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PREFACE B Y  SENATOR J. W. FULBRIGHT, CHAIRMAN, 
COMMITTEE ON FOREIGN RELATIONS 

During recent years, the Committee on Foreign Relations has 
sought to chan e the foreign assistance program of the United Statea 
Increasingly, 6ommittee members have expressed concern about the 
heavy emphasis ~ h i c h  has been placed upon military, as opposed to 
economic aid, and also about the distortions of purpose which have re- 
sulted from the bilateral character of our foreign assisttlnce, both 
military and economic. Though there is significailt doubt about the d e  
sirability of continuing the military portion of our assist:ince effort, 
the United States should continue to assist in the economic developnlent 
of other nations. If  we are to do so, however, it is clear that neT trp 
proaches are a necessity. For this reason, the Committee requested that 
the Congressional Research Service of the Library of Congress study 
alternatives to bilateral econon~ic aid. The paper prepared, mllich I 
believe mill be of interest to both nly colleagues and to the general pub- 
lic, rovides an analysis of some of those alternatives. 

T \ e study was prepared by Mr. Allan S. Nanes o,f the Foreign Af- 
fairs Division of the Congressional Research Service, to wliom I ex- 
press the Committee's appreciation. 



ALTERNATIVES TO BILATERAL ECONOMIC AID 

The object of this stlldy is to examine and evaluate some of the 
lcading a1ter1~:ltivr.s to t l ~ e  prescnt 1T.S. bilateral program of eco~iomic 
assistance to dc~rcloping conntries. I t  is i~o t  i~ltfln(Ied to 1)t~  a com1,rr- 
hensive analysis of the comparative meihits of bilateral and other 
forms of aid to foreign coulltries. I t  proceeds instead on tlle asslimp- 
tion that there is interest in Congress in maintaining a U.S. role in 
the development process free of the drawbaclis and sl~ortcomings that 
have so often been ascribed to bilateral aid. 

Bilateral aid. which has many achievements to its credit, has been 
under increasing cr-itical fire in recent years, and has lost the support 
of manv people who formerly favored it. This report analyzes the 
fol lo~~-ing alternatives to bilateral aid: one, mnltilateral assistance; 
two, reschednling and reduction of debt servicing by the developing 
comltries; three, preferential tariff arrangements for the developing 
countries; and four, the encouragement of private investment by 
American nationals in the less developed countries (LDC's). 

Insofar as mnltilateral aid is concerned. the report finds that i t  
\Tnul~l not "tal;c the politics out of fol~cigil aid," a t  least not entirely; 
that even a massi~re shift to mnltilaternl aid wonlcl probably not in- 
crease the volume of development a~sistailcc; and that there is no 
basis in the record for a belief that mnltilateral aid would be more 
efficiently adniinistered than bilateral assistance. Tlle advantage of 
the multilatel.al approach to the United States lies in the fact that 
i t  wonld clo~ngrncle tlie importance of political and security consid- 
erations as the nlotivation for U.S. assistance, and would thus ac- 
co1.d wit11 the policy of rrtlilcing 11.2% com~nitmci~ts o~rersetls. I+~l.thcr- 
more, the allocation of a larger proportion of aid by disinterested 
multilateral bodies might well draw considerable sting from charges 
that tlle United States enlploys its aid in an imperialistic fashion. 

Tlle problem of debt servicing is one of increasing concern to a 
number of developing coantries as i t  im oses an ever-increasing d ~ a i n  
on tlle foreign exchange reserves wlrict they may ase for develop- 
ment. This bas led to proposals that repayments be rescl~edu!ed and 
stretched ont, and that interest rates be reduced, with such resclied- 
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uling and reduction substituted, at least in part, for straight bilateral 
assistance. 

IIowever, any iildepenclent action rllich tlle United States might 
coiltemplate in this regard is limited by the fact that rescliedulings are 
normally worked out with otlier donor countries. The report notes that 
there hare been twenty-four multilateral rescl~edulings between 1956 
and 1972, involving debts owed by twelve aid-receiving countries. The 
United States share of these debt rescl~edulings, assuilling a satisfac- 
tory arrangement is reached with Chile regarding the $65 million t7.S. 
share of Chilean defaults totaling $160 million between November 
1971 and December 1976, is $578.82 million. 

The report also notes that loans made by the Agency for Interna- 
tional Development, the Department of Agriculture, and the Export- 
Import Bank are made on asceiicling scale of hardness. This increases 
the difficulty of correlatilig the loans and credits advanced to any 
debtor country with its capability for servicing its debt. Authorities 
have noted a need for greater coordination in this area. Congress. which 
has both experience and expertise in this field. will probably want t o  
avail itself of any opportunity to develop new policies wit11 respect t o  
terms of lending, burden sharing, and the resource requiremeilts of the 
underdeveloped conntries. 

Among the remedies proposed for the debt-servicing problems of the 
LDC's is the proposal linking Special Drawing Rights (SDR's) of the 
Iilternational Monetary Fund (IMF) to derelopineiit assistance. Tlie 
use of SDR's is essentially a bookkeeping technique by which mein- 
hrs of the IMF settle debts among themselves. So far, homerer. SDE's 
have h e n  used largely for meeting short-run dips in tlle foreign re- 
serves of developed countries. Now the LDC's are pressing for tlie use 
of SDR's which are essentially artificial reserves. for derelopment 
loans and credits. Despite expressed support for this concept by T7.S. 
and Common Market officials, the United States, Britain, West Ger- 
manv. France and other capital exporting countries abstained, at 
UNCTAD 111, from voting for a rcsollitioll urging the IMF to con- 
sider all aspects of different proposals for a link between SDR's and 
derelopment aid. 

Other approaches to the debt service problem involve the extension 
of preferential tariff treatment for tlie LDC's. aiid the complete un- 
tying of aid. The former is, in itself, a major alterilative to tlie present 
aid program, wllich by its very nature is linked to debt repayment. It 
lies within the power of Congress both to extend preferential trcat- 
ment to the LDC's and to terminate the sjstrln of tied aid. 71T1iat 
neither Congress nor the Executive call do is to change tlie terrns of 
loans extended to developing countries by private lenders. but both 
branches can throw their influence behind purely unofficial attempts 
to persuade private lenders to renegotiate easier terms. 

C. PREFERENTIAL TARTFF AER%NOEJIENTG 

Preferential treatment for LDC-produced p o d s  in the markets of 
the developed colintries is perhaps the most widely advertised proposal 
for remedying the developmental ills of the third world. I t s  appeal 
lies in the fact that trade brings in foreign exchange which call be used 
for purposes of developmei~t. I n  theory, the greater the amount of for- 



'eign excl~ange the LDC's can take in, the more they should be able to 
grow without outside assistance. The LDC's hare been quite persistent 
in demanding preferential treatment, citing as reasons the fact that 
despite increases in their export earnings tlieir share in world trade 
is actually declining, that the terrns of trade have been going against 
them, and that as raw inaterials producers they need some protection 
against the fluctuations of prices. 

l;y and large the developing countries are dissatisfied with the tariff 
policies of the United States. Tliey criticize U.S. non-tariff barriers 
nlid concessional tratle financing as well. I n  tlleir view tlie United 
States lias com~nittecl itself to UKCTAD and various organs of tlie 
1ntc.r-,Imerican system to put ge~lernlized preferences for the LDC's 
illto ~flect.  For  its l ~ r t ,  the Uilitecl States llas expressed its agreement 
ill principle to thc Idea of preferential treatment, but it will not grant 
track ljrefcrences to ally LDC which has bestowed an esclusi~e trade 
p~-rfe~.ence 011 some other developed country. 

I t  can be silo\\-n that the presumed preferences eytended by some of 
the del-eloped couiltries actually do little to help tlie trade of the 
I.DC's. Tlie Common Market, for example, is generous to~vrtrd those 
items in which the LDC's can hardly hope to compete, but a good deal 
more restrictive for those comnlodities which the Market itself ex- 
ports in volume. Tlle E E C  (Common JiarBet) is also becoming more 
country have been in response to actions of other develope4 countries 
also stand to lose if the United States aclopts a more protectionist pol- 
icy, altllough the clelnands for protection that have arisen in this 
cou:ltiny have been in response to actions of other deveioped countries 
and not the LDC's. The derelopiilg countries are also hurt by the fact 
that as a general rude tarifls tend to increase with degree of processing, 
so that whatever finished products they are able to manufacture will 
face greater hurdles than their raw materials or semi-finished goods. 

Various suggestions have been advanced as to how the United States 
might use trade policy to help the less developed countries. Some say 
this country should press for a broader range of international com- 
illodity agreements, but tlle record of such agreements is not encour- 
aging. Diversification has been recommended instead, but poor ilations 
find it difficult to diversify with no assured market for their new rod- 
ucts. Also diversificntion meails inrestinent, and the United 8 tates 
~ o u l d  be acting inconsistently to urge diversification on the LDC's 
n-itl~out being prepared to assist in the process. O r  the LDC's can be 
encouraged to increase trade and development among themselves, par- 
ticularly through the establishment and operation of regional or- 
ganizations. The United States has general1 supported regional trade 
collaboration and development, although t ie degree of that support 
llas varied according to the area involved. 

r 
T l ~ e  \ray has been cleared in G S T T  should the United States decide 

to adopt a preferential tariff system for the developing countries, but 
strong public and Congi-essional opposition to such a policy can be 
expected. Xot only could such a rnove be interpreted by some as mak- 
ing concessions to foreign governments a t  the expense of the Ameri- 
can rrorlier, but as endorsement by Congress of a "co~nmitment" made 
by the Executive witllout consulting Congress, in a field where Con- 
gress' cor~stitutior~al pan-er is unquestioned. 



The report also points out that  nowhere in the sources examined mas 
a preferential tariff system 1-iewed as a colnplcte alternative to  aid. 
Sup  orters of foreign aid would probably prefer the iiitroduction of P jxe erences with care aiid caution, lest a generalized introduction cause 
the kind of econolilic dislocation a t  home that  would erase the last 
vestiges of support for any form of aid. 

JLaily developing countries clo not r i c ~ ~ ~  l>riv;lte iiirestnlent as a fol.ln 
of dcrclopnlcnt aid, bec;111se of l>i.oiit rel~atri;ltion pal.ticulnrly. But  
tlevelolx?cl c c u ~ i t ~  ies argne tl.nt private i l~rrs tment  malies :L substantial 
colitl ibntioli to  c l~ve lopn~~ l l t  a n ~ l  I I P I I C ~  n l i l~ t  1)c consic!ered as develop- 
ment aid. At  any i*att., llrirate Amc~-ic.ali inr-cstors linre in~estecl twice 
as i:ulcli in the dcrcloperl n-orlcl as in the ~mde~.derclol~ecl. T l ~ e  gybeatcr 
stability of the dcvclopecl coluitries is certainly an important reason 
for  this ratio. The largest share of U.S. private iilrestmcnt in thc third 
world, geogmphically, is in Latin -1merica ; ~vliilc in terms of industry 
the larecst amo~lnis, irrespectil-c of area, call be found in the estrncti~-e 
inclustrles, principally petrol~um. 

I'l.i\ ntc 1lirestn~~.ilt co~itnins irihcrent defects as ,z means of assisting 
dcrelol)nlent, becanqc 131.i1-2tc in\ye-:m~nt dt.c,isions a r r   mad^ on the 
basis of safety ailtl p~aofit::!>ilir~, not 011 tlic basis of their need ns a 
s t i i nu l~~s  to  d~\-('loi)~llcllt. IT n tlt~rc~lnl,iil,rr coiuitry seeks to direct the 
investment nithill its 11ol.clcv-s, it ricks d r i v i n ~  zn.2~7 foreign cnpit:~l. 
I f  tllc derelopecl count1.y tries to  perqu;ltle 01. dilaect its nationals ~v!iere 
t o  inrest abroad, it coniprol;li.;es t l i ~  esscntiallv pr i rate  iiatilrc of t11o.e 
i~~vestil~eiits.  Tlie t initcd S t a r ~ s  t ~ i e s  to  redllce the risk to  private 
Amrricnn inrcstors in tlie LDC'-j through a T-nriety of gunrantccs and 
insurance lJ1.ograms. 

Thc clc~-eloping cnuntrieq diq,lap a considcrxblc tlnibi~-alcncr toward 
U.S. pri~-atc  i nvcc t~cn t .  and clifirllltics over nationalization hare in- 
crcasecl in ~ ~ e c e n t  ycnrs. 111 ~enc.ral, 11ri1-atr in~-eslrncllt appcnl-s highly 
vnlilr:.nl)le bc)tli :?t 1:onle n ~ i d  :tl~roa:l. and  i f  serlns too mucli to expect 
i t  to sl1ppl:lnt hiInter.11 p~sictililec al inpth~!. .  Sorrle combination of 
1,ilntel.nl aid :?nd private i:;\.estnipixt aj)penrs to be the projection for  
tllc f11tur.c. altlloiigl~ the lxtio m.lr 1~ cliangcd. Fotli PI-irate investors 
ant1 tllc 1J.P;. government .;bo;lld be conccri~ccl that  the dereloping 
countries ~ n a k c  tlic lnost efiicient nsc of private U.8. resources. 

E. A T 9  A S D  TIII? FUTIZI.: 

Tlle aid program for  tlle foreseenl~le future is likely to  be electric, 
enc.onil)assinq diffcreilt pc.rn~iitations and coinhinations of mnltilnteral 
an,] 11i:niel.nl :lid, priv:itr in:-cstment, and perhaps cha i ig~s  in tracle 
po!icy favoral>le to tlie L1)C.s. It lies within the power of Conpress 
to  re:lrnw the puiclelin~s, and to see t l n t  the brst tllinking on develop- 
ment is brought to bear on foreign aid prop-ams. 



A. CAS NCLTIL~TEEL~L ASSISTASCE TAKE THE "POLITICS OUT OF 
F0I;ElGN AID ? " 

1. The alternative which often seems to have the greatest appeal for  
those \vho want to see a co~~tiiluation of U.S. interest in the develop- 
rilent process is multilaterali~m. RIultilateral aid, vihether under the 
ni~spices of the lnternatioilal Bank for Reconstruction and Develop- 
ment (World Bank), the United Kations Development Program 
(CSDP), 01% through use of the Special Drawing 1Cigllts (SDR's) of 
the Iilterilatioi~al i\Ionetarg Fund, or regional or even subregional 
agencies, seems to be increasingly viewed as an appropriate vehicle 
for tr;tnsferring resources froni the developed to the less developed 
11-orld. 

One of tho principal arguments for mllltilateral assistance is that i t  
slloulcl miniinize the political aiid security rationale for aicl. This 
sllonld coiilcide quite nicely wit11 present U.S. policy, which is to pre- 
sent a  lo^^- profile" to the rest of the world. To the extent that multi- 
lateral aid supplants U.S. bilateral aicl, the influence of the United 
States ~vould presumably dim in is!^ in those countries where i t  has 
been the principal donor. Instead. under an e s p ~ n d e d  multilateral 
effort, the Uiiitetl States could participate iii a r a r ~ e t y  of programs o r  
provide the major share for financing new projects without exercising 
or  appearing to exercise uildue influence on the affairs of the receiving 
countries. 

2. Since multilateral ecoilolllic aid n-onld dilute direct U.S. involve- 
ment with the aid-receiving countries i t  may diminish or eliminate 
the chances for  an open ended military commitment such as this coun- 
t ry undertook in Vietnam. By and large the donor countries would be 
under no obligation to defend a particular government o r  to uphold 
a particular political phi1osophy.l 

3. JIultilnteral aid is also saici to be advantageous because the short 
run destabilization and disorganization which characterize the early 
stcpes of clevelopnient cannot then be attributed exclusively to the 
rn i te t l  States. Tlle reverse side of this coin is tha t  the developing 
countries themselves might find the dislocations of development more 
acceptable if they result from programs sponsored by a disinterested 
nlultilateral source, but considerably less acceptable when they result 
from 1)ilateral programs sponsored by the United States. 

4. TT'llntever the advantages of multilateral aid, i t  is difficult t o  
envision bilateral aid being phased out altogether. Even if the United 
States adopts such a course, other aicl-givlng nations are not neces- 
sarilj- going to fol101~- suit. ( I t  seems highly unlikely, for example, that  

* hfultilateral agencies formed for essentlally polltical purposes seem unllkelg to dlstrlb- 
ute  any development assistance to goverilments which expouse a polltical phllosophy ab- 
horrent go most of the members. Cuba, for example, gets no help from the Organization of 
Amerlcan Statea. 
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either the Soviet Union or the People's Republic of Cllina would 
surrender control of all the dcvelopincilt assistance tllcy provide to 
some international agency). 

The plain fact is that the overwhelming pcrccntagc of assistance 
furnished to the developing countries is provided on a bilateral basis.' 

a. Sel-ertheless i t  cannot be assumed a priori that bilateral and multi- 
lateral aid prograins will operate at cross purposes in the developing 
countries. Soine coilflicts nlay well arise, but -it11 propcr plalming and 
a collaborative spirit on tlle part of all concerilecl they should not 
prow insurmountable. 

5 .  Eye11 if we assume a reversal of the present bilateral-multilateral 
n t i o  in aid piring, so that SO to 90 percent of devclopinent assistance 
is clistributecl tlirouph multilateral organizations, the funding would 
still oviginate wit11 the member countries. That is the cruclal fact, and 
its political implications both for the multilateral aid agencies and the 
developing countries need little elaboration. 

A. The less developed coilntries may see a form of political advantage 
in the multilaternl approach, particularlv the United Nations Develop- 
ment prop ran^. llIultilateralisin gives tllein an opportunity to bring 
their problems to a world forum, and to "share the driver's seat with 
the donors," a privilege not always readily extended under bilateral 
aid. 

7.  All in all. it seeins somemliat naive to assume that a massive switch 
to multilateral aid programs will "take the politics out of foreign aid." 

Some coi~ntl.ies, e.p. France, will probably coiltinue to pursue politi- 
cal goals. sticli as enhanced influence in particular areas, via simul- 
taneonc; bilateral programs, ancl even via multilateral channels where 
possible. The Tynited States nlay achieve n lowered profile by switch- 
ing the bulk of its assistance to mnltilateral programs, bnt as the larg- 
est clonor, this country mill remain peculiarly susceptible to charges 
of manipulatinp aid to serve our political purposes even when such 
charges may not be justified. By the same token, the United States mill 
remain a tempting t a r p t  for criticism by both the developed and less 
developed countries should ill-conceived or unsuitable multilateral pro- 
grams end in faih~re.* 

a. I t  might be notecl in passing that the Soviet TJnion, Poland, Ro- 
maniti. and Bulgaria are members of the Governing Council of the 
United Sations Development Program. I f  me iudae by their actions 
in other United Nations social agencies they will act in a highly politi- 
cal fa~llion \\-lien it suits their purposes. 

8. Since the United States has emphasized the politic~l and securitv 
basis of aid in the past, and since many will qiiestion the sincerity of 
a U.S. commitment to a primarily multilaterd effort, i t  is important 
that the TTnited States avoid behavior and actions which others might 
characterize as overbearing or intimidating. In other words, a lowered 

*The  Pearson Report. Partner8 bt Development, nuts the flCurv for m~~l t i l a te ra l  aid a t  
10 percent nf nfflclal development naai~tanrr. The Report, published in 1960, recommends 
m doubling of multilnteral aid programs bv 1875. 

Auhrar R n b r r t  E . nt-l't-7opment Aesislnnre i n  DD I T .  T h e  rvrommvnrl~t lons  nf Perkins  
Penr~on. P e t e r ~ o n .  Prehisch. nnd other#. Wnshineon. Brookings Ins t i tu t ion .  1971. p. 107 

4P~rr1 baa charePn. for example, that  Amerlcnn pressure hau hven blockln* Inane from 
the World Bank. Wlthout eva lna t ln~  the merits of the case. thlq IR the tvpe of charge the 
U.S. map expect to face in many multilateral bodies. See Washington Post, June 5, 1972, 
p. 2-6. 



E.S. profile in the I-arious multilateral progl-ams may contribute more 
at  thls time to the success of those programs than a rery active V.S. 
presence. 

9. Certain types of programs may lend t,hemselres better to a multi- 
lateral approach than a bilateral one. For example, the Stockholm 
Conference illustrated that the entire environmental question can be 
more effectively dealt with if it is cast in an international context, 
rather than being identified with the interests or policies of 
lar country. Given the sensitivities and suspicions of the LD 's, espe- 
cially as they relate to the United States, ~t coulcl be quite importailt 
that assistance for pollution control, for example, be dispensecl by 8 
multilateral, and presumably disinterested agency. At the same time 
the teclmology and equipment for dealing with environmental prob- 
lems is most advanced in this country, aild U.S. producers n-ill prob- 
ably benefit just as readily if the program is ad~ninistercd 1nultilate1-- 
ally as they would if i t  mere strictly bilateral. 

B. WILL JIULTILATF,RAL A I D  ISCREASE TIIE T0T.11~ VOLUJIF, O F  

DEvELOPBiENT ASSISTANCE ? 

1. Present volunle and trends in multilateral assistance. 
a. The record indicates that the amount disbursed to muultilateral 

organizations from the developed colintries has been increasing. In 
1970 it was up to $1.194 billion, an increase of alnlost 8 percent over 
the preceding year. EIowever when this increase is translated into 
shares of the gross nationnl product ((;Nl') of Derelopment i2ssist- 
ance Committee (DAC) members, the percentage remains an un- 
changed 0.06 percent. However it does represent an increased propor- 
tion of official development assistance, rising froin 15.8 percent in 
1969 to 16.5 percent in 1970.5 

b. Net flows from the United States to developi~lg countries reached 
$5.971 billioil in 1970. This is almost a record, although i t  represented 
only 0.61 percent of the U.S. GNP.6 However official development as- 
sistance from this country declined from $3.092 billion in 1969 to 
$3.050 in 1970, in terms of the prices prevailing for those respective 
years. Expressed as a percentage of the GNP, this represented a de- 
:line from 0.33 percent to 0.31 percent. Despite this fall in  official 
de~elopment nssistance, however, official flows from the United States 
to multilateral organizations increased by $393 million in 1970. The 
OFJCD's 1971 Rel-iew of Development Assistance inclicates that the 
total of U.S. official development assistance in 1971 wo11ld approxi- 
mate that of 1970 "as estimated increases in niultilateral flon-s would 
be lar ely offset by continued falls in bilateral clisburselnent".' (How- % ever t is estimate did not take cog~iizance of the 10 percent aid cut of 
Angust 1971.) 

c. A comparison of cle~relopment assistallce data from all the DAC 
countries from 1960 through 1970 indicates n steady increase in the 
volume of oilicial bilateral assistance each year except 1965 and 1968. 
(See Figure 1.) Government contributions to multilateral organiza- 
tions declined however in 1961, 1962, 1963, 1965, 1966, and 1x8, de- 

Wrganizatlon tor Economlc Cooperation and Devdopment. Develgrment Asds-c 
1971 Hevlew. Paris. 1971, p. 36. ; Ibid.. p. 38. 
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spite the fact that total official develo ment assistance went up in 
every one of those years except 1965.8 T ! e ratio of bilateral to multi- 
lateral assistance ranged from approximately 16 to 1 to approximately 
5 to 1 insofar as official developmei~t assistance was concerned. 

a See Figure 1. Source OECD 1971 Revlew of Development Assistance. Table 11-1, p. 34. 



TABLE II-1.- NET FLOW I OF FINANCIAL RESOURCES FROM DAC COUNTRIES. 1960 70 (NET DISBURSEMENTS) 

I l n  m ~ l l ~ o n  U.S. dollars] 

1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 
- - -- - 

.................. I. Official development assistance 4,665 5,197 5,442 
1. Bilateral grants and grant-like flows ....... 3,692 3,991 4,020 
2. Bilateral loans at concessional terms.. .... 439 685 911 
3. Contr~butions to mult~lateral institotions ... 534 521 51 1 

II. Other official f l own  ............................ 300 946 542 
1. Bilater31 ............................... 233 716 527 
2. Multilateral ............................ 67 230 15 - . - . - . - 

Ill. Private flows. ............................... I 3, 150 3,106 2 453 
1. 01rect investment ....................... I. 767 1,829 1:495 
2. Bilateral portfolio ....................... 633 614 147 

................. 3. Multilateral portfolios-. 204 90 233 
4. Export credits 4 ......................... 516 573 572 

....................................................... IV. Grants bv ~ r i v a t e  voluntarv agencies . . . - 
- -. - 

Total net flow ............................... 8.115 9,249 8,437 

1.Gross disbursements minus amortization receipts on earlier lending. 4 Measured by same caunlries as change i n  oqltstanding amounts guaranteed, by others as c h s n p  
2'lncluding granis by private voluntary agencies. On the same basis as for other years, total private i n  outstand~ng amaclats du? on dirhurszd crej i ts. Intarest is  incllded i n  the sums recorded as out- 

f loks(i tem Ill) would read 6,735 and the figure for total net flow would read 14,701. sland~ng, so that the net flow tends to be overstated i f  gross new guarantees are rising, and vice 
3 These funds of private origin are mingled with those under 1-3, and 11-2 and other funds from versa. 

nan-DAC sources, i n  programs governed by criteria similar to those applied i n  b~lateral official 
development assistance programs. 



(1. An esanlination of Figure 1 demonstrates that the total flow 
of private assistance to the del-eloping rollntries has gone 111) consist- 
rntly since 1066. Figure 1 also reveals that  clirect privntr investment 
by the del-eloped countries in those nations undrrgoing d c ~ ~ l o p m r n t  
tenclcd to  flllrtnatr, and this is confirmecl by Figure 2. \'oluntnry 
grants, on n l~ ic l l  dnt:l 11 ere 31-i~ilaljle for  ORCD use for tlie first tinlc 
in  1970 amollntecl to $S10.;> million, of wl~icll the Unitecl States ~111)- 
pliecl $578  nill lion. Like l ~ i b l i c  flo~vs, private ~ ~ O T T - s  n-else adrerse!? af- 
fectccl by inflation, so that althollgh total private net flows to the 
LnC's  incrcasccl by about $260 nlillion in 1970 over tllc preceding year, 
the actllal effect TT-as a very slight c l~c l ine .~  

2. -4lthougli official contributions to multilatrrnl organizations hal-e 
fluctuated in t l ~ c  past (See R 1. c. above), the 1)evclopnlcnt ,issistance 
Committee of 01~:('1> expects tlienl to rise in thc fut1u.r as they did in 
the last fen- Fen1.s. Indeecl, tlie 1971 lieview of 1)evelopmcnt -4ssistance 
says tliat thc acliicvcn~elit of the Pearson Commis-ion's recommen(1a- 
tion that  20 percent of offic~ia2 clel-elopnlcnt assistance be disb111.secl 
through mnltilatrr:~l chaimrls seems feasiblr.1° prol-iclecl the maltilnt- 
era1 institutions s h o ~ r  that they call iise t l ~ e  additional funds effccti~ cly. 
To  do so. tllc OECD Revirw states. thry hnl-c to improl-c their pro- 
gramn~ii ig  and acln~inistration. and tllc international lencling. botlirs 
TT-ill l~eccl to  display a greater flesibility : ~ n d  a niorc inno~ratire ap- 
proach in illlocating ant1 transferring funds. 

I3ut based 011 p ;~s t  pel.formanre it i q  tlifTicfiult to sustain the contention 
tliat a marsi\-e sliift to  mn1til:~trl~al nit1 (perhaps far  escectling SO per- 
cent) will produce any sipnifirnnt inrrcase in thc total rolunlc of :lid. 
Tllc basic problem. as scc.11 l ~ r  tliose deeply inl-olved wit11 del-elopmellt 
problrms. is to  increase tllc flov of all types of aid. JIllltilntera2 assist- 
ancc ]nay ~l-rll incre:tce over the decade of the 1!170's, b11t that is no 
guarantee that the totnl volume of aid mill increase colnmensllrilt~ly. 
nonor  nations m a r  cnt hack on l~ilatcral flo~vs as they increase their 
nlllltilateral contri1)utions. iust as tlic 1-nitecl States lins done. 

F o r  n~nlt i l i~teral  nicl-giving apc~ncies are 1irnltlicapl)ed in the snme 
fasliions as otllcl* iiltcrnatinnal agencies t11:lt d c p n d  011 cooperative 
effort in tliat they cnilllot c*onipc.l coope~.;ition. 'Tliel- cannot, in this in- 
stance, 13rV conti il)~ltioiis fi.o~n tllr so\ c l - c i~n  11:ltions tliat ronstit l~te 
their rnrml~ei.~liip. The f~ ic t  tllut the clonor co1111tr.ics s~lrrcnder esclu- 
sivc control of tllc d;st~.ibution of tllcir ail1 fnntls ~vllen tllry rnnlre them 
nvail:il~le to a n~nltilnte~.al awncy no tlo111)t acts as :I cletrrrrnt to a 
looseninr of the pilrse sti.ings. I t  qecms safe to  ilssllmr that  ~~-Ilatc\-er 
reservations tllc Ih i te t l  States may Iiave on tliis score are to some 
tlthgrcr d11p1 icatotl by o t l~er  large donors. 

111 ordrr to iucrc:lcr the f l o ~ ~  of assihtnncr. bo t l~  public and 1)ri~.:ite, 
to  the drveloping co~n~ t r i r s ,  prople in tlic dcvrloprcl count~.ies ilot only 
Iln~-r to 1)r cnnviiit.cc1 of tllc ncecl. cnnlello\~- tliey l l a~- r  to src ilicreascd 
del-clopmelit nssistanre ns 1)ring in their i~i t r rrs t .  ,So f a r  their natnr-a1 
re1l1ctnn.r to hare their own un t io~~n l  resources transfcrrcd for  tllr 
l)ei~cfit of fo i*r i~nr rc  has not brcn ov~~r~cornr. T)i~appointrnrnt nt tliis 
stnte of affairs I ~ a s  1ecl solne to t l l~a~v tlic conc~liisiou that in orckr to  
11n1-c rffc-ctivc d e ~  clop~licnt tlir1 ~vol~ ld  ntust go  be^-oiitl tlie 11atioi~-state 

Organlzat!on for Eronon;ic Cooperallon and Derrlol~n~ent. l D i l  Rerlew of D e ~ e l o p m r n t  
Asel- tance.  OR. t i t . ,  I'D. 27-3s. 
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as the basic unit of human organization.ll Humanity, they aver, must 
transcend nationality. But such a change appears most unlikely, and 
amoilg its strongest opponents me would find most of the developing 
countries, which hare a rery high level of national conscionsiiess. 

C. CAN MCI,TIIAkTEIL%L .ISSIST.%SCE BE JlORE EFFICIENTLY AD3lINISTERED 
THAN BILATERAL ASSISTAXCE ? 

1. I n  this connectioin the most severe criticism comes from within 
the United Nations family, the so-called Jaclison Report on the United 
Kations development system.12 The Pearson Report also points out 
specific areas in which multilateral aid orgailizations need to improve 
their administration.13 

Among the problems in administering Uilited Nations aid programs 
n-hich these reports point up are the following : the dearth of adequate 
facts and figures, so that no one in the various United Nations devel- 
opment programs has a complete grasp of their operations; the lack 
of an appropriate office which can both deal with the developing coun- 
tries on behalf of all U.X. aid agencies, and which could serve a t  the 
same time as a coordinating authority for U.N.-sponsored programs. As 
it  is. the lack of appropriate coordinating nlacllinery has contributed 
to some dispersion of effort by the various U.N. agencies which has de- 
tracted from the overall effectiveness of their programs. I n  addition 
it  has been noted that the multilateral aid agencies often experience 
recruiting difficulties and compete with each other for the same pool 
of skilled personi~el. Thus recruitment tends to be slow, with a result- 
ing negative effect on development progams. Morale problems arise 
if one agency is able to offer better salarles or benefits than others en- 
g?ged in very similar work. Short term contracts mean that the mul- 
t~lateral  or,asnizations often do not get the best qualified people, and 
the colltinulty of their operations obviously suffers. Their personnel 
problems are still far from being solved. 

Frirthennorc, no multilateral organization llas the network of field 
missions that the United States maintained at the height of its bilat- 
eral program. The UNDP Resident Representative in a developing 
corrntry h2s nothing like the authority which a U.S. aid mission dlrec- 
tor in thr snme comntry might enjoy. S o r  hare the multilateral agen- 
cies f ovmulated anything like the conntry -programming process usecl 
for 1l.S. aid. I f  mnltilateral resources are to be allocated more effi- 
ciently something like a country-progranmn mechanisnl ~ o u l d  
appear to be needed, and in fact the World Bank has taken a t  least 
one step which can be interpreted as a move in that  direction. This con- 
sists of an expanded program of country economic reports which 
would be rendered by regular annual missions to developing countries. 
I n  these reportinz missions, qualified people would perform sector 
analysis, personnel from the Food and Agriculture Organization 
(FAO) wonld report on the status of agriculture, a representative 
of the International Labor Organization ( ILO) would cover man- 
power, ancl so on. The Jackson Report proposes something nlong the 

uHarr lp  a. Johnson, "Pearson's 'Grand Assize' Fails." Round Table. January 1970, 
pp,-24-25. -- J;lrl;son Sir Rohert G. .I . A Stu(1ll of the  h p o c i t n  of t h e  United ATatio1s8 Derelopment 
&')/stem rols United Nations. Geneva. 1969. 510 pages. 

~ s ~ ~ a r - s ~ n  ' i e s t e r  B. Pnrtners  in  Development.  Report of the Commisslon on Interoa- 
t i o n ~ l  ~ e ~ e l ; ~ r n e n t .  ~ e k  Yorl;. Praezer. 1969, PP. 215-230. 



same lines for the United Nations Development Program, and action 
to implement its recomnlendntions has already begun. 

2. The fact that both the World Bank and the UNDP have begun 
a somewhat similar. approach toward integrated country-program- 
rning can be seen as illustrating the parallel evolution of these multi- 
lateral agencies on the one hand, or as indicative of their potential ri- 
valry on the other. Robert E. Asher of the Brookill s Institution leans 
to the latter interpretation. He  puts i t  as follows : "Eir Robert Jackson 
is obviously nneasy about the threat to the rest of the U.N. machinery 
implicit in a unilateral expansion of the bank's responsibilities for 
progress reporting and, though i t  is not self evident to me, asserts that 
'it is self-evident * * * that UNDP's operations must expand at  about 
the same rate as those of the Bank.' " l4 A further quotation from the 
Jackson Report illustrates the point in a forceful fashion : 

The World Bank Group should be the chief arm of the UN system in the field 
of capital inrestment, while the UNDP should perform the same function for 
basic technical co-operation ~ n d  pre-investment. However, as  I hare indicated. 
a number of forces, now converging on both organizations-not ,211 of which 
are under their control-could produce a very different balance between them. 
There is, therefore, a rery real danger that the centre of gravity for pre-invest- 
ment work could be pulled away from UXDP to IBRD. If this happened, the 
result would be a negation of one of the basic functions for which UNDP was 
specifically created : to fill the "pre-investment gap." If governments do not gire 
UNDP all the resources it needs to play its full role, then, in plain language, 
it  must become, by sheer force of circumstances, aljunior partner of the World 
Bank in that field. I s  this the wish of gorernments? 

3. This problem of the relationship between the UNDP and the 
World Bank Group is cited by Sir Robert as a manifestation of the 
inherent inconsistencies and structural deficiencies of the United Na- 
tions development system. Yet one reason for these clifficulties is, as the 
Jackson Report stated, that the Bank ailcl the UNDP have been con- 
cerned with different aspects of development. The so-called IVorld 
Rank Group, consisting of the International Bank for Reconstruc- 
tion and Development, the International Derelopmeilt Association, 
and the International Finance Corporation, commands more capital 
tlirm the UNDP, but i t  has built its reputation on the appraisal ancl 
mana ement of large capital projects. The 1T.N. Development Pro- % gram as been concerned more with pre-investment surveys and tech- 
nical assistance. This division of labor seems IogicaI rather than arbi- 
trary, and it offers hope that any attempt to restructure the machinery 
of multilateral assistance will be approached in a conciliatory spirit. 

4. I f  restructnring of the multilateral aid eifort seems appropriate 
for purposes of clarity and coordination, it may be even more neces- 
sary as a device to elicit support from private citizens and political 
leaders who favor greater use of multilateral machinery, but who need 
some central organization around which they can rally. I f  multilateral 
aid suffers administratively from diffusion of effort, the same may be 
said for it  politically. A more tightly organized and unified struc- 
ture might thus be advantageous in terms of focusing political sup- 
port as well as for reasons of pure efficiency. 

5. The answers given to the question as to whether multilateral 
assistance can be more efficiently administered than bilateral suggest 

Asher, Rnhert E., Development A a ~ I ~ t a n c e  i n  D D  I I  op.  t i t .  D 112. 
Jackson. ,Slr Robert G .  8 . .  A S t u d y  o f  t h e  ~ a p a c i t k  o f  t h e  ' ~ i i t e d  Nation8 Development 
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that for the present, at  any rate, it is not. This coulcl change with time, 
but right now greater efficiency can hardly be claimed as an aclvnntage 
of multilateral programs over those that are bilaterally administered 
by the United States. 

6. One approach to multilateral aid that might provide a usefnl 
flexibility, although it wonld certainly not mean a more tightly knit 
structure, is that of the Consortium. When an internatioilal aid con- 
sortium is formed, a number of doners come together with the recipi- 
ent to work out a conlmon strateg in the provision of aid. Consol*tia B can be concerned with a concerte attack on the developinental prob- 
lems of an entire country, or they can assist a single project or a 
single sector of the economy. They can be mixed entities, composed of 
governmental agencies, multilateral agencies, and private lci~ders or 
investors. I n  the Mekoilv Project some 25 countries outside the region 
have been involved, pyus four countries of Southeast Asia, plns 
twelve United Katioils functional agencies plus at  least one founcln- 
tion. The India Consortium, on thc other hand, consisted of just five 
founding member coiintries plus the IBXI)/IDA, but five additional 
couiltries later joined. John White, in Pledged to Deae7opment sees 
the consortium as probably the largest feasible unit of effective opcl-a- 
tions and co-operation.16 However the consortium denial is not a pan:%- 
cea and friction between donor and receiver is just as likely to occur if 
this form of aid giving is adopted, 

particul 
arly where aid is condi- 

tioned on the adoption of certaln po icies by the receiving country. 

D. THE BASIC ADVANTAGE O F  3IULTILATEIULISM 

Since multilateral assistance will not wholly take the politics out 
of foreign aid, and since i t  is not demonstrable that such assid - ailce 
mill result in raising greater sums for derelopment nor make for a 
more efficient administration of aid, what advantage can legitimately 
be claimed for multilateralism? One answer can be found in I11 A I 
above. namely that U.S. contributions to multilateral aid orgnniza- 
tions do serve to reduce the importance of political and security factors 
as justifications for U.S. assistance. AS U.S. funds are filtered through 
international bodies the choice of recipients and the policies followed 
toward them do not depend exclusively on U.S. interpretations of its 
security requirements. The United States thus becomes a far less 
credible target for its critics in both developing and developed 
countries insofar as its policies toward the former are concerned. 
Criticism will not be eliminated,.but some of its sting should be drawn. 

Furthermore, by reducing reliance on the seclirity rationale, U.S. 
aid could be put on what many feel is a sounder basis: considerations 
of broad humanitarian interest. They further contend that with the 
United States as a leading participant in a great multilateral effort 
for the economic modernization of the world's poor nations, much of 
the support for foreign aid that has eroded in recent years could be 
won back. The validity of this hvpothesis can only be tested, however, 
if multilateral programs and the U.S. role therein are considerably 
expanded. Present indicstions do not point in that direction. 

IrWhite, John, Pledged t o  Development. Overteur Development Institute, London, 1907, 
p. 27. 



A. TIIE SCOPE O F  TIIE DEBT GERVICING PROBLEM 

1. One problem faced by developing countries for which a solution 
m~is t  be found, a i d  found rapidly, is that of debt servicing. Repay- 
inents of interest ancl principal constitute a severe drain on their for- 
eign eschange resources which, if not arrested, could bring develop- 
irlent to it  virtual halt in some countries. The problem is characteristic 
of both bilateral and multilate&l aid programs. The question is : what 
alternative policies can offer the promise of halting this drain? 

While notiilg that available statistics on external debt are not 
wllollg reliable, the 1971 Report of the World Bank states that i t  is 
safe to say that by the end of 1969, 80 developing countries owed 
alillost $3'3 billion in external public debt.17 Half of this amount was 
owecl by only eight countries, namely India, Pakistan, Brazil, Mexico, 
Indonesia. Iran, Argentina, and Chile, in that order.18 Of these, India 
owecl by far  the greatest amount, over 8.9 billion dollars. The Bank's 
Report fi~rtller states that froin 1970-1975 developing countries will 
have to make service payments of $1'3.83 billioil on an outstanding 
debt to oficial creditors of $43.41 billion. This is a ratio of debt service 
to outstanding debt of 46 percent. Service paymeilts on debts owing 
private creditors for the same period come to $12.97 billion on $15.53 
billioil of outstanding debt, a ratio of 84 percent. I n  a few countries, 
Argentina. Brazil, Mexico, Peru, the Philippines and Yugoslavia? the 
ratio of clebt service payments to debts outstanding to private creditors 
is expected to be close to 100 percent, or even hrgher, in which case 
these countries could be paying private creditors more in amortization 
and interest than the actual amount of their debts to such creditors. 

Obvioidy debt servicing problems can create acute difficulties for 
some of the developing countries. But there is a feedback which affects 
the donor countries as well. For as Willard Thorp points out, "total 
assistance will have to grow higher and higher to make possible in- 
creased pnglrleilts to the suppliers of assistance2"hese increased re- 
pag~uei~ts to the supp1ie1.s of assistance mean an actual decline in 
wlcll as5istance even when i t  appears to increase, unless the increase in 
aicl is large enough to allow for this offsetting back flow. To  put i t  
another way, sharp increases in debt servicing expenditures put an 
added crimp in the often slender foreign exchange resources of the 
develoring countries. This necessitates increased assistance by the 
clel-eloped countries in orcler to maintain n fixed net flow of develop- 
ment aid. anel ally agreecl contribution to LDC growth rates. Thus 

17 International Bank for Recanstructlon and Development. International Development 
Assoclatlon. Annual Report 1971. World Bank/IDA. Washington. 1971, p. 60. Amount owed 
to  bilateral multilateral and private creditors. 

l a  Tbid., statlstical Annex. Table 6, p. 64. Ranking done by author. 
)* ' I  110~1). \Yillnrd, l'lre 12ctflitu of Foreign Aid.  Prneger, S e w  l'ork, 1971, p. 210. 
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tliere is a direct relationship between tlie increase in debt scrvice 
payments by the LDC's and the ability of the developed countrics to 
meet tlie Second Developinent Decade target of a flow of one percent 
of the GNl' by 1975. 

2.  There are a number of factors bchind the clrbt servicing pl~oblem 
of tlie LDC's, but two 1ia1-e beell charactt.rized :is fundamPiltal.'Wile 
is tlie productivity with 11-llich capital may be employed by the bor- 
rowing country, ancl tlie second iilvolres the transformation of output 
into foreign excllange \~-liich can be usccl for  debt scl*ricing. The pro- 
ductivity of capital is to some extent a fullction of the liinds of avail- 
able projects on which that capital can be put to  use. Ulifortunately 
sonle developing c0nntrii.s are handicapped by a shortr~ge of projects 
which mill yield a return comparable to that  earned in inrcsteci cap- 
ital in the developed countries, or to  the cost of capital on tllc inter- 
i~ationnl irlarlrets. Their borro~viiigs must bc repaid before tile iiew 
facilities or the n e w l ~  trained manpolK;rr call bring a financial return. 

I n  aclclition, cleveloping countries often have greater clilficulty i n  
conve;-ting investment earnings into iol.c>ign exchange than cia tliose 
countries alreacly developed. JIuny LI>C's n1.e raw materials producers 
who have found that if they substantially increase their l)rocluctio~l of 
rubber, sugar, textile fibers and the like, prices are lilcel~: to  g o  t lo~rn. 
Or. their prodncts l l la ,~ face tal*iff barriers, c1nnntitati1-c restric.tions, or  
both. This is the situation \ ~ l ~ i c h  has given rise to  demands for prefer- 
ential treatnlcnt for  the pl.oducts of tlle LDC's in the ~iiarlict-! of the 
developed couiltries. For  t l~cre appears to  be an ii~tinl:~te rcn!tionship 
between the debt service probleill of tllc k1)C.s anrl their ~lem:lnds for 
preScl*entinl trading treatment. Shonlcl snc l~  treatment 2ctually be in- 
stituted, Inany of tlie LI)C's vonld expect to  ease their debt service 
l~urdens considerably. 

3. The debt sel.vice problem is also esacerbatrcl by tllc practice of 
inost aid donors of tying their aicl to a l>a~*tic.ular l>rocurenlcnt source. 
This may result in a situntioil vhere the recipient actually has to pay 
illore for  its aid, since it  inag be unable to purchase froin tlle che:~pest 
source but still has to pay a fixecl rate of interest. 111 a likr illailner the 
real value of grants is 

The r n i t e d  States 11as follo\ved a policy of tiecl aid since 1959. Prior  
to  that  time the law \->ermittecl the procurement of aid itmls anywhere 
in tlie vorld, although it liad always required that  one hnlf such goods 
be carried on American s!iips. Uncler the Foreign Assistnrlcc Act of 
1961 (as amenclecl) ancl its implementing regulations, oft'sllorc expen- 
ditures are limited to snch items ns ~a lnr ies  and paynlents to  oversens 
personnel and contractors, procurem~nt for Vietnam in certain coun- 
tries n-hich mnst. in turn, bny from the United States, contrihntioi~s to 
international organizations. the procurement costs for  administr:ltive 
nild technical assistance in the LDC's \\--hen 1J.S. costs wonld be at least 
50 percent higher, nnd finally. limitetl purchase abroad of parts ancl 
accessories ~ ~ ~ h i c h  originate in the lTnited Statcs hut are locallv arail- 

Presumably these pro\-isions account to  a considerable degree for the 
fact that, as an example, roughly 92 percent of total A111 expenditures 

"World Bank/IDA Annunl Report. 1971 O p  oft. p. 52. 
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in 1967-68 were in tlle United States. I t  should also be noted, with re- 
spect to the debt service problem of the LDC's, that food distributed 
under P.L. 480 originates in the United States, and that most Export 
Irilport Bank loans are used for the purchase of U.S. commodities. 

As noted previously, other donor countries also tie their assistance 
to pnrchase of their goods.22 It is a form of export promotion v;llicll 
~nany  countries apparently find desirable. yet as Thorp points out, 
many of the goods and services are bound to come from the couiltry 
proriding the assistance, and all grants are almost certain to come from 
tlie grantor.23 The result is likely to be higher prices for the goods and 
scl.rices 117hicll developing countries need. Since aid-tying now features 
I-il-tnally all bilateral programs of any consequence, tlle mutual 
cooperation of dollor countries ~vill be nececsnry if the practice is to be 
~beduced or eliminated. DIIC has euertecl pressure in this direction, ancl 
sollie goveianments have responded in a less than enthusiastic manner, 
with nleasures such as technical advice on efficient purchasing. The 
feeling seems to be that mltil the United States takes decisive action 
against it, aid-tying will continue to characterize development assist- 
ancc programs. 

a. The United Statcs has shown little disposition, Ilorrever, to moclify 
tlie po!icy of tied aid in a really significant way. Indeed in 1967 the 

a ion concept of additionality n-as introduced by administrative regul t. 
into the U.S. aid program, further tying aid. 

Tlle tliinkil~g underlying additionality was as follows: I f  
tlie recipiellt of aid ~vould have purchased a particular product in the 
TTnited States even in the absence of aid, then aicl actually freed sorlle 
of that country's foreign exchange for purchases elsewhere.24 Addi- 
tionnlity rcquired that the recipient countlies use their aid credits for 
~~urchases "in addition" to their normal import of U.S. goods. I n  ef- 
f ~ c t  it colnpelled them to purc1in:e specific items in the United States 
that tliey might not buy otherwise, or would buy from some other 
count rv. 

Aclclitionality was infavorably received by U.S. aid beneficiaries, 
and proved very difficult to administer. The program rras vulnerable 
to the criticism that it was designed more to promote U.S. exports 
than to foster development. Aid was withheld from some countries 
while they struggled to erect a sj~stenl of export controls capable of 
guaranteeing ndditionality, while at the same time the United States 
offici.il1-y expounded the virtues of the free market. Additionality was 
resented ~ ~ i t h  particular bitterness in Latin America, where i t  became 
"not only a serious prncticaI impediment to the distribution of au- 
thorizccl nonl3roject aicl hut also a new sy~nbol of g ~ i n g o  impe- 
riousness." Z5  

The Latin Americans strongly criticized both tied aid and addition- 
~ l i t g  ill the Consensus of Vina clel Mar in May of 1969. I n  June of 
1960 arlditionality was terminated. much to the relief of those trying 
to admillister it.26 On October 31, 1969, President Nixon untied Latin 

" Sre p. 29. 
Thorp. op. M't., p. 214. 

24 Hutcheson, Thomas L., and Rlchard C. Porter The Cost of Tying Ald : A Method nnd 
Somc Colonlhisn Estimates. Princeton St~rdies in ~n'ternational Finance No. 30. Department 
of Economics, Princeton C'nirerslty. 1972. p. 10. 
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American aid a bit by permitting dollar credits advanced to Latin 
America to be spent in Latin America. This action was broadened in  
the President's fore@ aid message of 1970, in which he announced 
that virtually all low income countries would be ~ e r m i t t e d  to use their 
dollar credits to finance procurement throughout the underdeveloped 
vorld as well as the United States. A t  the same time the President 
stated that the complete untying of aid had to be a step taken in concert 
with other nations, and noted that the United States had begun tallis to 
that end with the other members of DAC. Those talks have appar- 
ently not progressed, hen-ever, for no agreement has been reached by 
the donor countries which would completely untie foreign aid. h'or 
have the developing countries found 17ery much use for their dollar 
credits in other LDC's. 

4. The difficulties of debt servicing have been exacerbated in recent 
years by four factors, according to the Pearson Commission. One was 
the steadily increasing proportion of loans under the various official 
aid programs. Second, the terms of some of these loans, particularly es- 
port credits, were hardened somewhat during the middle 1960's. Third, 
the increasing cost of money on world capital marlrets compelled the 
l170rld Bank and other multilateral agencies to raise interest rates 
on their loans. Finally, rising interest rates also raised the cost of 
credits extended to  purchasers of machinery and e q n i ~ m e n t . ~ ~  Despite 
these increased costs for development loans. the World Bank's report 
for 1071 declares that "inappropriate terms have not usually been the 
cause of debt ser~ricing difficulties." 28 

5. The position of the United States with respect to debt servicing 
is perhaps best illustrated by comparison with those of the other mem- 
bers of tlle Development Assistance Committee (DAC) of the Orga- 
riization for Econonlic Cooperation and Development (OECD). 
T'nder the 1069 Supplement to the 1965 Terms Recommendation of 
DAC, there are two suggested criteria for the extension of loans and 
prants to the developing countries. The first, the so-called grant test, 
requires that a nlinimum of 70 percent of total official del-elopment 
assistance be in the form of grants. The second, which coilcerns loans, 
consists of s minimum concessional element test and an  average con- 
cessional element test. The minimum concessional element test pro- 
\-icles that transactions having a miilimum grant elelllent of 61 
percent should constitute a t  least 85 percent of total oficial develop- 
ment assistance. The arerape concessionnl element test provides that the 
softest 85 percent of official development assistance comnlitments must 
contain an a1:erag: grant element of 85 percent. 

I n  1969 the TTnited States finally met the grant test, which hat1 becn 
l~.esc~.ibed in 196.5, hilt n year later i t  had fallen short again. Only 64 
perrent of official U.S. clerelopincnt assistance was in the form of 
grants. The percentage figures for certain other colmtries were as fol- 
lo~vs : Anstlaalia, !I1 percent ; Canada, 65 percent ; France, 73 percent ; 
Germany, 51 percent : Japan, 39 percent Norway, 99 percent ; and 
the United Kingdom, 50 percent.2B The United States qualified hand- 
son~ely, horrel-er, under both the nlinill~nnl and average concessional 

!:?'f~i-trtcrs ii: Derelopntcrzt ,  o p .  cit., n r ~ .  153-154. 
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m Organlzntion for Economic Cooperation and Development. Development Asslstance. 

1971 Rerlew, op. cit., p. 64. 



element. tests, ~1101~illg 9.) lxrcellt of grants ancl loans with a conces- 
siollnl elenlent of at least 61 percent, and a 99 percent concessional ele- 
nlent in the softest 83 l3eyceiit of ofiicial assistance. Conlparable figures 
\\-ere 98 percent for Canada in each category, S1 percent minimunl and 
86 percent average collcessional elenlellts for Gerniany, 73 ancl 93 per- 
cent for France, and S8 and 90 percent for the TTllitetl I<i11gclon1.~~ 

Viewed in this manner, the United States' contribution to dcrelop- 
ment aid appears in a much more generous light tli:~n when compared 
nit11 other countries on the basis of GNP alone. Yet i t  has been pointed 
out by a t  least one authority that most other bilateral donors leiid 011 

terms ~11ich on the average are softer than those by the United S t ~ ~ t e s . ~ ~  
For  one thing the terms of commodity assistance under P.L. 480 have 
been progressirely 11ardened by the Congress. First, Congress increased 
the requirements for down paynlellt on sales, and then it increa~ecl tlle 
proportion of local currency 17roceeds reserved for U.S. uses. Then the 
repayment of loans f r o n ~  the proceeds of P.L. 480 sales was grat2ualIy 
collveltecl fl-onl a local currency basis to a dollar basis. Export-Import 
Bank loans, which were generally extended on tougher terms than 
those advanced by the Development Loan Fund of AID,  incrensecl 
significantly as a vehicle of ecollolnic assistance. Gmnts tended to es- 
ceed credits for military assistance by a considerably greater margin 
tllan was the case wit11 eco~lol~~ic  aid. These factol*~, along with n gen- 
eral increas~ in interest rates and strengthening of other conditions 
attached to dollar loans, added u p  to a very definlte hardening of U.S. 
bilateral nssistallce tern~s.~:  

B y  may of contrast, some, but not all, of the other bilateral donors 
were gradually easing their terms while the United States was tight- 
ening up. Canada, Denmark, the United Kingdom and Sweden intro- 
duced interest-$ ree loans. I n  recent years more than half of Canada's 
loan commitments have consisted of 50-year maturity interest-free 
loans. On the other hand, hard lenders such as Germany and Japan 
have become increasingly important to the overall flow of aid, and the 
practice of tied aid has become almost universal. Even those multi- 
lateral age~icies mhicll borrow in the world's money markets, faced 
with the tightness of markets and anticipating the need to raise n~ore  
capital by floating bonds, have generally hardened their terms. TVhnt is 
more, the harder-lending agencies such as the TBorld Banlr or tlw Inter- 
American Development Bank, have been making an  increasing pro- 
portion of development loans. I f  such institutions issue bonds to re- 
plenish their loan funds they may have to pay more to attract invest- 
ment, with the result that they will charge the borrower more. I n  the 
meantime soft loan agencies such as the International Development 
Association, ( IDA)  the U.N. agencies, and specialized funds of the 
regional banks, which de end on governments for their source of 
funds, have been finding t e e going ever harder as they seek to obtain 
the wherewithal to expand their operations. Furthermore, some mul- 
tilateral agencies have actually gone in for tied aid. For example, the 
European Economic Development Funds now require that the funds 
i t  provides can be used for purchases only in member or associated 

" Ibld.  
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countries of the Europetu~ Economic Community; and U.S. subscrip- 
tions to the IDA have been tied to procurement in this country. 

B. IVHAT CAN TEE UNITED STATES DO? 

I t  is in the interest of developing countries with major debt servicing 
problems and in the interest of their creditors that steps be taken 
to provide alternatives to the present situation. Moves toward untying 
aid inay best be undertaken in concert, as has previously been pointed 

but there are measures that the United States can undertake uni- 
laterally without giving undue offense to other donor countries. 

1. One alternative course for the United States, but one that woilld 
have to be described as a very remote possibility, would be to forgive 
certain development loans and simply turn them into grants. hssnnl- 
ing this highly unlikely course of action were adopted-whiclt would 
appear to require congressional ap  roval-U.S. aid officials would be 
called upon for decisions as to whic f loans to forgive. Even if they ex- 
ercised such a power with the utmost tact and discretion, it  is difficult 
to see how a great deal of protest and recrimination on the part of 
those developing countries \vho were not afforded this kind of relief, 
could be avoided. 

2. A more likely a1terilati1.e would be to reschedule payment of 
certain development credits. Such resclledulblgs are normally carried 
out in a nlultilateral context, and there have been twenty-four of them 
involving twelve countries between 1956 and 1972.34 Among the more 
important rescl~edulings in which tlie U.S. has been involved arc the 
following : 

(0) the India Consortiunl, 1968 and 1971. I n  that case, the 
total relief was $100 illillion for each of these two years. The U.S. share 
was $8.8 illillion per year, covered by granting relief of debt ser~ic ing 
due on n 10~11 made by AID redecessor. I n  April, 1072, the India 
Conso~.tium agreed in priilcip f e to reschedule $151.1 million in clebt 
service due. The U.S. share is to be $29.12 million, divided into $3.6 
illillioil in AID credits and $3.5 illillion in P.L. 480 Title I sales 
agreeinents. 

(b) Indonesia: Earlier reschednlinp mere subsnmed under a 1971 
agreement by which Indonesia's pre-1966 debt mas rescheduled on a 
30 year iu.pagnlent basis. The total amount rescheduled was $2.1 bil- 
lion. of \vllich tlle United States' share was $213 million. 

(c) The Palcistan Consortium agreed in Rlarch. 1972, to reschedule 
some $231 million of debt service due in the period between March 
niid Jnne 30 last year. l ic~ayment  is to be made over a three year 
period beginning on .June 30,1074. The United States share of this re- 
scheduling is $50.1 million. 

(d)  Chile: Thirteen TTestrrn creditor nations, the so-called Paris 
Club, have agreed in principle to reschedule payment of an estimated 
$160 inillion, on which Chile has been in default since Kovembcr 
1071. Repayment is now supposed to be made over an eight year 
period, According to AID, "Bilateral agrecmeilts concerning the U.S. 

See pp 31 and 33 
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share of $65 million pursuant to the agreed minute signed by the 
creditor nations hare not been completed." " 

(e) Yugoslavia: I n  August, 1971, the United States and Yugo- 
slavia signed a n  agreement in conjunction with an Iilternational Mon- 
etary Fund "standby" \vhich rescheduled some of the principal and 
contractual interest falling due during calendars 1971 and 1972. The 
amolint rescheduled was $59 million, to be repaid over ten years after 
a 1 year gmce period, at  a 5 percent ailiiunl interest. 

( f )  Egypt:  After a four year default, Egypt and the TJnited Statcs 
reached an agreement to consolidate and reschedule Egypt's debts t o  
AID, the Export-Import Bank, the Commodity Credit Corporation, 
and the Agriculture Department. A total of $145 mil!: 1011 was 
rescheduled. 

Assuming a satisfactory agreement is reached with Chile. t h ~  total 
amount of the IJnited States share of debt reschedulings will be 
$578.82 million. MThile there have been other clebt reschedulings t o  
which the United States has not been a party, since the Lnitcd States 
is by f a r  the largest creditor of the developing countries. tlie largest 
amount of rescheduled obligations involved clebts owed this country. 
It is anticipated that problems of debt servicing mill be esac~rbated 
in the 1970's, as the gmce periods terminate on loans made dnring the 
196O's, when there -as a high level of development lending. 

One ironic aspect of the situation is that different U.S. agencies 
lend on different terms, so that whether or not a debtor comltry seeks 
to reschedule payments may be a function of the type of loan that was 
originally negotiated. Ilerelopment loans of the Agency for Interna- 
tional Development are usually made at the minimum terms permitted 
under the Foreign Assistance Act, namely 40 years maturity, 10 years 
grace, 2 percent interest during the grace period and 3 percent therr- 
:~fter.  Loans under P.L. 480 are made on harder terms, and thoso mnde 
by the Export-Import Bank are harder still. The 1.esi11t is to increase 
the difficulty of correlating the loans and credits ndvanced to any given 
country with its capncitj- to  erri ice the debt thus incurred. I t  112s been 
snggested that some flesihilitv coiilcl be acl~ieved in inatcliin,rr terms to 
debt servicing capacity if AID, the Dr1,artment of Agricnltllr~, and 
the Export-Import Bank would coordinate their policies n~it!l rrw)ect 
to the terms to be offered earl1 recipient I n  any event debt 
negotiation is likely to play an enhanced role in the aritlln~etic of 
1J.S. bilateral and ml~ltilateral clevclopment aid, and i t  is important 
for  this country to develop policy gi~idrlines with respect to sng:l-k mat- 
ters R S  flexible terms, burden sharing, and resource requirernei~ts of the 
IJDC'S. 

Congress woulcl nndoubtedly wish to take part in the form~llation of 
any new policies in this area, particularly with respect to the terms 
of lending. a subject concerilinp which i t  has a wealth of experience 
and expertise. I t  mould be possible for Congress to exercise ultimate 
control over the terms of aid yet permit A I D  to have considerable 
flexibility. Fo r  example, Congress could place one ceiling on tlie tntal 
 mount of loans and nnother ceiling on the total amonnt of conces- 
sional aid, while the aid agency could determine the composition of 

=Extract of document In preparation. submlttecl to wrlter by Ofece of Legislative and 
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assistai~ce to a pal-ticular country within those particular limitations. 
Or flexible terms with respect to interest rates, maturities, and grace 
lxriods could be enacted into lam. I n  any event, there are strictly uni- 
lateral options with respect to debt servicing and rescheduling that are 
open to tlie United States should this cotintry care to use them.37 

3. Other courses of nction involve acting together with other donor 
countries. Among the alternatives which lend themselves to a coopera- 
tive international approach are the search for methods that would in- 
crease the ada)~tability of milltilateral lending agencies. One way to 
nccomplish tlus woi~ld hc to increase greatly the funds a\rallnble to 
tlls soft-loan agencies, while another might be some form of interest 
subsidization. The U.S. could also work through DAC to work otit a 
burden sharing criterion thnt is more equitable than the present "terms 
r.ecoinmendation." 

Any leverage the United States can exercise toward inducing its 
fellow donors to work together toward injecting greater flexibility 
into tlie terms of bilateral aid. or toward grouping receiving countries 
according to their debt-sei.vicing ability. or toward increased snbscrip- 
tions to multilateral lenders, articularly those of the soft-loan vari- 
ety, is obviously circumscribe 1 by the harder lending terms this coun- 
try has imposecl in recent pears, and b the delays in meeting U.S. 
quota payments to the International development Association and 
some of the regional banks. I f  the IJnited States feels that these ob- 
jectives are worth attaining, and would like to use its influence to- 
ward their attainment, then it mould seem desirable that it ease repay- 
ment terms on loans and credits, and be somewhat less grudging in 
redeeming pledged subscriptions. 

a. ,4t the UNCTAD Conference a t  Santiago the United States took 
a somewhat equivmal position toward a poor nation pmposal linking 
Special Drawing Rights ( SDR's) of the Internationa hlnnctary Fund 
to development assistance. At first i t  appeared that the United States 
would endorse the measure, but then i t  backed off, arguing the decision 
was one for the I M F  to make, and abstained from voting on the 
resolution. 

Special Drawing Rights are a form of booklreeping technique by 
which the I M F  puts about $3 billion into circulation annually. They 
are used as a means of settling debts between countries. But some 73 
percent of this so-called "paper gold" goes to 25 of the rich nation8 
of the IMF, while the remaining 27 percent goes to 86 poor nations 
that are also members of the What the developing nations 
want is a distribution scheme which will enable them to utilize the 
SDR's as a source of funds to service their debts for development 
loans and credits, instead of their being used byv the deevloped coun- 
tries chiefly for meeting short-run declines in foreign reserves. as is 
presently the case. SDR's could constitute a form of pump priming 
which would not obligate tho LDC's to depend upon the good will and 
lar esse of the lending nations and their le islatures. 8r. Hannah, the Administrator of A I ~ ,  has stated, with respect to 
this use of FDR's, "If n-e are to carry out our fair share of the total 

m The Rockefeller Report, "Quallty of L4fe In  the Americas" anggwted t h a t  when a debt 
1s postponed fo r  a perlod of years the equivalent amount in local eurrency be pald to a 
fund to be used f n r  development. The United Rtatm was to have some influence on this fund. 
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responsibility, I see no better way to do it." 38 The Spokesman for the 
Common Market Finance Ministers, Sr. Colombo of Italy, indicated 
that his group u-ere agreed that SDR's should be used as an indirect 
form of development assistance. Yet when it came to a vote a t  
UNCTAD I11 the United States, Britain, West Germany, France, and 
other capital exporting countries abstained from voting for a simple 
resolution urging the I M F  to consider all aspects of various proposals 
for a link between the SDR's and development asssi tai~ce.~~ This ap- 
l~arent  indifference to what the developing countries see as an over- 
~vllelming need served to heighten their frustration and aggravate 
their resentment a t  the developed countries, p?rticlilarly the United 
States. Indeed, the outcome of UNCTAD I11 in this and other areas 
does not augur well for future relations of this country with the under- 
cleveloped world. 

4. I n  consideriilg the debt servicing problems of the LDC's it needs 
to be borne in mind that a great deal of this debt is on-ecl to private 
creditors. Accorcling to tlie Tk70rld Hanlr, of the total public debt ont- 
standing at the eiid of 1069, 26.4 percent was owed to private cretlitors 
(more, mcidentally, that was owed to multilateral iilstitutions anti re- 
gional developmental banks). I n  addition, the lonils exteilclecl by pri- 
rate creditors normally have some~vhat shorter repayment periocls 
than those extended via officinl 

Obviously the government cailiiot change the terms of loaris es- 
tended to developing countries by private lenders. But it call illrow its 
influence behind unoficial efforts to persuade private 1J.S. creditors of 
the LDC's to reschedule and renegotiate loans, lower interest r:l.t~s, and 
lengthen periods of repayment. Such a collrse is more lilcely to he pur- 
sued if the goreri~n~ent,  as a matter of policy, ndopts a generally per- 
missive attitude t o ~ ~ a r c l  those LDC's desirous of easing tlle terrns of 
repayment on officially-extended loans and credits. Congressional sen- 
timent can hare a great deal to do with any decision by the executive 

~ervsnce branch on whether to ease such terms or to insist on strict ob- 
of the original obligation. . 

5. Preferciitial treatment for the products of the less developed 
countries in the markets of the developed ones, specifically in the U.S. 
market, has been very ~ i d e l y  nclvocated as a remedy for the debt-serr- 
ing clifficulties of tlle assisted nations. Such treatment u-ould presum- 
ably permit the LDC's to  earn tlle foreign exchange to rlleet their 
external obligations, including loan payments. ITo~vever, tlle use of 
preferences is in itself a major alternative policy to the prrsent bi- 
lateral aid program, and as  such deserves to be discussed for many 
reasons in addition to its applicability to the debt problem. The nest 
section of this report is devoted to preferential tariffs, and their feas- 
ibility as a technique for dealing with the mounting debts of the LDC's 
will be treated therein. 

6. One other approacl~ toward mitigating the debt problem which 
has alreacly been alli~ded to in this report would be the untying of aid. 
At  present there is little sign of movement on this issue. A resolution 
was passed a t  the recent UNCTL4D meeting wllich urged the devel- 

"Quoted i n  Congressional Record. Apr. 28,1972, P.8.6049. 
"New Tork Tlmee. May 22, 1972, p. 2. 
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oped countries to reach an i~~ternational agreement on the general un- 
tying of aid at the earliest possible date.4"f past performance is any 
guide, it will not have much of an effect on the developed countries. 
This could be unfortunate, for either the inability or unwillingness of 
the developed countries to respond to much of what the LDC's consider 
to be their jnstified demands appears to be pi~oducing not only a scep- 
ticism toward the sincerity of the developed countries, but a restless- 
ness wllich has tlie potential to become a seriously destabilizingelement 
to current world order. 

United Satlons Monthly Chronicle, June 1972, p. 46. 



IV. TIIE QUESTION OF PREP~NTIAI .  TAHIFF TREATMENT 

Preferential treatment for the goods of the LDC's in tlle markets 
of the developed countries is probably the most widely advertised 
panacea for the problems of the developing countries. Trade brings 
in foreign exchange earnings, while aid does not. "In the lon run," 
says tlie Pearson Report, "only the evolution of their trade wit ? 1 other 
nations. together with a growing capacity to substitute domestic pro- 
duction for  imports, will enable the developing countries to grow 
without the help of concessional finance." 43 I n  essence, the drive for  
preference is a more to substitute what inigllt be called concessional 
trade for  concessio~ial finance. 

Kot surprisingly, the LIIC's view the question of preferential treat- 
ment for  tlieir products as crucial. Without a consistent flow of exports 
it is difficult if not iinpossible to make firm development plans. Indeed, 
the economic g r o ~ r t h  of individual developing countries correlates 
more closely wit11 their export performance than with any other eco- 
no~llic indicator.44 

1. Tlie developing conntries have, on a number of occasions, es- 
pressccl their concc1.n over their trading outlook, and tlieir interest in 
gainiiig access to the market of the del-eloped countries on preferential 
tc~rins. (They actually have siicceeded in doing so in a number of coun- 
tries. a matter cliscussed under siibheacl I3 below). A t  UXCTAD I, 
licld in 1964, the LDC's argued for geneml preferential tariff treat- 
r~iciit \\-ithout any quicl pro quos, receiving tlle support of the United 
J<ingclom, 11-liile France and Belgium farored sclcctive preferences. 
The T-nited States, Canada, Xorway. Sweden, and cT:~pail 01)posed 
preferences altogether a t  that time. A t  UKCTAD 11, in 1968, the less 
del-eloped co~uitries reiterated tlieir den~and, and by this time the 
Tinited States was reacly to agree to i t  in principle. I n  1969 the Latin 
Amei*icaii countries brought out the C:onsensus of Vina del Mar, whicll 
wliile aimed esscntiall~ at  the TTnited States. forcefully articiilatcd tlie 
measures the LDC's wanted the cle\-eloped countries to take in the 
trade field. Two of the key princil~les would (1)  eliminate the concept 
of reciprocity ~rherebg any participating country (in a general tariff 
a.greenlcnt) was expected to make concessipns eqi?al to those i t  receives, 
and (" niodify the principle of non-discrimination, under wliich each 
participating country n-ould be expected to treat all others alike. 
Illhere the Consensus went further than other statemrnts of this type 
was in its proposal that the United States might select sectors or  
hrnnclies of its ow11 economy where the production pattern could be 
restrnctiired to create a market for Lntin American manufactures and 
semi-msnufac tnre~.~~ At  the last UNCTAI) meeting the demand for  
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preferential status was voiced again by the developing nations, but 
the thrust of the conference mmed to be moFe towards coaxing addl- 
tional funds ont of the developed nations and linking Special Dram- 
ing Rights to development nssistancc. Pu'evertheless there is no indlca- 
tion that the LDC's are prepared to abandon their case for special 
niemures to help them increase their foreign earnings, which they 
hare pressed at so many conferences orer the years. 

a. The idea of extending preferences to the exports of the LDC's is 
contrary to the concept of reciprocity originally embodied in the Gen- 
eral Agreement on Tariffs and Trade (GATT). However in 1964 a 
new chapter was drafted which was subsequently added to the Agree- 
ment. Among other provisions were the following : 

The developed contracting parties do not expect reciprocity for commitments 
made by them in trade negotiations to reduce or remove tariffs and other bar- 
riers to the trade of less-developed contracting parties. 

The adoption of Ineasures to give effect to these principles and objectives shall 
be a matter of conscious nnd purposeful effort on the part of the contracting 
parties both individually and jointly. 

I t  was under these provisions that some developed countries have ex- 
tended preferences to the LDC's, a subject to be discussed under sub- 
head B 1 i-nfra. 

Preferential treatment for the LDC's also runs counter to the widely 
accepted theory that the most efficient use of economic resources on an 
international scale can be made only when goods can flow freely across 
national bo~ndaries.'~ The trade policies of the developed countries 
tenclcd increasingly to accept this philosophy, which culminated in 
GATT. The demand of the LDC's runs counter to this philosophy and 
this trend, not so much for ram materials, many of which are produced 
oilly in the less developed countries, but rather for inailufactured and 
senlirnal~ufactured goods. 

2. The less developed countries are also concerned that despite in- 
creases in their export earnings, they have actually been losing ground 
in the battle to gain a fair share of the world's trade. During the 
l!)GO's, for example, the earnings of the LDC's derived from their ex- 
ports to developed countries increased by 6 percent, but the volume of 
1vcr1.1d trndo increased even more, so the LDC's actually fell farther 
bel l i~~d. '~  Between 1962 and 1969 the doreloping countries managed to 
incl.ease their exports of manufactured goods at an annual rate of 15 
percent. IIowever, they started from such a small base that these ex- 
ports hare not managed to exceed 5 percent of tho manufactured im- 
1rol.t~ of the clevelopcd nations, and only one third of 1 3ercent of the 
latters' gross national product.48 According to Robert A . AlcNamars, 
President of the World Bank, a 15 ercent rate of growth in manufac- 
tured exports w-ill be more difficu I? t for the LDC's to achieve in the 
1'370's than it was in the 1960's. I11 the preceding decade such exports 
rose from less than $2 billion in 1960 to $7 billion in 1970, but they 
would have to quadruple to $23 billion by 1980 to maintain the 15 
percent rate of growth. On the assun~ption that this goal were I-eached, 

de There are challenges to this theory however. Pan1 Balroch. wrltlng in Ceres gives data 
to 1ndic.ate that the economlc expansion of the Industrialized countries often cdncided with 
j~rotrt.t~onlRt policies. "Free Trade : Myths alld Realltien." Ceres, FAO. Revlew. Mar.-April 
1979. DP. 17-10. 

4: Pearson Report. op cit. p 45. 
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tlle total volume of manufactured goocls exported from tho developing 
countries would still amouilt to only roughly 7 percent of projected 
imports of mnnufactures by tlle developed countries, and only 1 per- 
cent of their rojected GNP.*e I t  is projections such as these wh.ic11 
impel the deve P oping countries to seek preferential treatment. 

a. The developing countries have also complaiiled that the terms of 
trade hare been against them-that is, the prices of their imports rose 
111ore than the prices of their exports. This has meant increased foreign 
exchange ex enditures relative to foreign exchan e earnings, result- 
ing in an a : verse impact on development, accor $ ing to the LDC's. 
Rlany economists do not accept this contention, however, a r  uing that 
statistics adduced in support of it  are snbject to variation %epeilding 
on the period used, the goods whose prices are being compared, changes 
in quality, and different allo~rances for shipping costs. Assuming these 
CI-iticisms to be valid, the fact renlaius that the developing countries 
tend to cling to a belief that they :we victimized in the terms of trade, 
and this belief is one of the compoilents fueling the demand for gener- 
alized preferences. 

b. As ram materials producers, many LDC's have been particularly 
vulnerable to flnctnations in world commodity rices. Some of these 
countries now find that vulnerability increase$ due to competition 
from synthetics produced in industrialized countries, and from com- 
peting raw materials produced in some developed countries assisted 
by tariff protection or some other form of subsidy. 

KO attempt will he made here to go into tlle complexities of the in- 
ternntional commodities marltets, or the international arrangements 
that hare been made to introduce a modicum of stability into the ro- 
duction and marketing of some raw materials which lend themse f ves 
to such regulation (Tide the Intrrnational Coffee, Wheat, and Till 
L\grer~neilts. for example). Sufice it  to say that the difficulties encoun- 
tered by the LTIC's as raw matel-ials producers have been another ele- 
lnrilt underlying their demands for preferential treatment by the de- 
velopecl conntries. Yet as Streeten points out, in asking for preferential 
treatmefit for their raw materials, the LDC7s are, in effect, asking for 
tlie perpetuxtioil of tlieir status as ram materials suppliers, wl~ich is 
contrary to the broad strategy adoptecl by so many developing coun- 
tries of "impoi~t-snlstituting inclustrialization behintl protective bxr- 
siers." j0 But this liil~cl of conflict does not crop up ~vitll respect to the 
cleinands for prefel-ential treatment of the n~anufactures and semi- 
~nanufnctures of t l ~ e  TIDC's. 

Some economists have criticized the xvhole import-substitution strat- 
egp and what they regard as the obsession of UNCTAD and the de- 
velo1)ing conntl.ies wit11 preferences and commodity agreements..'l I n  
tlieir viex the developing countries shonld concentrate on building up 
incligcnous teclino!ogical and managerial skills, as a means of freeing 
thei~lselres froin clependence on the developed countries. I t  is through 
the accluisition of snch skills, the argument runs, that the LDC's will 
be aide to take indcl~enclent aclrailtage of trade and investment oppor- 
timities as they arise. However, the prevailing view continues to focus 
on the need for preferences. 

'9 I h f d .  
Paul $treeten, "Terms of Trade Are Kot  Made on Paper." Ceres, ep cl'l., p. 31. 
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3. The emphasis on preferences assumes as a corollary that the ae- 
reloping countries themselves will pursue export-stimulating pollcles. 
The whole concept of developmeilt tl~rough trade collapses lf the un- 
derdeveloped countries pursue policies which discourage or choke-off 
their exports. Unfortunately certain actions of some of the unclerde- 
 eloped countries hare had that eflect. Some major exporters of cereals 
have become importers because they neglected their agricultural de- 
velopment. Chronic inflation coupled \\-it11 overvalued excht~nge rates 
~\-hich failed to keep up with rising prices have been particularly harm- 
ful in Latin A\meric:~. Local entrepreneurs have not movecl resotlrces 
into new lines of production in time to take aclvantnge of export oppor- 
tunities. Sometimes this is the result of a natural preference to con- 
tinue lwo(iucing liigh cost protected import substitutes. I11 ally event, 
lwerailing doctrine Iiolcls that an important element in measurinc the 
seriousness of an LI)C1s commitment to clevelo1,ment lies ill its willing- 
ness to promote its export trade. 

B. TRADE POLICIES AND PRORLEIIS : THE UXITED STATES, OTIIER DETCLOl'ED 

COUNTRIES, AND THE TlIIRD WORLD 

1. I t  shoulcl not be surprising, giren the propensity of nations to 
look at  the world through the prism of national interest, for the 
United States and the co~intries of the tl-lird world to have ratlicr clif- 
ferent assessments of U.S. trade policies as they relate to internationa2 
development. The developing countries coiltend that U.S. tariff poli- 
cies offer them little encouragement. They contend that the ITnited 
States is tardy and indifferent for failing, thus far, to adopt a broad 
system of preferences. They argue that our non-tariff barriers dis- 
criminate against their raw materials such as cotton, copper, and 
petroleum, and also against their manufactured or semi-n~an~~facti~red 
goods such as textile products, leather goods, and processecl meats, 
fruits, and cereals. I n  addition, they criticize U.S. co~~cessioi~al trade 
financing, contending they can often get better terms elsewhere- They 
also point out that our "buy American" rules for 1i.S. GOI-ernment 
procurement bestow an advantage on donlestic stippliers for com- 
modities that they (the LDC's) might sell to our governmeilt more 

The State Department and other government represent a t' 11-es usu- 
ally counter these allegations with references to 1J.S. willinglieas to 
participate in a general system of tariff preferences for developing 
countries. They point to the fact that the United States has accepted 
the idea of preferential treatment for LDC prodlicts in principle, and 
they assert that a healthy ex ort positioil for the developiilg couiltries 
is one of the goals of the U.$ foreign aid program. These ge~~eralized 
responses can hardly be expected to arouse the entllusiasm of tlle de- 
veloping countries, and they do not. The latter contend that the Cilited 
States has made commitments to UNCTAD and various organs of 
the Inter-American System to put into effect a system of generalized 
preferences for the developing nations. They would like to see these 
pledges implemented by legislation establishiiig such preferences and 
abolishing quotas and domestic subsidies. 

Kelth E. Jar Tariff and Non-Tnrlff Barrlers to Trade With Developed Countries. Devel- 
opment Digest, i61. V, No. 3, July 1972, p. 87. 



2. Among the c\ereloped nations Australia, Japan. and virtually all 
of Western Europe hare established the so-called generalized system 
of preferences. That  system. which is actually something of a mis- 
nomer. grew out of both UKCTAD and OECD deliberations. The 
United States of submitted a proposal to the OECD in July 1969 which 
called for the follon-ing: 53 

A. The elimination of duties on manufactured and semi-manu- 
facturecl goods from the LDC's, ~ i t h  tho exception of textiles, 
footwear, and petroleum and petroleum products. Selected apri- 
cultural and fisheries products n-ould also benefit from prefer- 
ential treatment. 

H. The elimination of quantitative limits 011 additional iinports 
eligible for prefereiltinl treatments. Injury to domestic produces 
would be met r ia  oscape clauses and adjustmcilt assistance. 

C. Preferences were to be temporary, to last no more than ten 
Sears, and were not to obstruct fnrther general tariff rednctions. 
TI. A11 leading derelol~ed countrics would adopt a cornmoil 

plan. 
E. The Vnited States wouTd qzot grant preferences to any cowl- 

t ry  that received an exclusive trade preference from ally derel- 
oped country for a product coverecl by the plan, nor wonld it 
grant preferences to any LDC that gave exclusive trade prefcr- 
eilccs to any developed country. 

This last point was aimed at the Yaollade Convention, agreed to in 
1963 and renewed ill 1069, between 18 African conntries, most of tllcill 
fornlerly French colonies. nnrl the Common llarket.  TTilder that Con- 
\-ention dntv frre preferences were accorded by the JIarket to the 
LDC7s involved, but reverse pref~rences were also given to the Market 
conntries. 

Other differences bct~vern the TJnited States and the European I?(-o- 
~lornic Community cropped 11p late in 1969 when 18 industrial nations 
submitted suggestions to UNCTAT) for eliminatin,rr tariffs on a wide 
range of commodities. The 1111ited States proposed most-favored nn- 
tion treatment for  all the I,nC/'s but  anted textiles. f o o t ~ c a r ,  niid 
petroleum excluded from such privileges. The U.S. plan also included 
an escape clause should undue hardship result from increased impo1.t~. 
The Common Market, on the other hand, proposed a qnotn. s\-stem. 
Under its provisions, goods from the 1,DC.s \could enter d d g  frre. nl-, 
to the limit of the quota. But the Market also required that preferred 
treatment be continned for the African countries \~Ilich already en- 
joyed it. The Jripanese proposed certain limits on tnl-iffs reductions, 
while Britain and the Scandinavian c o ~ i n t r i ~ s  favored a broader sys- 
tem of preferences. These difficulties have not been reconciled, so that 
cliffereilt countries offering preferentinl t,reatmellt to the 1II)C's use 
their own systems, which are supposed to afford concessions t!mt are 
rougllly similar. 

a. This bnckgroimd ought to be borne in mind when discussing 
preferences t h ~ t  other ilations hare extended to the LDCk. For al- 
though the United States has not yet taken such action, the prefer- 
ential systems of some of the developed countries mag not actuitlly do 
much to stimulate either the trade or  investment that  the LDC's need 

"Thorp, Wlllard, The Reality of Foreign Aid, o p .  cit., p. 283. Italics abded. 



for steady ,development. The Common Market's plan of generalized 
preferences introduced in  1971, for  example, offers duty-free entry 
for all manufactures of developing countries (except Taiwan) up to 
a specified quota limit. But any LDC mannfacturcs imported by an 
E E C  country above that ceiling mill require the payment of the regu- 
lar most-favored nation duty. A list has been drawn up  of so-called 
"sensitive" commodities--that is. those where domestic i n d n s t r ~  nligl~t 
be adversely affected by competition from the nnderdeveloped conn- 
tries-and no single developing country is entitled to more than half 
the total quota for each such commodity, and in some cases no more 
t l lm twenty or thirty percent. Furthemore, quotas are based on data 
taken from past years and do not take account of recent rapid prolvth 
in exports from the LDC's ~vithout any eystem of tariff  preference^.^' 
'l'hus if duty-free exports have overtaken the original quota, any ad- 
ditional exports from n less developed country must pay full duty. I n  
addition, as Richard N. Cooper points out, the EEC plan is most ac- 
coinmodnting for those products in v-hich the dcrelol~ing countries 
stand virtually no chance of being competitive, snch as jet circraft or 
aclranced coinpnt~rs." Con\-ersely i t  is most rrstl.ictive fur those 
cominoclities n~l?ich tlte LDC's are currently exporting in volume. 

Special restrictive treatment for textiles and footwear is nilotller 
fentilre of the Conlmon Sfal.kt:t's preference system. I n  addition, the 
Jftzrket has no nlachinci-3. for a p p l ~ i n g  quotas tllrongliout the Conlnln- 
nity, which means tlley must be applied by national antllorities j~ l lo  
m:iy employ differing methocls to enforce them. Tlle results, fro111 the 
standpoint of the LDC's, can frequently be inequitable. A11 of these 
factors have led Cooper to conclude that rather than being a "generoas 
response" to the needs of the LDC's, as the RCC self-servingly pro- 
cla~mecl. tlie Cominnnity's preference srstcm xi11 provide only a negli- 
gible stiinuli~s to c le~-e lopn~rnt .~~ 

b. I f  the Comnlunity's scheme for tariff prefe~ences on TJDC manil- 
factures falls some~vhat short of 1171lat tlle latter desire, the del-eloping 
countries must also be disturbed by the growing protectionist ti~?ncl of 
tlic EEC with respect to ag~icaltnre. The EEC is 1)resentIy undergo- 
ing the liiucl of tcchnolo~cal  advance that U.S. agricnltnre espe1-i- 
enced several decades ago, wit11 the coilcomitnilt redudion of the 
agricultural labor force. 'I'l~c Co~llmmiity has tried to meet problem 
under its colnnloil agricultural policy tllronph the adoption of liighly 
protectionist measures. 1)eveloping co~ultrics ]lave thus h e n  tll~val-tecl 
in their ]lopes of expanding tlic marlcets for their agricultural produce 
mitl~in the borders of tlit. EEC. This sitlintion ~ I R Y  change in time, a s  
both derelol~ing and clcreloped comltrics adapt to tlle new sitnation, 
but for  the present it definitely constitutes a setback to the develop- 
ment plans of many LDC's. 

3. Unfortunately from their standpoint, the LDC's disnppointmcnt 
is not asstuaperl by clurreni protectionist pressnres in the United Statcs. 
For  exampl~,  in the first few months following the Kennedy R o ~ m d  
:4grwnient at Geneva in 1067 allnost 1,000 trade bills were introdacec1 
In Congress seeking protection for products ranging from honey t o  

Rlchald N. Cooper, The EEC Preferences : A Critical EvaIuntlon. Intereconomlcs. No. 4, 
1972. pp. 122. 
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man-made fiber textiles, from mink furs to electronic equipment. These 
bills would hare applied rotection to imports \~liose values in 1 N i G  P had been more than $6 bil ion, or  almost one-fourth tlie total value of 
all imports into the country. They generally prorided for q u o t : ~  
rather than tiuties. During the remallider of the 1960's additiollal pro- 
tectionist legislation was proposed. but none a-as passed. 

Pressures for protection of American industry culminated in S. 2953, 
the proposed Iiloreign Trade and Investment Act, of the 92d Congress. 
This proposed law sets up quotas on olZ imports, except where there is 
rolnntary government-to-government agreement, or ~ rhe re  existing la 1~ 

already impases quotas, or where failure to import certain goods wonld 
cause long-term disruption of 1J.S. markets (e.g. coffee, tea. bw~aii:~s, 
and other goods not produced in this country), or finally. wt1e1.e 
competing domestic industry lias consistently failed to modernize. 
Quotas \t.oold b equal to average annual impoirs during the periods 
of 1965-1069, with mandatoi.y changes autliorized as 1J.S. production 
rose or fell, so that the amount of n particular co~n~nodity importrd 
mould continlle to be in the same ratio to domestic production as en- 
isted in 1965-1969. Among the innny other of tlie proposal 
is one m-liich pro\-ides that tlle President's reports on foreign assist- 
ance are to include a detailed r e r i e ~  of the extclit to which projthcts 
financed under RIIJ- foreign aid program are esporting their. ontput 
to tlie United States, and the extent to which p~.oliihitio~is against fur- 
nishing assistalice to certain conntries have been complied with. At the 
time of this writing no Iiearings had xet been held on this bill. 

Although protectionist pressures seem to be on the increase in the 
Uiiited States, they have arisen primarily in respoiise to tlie actions of 
other developed countries, and have been directed esseiltially at  those 
countries. Rut the 1,DC's stand to lose as well, illsofar as these pro- 
posals might affect textiles, for example, or other lielit manufacturer 
and processed goods. I n  a sense S. 2592 was aimed at  sollie derelopilig 
countries, such as Korea, Hang Kong, and even Taiwan (if that can 
still be called a developing country), where 1J.S. firins hnve invested 
heavily, and whose products, especially textiles, are shipped to this 
country in quantity where they are in direct compet,ition x i th  the 
American product. Furthermore the provisio~i of S. 9592 cited above 
which requires the P i~s iden t  to report on exports to the United States 
arising from aid projects while not restrictive in itself, could bc in- 
terpreted as imply~ng that if such exports rencli n substantial volilme 
either the aid will be cut back or the exports in question will be subject 
to all applicable barriers. Keitlier inference is liBely to encourage de- 
relo ment. 

4. 6 eveloping countries are also penalized by the fact that whether 
ITS., or foreign, tariffs tend to increase with the degree of processing. 
Tariffs on raw materials are low, sometimes actually zero. Duties on 
partly manufactured goods are higher. and t l i o s~  on finished mani~f ;~r-  
tures higher still. The end result is tliat the LDC's often find tliat there 
is no export market for their manufactures. and not much more of a 
market for  processed and semi-manufactnred commoclities. Obviously 
little stimulus to development is afforded by tliis sitnation Sllould a 
particular industry in a developing country reach a state of efficiency 



n-here its prodncts manage to surmount tariff walls and colllpete tvith 
industry in inore aclranced countries, porel?lments of these dereloped 
countries quickly come under pressure to counter such colnpetition, ancl 
often yield to it. For lnany less developed countries, hor~ever: the clu- 
tie4 or non-tariff barriers employed by the clerelol~ed countries are 
academic, as they are simply unable, at  this time, to colnpete effec- 
tively in foreign markets. 

5. It 1las been pointed out earlier that there are now provisions in 
G-4TT which permit the establishment of generalized prefercncrs. A t  
the same t i n e  the icleal of GATT, and presumably of U.S. foreign 
trade policy as  ell, is to promote freer trade in goods and ser~ices, 
and the broad 11011-cliscriminatory reduction of tariff barriers. Tlle in- 
strument for that purpose has been the most favored ilation clause, 
wllich is incorporated in GATT and has not lwen supersedeil by Par t  
ITT. The latter, accorcling to John H. Jackson, is mol-e in the nature of 
a statement of principles than a set of legal o b l i p a t i o n ~ . ~ ~  Tlllis the 
United States faces something of n dilemma. On the one linncl it has 
coilimitted itself to establish n system of preferences in fnvor of the 
LDC's, \vllile on tlie other hand i t  is committed to nlost favorecl nation 
treatment for all. Some del-eloped countries have solved a similar prob- 
lem simply by abandoning the most favored nation concept. IIow the 
United States nil1 resolve this dilemma remains to be seen. I t  seems 
unlikely, hoverer, that this coiintrp mill adopt a system of preferences 
as discriminatory as i t  has repeatedly claimed those of the E E C  to be. 
I n  any event, a decision in this matter faces the Tinited States as it 
colltemplates the future of its trade and aid policies. 

C. TR.iDI? .IND Dl3TLQPNENT: SOME POLICY CIIOICES 

1. A number of ~v:xys have been suggested bp rvllich tlie T'nited 
States can use trade policy to improve the situation of the developing 
countries. One of these suggestions involves pressing for a broader 
range of international conlinodity agreements, as those currently in 
effect cover only a limited nml~ber of commodities. The aclvantnge of 
commodity agreements. from the standpoint of development, is that 
they are presumed to make for stabilized prices for specific commodi- 
ties upoil whose export certain cle~.elopiilg conntries may be depenclent. 
With stabilized export prices those LDC's participating in an agree- 
ment can calculate their foreign exchange earninzs mith a suhstniltial 
clegree of accuracy, and can thus make relatively firm development 
plans. 

However, in practice the record of commodity agreements is less 
than heartening. For  example, the International Wheat Agreement 
sets minimum and maximum prices, but has no export or production 
controls, and proved unable to maintain prices during periods when 
stoclrs were increasing. A five year International Sugar Agreement 
which went into effect in 1969 (with neither the United States nor the 
Common Market as members) leaves the regulation of supplies in the 
hands of the members. 

67 Jackeon, John H. "World Trade and the Law of GATT," New Tork, Indianapolis, 
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Tho questionable results of commodity agreenlents led a Senate sub- 
committee to conclude the following in 1967: 

The subcornmlttee is inclined to regard international corllmodlty agreements 
as a dubious means of increasing the flow of resources to less developed 
countries. . . ." 
Instead the subcommittee suggested that the improvement of market- 
ing methods would be likely to yield at  least as good results for short- 
tern1 stabilization, and it saw long term stabilization as unlikely to be 
achieved via commodity agreements. Rather than encouraging the 
conclusioi~ of additional commodity agreements, the United States, in 
the subcommittee's view, should urge the LDC's to promote the di- 
versification of their industries. The corollary of this, as the subcom- 
mittee saw it, vias to add investment and technical assistance to LDC 
self-l:elp and to whatever aid might be furi~ished by other industrial- 
ized countries. 

2. I n  recommending that the LDC's be encouraged to diversify, the 
sllbcommittee put its finger on another method of assisting developing 
countries. For the export opportunities of the developing countries 
would seem to be necessarily limited as long as some seventy-five per- 
cent of those countries earn at least 60 percent of their export in- 
come from no more than three comrnoditie~.~~ However, i t  is difficult 
to encourage the poor nations to diversify if they have no assurance 
that there will bo markets for their new products. This brings us back 
to the question of preferences once again. Furthermore, as the sub- 
conlnlittee pointed out. diversificatioil is going to require investment, 
aild i t  would be inconsistent for the United States to urge diversifica- 
tioil on poorer nations without being prepared to assist in that proc- 
ess. Other clereloped ilations could no doubt be prevailed on to help 
the LDC's cliversify, but the crucial point is that in the short run, 
at  least, diversificntion does not obviate the need for capital assist- 
ance to which the 'ZTnited States would be expected to contribute its 
share. 

3. This country can always exercise the alternative of keeping and 
even strengthening existing tariff and non-tariff barriers to tho ex- 
ports of the poor countries. This would presumably have a negative 
effect on economic development. The United States mould probably 
find itself pressed to make up for any drop in LDC export earnings 
by extending increased development assistance. But this pressure 
would be more external than internal, and i t  seems unlikely that it 
will evoke the desired response. I f  no additional assistance is forth- 
coming, however, the combination of strengthened barriers to trade, 
and reduced outlays for foreign aid, could signal the further erosion 
of the U.S. commitment to development. 

4. -1notller optioil open to the United States is to encourage coordi- 
natecl efforts by the LDC's, usually through regional organizations, to 
en1:lrge trade among themselves. I n  so doing we have to be prepared 
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to contend with a good many difficulties, not the least of which is the 
protectionist policles the developing countries tend to follow toward 
each other. I n  adclition, transportation and communications facili- 
ties between the LDC'a are usually inferior t,o those linking them with 
the rich nations. I n  the same way, the instruments of finance and 
marketing are attuned to facilitating trade between the develo ed and 
less developed countries, but not among the latter. Overva f ued ex- 
change rates often llainper LDC efforts to compete with the more de- 
a eloped nations. Concessional loans by the more developed nations 
have enhanced the clifficnlties of the LDC's in selling their products 
to their fellow low inconle countries. This has been particularly dam- 
aging in the case of agricultural commoditirs. -4ccustomed to foreign 
exchange shortages and balance of paynlents difficulties, the LDC's 
teiid to concentrate 011 the importing of raw materials and capital goods 
from the ndrallcecl economies when foreign exchange is available, and 
the practice of tied aid illakes i t  quite difficult for them to do otherwise, 
particnlarlg n-it11 respect to capital goods. 

Nevertheless the Pealson Commission saw a great potential for  
trade expailsion ainong the low income countries. I t  points to the fact 
that in 1966 the LDC's imported froill non-Communist developed 
cou~~tr ies  solne $4.2 billion worth of food, $2 billion of textiles and 
clothing, almost $11 billion of machinery and transport equipment, and 
$7.6 billion of other manufactures. "They should clearly be able to 
sell n great deal more of these things to each other," says the Report.6o 
I t  goes on to argue that the great diversity of natural resources and 
the differing stages of clerelopment among the LDC's LLsl~ould ensure" 
natnrnlly profitable trncle in a broad range of products. Once incomes 
begin to r ~ s e  in the LDC's, consilmer demand for products of which 
they are already important suppliers can be espected to rise propor- 
tionately faster than in the developed countries. These products in- 
clucle a variety of foodstuffs, and simple manufactures such as tes- 
tiles, bicvcles, raclios. nncl sewing machines. The Conlmission admon- 
ishes. llo~vever. that if the 1,DC's wish to attain these results they must 
put the snine effort into facilitating mutual trade that they have into 
sernring cnsier access for their goods in the richer country 

Thc LDC's have talcen some steps toward facilitating mutual trade 
and economic integration, but in the view of o~~ts iders  much remains t? 
be clone. Perhaps tllr most prominent of these LDC groupings 1s 
I A F T A ,  the Latin American Free Trade Area, which the United 
States has supported since its creation in 1961. However, L A F T A  has 
not bronpht about the tracle liberalization or accelerated clevelopmei~t 
for which the propellents hoped, and the time for its transition to 
complete common marlret s tat i~s was set back to 1980. NOW there are 
hopes that the pace will be speeded 11p again, and that LAFTA mill 
o ~ c r a t e  as a genuine common market, although many experts of 
Latin Anlercia are inclinecl to view snch a target date with slrepticism. 
Rut while L A F T A  hogged down, a nnmber of its members, Bolivia, 
Chile. Colombia, Xcuador, and Peru, launched a subsidiary organizn- 
tion. the Anclean Coil~n~on Market, in 1969. That organization is now 
f~iilctioi~ing as n true c-ommon market, with liberalized internal tariffs 
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and a single external tariff. On the other hand the Crntral American 
Colnlnoll Market, ~vhich had functioned efrecti\-cly since its inception 
in 1060, \\-as t1iro11-n into disarray as a result of t l ~ e  so-called "football 
(soccer) war" between Honduras ancl E l  Salvador. to the point where 
there is some doubt as to ~vhether it  can a n j  longer be characterized as 
a commoil market. 

I n  Africa some governmental and intellectual leaders supported the 
idea of an all-African commoil market, linked to a movement for 
African political unity, against ally attempts by the former metro- 
polltan powers to exercise continuing de facto domination. But this 
idea never took hold, perhaps because of the unequal state of devel- 
opment of so many of the countries. Instead the Africans have insti- 
tuted the East African Common Market, the Central African Eco- 
ilonlic and Customs Union, the TITest African Customs Union, the 
Arab Common Market, and the Econolllic Cooperation Scheme for 
the 31aghreb countries (Tunisia, Morocco, Algeria, Libya).oz Of 
these the most important is the East African Common Market, whose 
inembers are Kenya, Tanzania and Uganda. ill tho up!^ the East 
African Common hlarliet was completely restructured in 19BG and 
1967, its origins actually go back to the encl of the first ~ o r l d  war. 
The other bodies have begun operatioil o~ily in the past few gears, 
although in some cases preparatory work for their establisl~ment pot 
unclerway in the 1950's. Wionczek points out that there is a colnnloil 
characteristic to each of these arrangements. namely that  "each is 
limited to a relatively small group of countries that, in addition to 
covering a compact geo.graph~c area, are uilitrd to some degree by 
common political or sociocultural traditions." 63 

Although each of these regional organizations is sup osed to affect P some degree of trade liberalization among its nlrmbers,lip, the merh- 
ailislns designed to accomplish this purpose diil'er ~viclely. Some in- 
volve flill custorns nnions or conlrnon markets. whilc the so-called Arab 
common market, for example, is simply a linlited free trade zone. 
Furthermore. trade liberalizatioil is not consiclcrccl to be the sole core 
arouild which regional cooperation is organized in most of these 
schemes. Cooperative regional industrinlizatioll is consiclerecl to be 
at  least as important, bccansc it is a way to incln~ti~ialize and dil-crsify 
more rapidly and directly, whereas reliance 011 the liberalizntioll of 
the very slnall volmne of trade among the L1)C.s for the sinews of 
ecollomic development will be both d ~ a ~ v n  out ancl rounclnhout. 

Cooperative regional industrializntion is not ~ v i t l l o ~ ~ t  its pitfalls, 
l~o~rcver ,  the rnost dnngcrons of I\-hich in\-olves (1istl.ibuting inclnstries 
throughout the particular region in a way that  all members can accept 
as equitable. This difficdty is recognized in tllr so-called Regional 
Cooperation for Developmel~t, involving TurBc:-, Iraq, and Pakistan. 
It centcls its scl~eme for regiolial cool~eration arouucl n n  industrial 
integration program whicll would establish a number of mutually 
complementary industries distributed among the member countries 
in accordance with their resource endo~ments.  

I n  addition to librl*alized internal trade and equitable allocatio~l 
(and hence benefits) of new industry, the chances for viable regional 
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cooperation for developnlellt are enhanceel, according to Wionczelr, by 
the presence of a regional developillent bank and some regional mech- 
anism to make financial settlements and coordinate monetary policy. 
operative efort  beem, TI-llich call have a decidedly negative effect on 
ities for l lar~noi~iz~llg regional and external private investment, for 
lwomoting industrial specialization, and for equitably distributing 
customs revenues ant1 other taxes, taking appropriate care to meet tlle 
clevelopment requirements of the least developed members. This last 
point is partjcularly important, for if the stronger economies within 

region appear to be benefitting to a greater degree than the sveaker, 
the latter mag well feel more aggrieved than before the regional co- 
operative effort began, which can have a decidedly negative effect on 
that effort. So~llctlliilg along those lines took place in the case of 
LAFTL4. 

The establishment of the Inter-American Development Bank 
( IDB),  the African Development Bank, and the Asian Development 
Bank is an indication of the growing utilization and growing accept- 
ance of the regional approach to development. This is brought out in 
the chal.ters of the banks themselves. While the charter of the I D B  
makes only a passing and indirect reference to financing regional col- 
laboration, that of the African Development Bank states that special 
priority will be given to projects or programs that concern several 
members, and that of the Asian Development Bank makes i t  plain that 
the first claim on its resources will be reserved for those projects con- 
tributing to the harmonious economic growth of the region as a whole. 

The United States, as a country in which "regionalism became al- 
n~ost  an icleolo,~ * * * during the depression years,?' 64 and which, in 
the TVA gave the world perhaps its nlost notable example of regional 
clevelopment, has generally given its support to collaborative regional 
clevelopment schemes, ranging from trade l ihr~~lizt l t ion (LAFTA and 
the Central American Comn~oiz Market) to integrated river basin 
clevelopn~ent. I t s  il~volvell~el~t in the latter goes back a t  least two 
decades, when the U.S. Bureau of Flood Control and Water Resources 
Developnlent did a study relating to flood control and water resources 
of the Jfekong River for the U.N.'s Econon~ic Commission on Asia 
and the F a r  East. I n  tlle Jleliol~g Project, the U.S. contributed on both 
3 bilateral and lnultilateral basis, along with 20 other countries, 12 
U.X. agencies, ancl 7 private institutions. This was the situation when, 
in April 1965, President Johnson oflered to ask Congress for $1 billioil 
to finance a Southeast Asia develop~llellt program, of which the Ale- 
kong Project \\-oulcl be the centerpiece. This offer, advanced a t  least 
l)artlally in response to foreign and domestic pressures for a Vietnam 
settlement, was designed to suggest to Hanoi the advantages of reach- 
ing a peaceful settlement. I t  was made against the backdrop of in- 
creased bombing and the soon-to-be-revealed decision to send ground 
combat troops to the country, a classic example of carrot and stick 
cliplomacy. The offer \Tas brusquely rejected by Hanoi, and has not 
been rene\~ed, althougll work 011 tlle Mekong Project still goes forward 
under U.X. a~ t sp ices .~~  

a Hnddle Franklin P. The MeLong Project : Opportunities and Problems oi RegionaUEul 
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Then in 1967 President Johnson enunciated U.S. policy with respect 
to regional economic development in terms that in general, if not in all 
specifics, would be applic.able today. I n  his foreign aid message to the 
Congress that year he stated that "the United States will encourage 
regional economic development to the masirnun1 extent consisteilt with 
the economic and political realities in each region."" The message 
takes note of the growing movement tcmnrd rrgional cooperation, 
which i t  sees as grounded in the facts of econoniic life, e.g. resources 
know no natural boundaries, rivers flow through many countries, 
sources of electric power must be shared by neigllbors, and tlie like. It 
proposes a gradual sliift in assistance to A f ~ i c a  to cooperative projects 
iilvolving more than one donor and more than one recipient and par- 
ticipatioii in a special fund of the African Development Bank (de- 
spite the fact tliat ns a non-African nation tlie United States is es- 
plicitly barred from membership in that Bank). The message also 
promises a favorable response to a request for sprcinl funcis from the 
Asian Development Bank. This regional econoniic assistlance is not 
conditionecl on regional political nnitp. Instead i t  is justified in eco- 
nomic terms as malring better use through joint action of the scarce 
resources available for clewlopment than would be made were tliose 
i8esources to be scattered among many countries. 

U.S. support for regional development mechanisms cioes not mean 
equal support in all arens. Obviously certain areas are more suscepible 
to the regional approach than are others. Although the United States 
has supported the Latin American Free Trade Area, (LABTA) for 
example, LAFTA's internal problems render i t  less promising than 
some of the smaller regional groupings in Africa. Moreover, to trnns- 
form LAFTA into a Latin American Common Market 1%-ould require 
assistance on a scale unlikely to be supplied by either the United States 
or the Inter--4merican Developmelit Bank. 

Sctually the path of regional economic coopcrntion for development 
is not an ensv one anywhere. Nevertheless many have come to believe, 
along witli T7'ionc~ek.~~ that regional cooperation for developmeilt 
offers one of the fern ways for the LDC's to break out of the cycle of 
"social backwardness, economic stagnation, anci parochial national- 
ism." It does have certain advantages, such as emphasis on local par- 
ticipation in development and planning, the mitigation of strictly nn- 
tionalistic objectives and sensitivities, and enhanced effectiveness of 
self-help. I t s  recognition that existing national states and their politi- 
cal subdivisions are not necessarily or even usually self sufficient eco- 
nomic units can make it  possible for technology to be applied in a more 
coherent way to tlie problems of development, when the situation calls 
for it, than if such aid is applied within national borders alone. 

But assistance to regional development schemes, .whether they in- 
volve clo3er trade cooperation or t h e  joint exploitation of natural re- 
sources, is not a panacea. I t  is simply .another method of allocating 
development assistance funds. The regional approach does not go to 
the question of the sufficiency of available f~mc!s, nor does it  guarantee 
the success of a particular project on which i t  1s employed. This is the 
perspective from which the United States presumably views assistance 
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to regional groupings at the present time, a perspectire wliicll should 
also obtain in the future. 

5. It has already been noted that tied aid reduces the amount of 
assistance actually transferred to the developing countries, ancl that 
such aid plays a major role in directing their patterns of tracle as 
well. I t  wn3 also pointed out that in permitting the LDC's to use their 
dollar credits elsewhere in the underdeveloped ~ror ld  the United States 
clicl not make a great contribution to their welfare, since the developin@ 
countries coulcl not find much to purchase elsewhere in the third n-or18 
that wol~ld be useful from a develo ment standpoint. I' I f  aid were to be united comp etely those credits could be put to 
better use, for the LDC's could then buy what they need for develop- 
ment, machinery for example, at the best available price. Their terms 
of trade would thus automatically improve. Whether untying aid 
would add great1 to the resources available to the LDC1s is difficult to 
estimate. Psycho ogically, however, i t  should give the LDC's a com- 
siderable lift. 

f 
But while the United States has expressed itself as prepared to 

untie aid in concert mith other nations, no such action has taken plncc, 
as has also been noted above. Furthermore it seems unlikely that either 
the President or Congress would ap rove of untying U.S. aid uni- B laterally. However, mith the Common iarket enlarged by the addition 
of Britain, Denmark, and Ireland, this may be an appropriate time for 
the United States to press the other OECD countries to join in a gen- 
eral untying of aid. Logically the untying of aid is part of the process 
of liberalizing trade, but i t  is also separable from that liberalization 
in a strictly legal or pragmatic sense. It may also prove more accept- 
able domestically than the extension of preferential treatment to the 
manufactures of tbe LDC's, but that remains to be seen. 

6. The United States may, of course, exercise the o tion to imple- 
ment its commitnlent to such preferential tariffs for t \ e LDC's. The 
may wolild be clear as far as GATT is concerned, which as we have 
seen, has already given a general waiver to clovelop countries to extend 
preferential treatment to the LDC's. Whether the establishment of 
~weferentircl tariffs favoring the LDC's by the United States would 
result in a great leap upward in their export earnings is perhaps de- 
batable, but again, such a move could initially bolster the confidence 
of the developing states. I f  the export earnings of the LDC's proved 
to increase significantly, then such a move by the U.S. could have 
long run sip~ficance. 

a. However. there mould very likely be substailtin1 and maybe over- 
riding opposition in Congress to this country's establishment of pref- 
erences for the LDC's. The b ~ s i s  for this opposition lies in the fact 
that economic conditions, while improving, may not be conducive a t  
this time to actions that could be interpreted as making concessions 
to foreign government and workers at the expense of the American 
worker. 

1. I n  addition, there are indications that C o n p s s  is unhappy, 
on constiti~tional grounds, with the executive's commitment to pref- 
erences. The Senate Finance Committee, in a survey of current issues 
to be studied by its Subcomrnittm on International Trade, reported 
that "Even though the Executive has recognized that tariff prefer- 



encrs reciuire 1cpislation, i t  is questionable logic to 'commit' the Uilited 
States to a particular plan without prior congressional review and 
authorization." 68 Indeed, many inembers might use stronger language, 

a ion anci consider such a conlmitment by the Esecutise to be a usurp t '  
of Congress' authority in the field of interstate and foreign commerce. 
The Subcorninittee also criticized 1J.S. agreement to generalized tariff 
preferences when, as we have seen, Western Europe and Japan agreed 
to tllc potentially far  inore restrictive tariff-quota preference system.s9 
I t  a4is the important qu~stion as to what will happen to U.S. rela- 
tion with the LDC's  hose hopes and expectations have been built up 
by the Executive if Congress rejects or substantially alters the prefer- 
ence plan, upoil n-hich i t  was not consulted, in a way that damages 
the export prospects of those countries. 

D. ISTCRS.\TION.ZL IJIPLICAITIONS O F  A LIIIERALIZCD TR-iDE POLICY TOn'AED 
THE LDC'S 

1. 111 asking about the effects of a possible Congressio;ial rejection of 
executive plans for tariff preferences, the Finance Committee put its 
finger 011 an important issue, namely, the impact on U.S. relations with 
both the cleveloped and underdeveloped world of any decisioil to im- 
plement a preferential tariff system. 

I t  seems safe to say that the establishment of preferences ought to 
improve the stancling of the United States n-it11 tlle developing coun- 
tries as a group, both those who would hope to sell their goods here 
under a liberalized trading set up, and those with little if anything to 
sell. The former may see such an establishment as constituting a direct 
boost for  their development, while the latter may simply be pleased 
that a desired form of development aid has been made available to those 
of their fellows who are able to utilize it. On the other hand, since the 
manufactured goods of the LDC's are often both similar and competi- 
tive. the installation of preferences might be the occasion for increased 
tension among LDC's seeking to sell in the American market, for 
which the United States might be blamed. 

2. Those developed countries which have already put a form of pref- 
erential treatment for the LDC7s into practice ought to welcome simi- 
lar action on the part of this country. Only when their exports to the 
Unitecl States are unfavorably affected by preferential treatment ac- 
corded the LDC's should the developed countries final reason to 
complain. 

3. The cnix of the preference issue, in policy terms, is essentially 
don~estic. It lies in the effect of preferential treatment for LDC-pro- 
cluced goods on the domestic markets of U.S. industry. I f  the impact 
prol-es to be negligible, i t  stands to reason that little opposition ought 
to be aroused, or if aroused initially, i t  should diminish in strength. On 
the other hand, if the impact of such goods proves to be considerable, 
and Americans lose jobs as a result, a policy of preferences could back- 
fire. In that event not only would resentment be aroused against the 
particnlar LDC's whose products were hurting domestic industry the 
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most, but this resentment could d l  be extended to encompass develop- 
ment aid programs of all types. 

Such an erosion of support for clel-elopment assistance might be ac- 
ceptable to its supporters if liberalized trade were genuinely viewed as 
the complete alternative to aid. However, nowhere in the sources ex- 
ainined for this report are the alternatives posed in this fashion. Trade 
policy is uniformly viewed as con~plemeiltary to aid, not as a substitute 
for it. Therefore, from the standpoint of supporters of dm-elopment 
aid, preference ought to be applied with care and caution, so as not to 
cause the kind of disruption to the U.S. economy ~ ~ h i c h  11-ould produce 
a reaction against all forms of aid. 



One course of action that has been advoctlted by a number of peo- 
ple as an alternative to offitial bilateral development assistance is 
increasecl private investment. Hopefully the amount of private invest- 
ment mould e x ~ a n d  as the amount of government-to-government aid 
declined, and if icleal conclitions prevailed the former could completely 
replace the latter. I t  is theoretically possible, although highly unlikely, 
that private investment could exceed the amount of development assist- 
ance that had been forthcoming from the U.S. Government on a bi- 
lateral basis. Even if this state were to be attained, h o ~ e v e r ,  there are 
qllczstions about extensive use of foreign inveskment as an instrument 
of development. The first of these is whether it ought to be consiclered 
as nssistanre a t  all. 

The nosition to which the Vnited States and other developed coun- 
tries adhere is that private foreign investment should be considered as 
tlevelopment aid. The justification for that view is put by Willard 
Thorp as follows : 

There are  those who argue that only ofFicial flows shonlrl be included in any 
statistical estimate of "foreign aid" as did the Latin American countries a t  
Tina c1e1 Mar when they asked for agreement "that private foreign investment 
sl~ould not he considered a s  aid or calcnlated a* part of financial cooperation for 
clerelopment purposes." Regardless of how it is clnssifled, thcre can be no qnrs- 
tion that ~ r i v a t e  flows make a substantial contribution to economic derelop- 
~nent .  To he sure, the greater part of this flow represents foreign investment 
in.pired by the prospect of profit. But the less-developed countries also profit 
froin it.'' 

Thorp eoes on to point out that an  ontsicle investment, by clclvelon- 
inp an oil or mineral cleposit, can actually expand the tax base nvail- 
able to an LDC. Foreign private capital increases industry and trade, 
hence emplopmclnt and national procluctivjty, besicles acting as a dem- 
onstration center for morlcrn managerial and technological methods. 
Foreign companies frequently train domestic personnel, they open up 
opportunities for the investment of loral capital, and they make sec- 
ondary contributions t,o development in the form of hospitals, voca- 
tional training, housing, and cross-cultural contacts. 

The opposing point of view is put by Michael Lipton of Sussex 
Pniversity, England. H e  writes : 

Private investlnent by rich collntries in Door ones has fluctuated wildly a r o ~ ~ n d  
an uptrend, but it is absurd-if convenient to such reluctant donors as  the U.K.- 
to add this to aid and form tin overall target. For a start,  inflows of private 
investment-while net of disinvestment-are estimated without netting out 
profit repatriation, Irnown to be fa r  more than new inflow for India, Latin Amer- 
ira, and probably poor countries a s  a whole. Secondly, neither governments nor 
UKCTAD can control national or total, gross (or net) flows of private foreign 
investment, let alone their allocation to or within countries. Thirdly investment, 
while often desirable, has no gift element. For all three reasons the inclusion of 
private foreign investment with aid in a con~posite target-as if i t  were all 
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honlogeneously controllable, comparable giftwise. and clear of reverse flows- 
is what the Germans call, usefully but untranslatably, "irrefuhrend." 

Mr. Lipton's view a p  ears to coincide wit11 that of many developing 
countries, while those o ! Mr. Thorp, as we have seen, parallel the views 
held by the developed states. The same set of facts, 111 other words, is 
looked at  froin differing perspectives. 

This study does not attempt to make a brief as to whether or not 
psira'te overseas invest~nent can appropriately be included in totals of 
clrvelopmental assistance. I t  seems important, ho\rever, to be aware 
of the view \\-llirh holds that investments should be differentiated 
from aid, and of the strength wit11 wllicll that view is held by many 
in leadersllil, positions in the developing countries. 

A. TIIE VOLUME O F  U.S. INVEGTnIENT I N  THE LDC'S 

The volume of Anlei-ican private int-estment in the developing 
countries has am01li1ted to about half the volume of such investment 
in developed areas of the world. This is illustrated by the attached 
table, Figure 2. The reason why investors have allocated their funds 
in this f:lsllion is basically simple. There is greater stability in the 
developecl countries, wllich means that investmeilts are safer and earn- 
111gs a1.e surer. 

A n  analvsis of Figure 2 sllows that the Latin Bnlerican republics 
receive bv'fnr the l ~ ; . ~ e s t  share of private 1T.S. capital of the Garions 
i~n(1erdereloped areas. -4ccording to the DAC 1971 Review of Devel- 
opinent -1ssistnnc.c. si~nificant increases x~ere registered in the Cabrib- 
beall al+ea, ancl ill Spain, wit11 si~bstailtinl increases attributable to 
l'etroleluin iilrestlriei1t in lTenezuela, ancl manufacturing investments 
in L1rge~iti~la and Ale~ico. '~ Investments in -1sia and Africa remained 
in 1!)iO prerty m~lcll where they had been ill 1969. 

'Tlle D e ~ v ~ ~ . t n ~ p n t  of ('ofnn?~~-ce, in a report corei.inp plant and equip- 
ine!lt outli~gs of foro i~i i  affiliates of U.S. rorporntions, noted that 
these outlays hirve gradually shifted toward the less developed coun- 
tries fronl il prior empllasis on Cailada ancl Il'e~tern Europe. Latin 
American countries Ilave been the prime beneficiaries of this shift in  
rcc.ent ye:lrs. reflrcting iiicrensed investment in extractive industries. 
For  the less developed areas as a whole, howerer, investment by for- 
eign affilintes of U.S. cor~orat ions went first to petroleum. and second 
to manufactnrinp. Few direct investlnent, which Thorp labels Lbprob- 
al)ly the most sirrnific.:l~~t . . . for development purposes," 7 3  because 
management and teclzllical assistance usually acconlparly the capital, 
llns gone more 11cavilp to T,atin America, tlle less-cleveloped countries 
of Europe. and the petroleum p~mducers, than to the remainder of the 
underdeveloped worlcl. 

This tenclellcy toward concentration of private investment in petro- 
leum call be strikingly illustrated in the case of Africa, basically a 
poor cousin insofar as tT .8 .  private investment is co~lcerned, but where 
that investn~ent has been gro51-ing rapidly of late. Seventy-five percent 
of G.S. private investment in Africa is now situated in the developing 
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countries, while the remaining 25 percent is to be found in South 
Africa. But of the inrestnlents in developing Africa, 73 percent arc, in 
petroleum, particularly in Libya and Xigeria, 13 percent in mining, 
and only 3 percent in m a n u f a ~ t n r i n g . ~ ~  

The fact that the geographical and industrial distribution of TJ.S. 
private overseas in\restment may not be ideal from a development 
staildpoint highlights the basic clifficulty in the reliance on private 
investment to take up any slack caused by the reduction, suspension, or 
termination of bilateral aicl. For private investment decisions, as m7e 
have seen, are based on the criteria of safety and profitabilitj-. Tl~lts, 
funds may not go mhcre they are necded most, or where they will do the 
most good in terms of development. A developing country can. presnm- 
ably, regulate investment within its borders so that it  flows into cllan- 
nels which coincide with that country's dcvelopinent priorities. I n  so 
doing, however, an LDC risks driving away private foreign capital 
which may feel its prospects threatened or its opportunities constricted 
by such regulation. But a developed country, if it attempts to prescribe 
the countries or areas in which its natioilals may invest, or if i t  stipu- 
lates the mode of that investment, may find that it is compromising the 
essentially private nature of such investments. This could be the case 
~vllether the government in question mas acting to foster the interests 
of the LDC's or whether i t  was acting in pursuance of its own 
economic or political objectives. 

B. U.S. WLICY TOWARD PRIVATE OVERSEAS ISVESTMENT 

U.S. policy aims a t  promoting private inve~t~ment in the third world 
by reducing the rislr to the investor. A number of programs have been 
set up to serve this aim. First, the convertibility of earnings derived 
from U.S. investments in the couiltries covered by the European Ee- 
col-ery Program, or from the sale or other disposition of these invest- 
ments, was guaranted in 19-18. Since that time guaranties have been 
broadened until they now cover losses due to expropriation or confisca- 
tion, war, revolution, and insurrection. There are also guaranties 
against losses on loans made for housing mortgages in Latill America, 
losses on loans for credit unions, and for seventy-five (75) percent of 
the losses arising out of such other risks as the President may deter- 
mine. The guarantees against inconvertibility, expropriation, confisca- 
tion, mar, revolution and insurrection constitute what is known as the 
specific risk guaranty program, while the guarantees against insurable 
rlsks designated by the President is known as the extended risk guar- 
anty progrwn. Virtually all types of risks are now covered, except 
fraud on loan investments and fraud and misconduct on equity invest- 
ments. All insurance or guarantees are operable oilly where the govcrll- 
inent of the developing country concurs. 

The administration of these various program has been consolidate~? 
in the Overseas Private Investment Corporation (OPIC) ,  which mas 
created by Congress in December, 1969. OPIC also admillisters a pre- 
illvestment assistance program. Those insured by OPIC pay a fee for 
its services, and the incolne thus earned takes care of OPIC's admin- 
istrative expenses. OPIC also maintains a small revolving capital 

"U.S. Department of State. Rnreao of Publlc Affalrs. Department of State Publlcntlon 
8663. Afrlcan Series 52. Washington. 1972, p. 6. 



f~liid, called the Direct Investment Fund, from which it makes direct 
commitments of its own capital. 

Llyod's of I ~ n d o n  shares in OPIC's expropriation risk program, 
except for Chile. 

I n  addition to the i~isurance program, there are other inducements 
>rovided by the U.S. Government for the would-be overseas investor. 

bo th  AID and tlre Department of Commerce provide lrim with a m- 
riety of infor.mationn1 services. Tax advantages are also granted, as 
in tlie case of foreign subsidiaries of U.S. corporations, ~~-1lere the ptlr- 
elit company pays no U.S. tax on the subsidiary's earnings until tliey 
are remitted to this country. Finally there is the so-called "Cooley 
loan" program uiicler P.L. 480, where local currency generated by the 
sale of agricultural commodities can be loaned to U.S. private inves- 
tors ancl to foreigii companies to facilitate the distribution, utilization, 
anrl comnlerce in such commodities. 

Tl~ere is, of course, some criticism of these various programs as 
devices to aid U.S. lenclers and exporters a t  the expense of the Ameri- 
ran taxpayer. The rejoinder to that argument often maintains that to 
tllc extent these incentives elicit additional investment in the LDC's, 
the need for direct government-to-government aicl is reduced, and 
with it  the burden on the taxpayer. 

C. THE -43fBIVALENCE OF DET'EMPINa COUNTRIES 

While leaders of developing countries usually take the public posi- 
tion that they welcome private investment as an instrument of devel- 
opment, their private feelings are often quite ambivalent. This am- 
bivalence faithfully mirrors the views of the leadership classes of 
those countries, and to a lesser extent of the population as a whole. 
Obviously the leaders and the people of the developing countries want 
tlre jobs and the opportunities for ecoi~omic growth that investment by 
outsiders can create. By the same token they are very much concerned 
lest such foreign interests gain control of their economies. Much of 
this call be attributed to the colonial past of so many of the develop- 
ing countries, when their resources were exploited for the benefit of 
the metropolitan power. Some of i t  may be attributable to the Rlarxist- 
influenced views of many leaders of the LDC's, for whom foreign in- 
I-estnlent constitutes imperialistic economic penetration. Dogrna asicle, 
however, the fear of the LDC's that foreign investment means that 
ontside iiiterests over which they have no control can make decisions 
vitally affecting their economies is certainly not unreasonable, and has 
ample warrant in historical experience. 

2.  IVhether sympathetic to Marxist interpretations of liistor or not, i x great many developing countries prefer state planning of t ie econ- 
only 01-er private enterprise. They believe that a relatively tight state 
control of tlre economy is a prerequisite to development, ancl lrence 
prefer governn~eiit-to-government aid on a bilateral basis, or assistance 
from nlultilateral organizations. Such external private investment as is 
aclnlitted is subject to strict controls. Sometimes these controls may be 
iiistituted as a result of pressure by the local business commmiity, 
wllich ranges froin the rudimentary in some countries to the quite 
sophisticated in soine others, and which in neither case is eager for for- 
eign con~petit ion. 



3. Given tlie anlbiralence to%\-arc1 foreign illvestniellt on the part of  
the LI)C's, i t  is logical that they sllanld display a certain wariness 
toward American corporations seeking to invest within tlieir bound- 
aries. Certa;nly the ,~nierican corporation already on tlle ground, par- 
ticularly in the extractive or conimunications industries, presents a 
liigll risibility target. Threats of expropriation and outright talie- 
o\-ers have occnl*rec[. There was the famous Mexican nationalization 
of Lher ica l l  oil pl~opel.ties in 1'3::8, n-llile anmong tlie more recent seiz- 
I I ~ P S  ha\-e beell the nationalization of U.S. oil properties in Peru in 
19G8, ancl the tn!;eover 01 the tclepllone system owned hy the Inter- 
ntitional Telephone ant1 Telegrapll Company ( I T T )  in the state of 
Rio Grande tie Sul, Brazil, in 1962. The Brazilian expropriation Ivns 
cited by ~i 'oponents of the IIickenlooper amendment, ~vllich Congrc'ss 
passed in 1962, ancl which required a cut off' in U.S. assistance to any 
country espropri:ltinp T7.S.-o~vned property withollt oifering appro- 
priate conipensation ~ r i th in  six months time. I n  point of fact the gov- 
e13nclent llai been quite reluctant to apply the amendment, and it n-as 
invoked only iii the case of Ceylon's nationalization of foreign-ownrd 
oil properties in 1'363. (Even then, not all U.S. aid to Ceylon was 
sasl)ellcled.) 

4. Despite tlieir objections to outside private investment, there is 
sii1,stantinl recog~lition 1:y the porerlimelits of the LDC's that the 
capital needed for their derclopment has to come, in part a t  any rate, 
from nrirntc so~i~ccs.  Iilcleecl the clerelopn~ent program in some calm- 

tries tlepencls hearily on p r i v ~ t c  investment. Thus a number of LDC's 
11nrr tnken action clc-signed to attract that inrestment. 

a. One fairly conlino!i clerice for this purpose is a guarantee by the 
LDC thnt outside prir : i t~ investors will be able to repatriate both 
capitid and profits, :hthougli such repntrintion is often made subject 
to eschanze controls. 

b. Xnother rvpe of inclucernent consists of an adjustment in tariff 
Ian-s to pcrniit foreign inrc~stors to import plant and equipment for 
nianufactnring, and sometimes raw materials and conlpolients ncccs- 
sary for manufacturing as \yell. 

c. Tax concession.: map be includecl. either scparate1.y or as part of R 

comprehensire package. Ass~ l r~nces  against espmprlntion, or prom- 
ises of just compensation in tlm~ event of nationalizatic~il may also be 
incluclecl, althongh the latter provision is hardly likely to be reaqsur- 
ing to tlie \vould-l~e investor. Sonie LDC's have entered into inrest- 
ment guarantee agr~emsnts  with the United States which permit TT.S. 
firnms operating n-ithin their territory to be insured by the 1T.S. gnr-  
ernment against inconrertibility, losses clue to expropriation, ancl 
losses due to war 01% insurrection. (Only a few countrie.: will p e r l i t  
the inclnsion of this latter provision in any insurance agreement.) 

cl. 9 lthongh desirous of receiving outsicle private help, many del-el- 
oping countries seek to utilize such assistance in order to sharpen the 
skills of indigenous personnel. Thus private investors may find thnt 
they arc urged to participate in joint ventures with local b~~sinessmrn 
as a conditioii of inves~ment. 

e. As an example of the kind of policy ado tecl by some LDC's t o  
attract foreign capital there is the instalice o t' Iran. In11 offers dnty 
free entry for  machinery and supplies, a fifty (50) percent exemption 



froin taxes on net profits for foreign investors, a five year tax holiday 
for productive enterprise established a t  least 60 kilometers away from 
Teheran, and a five year income tax exenlption for producers of goods 
manufactured for e ~ p o r t . ~ "  

D. PRIVATE INVESTACERT AS AN ALTERNATIVE TO BILATERAL D : 
AN EVALUATION 

1. I t  shollld be apparent from the discussioil in the section immcdl- 
ately preceding (section C) ,  that outside private investmellt i11 tlle 
developing coui?tries is going to encounter a wide range of responses. I11 
somt: instances i t  will be readily accepted, in others the acceptance tvill 
be gr-i~dging. Certainly the harassn~ent of foreign investment is not 
unknown, and the specter of potential expropriation can seldom be 
completely obliterated. 

What this nleans, fi-om a policy standpoint, is that private foreign 
inr-rstmcnt is :lt least as vulnerable to ])olitical attack \vitliin the host 

'1 ever country as bilateral aid, and in some cases eycn more so. Thus 11 11- t 
t~tlr;uitage i t  may po-;sess as an altel.natire to bilateral aid, political 
invulnerability is not onc of them. I~urtherniore, since privilte invest- 
illellt is somctlmes lopsided, being llearily concentratecl in extract11 e 
indnstrics, it can be criticized as being niore in the interest of the in- 
~.rstol,s tlian the devc:loping comitry. ,In? investment that threatens 
tlic removal of local natui.xl resources is often a natural target for  
attni.!~. 

2. I f  bi1ater:ll aid is phased out at some future time, it is tlifficult to 
envision th:tt 1)riv:~te in\-estnle~lt will increase s118iciently to make up 
tho gap. Totn! b i l a t e l~ l  nvsista~~cc extended by the U.S. government 
in fisral 1071, for es:im],le a l l~o~ir~led  to $4.8 billion. iil~lltding assistnilce 
under the Foreign A\ssistance Act, PIJ 4h0. Expol t-1nlpol.t Uallk lo::us, 
ant1 other ecoiiomic aid programs. By I \ - : I~  of com~~arison. the flow 
of net direct investment from the United States to clcreiol~ing calm- 

tries in 1970 aillolliltcd to $1.6 billion.7G Although tlless two time perlcds 
nlay not precisely 01-erlnp they do cove1 ronghly the snnlc pel.ioc1. (1111.- 
in? which time U.S. bi1ater:ll derelopn~ent a i ~ l  amounted to tllrec times 
as 1llllc11 as U.S. private investn:ent. While it is possible that priratc 
investment in the ~JDC'S can increas~ markedly in the 3 ears ahead, i t  
map be too 1r1uc11 to c s p e ~ t  that i t  will erentually be able to s~lpplallt 
bilateral aid altogether. If private investment caiiliot p1.ovide the same 
volmile of rcsourcc.~ for cIcvelop!ilent assistante as can I F  nlade :!r:l~i- 
able viz bi1nter:~l aid progranls. it may not serve the national iniercst 
or the interest of the developing countries as well as ~ ~ r e s c n t  arrallge- 
ments. 

3. As with trade, the requirements of the developiilp countries appqnr 
to necessitate a combination of rivate investment with bilateral ald. 
Tliere also appears to be a need &r ndtlitio~ml research into methoda of 
stimulating a greater flow of private investment into the LDC's, 
assuming the government to be genuinely interested in that objectil-e. 
I n  the same f;xsllion there neecls to be an ongoing conce1.n with the n l o ~ t  
efficient use of U.S. private resources by the developing coulitries. One 

7Vhorp ,  \Vlllnrd. The Reality of Foreiqn did.  O p .  n't. p. 187. " OECU 1071 Xevlew ot Development Assistanre. Op. cat. p. 87. 



method that has been suggested, for example, would link the entre- 
renurial skills of private U.S. citizens with the public resources of the E D C ~ .  I n  any erent, all agencies interested in the problem of inter- 

national development rnight be consultecl on this question of developing 
new techniques for fostering private capital flows, with the prirne re- 
sponsibility concentrated in AID, the State Department, the Treasury 
Departlnent ancl the Export-Import Bank. 



A. WHAT ENDS DOES TIIE VNITED STATES SEEK? 

Before choosing anlong the alternatives to the present bilateral 
foreign aid program which this paper has discussed, the government 
ancl people of the ITnitecl States need to maBe another clloice, a choice 
of airn. For the ends they wish aid to serve will determine, to a large 
clegree, the nature of the program wllicll is finally adopted. This ques- 
tion of aims is not new, but this seems an appropriate time to raise 
it once again. Once a program or con~bil~ation of programs is decided 
upon, tlle nest question is how it  may be operated most efficiently. The 
answers to both these questions, moreover, are governed by the politi- 
cal and ecoiloinic situation in the developing couiitries, in the other 
developed countries, and here in the United States. 

1. Anlong the aims which hare been ascribed to foreign economic 
aicl and from which a future choice of empllasis may be made, are 
the f o l l o ~ ~ i n g  : 

a. Econonllc development el3 se: MTith this as a priniary aim, eco- 
nomic develo ment is consi f ered good in itself, and may be related 
oidy margina 1 to U.S. foreign policy goals. (By of contrast, 
the Rlarsllall ? ?  P an mas related to a very specific goal of U.S. policy.) 
A key drawback of this aim, from the standpoint of aid supporters, is 
that it is unlikely to add appreciably, if at  all, to the total of those 
supporters. I t  is difficult for the American people to see, for example, 
horn they benefit if the G S P  of some underdeveloped couiltry is raised 
by one percentage point. 

b. To improve the lot of poor eople the world over : This moral aim 
of foreign aid is unchallengeab l' e on its face, and coi~stitutes a priine 
source of strength for the foreign aid principle, and for a number of 
specific programs, by .many organizntioiis and private indiriduals. 
Yet, as Huntington points out, the moral arguinent is persuasive when 
it conies to providing ininiinunl econonlic well being for individuals, 
but much less so with respect to promotiilg economic growth. We 
justify development aid on the basis of economic performance, not 
need, and we look for self-help froin the recipient of this ecoilomic 
assistance." On the other hand, it is certaiilly moral to take the ap- 
proach that assisting the LDC's to develop more rapidly will be more 
effective, and mill have a greater long term effect, than simply helping 
needy groups or individuals. 

c. To promote U.S. economic interests: The United States could 
furnish development aid to the LDC's purely for the purpose of 
promoting the sales of its products abroad and of exploiting new out- 
lets for investment. Presumably the LDC's mould have to come a long 

*Huntington. Samuel P., Forelgn Ald for What and For Whom. Foreign Pol4cy. Winter 
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way before offering markets and outlets as attractive as those pres- 
eiltly found i l l  other developed coui~tries. ?;or coultl tlie United Ytatcs 
be particularly frank about such an aim, especially in view of the 
suspicioii of 17.S. motives voiced by lr~arly in tile clc?velol,ing coontries. 
Indeed i t  may well be connter-procluctire politicnl!y for tlle t-nited 
States to aclrance assistance to dcl-eloping countries nit11 its own 
economic iilterests pri1narilj7 in mind. 

d. To e~lllance U.S. influe:icc ill the dcveloping  count^-ies. for now 
and for the future: This llas often heen aci\:lnced as a goal of 11.3. 
del-elopment assistance. I t  is asserted that t h ~  non-Comn~unist devel- 
oping conntries contain an even larger share of t l ~ c  ~vorlcl's 1,opnlation 
than China, that they are our major suppliers of oil, copper, tin, 
timber, vegetable oils, rice, rubber, jute, sugar, coffee, tea, cocoa, 
cottoll ailtl textiles, ilnd that their share of wol.ld trade escercls that of 
Europeail mld -isinn Communi~t coi~ntries 131 rn  tllongh 
the LDC's lack the snbstance of real power now, not all of then1 are 
po~~~e~ . l e s s ,  ant1 w r c ~ - a l  of tliem are potmtial great powers. Thrir  very 
numbers give tllem power in international bodies si~ch as tile T'S 
i-nited States that the LDC's so freq~icntly vote ~rlainst  her. KFile the 
General Assembly, where it is a source of embarrassment for  the 
1-nitecl Statcs c a n ~ ~ o t  expect to win the LDC's completely to hcr point 
of view. development assistaiice is a source of leverage for the prescnt 
a114 an investment for the futnrr. 

Opposed to this argument is the familiar proposition that yon can't 
buy friencls. Votes against the United States in the United Nations by 
l-~t~neficiaries of 1T.S. aid. si~ch as the vote to expel Taiwan, are cited as 
evidence of this contention. I t  is further asserted that tlie likely out- 
cqme of the giver-receiver relationship insofar as aid is concerned is 
resentment, ill-will, and frustration on both sides. Thns it is n~istaken 
to rxprct any positive political influence as a result of developnlent as- 
s i~ t an r r ,  in this riew. Furthermore, the argnmcnt goes on. economic 
dcrelonment is not always given the priority by the developing co~in- 
tries that people in the developed conntries awume tlley assign to it. 
Tn-Iced those holdinqrthis view maintain that the 1Tnilcd Statcs itqclf 
has higher priorities In some of tlie poor countries than their ccollomic 
tlr\-elopment-preserl-iilg thr  territorial intrgrity of Tndia. let us say, 
bein? a morc important consid~l.ation than her economic advance. 

Those who qnection the valnr of a political nim for forcipn aid roilld 
pt.obablv accept the pronosition that U.S. relations with both cle\~t.l- 
oped and unclerd~rcloped ~tatcc; are impairrd !yv failure to providr dr-  
rclonmrnt acsistance in amounts tliosc conntrirs cleem sufficient.. When 
the Vnitcd Statcs docs not meet internationally-assigned tarbpets, or is  
less thnn enthu~iastic ahnut increasing its clcrrlopmrnt ac~istance, 
critical o l k i o n  abroad is quick to exnress itself. and the crcatcr the 
dicsnnnointed expectations the shriller the criticism. Tl3ns v h ~ t  
Huntinerton calls a "derived or  secondary nolitjcal interest" 79 l n i ~ h t  
serve as an acceptable aim for those who otlierwise question the valid- 
ity of aid as a political instrument. 

e. To  strenehcn l7.S. securitv: I t  is freqilcntly asqerted that t1.r wap 
between the rich nations and the poor nations is. growing, and that  

7s Plnrk. PnuI C, . Americnn A419 for Derfebnm~nt, N Y Prnrerr 1472. n. 72 
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thrre must be a reduction in this gap lest the inisery of the nlorld's 
110or explorlc in violence. Presumably t l ~ i s  1-io!cnce ~ rou ld  be directed 
at  the worlcl's aflluent nations, including the rllitctl  States, and hence 
the ratio~lale that aid made a rontribution to U.S. security. 

I t  is not clificult to lJoiiit out ilnws in this ai.pun~ent, for the poor 
countries are hardly in a position to attack the developed countries, 
1~o1:-crer ~vi.ongecl and frustrated the forincr may feel. But to clisnliss 
the security argument in this fashion may be too easy. For the insta 
bility nnrl l u ~ l ~ e n ~ ~ a l s  that hare marked the intenla1 ancl external %flairs 
of the LDC's have had their repercussions anlong the developed ~01111- 

trier;, ancl sometiirles those repercussions posed t!le dnzlger of a con- 
fl.olitatiou between the West and the Commnnist l>a~vers-and spe- 
cifically bet\\-cell t l ~ o  Unittad States arid the Soviet Union. Certainly 
the Arab-Israrli wars, tlle Inclia-Pakistan \ra!.s, the L'conf~~ontation" 
between Malaysia and Indonesia pm.sned by Snlmrno, tllc Nigerian- 
13iafran civil war, all coinprised threats to intel.llational peace ancl se- 
ciu.ity of varying intensity. Until quite rccel~tly i t  was widely as- 
sumed that the Vietnam mar carried a serious danger of nuclear con- 
frontation between the United States and either China, the U.S.S.R. 
or  both. 

I n  short, to say that aid strengthells national scc~lritv seems t c  be 
realistic if one ineans tlittt aid can help recluce t l ~ e  t ~ ~ r n l o i l  in the third 
~vor!d, particularly tlie danger of wars between the 1,DC.s whicl~ might 
escalate and involve the United States. Any aid program that  genu- 
inely contributes to this end can be described as  rendering a positive 
se1.vic.e to 7J.S. national interests. 

f. To strengtlien international order: This is an objective f o r ~ ~ i u -  
lated by Paul  G. Clark, and llc sees the LT.S. clel-elopmcnt assistance 
prograln~ontributiilg to :his end in four ways. Fitst,  it call strengthen 
the position of gover~rinents which are cornpal-atirel:; open and coop- 
erntlre in world aiTairs. Seccncl, a i d  this point is ..iniiiar to :~Bove, aid 
in support of rapid econolnic development can help reduce the risk of 
r~rolut ionary disorder and violence. H o ~ ~ e r e r .  aid by itself cannot 
assure noill-ioleiit evolutionar~y change, given the ten.;ions af nlodern- 
jzation and the ~veakness of ninny gorernn~ents. Third. and this is also 
related to the above, by 1na1;ing it easier for L J X " i  to enn~hasize de- 
velopinent, T.S. aid can do sclmething to mcderate the risk thxt out- 
standjng g r i e r a i ~ c ~ s  bct~reen LDC's will 1r:icl to orcrt military action. 
-lgain, Clarl; admits that aid c:~nnot reali-tically be expected to pre- 
wilt all wars bettveen low ir~conie countries, but he argues that the 
fact that India ancl Pakistan lived with their antagonism over I<ash- 
mir  for allnost t ~ ~ o  decades, a i d  that after a inilitary campaign the 
issue "was fairly quickly sabmerped agnin," is evidence of the cow- 
peting appeal of national development efforts in both comltries. Fi- 
nally, since de~elopnlent assistance involves collaLoration of low- 
income and liiph-income countries, it can be an important force in 
gra'h~ally s t l~ngthening jnternational order. 1-nder bilateral programs 
t l~ere  11as to be ,z reasonable amount of openness and cooperation be- 
tween g i ~ e r  and receiver, and under multilnterill programs there must 
he broad ccoperatioil for col~~inon purposes." This last point of Clark's 
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appears to embody a worth--hile aim for aid, and perhaps should stand 
by itself, rather than as part of a broader objective. On the other hand, 
many would maintain that collaboration between cleveloped and less 
developed countries is a happy by-product of developn~ent assistance 
programs, but that such programs should not be launched simply to 
develop habits of international cooperation when there is ample 
scope for the developnlellt of such habits in a variety of interilational 
activities. 

g. To reduce POT-ertv and foster social reform and political derel- 
opment in the developing countries: One argument that is freqnently 
advanced against existing developing assistance programs is that they 
are marked 1)v a common failwe to deal successfull-y with the p~-ob l r~n  
of poverty. The standard approach to development has been to empl~a- 
size increases in gross national product, or per capita income, or both. 
But  this approach in nild of itself does not come to grips with the 
problem of povertv in the LDC's. This is borne out by the fact that 
official and unofficial assistance can pour into the LDC's in amounts 
sufficient for growth targets to he achieved, yet no appreciable ch:lnge 
may occur in the quality of life for the vast masses living in nbjcct 
porerty. 

The degrading character of this poverty is exacerbated by t h ~  in-  
equities in income distribution, inequities whose mitigation or abolition 
is primarily the responsibility of the developing countries themselves. 
However i t  is not their responsibility alone, for the aid-giving conn- 
tries can hardly permit their assistance to perpetuate indefinitely a sit- 
uation where "the rich get richer and the poor get poorer." To do s~ 
would be nullify the very purpose for which development aid was 
undertaken, and would be utterly self-defeating. Thus, the argument 
runs, if the developed countries wish their aid programs to achieve 
meaningful results, they must address the interlocking problems of 
pol-erty and the maldistribution of wealth in the ~nde~derelopecl  
nations. They must also assist the people of the developing countries 
in utilizing their political potential to help bring about a greater meas- 
ilre of social and economic justice. Robert S. McNamara, President of 
the World Bank, put i t  this wag : 

* * * We should stop think in^ of mnssive poverty in a developing country '78 
simply a symptom of underdevelol>ment-nnd begin, rather, to think nf it as a 
condition that must he attacked within the framework of the Nation's overall 
development p r ~ g r a m . ~  

I f  the devtlloped collntries design their assistance programs to heed 
this advice, they may at times find that they have to prod the develop- 
ing countries toward reform, perhaps to the extent of conditionin,o aid 
on the adoption of needed changes. h'nturally such pressures will be 
resented by the LDC's, and relations between the aid-givers and the 
aid-receivers may deteriorate. However, such reseiltmeilt and deteri- 
oration may be held to a minimum if the LDC's are convinced tliat the 
developed countries are genuinely interested in helping them cope with 
the whole broad range of developmental problems. This is a sector 
where presumably disinterested multilateral programs would seem to 
possess an inherent advantage. 

Addrea~ to the Untted Nations Conference on Trade and Development. (UNCTAD 111). 
Quoted In Congresstonal Record. Apr. 27,1072, P.S. 6841. 



B number of measures hare been urged upon third world couiltries 
to assure the more equitable distribution of the fruits of economic 
growth. Tl~ese include effective land reform, programs to increase the 
productivity of the small farmer, policies \I-ould secure tenants 
in theii* holdings, fair and comprel?ensire taxation, and educational re- 
form. To assure continued growth ltself as well as greater equity in the 
distribution of income, measures to check population gromtll and to 
create additional jobs have been wiclely advocated. 

B. AID AND U.S. FOREIGN POLICY I N  TIIE POST-TIETN'iM EL4 

Proposed alternatives to the present bilateral aid program must 
be assessed against the backdrop of a U.S. foreign policy that  is in a 
state of flux. The premises of the 1950's and 1960's have not been com- 
11letely overturned, but they exist sicle-b?-side wit11 what might be 
called post-Vietnam (in the sense of post-U.S. entry into the Vietnam 
coiiflict) assumptions. Tllus i t  is possible for the Presiclent to say. 
for example, that the postwar era has ended, and in the same report 
to state that  the Soviet Union's icleology dictates an attitude of con- 
stant pressure towards the outside w ~ r l c l . ~ ~  Thns i t  is possible a t  one 
and the same time for the Uniterl States to sign a. Strategic Arms 
TAimitation Treaty and for the Secretary of Defense to propose an 
iacrcasecl defense budget. There is a recognition that the monolithic 
ch~~rac te r  of Comrnui~isin has ended. that new power centers are emerg- 
ing in the world, that nationalism is perhaps the most powerful 
dyiiamic presently affecting the relations of nations, and that tracle 
ancl other economic factors (including development) nlay well play 
a greater role in international politics than they have heretofore. 
These attitudes exist alongsicle anxieties orcr scemi~lgly contradictory 
or tensioil building trends, such as Soviet naval expansion in the 
nlediterl.anean. I t  is also recognized that certain issue-preservation 
of the environment for example-transcend geographic and ideological 
boundaries, and can only be solvecl by international cooperation that 
bridges the olcl barriers between East and IYest. 

I n  these circumstances the President has elaborated the "Xison 
doctrine," which essentially calls for  a lowered U.S. profile overseas. 
Foreign aid is to be continued, but there are to be larger applic a t '  1011s 
of self help by the receiving nations, while the developed countries, 
it is hoped, \\-ill contribute more, Many n.110 subscribe to the view that 
the United States should cut back its military commitmcnts abroad 
~vonld also reduce our economic assistance, or  cllallllel the bulk of i t  
through multilateral organiz a t '  ions. 

C. AID AS A CO3fPREIIESSn'E PROGUM 

This study was undertaken cn the assumption of a serious Congres- 
sional interest in maintaining U.S. participation in the development 
process, free of the shortcomings that have so frequently been ascribed 
to bilateral assistance. Advantages and disadvantages of the various 
alternatives to direct bilateral assistance were set forth with that 
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assunlption in mind. The developing couiltries are prone to feel that 
not enough assistance is iriade available to them and many professrd 
partisans of der-elopment assistance in this country feel essentially 
the saiile Robert K. Nathan, ill testimony before the Subcoln- 
mittee on h'ational Security Policy ailcl Scientific Developn~ent of 
the House Foreign Aflairs Comniittee, r~lie11 aslzed about alter-natives 
to the bilateral progmms that constitute the backbone of foreign aid, 
respondeel as f ollor~s : 

* * There just is no magic key to economic development which deals ui th  
human beings, deals with leadership, deals with initiative, deals with incentirrs, 
deals mith organizations, deals a i t h  p~~licies  and actions. This is inevitably com- 
plex and multiple in its characteristics and solutions. * * * W l ~ a t  n~orries ille 

is not that we should not try all these, because I think we must try all of them, 
Mr. Chairman, but what worries me is that we may forego what we ought to d o  
ourselves in our own in te~es t  and in the interest of peace and progress in the 
world, while seemingly favoring one effort a t  the expense of another and end u p  
cutting down on both. We may do just that in shifting emphasis from bilateral to 
multilateral channels. 

1 have said many tiiiles in the past that I am terribly distressed a t  the po~..i- 
bility of our cutting down on bilateral aid and then we beat the devil out of (lie 
multilateral agencies. This is a danger. Wliat I think we need to do, Mr. Cllalr- 
man, is to work on all these and other approaches as  well.= 

Testifying at the sariie tinie, President of the Overseas Development 
Council, James P. Grant, agreed with Mr. Nathan, yet he stressed tile 
iinportailce of trade, uild tlie conconlitallt ilecessitj of lielpiilg some of 
those %% ho lose their jobs because of imports. 

L i s  far as the Gnitecl States is coilcerlled the coiicept of national in- 
ter*est, \vllicll must be considered a main justificatioil for devclop~lc~lt  
assistance, is sufficiently f le~ible to permit tlie simultaneous existence 
of diflerent categories of ald programs. There appears to be no over- 
riding reason, in sliort, why the encouragement of private investment, 
the lengthening of loan repayment periods, increased multilateral as- 
sistance, or tracle prefercnces for the LDC's caililot exist side-by-side 
with the con? of bilateral assistailce as i t  is present1 kiiorrln. 

The flexibility aflordecl by the concept of nationa f interest also ex- 
tends to the questioil of the allocation of developmeilt assistance, both 
as to time and as to place. IThi le  the LDC's have a great deal in coin- 
mon, there are also significant points of difference. Comparable coun- 
tries may require cliiferent types of aid programs, or  one may need 
as-~istance while the other has progressed to the point where outside 
aid is unnecessary. The nntional interest concept also serves as a broad 
umbrella covering narrower objectives of foreign aid, such as the eco- 
nomic, political, or secni.ity arguments. Finally, i t  is a generally ap- 
plicable criterion against which requests for development assistaiicc 
can be mensnred. It may be to the U.S. interest, for example, to trans- 
fer resources to a particular developing country because that count1.y 
not only needs them, but can put them to effective use. I n  another in- 
stance our doinestic needs may take priority, in terms of the national 
interest. over tlie transfer of other resources. I n  a third instance liber- 
alized trade or increased external investment might be preferable, in 
terms of tlle ilational interest, to a direct transfer or resources. 
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All of this seems to imply that there is room, under the general head- 
ing of development assistance, for a broad variety of options, permu- 
tations &lid colnbinations. A certain core or residue of bilateral aid is 
necessarq if oi~ly to permit the United States to einploy aid for objec- 
tives \\-ll~ch this couiitry deems to be in its interests, but which miglit 
be vc.tocd by other clonol.s uncler multilateral arrangements. Multi- 
lateral programs obviously have tlieir place, tliongh, particularly in 
e ~ e r t i n g  pressure for economic and social reform in the LDC's. 111 so 
cloinp they can be more effective thnn the U.S. individually, since the 
same snspicion does not attach to United Nations or regional pressures 
for reforni as would be manifest if such pressure emanated directly 
from tlw TTnited States. 'l'he adoption of a preferential system, tlie 
leiiptlicning of repayment periods and tlie retluction of interest rates, 
am1 t!le expansion of private investment in the LDC's, can mean a 
redi~ction in tlie amount of bilateral assist:~nce previously thought es- 
sential for a meaningful aid program. 

For the foreseeable fiiture i t  appears that the U.S. develop~ile~lt 
assista~ice progrnm will be eclectic. There will be bilateral and multi- 
1:tteral assista11c.e pi.opranls, with tlie latter perhaps increased signif- 
iea~itly in anlount and the former reduced either partially or commen- 
surately. Tlie eilcouragen~e~lt of foreign investment seems likely to 
contin~~e,  wlietlier the guarantee and i ~ ~ s u r a ~ i c e  programs retain their 
prcscnt for~ii  or not. Movenlent on the issue of tariff preferences and 
debt refinancing is harder to predict, but i t  should not be too surpris- 
ing ~f Congress pnssrs legislation relating to these matters. 

For  the aid program to be ~ 1 1 a t  nlally would consider its most effec- 
tive, Cong1.e~~ would me]-ely draw or re-dram tlie broad guidelines of 
policy, alloxving the executive agencies to apply these guidelilles in 
individual cases. Congress could see to it, however, that specific aid 
programs be altered where necessary to incorporate the latest thinking 
on development, such as the necessit of creating jobs in the LDC7s. An 
aid program which combined the %est of the various approaches to 
development assistance might do  much to win back much of the sup- 
port that development aid once commanded. 




