ald almost completely to its Unilted
Nations Trust Territory of Somaliland, which became independent in
1960. From 1950-1959 Italy provided Somaliland with $96.5 million
in budgetary support and development assistance. Itsaly rlans to
continue the provision of some aid to Somalia as evidenced by the
March 1961 appropriation of $2.2 million in technical aszistance
and scholarship aid to Somalia during 1961,

World War II reparations payments (grants) have been a major
factor in the totals of Italian capital provided to the less-developed
countries, These payments, which amounted to $181.8 million through
1959 were provided principally to Greece ($100,9 million) and Yugo-
slavia ($60.0 million). l/

The Italian provision of capifél to the less-dcveloped countries
has fluctuated from year to year, Official bilateral aid amounted to
$34 million in 1956, $171 million in 1957, $52 million in 1958, and
$137 million in 1959, Press reports suggest that Italian aid will
inerease in the next few years, but the precise msgnitude and character

of the program has not been clarified.

E. dJapan
The Japanese Government provided $372 million in bilateral aid

to the less-developed countries in the years 1956-1959. This was con-
centrated in South and Southeast Asia. Grants totaled $182 million,

new loans $127 million and consclidation credits $63 million. Japan

1/ U, s. State Department, op.cit., p. 35.
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also provided $42 million to the multilateral agencies, but
borrowed $162 million from the Internmational Bank to finance her
own needs,

Japanese World War II reparations totaled $209 million from
1956-1959 and the various forms of Japanese private investment in

Yy

Most Japanese economic aid to the less-developed countries has

the less-developed countries amounted to $123 million,

been provided under the terms of World War II reparations agreements
though not necessarily as reparations, Direct reparations payments
totaled $227 million from the end of the war through June 30, 1960,
and there are remaining commitments of more than $770 million., The
major recipients have been Burma ($99.7 million), the Philippines
($95.6 million), and Indonesia ($31.6 million). The importance of
the agreements, however, extends far beyond the direct payment of
reparations, E/ The Japanese Government committed itself to facili-
tate the extension of more than $700 million in private loans, mostly
to Indonesia ($400 million) and the Philippines ($250 million); the
Indonesian trade debt of $177 million was cancelled in lieu of repara-
tions and is included above in the 1956-1959 total of $182 million in
grants; Thailand was to receive $15 million in cash and $26.7 million

in credits %7 settle World War II currency problems; and finally,

1/ OEEC, op.cit., p. 118,
2/ United Kingdom. H. M. Treasury, op.cit., p. 181.
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Cambodia and Laos were slated for nearly $1 million in goods and
services in lieu of reparations, :

Loans have been provided for the mest part by the Japan Export-
Import Bank which lends to exporters in cooperation with private
fingncial institutions and occasionally also to foreign governments,
Since 1951 the Bank has loaned Japanese exporters $l.1l billien, most
of this repayable in periods of from 5-T7 years with interset rates
8lightly below those paid for long-term Japanese Government bonds,
Such export loans are now being provided at the annual rate of $190
@illion with special attention to India, Pakistan, Egypt and the
reparations countries.

There will be a substantial volume of Japanese aid for some
years to come due to the $770 million balance of unpald reparatiocns
and the largely unutilized Japanese commitment to $716 million in
export loans., Also, the Japanese Diet has established (19583) a
Southeast Asia Eccnomic Development Fund of $14 million which has
yet to be utilized. Japanese technical assistanze to the Colombo
Plan countries has totaled $1.5 million in the years L954~196C ard
the annual Diet (parliament) appropriations for this have increased

from $36,000 in 1954 to $850,000 in 1959.

1/ U. S, Department of State, op.cit., p. 36-38.
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F. United Kingdom

Total United Kingdom cepital provided to the less-developed
areas on a bilateral basis totaled $2,9 billion in the period 1956~
1959, Govermment ald constituted $896 million of the total, with
$555 million of this in grants, Private capital amounted to $2.0
billion, including investments, reinvested earnings and export
credits, In addition, there were net multilateral contributions by
the Government equal to $255 million., l/ These are OEEC figures and
are not wholly consistent with the official United Kingdom statistics
cited in the following paragraph because the OEEC includes export and
consolidation credits which the United Kingdom does not consider as
ald to underdeveloped countries,

Bilateral aid expenditures have almost doubled in the last three
fiscal years, increasing from $177.2 million in 1957/58 tc approximately
$335 million in 1959/60. The Goverument has consistently placed primary
emphasis on billateral aid to the colonles and independent Commonwealth
countries, with other nations and multilateral agencles receiving much
smaller amounts. In 1958/59, for instance, the colonies received $123.3
million, the independent Commonwealth, $72.8 million, all other countries
a total of $30.1 million, and multilateral agencies $65,5 million, India
has received approximately $145 million in ald since 1957, which makes it

2
the leading individual recipient of United Kingdom assistance, ’/

1/ OEEC, op.cit., p. 9.

g/ United Kingdom. H., M. Treasury. Assistance from the United Kingdom
for Overseas Development, March 1960, Cmnd, 974 and interviews
conducted by the author.
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The major trend in recent United Kingdom economic aid has
been the rapid increase in the attention pald to the needs of the
independent Commonwealth countries while the aid provided tc the
colonies has risen only slightly. Grants and (grant) technical
assistance 1B concentrated in the colonies while loans coustitute
the bulk of the independent Commonwealth aid. As & result of the
shift away from the colonies, loans now account for slightly mcre
than half of the total British aid program, whereas only three
Years ago they constituted less than one-sixth of the total.
British loans are repayable in sterling and about one-half are tied
to purchases in the United Kingdom. Loans are provided under several
programs and involve differing degrees of govermment participation,
but most ere made for long terms with interest rates approximately

Yy

Colonial grant aid has been provided mostly for education, roads,

equal to the current rates on United Kingdom Government borrowings,

and agricultural development with the colonial government usually
meeting part of the costs, In addition, the United Kingdom provides
extensive training, technical assistance and services through regular

appropriations for colonial administration.

Ge United States of America

According to OEEC calculations the United States has provided a
total of $14,062 billion in all forms of capital to the less=-developed

countries during the four-year period 1956-1959, This was composed of

1/ Ibid.
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$8.63 billion in official grants, loans and the sale of surplus
agricultural commodities for foreign currencies, $4.6 billion in
private investments and reimvested earunings, $248 million in
official contributions to multilateral agencies and $546 million
in private purchases of World Bank securities, l/

In the years 1946 through 1960 the United States, according to
official government statistics, made net expenditures of $53.5 billion
for all types of foreign economic aid, including $48.6 billion in bi-
latersl aid and $4.9 billion invested in international financial in-
stitutions.2 In the early postwar years the aid went principally to
Europe under severasl successive programs, the most important of which
was the Marshall Plan ($13 billion). Most of the European aid was in
the form of grants, except for the British Loan and the Export-Impoirt
Bank credits which were long-term loans repayable in dollars. Aid was
focused on relief type activities at the end of the war, but soon
shifted to helping in the economic reconstruction of industrialized
Europe.

United States programs of economic aid have changed in four ime
portant respects during the last decade. (1) There has beea a steadily
increasing shift to non-European and less-developed areas, aspecially
to Asia, (2) Comsequent on this shift, the focus of aid has mecved
avay from reconstructing highly technical socleties suffering war

damage and towsrd basic economic development activities, including

1/ OEEC, op.cit., p. 9.
g/ U. S. Department of Commerce., Office of Business Economics, Forel
grants and credits by the U, S, Government, June 1960 quarter. 1§50,

po S"So
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technical assistance., (3) Military and economic aid programs

deeply interpenetrate in most of the less-developed countries today
and this sometimes results in providing economic develrpweunt aid
principally because of its expected contribution to satisfying the
immediate demands of national security. (4) There hss beea a marked
expansion in the number of programs and agencies through which forelgn
economic aid is provided seo that the problems ¢f courdizstion both in
the United States and overseas have been greatiy megrnified over these
which existed ten years ago,

Bilateral econrcmic aid is today provided by the United States in
four different forms: (1) dollar loans repayable in dollars or local
currency through the Development Loan Pund and straight dellar locans
through the Export-Import Bank; (2) grants pravided through the Inter-
national Cooperaticn Administration for essential. commodity imports and
programs of technical assistance; (3) agricultural commodities provided
under the Agricultural Trade Development and Assistance Azt (P, Lo 480)
on a grant basis or in return for local currencies, west of which are
used for economic development purposes:; (4) the serasioral provision
of cash grarnts in dsllars to meet crisis situatioms,

Grant=-type aid still predominates, but ia the lsast four years
there hag be:n increasing attention paid to the various forms of loan
assistance, United States aild is unique in that it permits (Develop-
ment Loan Fund) the repayment of dollar loans in the frequently un-
convertible local currency of the borrower. In the past, eccacmic aid

has not been tied to purchases in the United States except in the case
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of Export-~-Import Bank loans., Recent policy changes require,
however, that most of the future grants and loans be tied to
United States purchases.

The principal recipients of economic ald have been the West
European governments (United Kingdom, $7.7 billion, France, Germany,
and Itely) and Japan, but among the less-developed states, where the
aid is now concentrated, the largest amounts have gone to Korea ($2.8
billion), China, or Taiwan ($1.7 billion), Greece ($1.6 billion), India
’$1.6 billion), Yugoslavia ($1.4 billion), Brazil ($1.2 billion),
Vietnam ($l.2 billiom) and Turkey (31 billion)., There is a varied
mixture of forms of aid provided to these countries. Some, like
Brazil, have received mostly long-term dollar repayable loans from
the Export-lmport Bank, Others, like Korea, have received almost
entirely grant aid. Most governments, however, have been provided

with a mixture of forms of aid.

VI. The Role of the Multilateral Agencies

The miltilateral agencies have played a limited though useful
role in fostering the flow of capltal resources and technical aid
to the less~developed countries. During the years 1956=1959 they
were the charmmels for about 10 percent as much aid as the goveruments
provided bilaterally in grants and long-term loans. It appears that
in the future the donor nations will make greater use of the multi=
lateral agencies but that the bulk of international aid will ccntinue

to be provided on a hilateral basis,
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Bilateral vs., Multilateral Channels of Aid

The major donor governments in particular channel almost ali
foreign economic aid through direct bilateral arrangements because
they wish to concentrate their resources for political or economic
effectiveness. The politics of an international organization such
as the United Nations, however, requires that economic aid be dis-
tributed with relatively equal attention to worthy projects in all
the less-developed areas, including countries that may be political
opponents of the governments supplying most of the ald. 1In additiom,
national governments are always uneasy sbout resigning the expendi=-
ture of their own taxpayers' money to an international organization
in which they are not free to contrel the administration of the funds.

Yet there is growing support in the United Statesa for incressed
multilateralism in order to augment the volume of international credit
and elicit greater assistance from the other developed nations. More=-
over, in some areas the donors may wish to make speclel use of multi=-
lateral aid channels to avold the charge that economic ald is heing
used as a weapon in the cold war. In addition, some believe that
sensitive nationalistic feelings in the newly-independent couatries
make it easier for an international agency than for an irdividual
donor government to insist upon the efficient administration of aid
funds. The result has been a sharp increase in the number of multi-
lateral aid agencies and special arrangements with emphasis on those

that provide for a large measure of control by the donor countries,
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The Expanding Nuuber of Multilateral Agencies

Immedlately after World Wer II the only multilateral sowrces
of ald were the UN's small technical assistance programs, the
International Bank for Reconstruction and Development (IBRD), that
provides technical advice and long=-term, hard currency loans, and
the International Monetary Fund (IMF), limited to short-term capital
loans to correct temporary balance of payments deficits. The Organi-
zation of American States (OAS) initiated a small technical assistance
program in 1948. The United Nations now has three technical assist=-
ance programs In addition to the original one. These are the Ex=-
pended Program of Technical Assistance (EPTA) (1950), the Special
Fund (1959) and the organization for the provision of operational
and executive personuel, known as OPDBX (1959). The advanced coun=-
tries now contribute a total of about $100 million a year to the
group of the UN technicel assistance agenciles. In addition, there
is also the International Finance Corporation (1956) which is part
of the IBRD and provides loans to private enterprise in the less-
developed countries, It disbursed a total of $14,2 million in the
four years from 1956=1959,

The Furopean Economic Community (Common Market) has established
a Developmcut Fund for the Overseas Countries and Territories (1958)
that 1s in effect a reglonal program for Africa with intended ex-
penditures of $581.25 million in the five-year period of 1958-1963.
The two most recent creations are the Inter-American Development Bank

(1959) ard the International Development Association (IDA) (1960) which
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is slso under the IBRD. Each has a capitalization of $L billion
equivalent,

There are also two important consultative arrangemsnts, The
Colombo Flan for Cooperative Tconomic Development iw Scuth and
South East Asia (1951) includes the United States, the United
Kingdom and Canada, as well as the ares countries. It is unot an
agency that provides aid directly, but its annual consultative
meetings of all member nations have helped stimulate economic
developuent plamning and elicited additional resources among the
members on a bilateral basis. The Development Assistance Group
(DAG) (1960), associated with the Organization for European Eco-
nomic Cooperation (OEEC), was initiated at the suggestion of the
United States and is cumposed of the ten leading capital exporting
nations of the free world. The group is designed principally for
sharing information among the major donor nations and eliclting a
greater and more equal forelgn ald effort on their part, The DAG
is scheduled to be included in the CEEC's succssscr, the Organiza=-
tion for Economic Cooperation and Development (OECD), whose treaty
is now before the member governments for ratification., One of the
OECD's major concermns will be the expansion and coordination of the
members' programs of international economic aid.

The general multilateral agencies are now able to provide all
types of economic assistance to the leseg-developed countries, with
the one important exception of grant aid for capital developments,

The IBRD supplies large-scale, long-term, hard currency "banker type"
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loans; the International Finance Corporation stimulates private
enterprise and investment; under certain circumstances the IDA is
able to accept loan repayments in the relatively inconvertible
currencies of the borrower and in general is to provide loans "on
terms which are more flexible and bear less 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 Internatiounal Bank has been the source of about two-thirds
of all the multilateral aid provided to the less-developed countries
in recent years, or about $930 million from 1956-1959. Interest
rates are now about & percent, or 1 percent higher than the bank has
to pay for the capital it secures on the world market. Most loans
mature in fifteen to twenty-five years and are provided either to
governments or to private enterprise, and usually for specific
projects. Recently it was voted to double the Bank's capitalization,
and thus its own borrowing and lending capacity, to $21 billion,

The Bank has received strong support from the United States and
the other major capital exporters because of its carefully nurtured
reputation for fiscal responsibility and project by project selection
which keeps it relatively free of domestic politics in the recipient
countries, The International Bank has constituted a sound investment

from a banking standpoint.
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In understandlng the dominant multilateral role played by
the Bank it is perhaps even more significant to note that the Bank's
operations are determined by weighted voting. Each membzr country
has a vote that is eQual to its share of the Bank's subscribed capital.
As a result, the United States ballot is equal to 31L.38 percent of all
votes cast; the next largest contributor, the United Kingdom, controls
12,92 percent of the vote, The Bank is required tc make loans on the
basis of economic considerations only and is specifically prohibited
from making politically motivated loans. Yet the provision for weighted
voting gives the major donor countries the opportunity to determine in
large measure how the funds will be used within these general guidelines,
This often makes the Bank more useful to the major donors as an iustru-
ment of national policy than it would be if all donors, beth large and
small, had an equal voice in deciding how funds would be ailocated. In
this regard it should be noted that the new IDA and the reglounal Inter-
American Development Bank, potentially the most important multilateral
sources of capital outside the IBRD, also operate on the principle of

wveighted voting,

The Importance of Weighted Voting

This indicates that the mgjor donor countries, tc the limited ex-
tent that they have provided aid through multilateral agencies, have
emphesized those operating on a system of weighted votirg that matches
capital subscriptions with voting strength, This should not imply that
the industrialized nations of the free world are opposed to the economic

development of some of the less~developed free nations of Asia, Africa,
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and Latin America. The emphasis on weighted voting derives rather

from the fact of limited capital resources in terms of the multiple
demands placed upon them., This requires the donors to husband thelr
resources carefully and allocate them first of all to theose less=-
developed countries where they are most interested in speeding rnational
development or supporting other political and military poiiciles, The
major capital exporting countries are thus most apt to use multilateral
aid channels when these channels operate so as to support the priorities

in their own national aid programs.

SUNFED and UN Technical Assistance

The case of the Special United Nations Fund for Bcaztmic Develop-
went (SUNFED) aud the Ul 's techmical assistavce programs offer negative
proof of this line of argument, Since 1952 the less-detvelnzed natlions
have been vrging that SUNFED be established to provide ~upital assist-
ance in the form of grants or loans repayable in the {often inconvert-
ible) currency of the borrower. The United Stabes, the Usited Kingdom,
Canada, and some of the other developed countries (inciuding the Soviet
Union until 195£) have usualiy opposed this on the ground that sufficient
funds would not be available until savings could be effected through

1 .
general disarmament. —/ SUNFED would have been part of the United

;/ See the 1952-1958 annual reports entitled, U. &, Participation in the
UN. Report by the President to the Congress for ths v38r ...
also Rubiastein, Alvin Z., "Soviet policy towardi under-developed
areas in the Economic and Social Council,” in Internstional Organiza-
tion, (v. 9, no. 2}, May 1955. p. 242=43,
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Nations itself, under the Economic and Social Council, and like the
UN technical assistance programs it would have been operated on the
basis of state equality with all members having at least an indirect
voice in determining fund allocations. In the United States it was
clear that this was an unacceptable principle on which to operate a
miltilateral grant agency and that it was particularly unacceptable
in the case of a United Nations program in which the Soviet bloc was
represented along with the free world countries,

The United States, although it has opposed the tormation of a UN
capital development fund, did take the initiative in 1957 in calling
for an expansion of the UN's technical assistance program from the
then current level of $30 million to $100 million, The United States
also proposed a special projects fund within the Expanded Program of
Technicel Assistance to permlt concentration on a few major survey and
demonstration activities of a preinvestment nature. These were to in-
clude genersl economic and physical resources surveys and the establishe-
ment, staffing, and equilpping of agricultural and industrial research
and training centers, The plan was introduced to the General Assembly
by the United States Representative, Congressman Walter Judd,and a reso=-
lution embodying its essential aspects was unanimously adopted.

The UN technical assistance programs demonstrate what may be called
the strengths and weaknesses of a United Nations grant aid program in
which all members have an equal voice in determining pelicy. As might

be expected, the programs have remained small and all of them together
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now account for only $100 million a year while the United States'

own program of bilateral technical assistance totaled $159 million

in 1960, Despite the relatively small funds available the politics
of the United Nations requires that an sppropriation be made to
almost every less-developed territory or natiorn. In 1959, for in-
stance, the UN Expanded Program of Technical Assistance alloscated
$3.7 million to Africa and divided this among U4 different areas with
the result that most received less than $100,000 and only one country,

Y

principle of equality and enable each less-developed area to receive

Libya, received more than $500,000. The UN programs serve the
some slight assistance, while the major donor nations concentrate their
aid in selected countries,

The UN technical assistance programs are therercre particularly
welcomed by those countries that are not the reciplents of large-scale
bilateral aid. All less-developed countries, however, wish to receive
aid from multiple sources rather than be completely dependent upon one
donor vwhether it be the former colonial gevernor, the nit:d States, or
even the United Nations, But from the viewpoint of the major donor
nations, the UN programs appear not to be worthy of massive support
because of this tendency to fragment ald rather than to concentrate it

for the sake of economle and political effectiveness,

1/ U. S. Congress, House, Committee on Forelgn Affairs, Mutual
Security Act of 1960, Hearings, part 2, $6th Conge., 24 SE55,,
1900, table or p. 398.




Ad hoc Maltilateralism

An ad hoc form of multilateralism has recently become
prominent and indications are that it will be a major factor in
the international aid picture during the next few wvsars. This
involves an agreement between several industrialized nations to
cooperate in providing aid te a particular multi-nation project or
to an individual less-developed country, with the total ald package
being administered by a multilatersal agerncy, vsually the Inter-
national Bank, Ad hoc multilateralism elicits increased foreign aid
contributions and permits the donors to retain greater control than
1s possible even under the system of weighted voting in the IBRD,
IDA, or the Inter-American Bank, This 1s so because the decision to
provide aid in any particular instance is made by the individusi domor
nations, thus insuring the use of their limited resources for inter-
naticnal proJjects that each considers to have special merit,

Ad hoc multilateralism, as it is called by the State Department,
has been used recently in Spain, Turkey, and India, and is currently
the basis for the lower Mekong Basin and the Indus Waters Projects.
In the case of the Indus Waters Project financing is being provided
by six developed nations (Australia, Canada, Germany, New Zealand,
the United Kingdom, and the United States), the International Bank,
and the two countries in which the project will be located-~-India and
Pakistan--with the Bank serving as administrator for the whole plan,

The United States is to provide $270 million in grants and loans out
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of a total of $513 million, In addition, it will release $235
million equivalent in United States owned Pakistani currency de-~
rived mostly from the sale of surplus agricultural commodities to
Pakistan, This project 1s generally considered to have great economic
merit. It is also an important means of helping to resolve the long
standing dispute between India and Pakistan, two countries in which
the United States has invested more than $2 billion in economic aid,

Another type of ad hoc multilateralism can be seen in the new
Inter-American Fund for Social Progress. The United States chose the
1960 Bogota, Colombia meeting of the Organization of American States
to offer to establish this Fund, provide all of its capital and meke
the Inter-American Development Bank the primary administrator, In
the words of the Act of Bogota, the purpose of the speclal fund is,

to contribute capital resources and technical assistance on

flexible terms and conditions, including repayment in local

currency and the relending or repaid funds, in accordance

with appropriate and selective criteria in the light of the

resources available, to support the efforts of the Latin

American countries that are prepared to initiate or expand

effective institutional improvement and to adopt measures

to employ efficiently their own resources with a view to

achieving greater soclal progress and more balanced economic

growth, 1/

In May 1961 the Congress appropriated the full $500 million re-
quested by the President for Inter-American social progress and agreed
to provide $394 million of this total through the Inter-American Develop-

ment Bank, The Bank will not own this money, but merely act as the

}/ Act of Bogota: Measures for Socilal Improvement and Economic Develop-
ment Within the Framework of Operation Pan America, adopted by the
Council of the Organlization of American States, Special Committee to
Study the Formlation of New Measures for Economic Cooperstion, Third
Meeting, Bogota, Colombia, September 1960, part II, section 2.
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administering trustee for the United States, The Bank will be
able to provide money from the Fund only by a two-thirds vote of
the Executive Directors where the Unilted States casts forty-one
percent of the votes,

This Fund is similar to the other examples of gg_ggg_multi-
lateralism in that it involves multilateral administration of
national funds that have been provided for a specific purpose in a
specific region, This Fund 1s different, however, in that the money
is being provided by only one government which is gilven an absolute

veto over each allocation by the Fund's multilateral administrator,

VII. Emerging Issues in International Economic Aid

A, The Limited Ability of the Less-Developed Countries to Service
Loans Repayable in Convertible Foreign Curreucies

The general trend in the expansion of international economie
aid is in the direction of loans rather than grants. Most such loans,
vwhether provided by individual govermments or multilateral agencies,
are repayable in the hard currency of the lender over a period of from
five to twenty years., Yet most of the newly-developing nations have
little opportunity to accumulate the foreign exchange needed for ser=
vicing hard currency losns., Nor can any appreclable change be expected
in this situation for at least the next two decades., Not until then will
it be practicable for the developing countries to increase their foreign
export earnings sufficiently to meet the mounting interest and repayment

costs on the International borrowings used to finance the heavy imports
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needed for industrielizetion. The result is to impose definite
limitations on the extenf to which the less~developed countries
can have recourse to the usual types of hard currency international
loans to finance their development programs.

Mr. B.F.HoB. Tyabji, the Indian Ambassador to the German
Federal Republic, has stated the impact which he believes this
problen will have on his country's future development:

Priority in an uader-developed country like India has to
be given to the development of the infrastructure, and
bagic heavy industries, which cannot be expected to pay
Teo she loan in a short period of time,

To put 1t in another way, a developing country cannot,
and should not be forced to repay such basic development
debts excent over an extended period, and at low rates of
interest.

An appraisal of India's existing repayment obligations due
during the 3rd, 4#th and 5th Plans (i.e. the next fifteen
years) leads one inevitably to the conclusion that she

simply cannot afford during the next 15 years to contract
eny further obligations to repay; and that even after that
period, such obligations will have to be severely restricted.

For these reasons, the only really genuine "economic aid"
which a friendly country can give India must necessarily be
in the form of:

a) Grants;
or
b) Extended term loans, repayable in foreign currency,
but given under flexible conditions permitting Indis
to utilize it where it can purchase equipment and
sarvices most cconomically, and for projects which
she considers most beneficial within the broad frame-
work of her development plans;
or
¢) BExtended term loans repayable in local currency. l/

i/ Urgency of German ald to India, The Magazine of the Federal
Republic of Germany, No. 18 (iv/1960), p. 24=-25,
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B, The Needs of the Less-Developed Nations for Economic Aid Often
Fluctuate With Their Export EBarnings

The foreign cxport earnings of the less=-developed countries are
often more important than intermational economic aid 1n meeting their
need for development capital, During the period of 1949 to 1959, for
instance, the total export earnings of Asia, Africa, and Latin America
(excluui. the free world developed nations of Japan and the Union eof
South Africa), amounted to approximately $235.4 billion. United States
purchases from these areas amounted to $57.5 billion whiie its direct
economic aid was only about one-fifth as much, or $1i.5 billion,

Periodic adverse shifts in the volume or terms of trade of the
less-developed countries have sharply reduced their earnirgs in recent
years, Such a shift occurred in the Far East and South Asia (excluding
Japan and Communist China) during the first half of 1958, when earnings
dropped $428 million from the first half of 1957, In terms of an aunnual
rate, this loss amounted to 69 percent of United States nonmilitary aid
to the area in the following year., It represented $208 million more
than the total of United States grants of nommilitsry aid to Latin
America, Africa, and the Near East combined during 195¢. y

The reduction in export earnings by the less-developed countries
has led to numerous and drastic cutbacks in their imports: seventeen

such cuts of over 20 percent in a single year may be found in the period

1/ U. S. Congress. Senate, Committee on Interstate and Foreign Commerca.

" United States and World Trade: Challenges and Opportunities. Finsl
report by special staff on the study of U. S. foreign commerce., 8Tth
Cong., lst sess.,, 1961, Committee print, p. 46,
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of 1948-1957. These cuts bore heavily, and even predominantly

in most cases, on capital goods, industrial materials, ard fuels,

Yy

Most of the less-developed countries have an overall deficiency

thereby disrupting development progranms.

in the convertible foreign exchange needed to finance imports for
econonlic development, but this deficiency is greatly increased by
declining export earnings. Their need for forelign loans and grants
to aid development therefore has been enlarged still further by fluctu-
ating and generally declining export earnings. The impact of this
problem is often exacerbated because many less-developed countries
must depend on the export of one or two commodities for the bulk of
thelr forelgn earnings. They are, therefore, more seriously hurt by
falling prices for particular commodities than are mcst developed
countries whose foreign earnings usually come from g variety of exports.

Many economlsts believe that stabllizing raw materials prices would
be a key factor in spurring economic progress in the less-developed
countries. This suggestion was included in a development program sub=
mitted to the European Economic Community in 1959 by Jean Monnet's
Action Committee for the United States and Europe., The meetings of the
General Agreement on Tariffs and Trade (GATT) have also considered the
problems facing these raw materials exports,

To date, the principal means of mitigating the commodity problems

have been the special price support and marketing agreements that some

l/ Benoit, Emile. Europe at Sixes and Sevens. New York, Columbia
University Press, 19l. p. 262,
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countries, such as France and the Unlted Kingdom, maintain with
thelir present or former possessions and also the development of
generalized intermational production and marketing agreements

for specific commodities such as sugar, wheat and tin, Published
materials indlicate that intermational thought on solution of the

rav materials problem has centered on negotiating additional commod-
ity agreements, the formation of common markets and free trade areas,
and attempts to diversify production in the less-developed countries
to minimize the national impact of declining world prices or markets
for any particular commodity,

C. The Need For a Better Understanding of the Political and Social
Chgnge that May Accompany Economic Developument

The level of economic and technicel assistance provided by the
developed nations will increase during the 1960's, This peints up
the already critical need for serious study of the impact that foreign
economic ald has on the less-developed countries in order to maximlze
the usefulness of ald in serving the purposes for which it is pro=-
vided,

There 1s a vast and growing literature on underdevelopment, but
it shows imbalance, major deficiencies, and scholarly disagreement on
the process of development and what needs to be studied in plamning
future aid programs. Gaps appear to be of three kinds: (1) lack of
basic data on the economies and economic process 1n many less=de=

veloped countries, much of which can be attributed to the lack of
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comprehensive and accurate statistics for these countries; (2)

gaps in knowledge and understanding of non-economic characteristics
(social structure, value systems, ideologles, law and authority) and
of the way they affect soclal and economic development; and (3) the
crude and underdeveloped staté;of theories about the nature of eco-
nonie growth, the causes of moceruization and social development,
the relation of economic development to political change, and of
political systems to economic growth,

If ald is provided merely to increase exports it is not particu=-
larly important to study its impact on sociel tension or the distri-
bution of political and economic power within the receiving country.
But in fact most government aid is provided for purposes that are
ultimately politicals to strengthen and meintaln friendly relations
with governments in power, undercut the appeals of communist or other
political extremist groups by helping afford an "acceptable"” rate of
economic growth or simply to maintain a long standing political and
econonic position, Under any of these circumstances it is crucial
to understand the effect of the aid provided.

To date the major donor governments have given little attention
to this kind of deeper policy planning. President Kennedy's foreign
ald message to Congress in March 1961, however, did call upon the
receiving countries to undertake economic and social reforms that
would spread the benefits of United States assistance among all the
people. This can be viewed as an attempt to goad the rulers of some

less-developed countries into accepting a partial redistribution of
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local property and political power to avold impending revolution.
United States ecomomic aid would help these governments finance

land reform and other crucial programs to reduce discontent and
broaden thelr bases of popular political support. If the United
States does provide aid for these reasons 1t willl apparently become
even more lmportant to underteke a major program to study the eco-
nomic, social,, and political impact of United States aid in the less-
developed countries,

D, The Provision of Aild for Isolated Projects and Integrated Programe
of National Development

To date most foreign aid, whether provided directly, or through
a multilateral agency, has been used to support specific projects--
steel mill, railroad, fertilizer plant, or educational institutione=
rather than to contribute to the Integrated development of the re=-
celving country. This has, of course, been particularly true of
private investment which seeks out individual opportunities for secure
and reasonable profits. The result has sometlimes been the uneven de-
velopment of the economy and the failure to use available resources in
the most rational manner,

It is inevitable that this problem will persist in some measure
given the multiple sources and purposes of ald and the fact that the
receiving government often insists upon using it in ways that help
solve its immediate political crises rather than contribute to the

solution of long-range developmental problems. From the viewpoint of
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both the donor and the recipient nations, however, it would be

useful to attempt a greater measure of coordinated aid planning

among the donors and in cooperation with the recipients. The more
advanced of the newly-developing nations, such as India, often try

to do this through elaborate governmental machinery against the
background of muiti-year development plans. In effect the donors
often fail to support these endeavors, however, because they remain
isolated from one another and deal only with the recipient govern-
ment, To sowme extent this problem may be ameliorated by the formation
of the Development Assistance Group (DAG), which is designed to share
aid program information among the donor nations as well as generally
to raise the level of aid, It would be useful if the DAG were able
to involve private investors in some manner since private foreigr in-
vestment often provides as much foreign capital as do the official
government aid programs,

National Development planning also involves long-term aid commit-
ments on the part of the donor governments, The recipilent government
cannot make its plans for coherent development unless it has a reason-
ably certain expectation of how much foreign capital will be available
for the next few years, Having received aid in the past, a particular
government may assume this will continue in relatively the same measure,
This, however, is not a sufficiently sound base on which the government
can commit other available resources to a development plan, In prac-
tice, most donor governments provide aid on an annual basis dve ususlly

to the difficulty of securing multi-year commitments from the respective
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national legisliatures, Donors must weigh the probable feraign
political and economic benefits of multi-year financing agaiunst
their usual fear of resigning the annual appropriations sutbority.
This power frequently is surrendered in the case 5f domestic
government programs, but rarely with foreign programs c¢f any sort.

E. The Accumulation of Large Locsal. Currency Holdings by the United
States and Some Multilateral Agencies

The United States Treasury now holds about $2.4 billion
equivalent in foreign currencies E/ and the figure is gradusliy in-
creasing. About $2.2 billion of this total is in curreacies of the
less~developed countries that are receiving aid from the United States
or whose currencies are relatively inconvertible, Most of the praseut
accumulation has resulted from the sale of surpius agricultural ommodi-
ties for local currency and from the provision of dollar loans repay=-
able in the borrower's currency. 2/ The United Statss is the oaly
developed country in the free world that makes such salss and losus,.
In the future, however, at least two multilateral agenciss, the Intsr-
American Development Bank and the International Development Associa-

tion also may accumulate local currency accounts through repayment of

1/ U. S. Treasury Department., Fiscal Service, Bureau »f Aceowits,
Foreign Currencies in the Custody of the United States, fiscal year
1960, (Extracted from Part V of the combined statement), table 16,
Pe 6.

2/ An explanation and analysis of the several programs under whick the

T United States accumulates local curreucies is available ir Asher,
Robert E., Grants, Loans, and Local Currencies, Washington, D. C.,
The Brookings Institution, 1961. pp. T-14, 99-105.
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some of their hard currency loans in the borrower's own currency,
The magnitude of theilr soft currency operations has not yet been
determined.,

The growth of these large-scale holdings plus the fact 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 multilateral agencies
into the soft currency field can be expected to produce many of the
same difficulties. Whether the United States should continue to ex-
pand its local currency holdings and whether the multilateral agencies
should begin to do so are decisions involving multiple domestic and
international factors and are beyond the scope of this study. The
intent here is merely to indicate the impact of the accumulation and
use of these currencies on relations between the developed and less-
developed countries and on the course of economic progress in the

latter,

The generation of most of the present United States foreign
currency holdings has added significantly to the economic resources
of the less-developed countries, The bulk of the currencies derive
from the sale of surplus agricultural commodities for foreign curren-
ciles under Title I of the Agricultural Trade Development and Assistance
Act of 1954 (Public Law 480), The sales were initiated to help reduce
the growing store of commodities accumilated by the government in

support of domestic agricultural programs, Another major effect,



- 66 =

however, has been to provide needed food and other raw materials
to the less-developed countries without drawing down their
normally short supply of dollars, The sale of surplus commodities
for soft currencies under Section 402 of the Mutual Security Act
and the provision of dollar loans repayable in local currency,
principally under the Development Loan Fund, have been intended to
increase the rescurces available to the less-developed countries
beyond what they could finance with their present hard currency
earnings.,

This purpose of the soft currency loan programs points up the
economic dilemma of how to use the growing amounts of United States-
owned soft currencies. By definition, the less-developed countries
need additional outside resources., Any major withdrawal of their
present resources by insisting upon conversion of their currency
into dollars or by taking repayment in exportable local commodities,
therefore, would have the wltimate effect of proportiozately increas-
ing the need for foreign aid. For the same reasons the United States
cannot use the soft currencies td provide United States aid to other
needy countries except in rare instances.,

The sales and loan agreements with the less-developed countries
therefore provide that almost all the local currency procezds and
repayments are to be used for mutually agreed purposes within the
receiving country, Of the current unexpended total, about $1.1

billion is reserved for United States uses, such as local embassy
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and information program expenses, while the remaining $L.k4
billion is allocated for loans and grants to the receiving
countries,

The volume of United States commodities, equipment, or
capital provided to the less-developed countries under the sales
and loan agreements is not increased by use of the local currency
generated by these transactions., This is true regardless of whether
the money is used for United States or country purposes.

The funds reserved to the United States obviate the expendi-
ture of additional dollars for operations in the countries con-
cerned, but divert local resources to non-development purposes,
Thus an estimate of this practice requires prior choice between
two conflicting values--reducing the expenditure of United States
dollars or fostering the development of countries to which the
United States is providing foreign aid.

The local currency that is loaned or granted to the recipient
government has very limited economic value to that govermment or to
securing the interests of the United States, Because the currencies
are relatively inconvertible they cannot be used to make additional
purchases in any of the developed nations., The loans and grants
merely influence the use of part of the existing local resources
and therefore do not provide additional resources beyond those
avallable to the government by increasing tax collections or print-
ing more money. Perhaps these uses do have a political value, how=-

ever, by moderating inflation ox by permitting central governments
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to mobilize additional local capital without the difficulties of
raising tax rates or being more striet in tax collectloms.

In most instances, the United States secures only a marginal
influence over the use of local resources by lending and granting
the currencies to the government, Where United States amd local
policies are in agreement, the United States merely ratifies local
policy by releasing currency in support of the agreed projects,
Where there 1is a difference of judgment, the recipient goverament
usuglly can find sufficient projects acceptable to the United States
and then use its own funds to carry out those that do not qualify for
grants and loans of United States-owned local currency.

The immediste economic impact of the United States-owned local
currencies therefore is not great, either for the United States or
the less-developed countries, Nor is there evidence to prove that
the impact will change perceptibly during the next few decades,

Most of the currencies will remaln relatively inconvertible and
those that do become convertible to some degres will have to be
allocated to servicing senior commitments such as Internationsl Bank
and billateral loans repayable in hard currency. The negotlation of
most such senior commitments 1is geared to the expected growth rate
of the economy and its forelgn exchange earning capacity. Diversion
of the available convertible currency to repatriate United Statese
owned local currency accounts would have the effect of destroying
mach of the security that underlies the senior hard currency commit-

ments., And the negotiation of surplus commodity local currency sales
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agreements is not in fact predicated on the eventual ability of
the less-developed countries to redeem the remaining local
currency accounts in dollara,

While there is little long-term economic merit to be ex-
pected from the growing accumulation of most of the United Statese-
owned local currency accounts 1t is likely that political difficul-
ties will eventuate., This is essentially the problem of maintain-
ing harmonious relations with countries a large share of whose
economies are mortgaged to the United States, In & few years the
United States will hold such mortgages on half a dozen of the
currently less~developed countries unless steps are taken to slow
down and reverse the pace at which the United States is expanding
its local currency holdings, These holdings now expand each year
because deposits exceed the amounts that can be used under present
regulations.

The current magnitude of the problem is not accurstely re-
flected in the fact that the foreign currencies from the less~
developed countries on deposit with the United States Treasury
now total $2.2 billion. _IE/ In addition, there are about $2,1
billion worth of outstanding loans to be repaid in local currency
with interest, Beyond this, the United States has signed commit-

ments for an additional $2.5 billion in local currency or dollar

1/ Estimate supplied by the Department of Commerce, Office of
Business Economics,
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loans that are to be repaid in the borrower's cwn currency, An
undetermined portion of this $2.5 billion is reflected in the
Treasury's present deposits, however, because some of the local
currency to be loaned will be withdrawn from these accounts, It
seems reasonable, therefore, to place the present iocal currency
indebtedness to the United States at least at $5 billion. A receunt
conservative estimate of local currency indebtedness in 1963 (cash
balances plus outstanding loans) places the total at $9 to $10
billion. l/

The long-range political impact of the local currency balances
is Increased by the fact that they are clustered in a few countries
rather than being evenly spread throughout the less-developed world,
Fully one third of the present foreign currsncy holdings are in
Indian rupees, India, therefore, is the most extreme example of the
general political problem that the United States may ccafroast i a
few years.

American holdings of Indian rupees are now (1960) approach-

ing the equivalent of $800 million, In the course of the

next three years, these holdings can easily approach $Z2.5
billion. Now $2.5 billion in relation teo the Indiar

national income is roughly equivalent to $35 biilioca iz

this country, Imagine the reaction in the United States

if a foreign country, no matter how friendly, held $35

billion in our currency. The inevitable reaction to the

currently much smaller holdings is already in evidence in

Asia, not necessarily from governments, but from the Commu-
nists and from opposition parties. g/

1/ Asher, op.cit., p. 102,
2/ Mason, Edward S, Foreign Money We Can't Spend, The Atlantic,
May 19600 Pe 83.
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Most recent studies of foreign economlc aid have argued
agalnst the continued unchecked expansion of United States
foreign currency holdings because they have little or no economic
value to the United States or the less-developed countries, or he-
cause of the future political embarrassments they can produce,

Some steps have already been made in this direction:

1) Prior to April 1959 all loans made to the less-developed
governments with the local currency generated under Public Law 480
surplus commodity sales stipulated that the borrower had to repay
the same dollar "value" it had received. The elimination of this
"maintenance of value clause" in April 1959 therefore prevented
the expansion of United States-owned local. currency accounts through
inflation in the less-developed countries.

2) Up to 50 percent of the "country use" portion of the local
currency generated under the surplus commodity sales agreements may
now be granted to the receiving country where this is deemed by the
United States to be desirable, Formerly the emphasis had been placed
on loans so that these constituted about two-thirds of the total
country uses of this local currency and grants averaged only about
20 percent of the country uses, This shift from loans to grants can
have particularly important results in slowing down the accumlation
of currencies in countries such as India that have been leading recipi-

ents of surplus agricultural commodity sales,
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3) It is not expected that the United States will negotiate
any additional dollar loans repayable in the borrower's own
currency under Presldent Kennedy's revised forelgn aid pregram.
This legislation provides that all dollar development loans will
be repaid in dollars, but may be made "soft" by loag-term repayment
periods with little or no interest.

These changes will operate to slow down the accumulation of
United States-owned local currency accounts, but will not provide
a final answer to the long-range problems that may develop with
continued accwmlations., The ideal solution probably wouid be to
provide in all future surplus commodity sales agreements for the
ultimate disposition of the local currencies that ars to bz pald te
the United States. This may robt be feasible at this time becsuse
there is no general agreement on how these funds should be expsaded.,
Much further thought will be required to deal with the locsl currancy
problem in ways that do not Jeopardize the Long-term sconomic and

political interests of both donor and recipleunt countries,
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Appendix A: The British Approach to Foreign Aid

The British colonial and commonwealth tradition must be
recognized 1n order fully to understand the British approach
to foreign aid., Parliament debates how much and what kinds of
ald to provide to the colonies, but there 1s unanimous agreement
on the principle that Britain does have a moral responsibility for
bettering the living conditions of its dependsnt peoples, Some of
this same feeling also is directed at the less-developed independent
countries in the Commonwealth that formerly were colonies, although
it i. usually assumed that private business investmeuts and govern=-
ment loans can meet a large share of the needs in these areas. This
sense of what may be called "imperial responsibility,"” to which has
now been added "Commonwealth responsibility," means that it is gen-
erally accepted in Britain as proper that the Goverument should pro-
vide development assistance., Other reasons have beeun important in
the recent expansion cf British aid, yet the tradition of colonial
responsibility has helped establish an initial popularity for British
development assistance quite apart from openly political, economic,
or mllitary considerations.

There are, of course, important pclitical and sconomic reasons
for Commonwealth cooperation., The colonies and the independent less-
developed Commonwealth countries are areas where Britain has tradi-
tionally played an active role, where she has strong trade and finan-

cial relationships teday, and where she also feels a sense of political

Ay
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responsibility, Development assistance therefore while being

itself an example of Commonwealth cooperation also is an important

instrument for maintaining the many and varied forms of Commonwesalth

cooperation and Britain's position of leadership within that commu-

nity.

goes

This further helps explain the fact that most development aid
to the colonies and Commonwealth countries,

The facts of British colonial responsibility and Commonwealth

cooperation are usually assumed rather than argued and the chief em-

phasis in official statements of the aims of development assistance

is placed upon improving "the conditions of life" in the poorer

countries, For instance, the Queen, in her speech of October 27,

1959

said:

The improvement of conditioms of life in the less developed
countries of the world will remain an urgent concera of my
Government, They will promote economic cooperation betwezen
the nations and support plans for financilal and technical
assistance, 1/

Or as Esaxrl Jellicoe put it in a House of Lords debate on aid to the

uncommitted countries:

As we in the West have come to believe that slum conditions
in our own societies cannot be tolerated, how can we sit
idly by while the rich countries become richer and the poor,
if anything, poorer. 2/

In the parliamentary debates both supporters and opporents of

the Government favor development assistance in order to improve the

1/ United Kingdom. H. M., Treasury. Assistance from the United
Kingdom for Overseas Development, March 1960, Cmnd. 974, p. 5.

2/ Great Britain, Parliamentary Debates, Lords, Fifth series
1959, v. 218, p. 227,
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conditions in the poorer countries, This purpose of the aid
program, apart from the sense of colonial responsibility already
mentioned, seems compounded of a moral humaenitarian desire to help
less fortunate peoples and a desire to help assure the growth of the
underdeveloped countries,

The possible relevance of economic ald to overcoming the
Comunist threat in the less-developed countries is seldom mentioned
in official government statements yet the parliamentary debates
suggest that it is an important comsideration in formulating British
policy. British officials sometimes say they talk little about this
"cold war" purpose of economic aid because to do so would destroy
some of the political impact of economic aid by seeming to compromise
the recipient's independence and thus perhaps increasing the internal
political opposition to accepting aid from Britain, the former colonial
ruler, OSome members of Parliament suggest that the Communist threat
is the chief "negative incentive” for the provision of aid, but that
"more positive and stronger" reasons also exist, The strongest and
most positive reason for many of them is gquite simply that of helping
the less fortunate peoples better themselves,

Another purpose of the British aid program that must not be
omitted is that of expanding trade, especially intra~Commonwesalth
trade., The provision of the great bulk of British grants and loans
to the colonies and independent Commonwealth countries and the loose
tying of these funds to purchases in Britain helps expand British

exports, The aid program is thus added to the preferentisl trade
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regulations among Commonwealth members, London's provision of
central banking functions for the sterling area, and several other
devices that multiply lines of economic cooperation within the
Commonwealth and thus may increase the normal markets for British
goods,

Some members of Parliament, especially among the Labor Party
opposition, urge that most British economic ald be provided through
multilateral channels instead of bilaterally as at present in order
to depoliticize the aid and permit more stringent administration
than can usually be enforced by one sovereign government upon
another, The prevailing view, however, appears to favor increasing
both bilateral and multilateral aid to the extent possible, but main-
taining the present emphasis in the program on direct aid to the

Y

that Britain's political and economic interests in the Commonwealth

Commonwealth. The foregoing discussion of aid theory suggests

may well lead the government to continue the present emphasis on

Commonwealth ald and therefore on the use of bilateral. channels,

1/ Great Britain. Parliamentary Debates. Commons. Fifth series,
1959. v. 609, pp. 883-943.
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Appendix B:"/ Economic Assistance Provided by the
Iess Jeveloped Nations to Each Other

Cooperation among the less~developed countries may be
expected to expand, Certain of the less-developed couantries
have taken the iInitiative in sharing thelir experience with others
without waiting for full industrialization,

As a part of the technical cooperation program, s swmall but
growing number of less-Jeveloped cooperating countries zre par-
ticipating with the United States in the support cof training at
"third country" facilities located within their territory., These
third country facilities ordinarily provide training for partici-
pants from other less-~developed countries in situations or problem
areas akin to those actually experienced in their home countries,

Among the less~developed countries assisting in the third
country training operations under the Mutual Security Program are
Taiwan, Indonesia, Korea, the Philippines, Thalland, Vietnam,
Brazil, Costa Rica, Ecuador, Peru, Mexice, Ceylou, Isrsael, India,
Iran, and Lebanon, Approximately 450 third country participants
annually are now undergoing courses of study or receiving practicsl
training in the lesser-developed countries named above., While the

principal costs, such as tuition and per diem, are often paid out

1/ Excerpted from U.S, Department of State. Econemic Assistance As
a Cooperative Effort of the Free Worid, an undated press release,
published in 1960. pp. l4=17,
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of the Mutual Security Act funds, the receiving or third country
training countries are beginning to assume certain other costs
vhich constitute a contribution to the training program.

Israel is playing an important role in extending technical
assistance to the underdeveloped countries of Africa and Asia and,
in order to operate these programs effectively, has recently es-
tablished a Department for International Assistance and Cooperation
under the Ministry for Forelgn Affairs. Assistance to the countries
of Africa and Asia is centered in three main fields: (1) provision
of Israell experts, (2) the training of Africans and Asians in Israel,
and (3) jJoint commercial enterprises.

Israeli technicians in various fields are serving in Ghans,
Liberia, Sierra Leone, Nigeria, French Sudan, Ethiopia, Burma, the
Philippines, Cyprus, and Turkey. In addition, Nepal has recently
expressed an interest in receiving technical assistance, These ex-
perts are sent at the request of the foreign governments to assist in
projects connected with agriculturel irrigation 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 Israel and the receiving
country.

An outstanding example of cooperation involving the less-de=-
veloped countries is the continuing tri-partite negotiatioms between
the United States and India for the benefit of Nepal as the result
of which India, out of its own internal resources, has given technical

assistance to Nepal.
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There are about 50 technicians in the Indian Aid Mission to
Nepal. Major fields in the past have been construction of the
Rajpath Highway into the capital city of Katmandu; and construction
of the Katmandu Airfield. Technical assistance services have also
been provided. Indian aid is generally provided within the framework
of the Colombo Flan.

In an effort to assist Nepal in its five-year plan for economic
development, India offered the rupee equivalent of $26,000,000 for
the years 1956-1961. These funds have been drawn down gradually for
projects such as regional roads, village development, and Trisuli Power.

In addition, 29 Nepali participants are receiving training in
India particularly in the field of education,

On January 28, 1960, it was announced that India agreed to pro-
vide financial assistance of $30,000,000 in rupees to assist Nepal
over a five-year period, Of this, about a fourth is a carry-over
from previous years, In addition, India has offered to comnstruct the
East Kosi Canal in Eastern Nepal and continues to supply assistance
to Nepal's military establishments.

There are many other examples of economic cooperation between
the less-developed nations. Under the Colombo Plan, for instance,
the less-devaloped ccuntries have given considerable training assist-
ance to others. Burma has provided training facilities for trainees
from Nepal, Thailand, and Sarawak., From the beginning of the Colombo
Plan through FY 1959, Indonesia has provided training facilities to

85 students from countries which are members of the Plan; Ceylon has

Al
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trained 53 foreign trainees in the fields of medicine and health,
food and agriculture, engineering, transport and commnications,
public administration and co=operatives--and has assisted the
Pakistan Government in coconut experimental work at its research
station at Karachi, making available coconut seeds and seedlings

at a low cost., India provided 1165 training places to students from
other less-developed countries, mainly in agriculture, civil engineer-
ing, forestry, medicine, statistics, water resources develcpment,
poultry management, post and telegraph, community development and
radio technology. The services of 26 Indian experts were also made
available,

Burma, Sarawak and Singapore have utilized Colombo Plan fellow-
ships offered by the Philippines in 1958-59, in mslariclogy, rural
home extension and public administration. The Philippines continues
to make other scholarships available for students from South and
South-East Asia in education, social and cultural studies and various
branches of engineering.

In 1958, a total of 153 trainees from Laos received training in
Thailand under programs sponsored by the United Nations Specialized
Agencies and various Colombo Plan countries, Such training programs

continue,

-

o
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Appendix C: Sino-Soviet Bloc Programs of Economic Ald

In the period from 1954 through the end of 1960 the Sino-
Soviet bleoc extended $3.45 billion in economie aid to the less-
developed countries of the free world, with most of it concen-
trated in five places: India ($933 million), the United Arab
Republic ($766 million), Indonesia ($513 million), Afghanistan
($217 million), and Irag ($216 million)., Altogether 20 less-
developed countries outside the bloc are now receiving aid and
it appears the totel will increase as the bloc shows increasing
interest in Africa and Latin America. Only $735 million of the
$3.45 billion total aid commitment has so far been utilized due
apparently to the difficulties of reaching agreement with the
receiving countries on the specific projects to be constructed,
To date the only major project completed is a $134 million steel
mill at Bhilei, India, with an annual capacity of one million
tons., About one-half of all bloc aid has been in the industrial
field., In additiom to material aid it is estimated that there
are presently about 6,000 Soviet bloc technicians working in the
less-developed countries,

Most aid (75 percent comes from the Soviet Union) is provided
in the form of lines of credit that can be utilized over a period
of years but only for purchases In the bloc country providing the
aid. Very little grant aid is provided, but the terms of credit

are considered lenient, Interest rates 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

y/

after a project has been completed.

1/ United States. Department of State. Bureau of Intelligence and
Research. Intelligence Information Brief, No. 348, Sino-Soviet

Economic offensive: summary of developments, July through October
1960, Nov, 18, 1960.
Also interviews conducted by the author.
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Table 1

Annusl Level of Economic Ald Provided to the
Less-Developed Countries by Governments of the
OEEC Countries and Japan, 1056-1950 1/
($ in millions)

Country 1956 1957 1958 1959 1956-59
Austria 2 1 6 L 13
Belgium~Luxembourg 17 2k 23 52 116
Denmark 3 1 L 5 13
France 487 639 787 954 2,867
Germany 21 46 78 107 253
Ireland -- 1 1 1 2
Ttaly 16 16 31 17 81
Netherlands 33 34 43 43 151
Norway 1 2 3 4 10
Portugal 7 5 L 21 38
Sweden 3 12 h 10 29
Switzerland 1 1 3 1 5
United Kingdom 208 243 264 356 1,070
Canada 28 46 88 57 219
Japan 16 15 205 _155 277

Total 843 1,086 1,540 1,673 5,144
United States 2,14 2,343 2,415 2,438 9,340

Total including

United States 2,987 3,429 3,955 4,111 1L, 484

1/ U. S. Congress, Senate. Committee on Foreign Relations.
Organization for Economic Cooperation and Development, Executive
Report No. 1, 8Tth Cong., lst sess., 1961, excerpted from p. 16,
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Table 2

Total Capital Made Available to Less-Developed
Countries and Multilateral Agencies, 1050-1050 1/

(U.S. $ billions)

Country Total Capltal
From all Sources

(figures rounded)

United States 14.0
France L9
United Kingdom 3.1
Germany 2.3
Austria (-)
Belgium 0.4
Canada 0e5
Denmark .05
Ireland 0.002
Italy 0.6
Japan 0.6
Luxembourg 0.008
Netherlands 0.9
Norway 0.006
Portugal 0.2
Switzerland _0.1
Total 28.0

l/ Organization for European Economic Cooperation. The flow of
financial resources to countries in the course of economic
development, 1956-1959. Paris, 196l. p. 9.

o
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Table 3

Comparison of Net Value of Govermment and
Private Capital Provided by OEEC Member and
Acsoclated Countries and Japan, 1956-1959 1/

(U.S. $ billion expenditures)
(Includes both bilateral and multilateral)

Year Offical frivate
1956 3.2 3.0
1957 3.8 3.7
1958 Lh 249
1959 4,5 2.4
Average

1956-1959 3.9 3.0
Total

1956-1959 15.9 12.0

1/ Ibid,., derived from tables on pp. 11-17. The $900 million increase
in private capital contributions in 1957 was largely accounted for
by new United States investments in Venezuelan oil,




xiv

Table L

Summary Analysis of Finance Made Available by
OEEC Member and Assoclated Countries to

Less=Developed Countries and Multilateral Agencies

(Sum of cslumns may not equal totals because of
rounding of figures. Does not include Japan)
(U, S. $ billion expenditures)

1950-1959
Bilateral Contributions * Multilateral
. Contributions
Official : Private . Official:Private
Grants, ‘f
Reparations,
and Guaranteed Other New Rein- Total
Indemnity Net Export Lending vested
Payments Lending Credit and Earnings’
Investment .
Average
1950-55 1.2 0.6 0.2 0.7 0.6 - - 3.5
1956 2.0 0.9 0.4 1.5 1.0 - ——- 6.1
1957 2.2 1.1 0.5 2.1 1.0 o2 o2 T4
1958 2.4 1.4 0.2 1.4 0.9 .3 R 7.1
1959 2.6 1.6 0.3 1.1 0.8 3 o2 6.8
Average
1956~59 2.3 1.3 0.3 1.5 0.9 3 .2 6.9

1/ 1Ibid., p. 6.

" J"\"
.K .
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Table 5

Official Government Aid to the Less-Developed Countries
by OEEC Countries and Japan in Terms of Impact on the
Donors' Gross National Product, 1956-1959 _/

(dollars in millions)

1956 1957 1958 1959  1956-59

Austria:

GNPoooooooooo.onaooo $u’238 $u’665 $u’938 $5’26)+ $19’105
Aidooooooo.oaoooocoo 2 1 6 )'l' 13
Aid. as percen‘t of G‘Npoo 0005 0002 0012 0008 0007

Belgium=-Luxembourg:
GNP°..°......°...... $lo,860 $ll’650 $11’616 $12,000 $}+6,1%

Aid.oonooooooooooooo 17 2)4' 23 52 116

Aid as percent of GNP.. O0.16 0.21 0.20 0.43 0.25
Denmark:

GNPecesooscoososases  $4,461 $4,769 $4,918 $5,270 $19,418

Aidoopooocooooon.ooo 3 1 )‘I' 5 13

Aid as percent of GNP 0.07 0.02 0.08 0.09 0.07
France:

GNPeccocscsscescecco $37,513 $41,867 $47,532 $51,000 $177,912

Aidoonooooooo.aosooo 87 639 787 95)4’ 2}%7

Aid as percent of GNP 1.30 1.53 1,66 1.87 1.61
Germany:

GNPooooaoooo.oooooo. $)+6 Ou8 $)+9’905$52’929 $56 6)4'5 $205,527

Aidoooooooooooooooeo l"6 78 107 253

Aid as percent of GNP 0. 05 0.09 0,15 0.19 0.l12
Ireland:

GNPooooonoooocooooon $l,5lO $1’588 $1’63O $1’710 $6,’+38

Aidoooooooooooooo.oo s s l 1 1 2

Aid as percen‘b Of GNP === 0006 0006 0006 0003
Italy

GNPecocvsoscssccseeae $23,414  $25,088 $26,638 $27,970 $103,110

Aidcooooonoooooooooo 16 6 QI 17 81

Aid as percent of GNP 0,07 0.06 0.12 0.06 0.08

l/ U. S. Congress. Senate. Committee on Foreign Relations, op.cit.
p. 16.
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1956 1957 1958 1959 195659

Netherlands:
GNPececosccscaceses $8,610 $9,315 $9,592 $10,175 $37,692
Aidoooooooooooooooo 33 3)4- )'"1 )-'-3 151
Aid as percent of GNP 0,38 0.37 0.43 0.42 0.4o0
Norway:
GNPooooooooooooooooo $3,725 $3)950 $3’89)4' $’"”100 $15’669
Aid.........o....... 2 3 l" 10
Aid as percent of GNP O o3 0.05 0.08 0.10 0,06
Portugal:
GNPesosososssssssses $Ly0U5 $2,005 $2,07L $2,135  $8,166
Aido.....-.......... 7 5 h 21 38
Aid as percent of GNP 0,36 0.25 0.19 0.98 0. 47
Sweden:
GNPeeeosssocssssssse $9,4T70 $10,245 $10,623 $10,850 $41,188
Aid...OOOOOOOOOQOQOO 3 12 l" 10 29
Aid as percent of GNP 0,03 0.12 0.0k 0.09 0.07
Switzerland:
GNPooooooooooooooooo $6’8)'"6 $7:355 $7’593 $8,000 $29}79)+
Aid..........h...... 1 1 3 1 5
Aid as percent of GNP 0,0l 0.0L 0.0k 0,01 0.02

United Kingdom:
GNPO.QQQOQ.Qooo&ooo.$57,%o $61’328 $63, $65,700 $2)'"8,)"'72
Aldeeeesceccoscccsas 23 264 356 1,070
Aid as percent of GNP O, 36 0,40  0.42 0.5k 0.43

Total, above countries:
GNPeqoscecssscesesse$216,000 $233,THO $2U47,458 $260,819 $958,617
Aid-ooooooo-.oooooo 799 11025 1,2""7 1)575 )'")6)"’8
Aid as percent of GNP 0.37 O.4h 0,50 0.60 0,48

United States:
GNPaceseoesasesecaasdltl, 200 $4U2,500 $UUL,TOO $4T78,000 $1,781,L06

Aideesososvesesacess 2,14k 2,343 2,415 2,438 9,340

Aid as percent of GNP 0.51 0.53 0.55 0,51 0.52
Canada:

GNPoooooooobo.oo.oo $3o,182 $31,TT3 $32,509 $3)+,7OO $129,61’"‘

AidQQQQOOOOOOQOOOOO 8 ll'6 88 57 219

Aid as percent of GNP 0,06 0.05 0.7k 0.1k 0.25
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1956 1957 1958 1959  1956=59

Japan:
GNPececsassasnaness $24,650 $28,050 $27,750 $30,000 $110,450
Aidecoesssessocesse 16 15 205 ] 2TT
Aid as percent of GNP 0,06 0.05 0.7k 0.14 0.25

NOTES

a. GNP figures are at current market prices. The figures for 1959

are estimated.

b. Both the GNP and aid figures have been converted to dollars at
current exchange rates,

c. Aid figures are based primarily on actual expenditures. Aid
listed for all countries includes: (a) net official grants,
(b) gross official bilateral loans of 5 years or over, (c)
official contributions and subscriptions to international
organizations paid during the period (i.e., net IBRD sub-
scriptions, IFC capital contributions, contributions to the
EEC Development Fund, net contributions to United Nations
technical assistance and relief agencies). For the United
States, the increase in U. S. holdings of local currencies
derived from Public Law 480, title I sales is included to
reflect the transfer of resources., For Japan, the yearly

breakdown on gross official bilateral loans of 5 years or over

is estimated. Reparations payments have not been included.
This definition 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 Ald to the
Less Developed Countries and National Defense in L
As Percentages of the Gross National Product -}

-

%=

A

Defense Economic Aild Defense and
Expenditures Expenditures Foreign Aid
Country "As % of GNP Ag % of GNP Expenditures
As % of GNP
Belgium- 3.3 0.43 3.73
Lumexbourg
Denmark 2.8 0.09 2.89
France 7.1 1.87 8.97
Germany 4.8 0.19 4,99
Italy 3.8 0.06 3.86
Netherlands 3.9 0.k2 k.32
Norway 3.7 0.10 3.80
Portugal 4.3 0.98 5.28
United Kingdom T2 0.54 T Th
United States 9.7 0.51 10.21
Canada 5oL 0.16 5.26

l/ Forelgn aid percentage expenditures from Ibid.; defense expendi=-
tures from U. S. Corgress. ©Senate, Committee on Appropriations,
Mutual Security Appropriations for 196l. Hearings on H, R. 12619,
86th Cong., 2nd sess., 190. p. 215. Defense expenditures are
based on current not constant prices and the data are not adjusted
for disparities in purchasing power.
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