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POLICY GUIDANCE FOR FOREIGN ASSISTANCE 

PHEFACE 

W i t t l  t h e  i nc rease  i n  the  volume of a s s i s t a n c e  t o  
developing c o u n t r i e s  and i n  t h e  number of sources  pro-  
v id ing  i t ,  t h e r e  i s  a  need f o r  c l e a r e r  s t a t emen t s  of t h e  
p r i n c i p l e s  on which t h e  supplying agenc ie s  ope ra t e .  
This pamphlet i s  an a t tempt  t o  p rov ide  such a s tate-  4 

ment f o r  t he  Agency f o r  I n t e r n a t i o n a l  L)evelopment, which 
has o v e r a l l  r e s p o n s i b i l i t y  f o r  the  United S t a t e s  a s s i s t a n c e  

I ' 
A L u  b d  tA.,z i i 0 . 1  s L ~ r l ~ ~ ~ ~ ' i c  3 L i m  01' U L ~ U  

~ , I T D .  'program Guidance Manual, which s e t s  ou t  i n  d e t a i l  
the  procedures f o r  p repar ing  and e v a l u a t i n g  U.S, economic 
a s s i s t a n c e  programs, 

The p r i n c i p l e s  which guide p r e s e n t  UoS, programs a r e  
the  r e s u l t  of n e a r l y  twenty y e a r s  of exper ience w i t h  
f o r e i g n  a s s i s t a n c e ,  s t a r t i n g  wi th  postwar programs of 
r e l i e f  and r e c o n s t r u c t i o n ,  A s  t h e  l a r g e s t  s i n g l e  s u p p l i e r  
of economic a s s i s t a n c e  t o  t h e  developina c o u n t r i e s ,  t he  
Unf ted  S t a t e s  mainta ins  a id  missions in most of the 
r e c i p i e n t  c o u n t r i e s  and maKes b ~ ~ l ~ ~ n u l n g  s t u d y  of' each 
count;ryPs needs,  Out of t h i s  r e l a t i o n s h i p  has evolved a 
system of country  programming i n  which t h e  UoSo t r i e s  t o  
t ake  account  of the coun t ry l s  o v e r a l l  performance, i t s  
p r i o r i t y  needs, and o t h e r  a i d  sources  a v a i l a b l e  t o  it. 

I n  p repa r ing  t h i a  condensed v e r s i o n  of t he  program 
manual, we have k e p t  i n  mind the  needs of  t h r e e  typea of 
u s e r s :  t h e  o f f i c i a l s  of r e c i p i e n t  c o u n t r i e s ,  t h e  o t h e r  
s u p p l i e r s  of f o r e i g n  a sa i a tnnce ,  and i n t e r e s t e d  s c h o l a r s  
and c i v i c  groupa i n  t he  United S t a t e s  and e lsewhere ,  . I n f o r -  
mation on t h e  con ten t  of c u r r e n t  U,S. programs i s  given i n  
the  A,I ,D, summary p r e s e n t a t i o n  t o  Congress, e n t i t l e d  
Proposed Mutual Defense and Ass i s t ance  Programs, F i s c a l  
Year 1964, -- 

Much remafns t o  be l ea rned  about t h e  processes  of 
economic, s o c i a l  and p o l i t i c a l  development and the  ways i n  
which they can be most e f f e c t i v e l y  supported by e x t e r n a l  
a s s i s t a n c e ,  The p r f n c i p l e s  guiding U,S, a s s i s t a n c e  pro-  
grains a r e  c o n s t a n t l y  modified and expanded a s  our under- 
s t and ing  of t h e s e  processes  grows. Increased  knowledge 
should r e s u l t  from s h a r i n g  and eva lua t ing  the  exper ience  of 
o t h e r  donor c o u n t r i e s  and i n s t i t u t i o n s  through the  Devslop- 
ment Ass i s tance  Committee of the  Organizat ion f o r  bconomic 
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Coopera t ion  and Development, I t  i s  hoped t h a t  t h e  p r e s e n t  
s t a t emen t  w i l l  c o n t r i b u t e  t o  a wider  unders tand ing  of 
u',s. a s s i s t a n c e  e f f o r t s  and t o  a n  emerging consensus on 
b a s i c  p r i n c i p l e s  among those  who ex tend  and t hose  who 
r e c e i v e  a s s i s t a n c e ,  

H o l l i s  B e  Chenery 
A s s i s t a n t  Admin i s t r a t o r  f o r  

May 14, 1963 
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l lzc t::j,jol; sr?.jcl:t.ivc of  ;.L. f o r e l g n  p o l i c y  i s  t h e  development 
of  .i cnii,iu~~j..f;jr of' free nations coopera t ing  on m a t t e r s  of  mutual 
concern,  bnsing t h e i r  p o l i t i c a l  systems on consent  and p rog res s ing  
i n  economic wel fa re  and s o c i a l  j u s t i c e .  Such a  world o f f e r s  t h e  
b e s t  prlospect of  s e c u r i t y  and peace f o r  t h e  United S t a t e s .  

We sha re  t h i s  o b j e c t i v e  w i t h  o t h e r  n a t i o n s  of t h e  f r e e  world.  
I t  c a l l s  f o r  a coopera t ive  e f for t ;  i n  which t h e  Origaniza't'lon f o r  
Economic Cooperation and Development r;lenibe-r7s car, t1ssi.s t the 
f r e e  n a t i o n s  of  Asia, Afr ica  and La t in  America t o  ach:Levc o u j e c t i v e s  
on which a l l  can agree .  

Such a community w i l l  grow i n  s t r e n g t h  a s  t h e  l e s s  developed 
c o u n t r i e s  a t t a i n  t h e  r i s i n g  s t anda rds  of  l i v i n g  and t h e  sense  of  
p r e s t i g e  and p rog res s  t h a t  c h a r a c t e r i z e  t h e  A t l a n t i c  community. 
A t  p r e s e n t  t h e i r  human s k i l l s ,  i n s t i t u t i o n a l  framework and c a p i t a l  
r e sou rces  a r e  inadequate  t o  meet r i s i n g  i n t e r n a l  demands f o r  
such p r o g r e s s ,  T r a d i t i o n a l  va lues  and l i n e s  o f  a u t h o r i t y  o f t e n  
block e f f e c t i v e  use  of  e x i s t i n g  r e sou rces  and s k i l l s .  We seek  t o  
h e l p  t h e  l e s s  developed c o u n t r i e s  r e a l i z e  t h e i r  hopes by a  p rocess  
of economic and s o c i a l  development compatible w i t h  our  b a s i c  
o b j e c t i v e s .  

Foreign economic a s s i s t a n c e  i s  one major ins t rument  through 
which t h e  United S t a t e s  seeks  t o  promote i t s  b a s i c  f o r e i g n  p o l i c y  
o b j e c t i v e s .  I n  c o u n t r i e s  f a c i n g  immediate and grave  i n t e r n a l  o r  
e x t e r n a l  t h r e a t s  t o  t h e i r  s e c u r i t y  and independence, m i l i t a r y  
a s s i s t a n c e  and suppor t ing  economic a i d  a r e  used t o  h e l p  a v e r t  
o r  d e f e a t  t h e  t h r e a t .  I n  c o u n t r i e s  l a c k i n g  t h e  b a s i c  law and 
o r d e r ,  a d m i n i s t r a t i v e  s e r v i c e s ,  and p o l i t i c a l  c o n t i n u i t y  t o  
launch a  s e r i o u s  development e f f o r t ,  U.S. a s s i s t a n a e  may h e l p  t o  
e s t a b l i s h  t h e s e  p recond i t i ons  f o r  growth. I n  many more c o u n t r i e s ,  
U.S. c a p i t a l  and t e c h n i c a l  a s s i s t a n c e  a r e  used t o  speed development 
e f f o r t s  a l r e a d y  under way. I n  some of  t h e s e  c o u n t r i e s  t h e  Uni ted 
S t a t e s  c a r r i e s  t h e  major burden of e x t e r n a l  a i d ;  i n  o t h e r s  ou r  a i d  
i s  smal l  and supplements t h a t  of o t h e r  donors bea r ing  pr imary 
r e s p o n s i b i l i t y .  

The u l t i m a t e  goa l  of U.S, a i d  i s  t o  h e l p  t h e  coun t ry  r e a c h  
t h e  p o i n t  a t  which i t s  own inc reased  human and c a p i t a l  r e sou rces ,  
p l u s  i t s  improved a b i l i t y  t o  a t t r a c t  and s e r v i c e  f o r e i g n  i n v e s t -  
ment and c r e d i t  on commerical terms,  a r e  adequate  t o  s u s t a i n  
s a t i s f a c t o r y  growth. The g o a l  of  s e l f - s u s t a i n i n g  growth i s  
almost  reached i n  some c o u n t r i e s ;  i n  o t h e r s  it w i l l  t a k e  decades 
t o  ach ieve .  However, t h e  United S t a t e s  b e l i e v e s  t h a t  t h e  develop- 
i n g  c o u n t r i e s  themselves do no t  wish t o  p e r p e t u a t e  r e l i a n c e  on 
o u t s i d e  a s s i s t a n c e .  Our a i d  i s  in tended  t o  h e l p  them p re se rve  
t h e i r  p o l i t i c a l  independence and achieve economic s e l f - s u p p o r t  
a s  r a p i d l y  a s  p o s s i b l e ,  
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Sj-nce IjJol-lu V u r  11, t h e  f o r e i g n  a s s i s t a n c e  programs of  t h e  
United S t a t e s  have c o n s t a n t l y  evolved i n  form and scope t o  s e r v e  
o u r  n a t i o n a l  purpose and t o  d e a l  w i th  changing i n t e r n a t i o n a l  
problems. 

The emphasis of f o r e i g n  a s s i s t a n c e  h a s  s h i f t e d  i n  t h e  p a s t  
decade o r  s o  from t h e  advanced t o  t h e  l e s s  developed c o u n t r i e s ,  
A s  Europe and Japan recovered t h e i r  economic s t r e n g t h  and 
a b i l i t y  t o  suppor t  t h e i r  own defense  e f f o r t s ,  U.S .  a i d  s h i f t e d  
f i r s t  t o t h e  F a r  E a s t  and South Asia and then  a l s o  t o  L a t i n  
America and Afr ica ,  where t h e  new cha l l enges  of  Communist 
aggress ion  and subvers ion  have focussed i n  r e c e n t  y e a r s .  

The o t h e r  advanced c o u n t r i e s  of  t h e  world, most o f  whom we 
were h e l p i n g  t e n  yeara  ago, a r e  now t a k i n g  on an i n c r e a s i n g  
sha re  of  t h e  t o t a l  a i d  burden. The i r  growing economic s t r e n g t h  
has  made i t  p o s s i b l e  f o r  f r e e  world a a a i s t a n c e  t o  l e s s  developed 
c o u n t r i e s  t o  double over  t h e  p a s t  seven y e a r s  with o n l y  a 
moderate i n c r e a s e  i n  t h e  U , S .  c o n t r i b u t i o n ,  

The sha re  of  f o r e i g n  a i d  funds tha t  goes t o  promote long- 
term economic and s o c i a l  development, r a t h e r  than  sho r t - run  
s t a b i l i t y  and s e c u r i t y ,  has  i n c r e a s e d  s t e a d i l y  f o r  t h e  p a s t  t e n  
y e a r s .  A s  t h e  t h r e a t  of i n t e r n a t i o n a l  d i s a s t e r  provoked by t h e  
Korean c o n f l i c t  subsided,  a i d  t o  i n c r e a s e  m i l i t a r y  s t r e n g t h  and 
t o  b o l s t e r  economies around t h e  pe r iphe ry  o f  t h e  Communist Bloc 
was c u t  i n  h a l f .  Two-thirds of a l l  a s s i s t a n c e  i s  now devoted t o  
t h e  more hopeful  o b j e c t i v e  of e s t a b l i s h i n g  economic and s o c i a l  
p rog res s  i n  t h e  underdeveloped world .  A t  t h e  same t ime,  t h e  
dominant form of U.S. a s s i s t a n c e  has  been change-d from g r a n t s  
t o  l o a n s .  

A s  t h e  need f o r  s u b s t a n t i a l  changes i n  U,S. a i d  programs 
b e c a w  apparen t ,  new ins t ruments  and techniques  o f  o p e r a t i o n  
were c a l l e d  f o r .  The Foreign Ass i s tance  Act of  1961 improved 
t h e  e x i s t i n g  t o o l s  and made it  p o s s i b l e  t o  adopt new methods 
o f  u s ing  them. 

A s i n g l e  Agency f o r  I n t e r n a t i o n a l  Development was e s t a b l i s h e d  
and i t s  Adminis t ra tor  was made r e s p o n s i b l e  f o r  c a r r y i n g  o u t  t h e  
economic a i d  programs and coordir la t ing economic and m i l i t a r y  
a s s i s t a n c e ,  I n  a d d i t i o n ,  t h e  Act c l a r i f i e s  f o r e i g n  a s s i s t a n c e  
o b j e c t i v e s  i n  suppor t  o f  United S t a t e s  f o r e i g n  p o l i c y .  U.S, a i d  
i s  now planned w i t h i n  t h e  framework o f  a broad economic, s o c i a l ,  
and p o l i t i c a l  a n a l y s i s  of  each c o u n t r y ' s  needs and p r o s p e c t s .  
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The Act puts major emphasis on loans and grants for 
development and establishes criteria to assure that these funds 
are effectively used, The Act distinguishes development funds 
from military assistance and supporting assistance, which are 
normally used to meet more direct stability and security require- 
ments. Although, more than one type of aid is typically used in 
a country program, the nature of U.S. interests generally results 
in the predoainance of one category. 

'I~O tilakc thc most effective use of its limited aid funds, 
the United States must be highly selective in allocating aid 
among countries and in designing programs for each country. 

Three basic principles determine the countries to which 
aid is offered and the amounts and kinds of aid which they 
receive : 

(1) The effectivenesrs with which the country can use 
avallable resources - both internal and external - to promote 
economic and social development; 

(2) The importance to the United States of sustaining or 
accelerating the economic growth of the country; 

(3) The availability to the country of other external 
resources in a suitable form. 

These principles derive from our basic objective of assisting 
selected countries to become self reliant as soon as possible. 
Aid is most effective in bringing about the transition from 
dependence or stagnation to self-sustaining growth if it is 
concentrated on the countries that are doing the most to help 
themselves. There it serves as a catalytic agent which permits 
the mobilization of a much larger development effort, Self-help 
is therefore the dominant theme of our major assistance efforts. 

A country's ability to utilize external assistance reflects 
not only the determination with which its government and people 
seek to progress, but also the current sage of development of 
its human and institutional resources. In many less developed 
countries, essential human and institutional resources must be 
created before large-scale capital assistance for transportation, 
industry, irrigation, and similar major projects can be absorbed. 

Aid to countries in early stages of development normally 
must concentrate on technical assistance to train personnel and 
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develop a d m i n i s t r a t i v e  s e r v i c e s ,  educa t iona l  sys  tems, sav ings ,  
c r e d i t  and t r a d e  a s s o c i a t i o n s ,  and o t h e r  i n s t i t u t i o n s  needed 
t o  suppor t  growth, Ass i s tance  of t h i s  kind i s  complex and 
d i f f i c u l t ,  bu t  it does not r e q u i r e  heavy expendi tures ,  Such 
a i d  i s  o f t e n  accompanied by some c a p i t a l  a s s i s t a n c e ,  d i r e c t e d  
t o  b u i l d i n g  roads ,  p o r t s ,  power and o t h e r  inf s a s  t r u c  t u r e ,  Grea te r  
c a p i t a l  a s s i s t a n c e  w i l l  be r e q u i r e d  a s  t he  countryvs a b i l i t y  t o  
undertake more v a r i e d  produc t ive  c a p i t a l  p r o j e c t s  grows. Mean- 
whi le ,  t h e  need f o r  t e c h n i c a l  a s s i s t a n c e  i s  l i k e l y  t o  cont inue ,  
b u t  i t s  emphasis w i l l  probably s h i f t  from more gene ra l  t r a i n i n g  
and i n s t i t u t i o n  buf l d i  ng a c t i v i t i e s  t o  more spec i f  i c  bo t t l e -neck  
breaking e f f o r t s .  The expanding economy should g r a d u a l l y  gene ra t e  
g r e a t e r  domestic sav ings  and investment and a t t r a c t  growing 
p r i v a t e  f o r e i g n  investment and inc reased  suppor t  from sources  
such a s  the World Bank, The need f o r  f o r e i g n  g r a n t  a i d  or l o a n s  
on concess iona l  terms w i l l  dwindle a s  the  count ry  approaches 
s e l f  -sua t a i n i n g  growth, 

The normal p a t t e r n  of a i d  t o  a developing country  -- whether 
supp l i ed  p r i m a r i l y  by the  United S t a t e s  o r  by another  donor o r  
donors -- t h e r e f o r e  may r e q u i r e  t h a t  t h e  volume of a i d  i n c r e a s e  
before  i t  i s  g r a d u a l l y  phased ou t .  The l e n g t h  of time r e q u i r e d  
t o  conlplete t he  p a t t e r n  w i l l  depend on the  c o u n t r y t s  i n i t i a l  
s t a g e  of development and on the  v i g o r  of i t s  s e l f - h e l p  e f f o r t s .  
Some c o u n t r i e s  may a l s o  be r e l a t i v e l y  advanced when a i d  i s  
s t a r t e d ,  and may n o t  need the  f i r s t  s t a g e s  of the sequence. 
Under t he  Marshal l  Plan i n  Europe, the  Europeans organized t h e i r  
own s k i l l s  and e n e r g i e s  t o  the t a s k  of r e b u i l d i n g  t h e i r  war- 
devas t a t ed  economies, The United S t a t e s  provided t h e  c r u c i a l  
margin of r e sou rces  which enabled the c o u n t r i e s  of Europe t o  over-  
come the  need f o r  o u t s i d e  economic a i d  w i th in  f i v e  years  - from 
1948 t o  1953" I n  the l e s s  developed economies, the c a p a c i t y  t o  
u t i l i z e  o u t s i d e  h e l p  e f f e c t i v e l y  is  much l e s s  than  it was i n  
Europe, and the  pe r iod  r e q u i r e d  t o  ach ieve  s e l f  -support ing growth 
is l i k e l y  t o  be s u b s t a n t i a l l y  l onge r .  Countr ies  such a s  I s r a e l ,  
Greece, and Taiwan, have achieved r a p i d  development and i n c r e a s i n g  
s e l f - r e l i a n c e  over a  per iod  ~f t e n  t o  f i f t e e n  yea r s ,  A s i m i l a r  
pe r iod  should be suf f  i c i a n t  i n  many L a t i n  American c o u n t r i e s ,  bu t  
i n  many of t h e  poorer  c o u n t r i e s  of  Asia and Afr ica  the  t ime- tab le  
w i l l  be cons ide rab ly  longer .  

MAJOR TYPES OF' AC.STqvAhTCR PQOGRAMS 

u,S, a d s l s t a n c e  programs may f o r  convenience be d iv ided  i n t o  
t h r e e  gene ra l  c a t e g o r i e s  according t o  the  n a t u r e  of our o b j e c t i v e s  
and t h e  e x t e n t  of our p a r t i c i p a t i o n :  (1) S u b s t a n t i a l  programs 
d i r e c t e d  t o  long-term economic and s o c i a l  development; ( 2 )  sub- 
s t a n t i a l  programs dominated f o r  t h e  immediate p r e s e n t  by t h e  need 
t o  main ta in  e x t e r n a l  and i n t e r n a l  s e c u r i t y ,  bu t  aiming a t  



economic development in the long run; and (3) Limited programs 
with more restricted objectives. 

1,Substantial programs for long-term development, 

About thirty countries receive substantial assistance for 
long-term development and are judged to have good prospects of 
atteining self-sustaining growth within a reasonable period of 
time if they make effective use of the internal and external 
resources avail.able to them. WSe countries receive almost 90 
percent of all U.S. development lending, They fall into three 
groups : 

--Countries which are approaching self-sustaining growth 
and in which needs for assistance on favorable terms are relatively 
limited. This group includes Venezuela, Mexico,,. Jamaim, Israel, 
6~eece and Taiwan, 

--Countries following relatively effective development 
policies and making reasonable progress toward self-sustaining 
growth, This group includes India, Pakistan, Colombia and 
Nigeria. 

--Countries with potential for development but in which 
adequate self-help measures have not yet been demonstrated. 

In the first two groups the United States is in basic 
agreement with the countryls objectives and with the way in 
which they are being pursued. In most of these countries, there 
have already been substantial increases in investment, taxation 
and savings, and dependence on external assistance is not 
excessive. 

In the third group of countries, where the adequacy of 
development policies has yet to be demonstrated, U.S, aid is 
related to the adoption of self-help measures. The U , S .  approach 
may take a variety of forms. The general procedure is to agree 
with a government on a set of key policies and to condition the 
amount of aid upon the countryls performance. In these countries, 
the U.S. is interested In increasing the domestic financing of 
development and in encouraging policies which alleviate balance- 
of-payments deficits and utilize total resources more effectively. 

United States assistance to these thirty countries, combined 
with other external sources, can make the difference between 
sustained increases in per capita income and economic stagnation. 
It is reasonable to hope that, over the next decade, as many as 
half of them will have reached a atage of self-sustaining growth 
in which they can meet their needs for foreign "capital throu h. 

and other similar sources. 
I priuate foreign investment, loans,from international instatut ona, 



. 2... S u b s t a n t i a l  programs t o  promote s e c u r i t y  and development. 

I n  a  small  number of c r i t i c a l  count r ies ,  it  i s  necessary 
f o r  the  United S t a t e s  t o  he lp  e s t a b l i s h  ex te rna l  and i n t e r n a l  
s e c u r i t y  before turn ing  t o  long-term economic and s o c i a l  
development. Some of these  coun t r i e s  border on t h e  Communist 
world, and i n  these  m i l i t a r y  a s s i s t ance  may be a  major p a r t  
of the  a i d  t o t a l .  

The genera l  theme of a i d  s t r a t e g y  i n  these  circurnstances 
i s  t o  move from s t a b i l i z a t i o n  programs t o  s e t t i n g  t h e  s t age  f o r  
economic and s o c i a l  progress .  A mixture of m i l i t a r y  a i d  and 
supporting a s s i s t a n c e  is  usua l ly  provided i n  the  e a r l y  s t a g e s  
of t h i s  sequence, with a  gradual  s h i f t  t o  development a se i s t ance  
and an increas ing  proport ion of loans a s  economic condi t ions  
improve. 

Looking over t h e  p a s t  decade, one can observe t h r e e  phases 
through which a  number of coun t r i e s  have moved i n  recovering 
from p o l i t i c a l  o r  m i l i t a r y  upheavals with e x t e r n a l  help.  I n  
t h e  f i r s t  phase, e x t e r n a l  s e c u r i t y  and a minimum of i n t e r n a l  
law and o rde r  a r e  e s t ab l i shed .  I n  the  second, p o l i t i c a l  and 
economic i n s t i t u t i o n s  a r e  s t rengthened and the  economy i s  
s t a b i i i z c ~ 1 .  In  the  t h i r d ,  economic growth i s  resumed and 
dependence on ext raordinary  g r a n t  a s s i s t ance  i s  s t e a d i l y  
reduced and then e l iminated .  

S ~ n e  coun t r i e s ,  such a s  Greece and Taiwan, have moved 
t o  the  l ~ s t  of these  phases i n  a per iod of 8-10 yea r s .  Others 
seem l i k e l y  t o  complete t h e  cycle  i n  even l e s s  t ime. U.S, 
a i d  s t r a t e g y  i n  a l l  these  coun t r i e s  i s  t o  he lp  them t o  mobilize 
t h e i r  domestic resources and t o  s t e a d i l y  reduce t h e i r  r e l i a n c e  
upon any form of e x t e r n a l  support  through f u r t h e r  development 
of their economic strength. 

T- Limited'  Aid Programs 

I n  more than ha l f  of the  countl.ic:; llccc,-i.1, rnp; i . c j  . j ,  <- 

commitments a r e  q u i t e  l imi ted  i n  na tu re .  Planned U.;. : i i d  LO 

these  coun t r i e s  i n  F i s c a l  Year 1964 w i l l  amount t o  l e s s  than 
12$ of t o t a l  economic a i d  funds and l e s s  than 8$ of m i l i t a r y  
a s s i s t a n c e  funds ,  I n  v i r t u a l l y  a l l  cases ,  the  United S t a t e s  
in tends  t o  maintain i t s  minority r o l e  and does not conteqplate  
s u b s t a n t i a l  a s s i s t a n c e  programs. The t y p i c a l  program i s  one of  
l imi ted  t echn ica l  a s s i s t ance ,  but i n  a  few coun t r i e s  development 
loans a r e  made i n  s e l e c t e d  economic s e c t o r s .  
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For most of these  r e c i p i e n t s ,  the  United S t a t e s  is  a  
minor con t r ibu to r  t o  a program i n  which the  Western European 
coun t r i e s  o r  i n t e r n a t i o n a l  i n s t i t u t i o n s  a r e  the  dominant 
elements. I n  a l l  of Africa,  f o r  example, the  United S t a t e s  
con t r ibu tes  l e s s  than h a l f  a s  much a s  do European coun t r i e s .  

Some coun t r i e s  rece iv ing  l imi ted  a i d  from the  U.S. a re  
dependent on the  Communist Bloc f o r  s u b s t a n t i a l  amounts of 
a s s i s t ance .  I f  a l t e r n a t i v e  sources of a i d  a r e  lacking.  the  
long-term Communist ob jec t ive  of increas ing  t h e i r  inf luence  
i n  key economic and p o l i t i c a l  s e c t o r e  i n  these  coun t r i e s  may 
be fu r the red .  Although t h e  U.S. does not  seek t o  outb id  
Commhnist o f f e r s ,  i t  is  i n  our  i n t e r e s t  t o  prevent excessive 
dependence on bloc as s i s t ance  i n  s t r a t e g i c  coun t r i e s .  

I n  these  and o t h e r  l i m i t e d  ass i s t ance  e f f o r t s ,  t h e  choice 
of a i d  a c t i v i t i e s  r ep resen t s  a  compromise between t h e  r equ i re -  
ments of the  Spec i f i c  ob jec t ive  and the  genera l  aim of 
providing a i d  i n  a s  u s e f u l  and e f f i c i e n t  a  way a s  poss ib le .  
Where t h e r e  i s  no c o n f l i c t  between t h e  s p e c i a l  ob jec t ive  and 
our  genera l  development c r i t e r i a ,  development loans and g r a n t s  
a r e  appropriate;  where t h e r e  i s  a c o n f l i c t ,  support ing a s s i s t a n c e  
funds a r e  used. 



Projects and ac t iv i t i e s  i n  approximately 80 countries a re  planned by 
A.I.D, as gar% of integrated country a s s i ~ t a n c e  programs. A.I .D. m i n t a b s  
f i e ld  missions in countries t o  which the United Statee extends s iepif icant  
amounts of economic as s i sbnce .  Some smU prog;I.am, particularly .in Africa, 
a re  under the direct  supervision of the Ambassador and no separate A.I.D. 
miseion i s  mintained. Country assistance program a re  the product of 
discussions with the host governments; f i e l d  mission analysis and recommends- 
tions; review by A.I.D. headquarters i n  Washington; and consultation with 
other bmnches o f t h e  U. So  G o e m n t .  

The amml program planning cycle begins with an analysis by each f i e l d  
mission of the cwrent  e i twt fon  i n  the country and of the al ternat ive ways 
i n  which o w  a i d  can most effectively promote development. The mis~ion 
discuersee the country's developanent plans and a i d  pr ior i t lea  with the hoet 
government. The mission then recomnds,  subJect t o  approval by the 
Ambassador, the level  and content of the U. S p r o w  of ashlistance t o  the 
country for  the coming year and indicates the expected range and Battern of 
aasietanee for  the next several years. m e  mission's analysis and propoeed 
program a re  sent t o  WPrehington, where they a re  eubJected t o  intensive review 
within the appropriate regiogal bureau of A.I.D. and subsequently by the 
Administrator of the Agency. The Mssion Director or Program Officer of'ten 
come t o  Washington t o  gart ic ipate  i n  t h i s  review, For thoee countries a l so  
receiving Id. S. military assistance, the Department of Defense participates 
in the program review, and the Depr tmnt  0% Agriculture takes part  when 
program ~r,sm%u&e a eubatantial Food for  Peace eomgonent . 

The review process examines whether the proposed program re f l ec t s  not 
only adequate econondc amlya s but alao the recipient country's self-help 
effort6 and the prohble  avai t.3 b f l i t y  of assistance from other donors. The 
review alsc considers whether the propsed assistance leve;, content, and 
approach are designed to e l i c i t  greater self-help efforts and encourage acaurad 
develspmct policies.  Other p i ra te  examined include whether the program is 
suff icient ly concentra%ed on clearly defined goals so that the aesistance may 
reasonably be expected t o  have a. significant bnpact and whether the mrious 
projects and pssg~aass are coordinated with host country and other donors' 
e f fo r t s .  

The consensue reached as a keebalt of t h i s  review is  s m r i z e d  i n  a 
country aesistance "strategy," which s t a t e s  pr ior i ty  goals for  each country, 
and outlines the  approximte level  and forms of a i d  required t o  achieve these 
goals. 

The programs planned i r ~  t h i s  m y  provide the basis for  the Agency's 
amml request to the Congress for appropriation of funds. The level  of 
ase isbnce  f ~ r  ia?i%ivid~.nal coratr ies  m y  later have t o  be adjusted t o  the t o t a l  
leve l  of 5 m d a  actual ly ap_~royrAateB. 



The ent i re  program planning process takes approximately eighteen months, 
epmming f i e l d  mission analysis and discussions with the host government, 
Washington review, Congressional action on the appropriations request, final 
allocation of funds t o  regions and countries, and colmnitment of Arnds fo r  
specific projects or program. Radical changes in a country's economic, 
security or  po l i t i ca l  situation glay nrrke necessary a reassessment of country 
program proposals a t  any time during t h i s  process. 

Mny aspects of the A.I .D.  programming proceee were carried over fiom 
the International Cooperation Adminietration and other predeceeeor agencies, 
The Act for  International Development of 1961 emghaeized the long-term nature 
of the development procerr and of 8 e v e l o p n t  aesietance; the iPlgortance of 
eelf-help; and the need for  concentration of a i d  both among countries and 
upon selected eectore or  areas of ac t iv i ty  i n  each country. ?Po incorporate 
these new empbaes in to  the country aeeietance program, new grogralrmirag 
procedures and guidance were developed and were applied t o  propaw for  
f i s c a l  year 1963. The new proceduree and guidance a re  dceigned t o  accomplieh 
the following purposes, 

1. lionger-range planning, Each f i e l d  mieeion is aeked t o  
project U. S ,  assistance goals, and the a i d  level, content, and approach 
required t o  achieve these goals, over the next several years. Real is t ic  
development goals can usually be established only for a period of several 
years. Once established, such goals provide the framework for  a clearer 
assis%ance strategy than is  possible when program planning i s  confined t o  
yearly judgaents on whether t o  continue old a c t i v i t i e s  and i n i t i a t e  
additional ones. Unger-range goal$ encourage continuity and xmke program 
less  subgect t o  variations in the interests  and ta lents  of changing miesfon 
and host country personnel. Finally, such ggals provide benchmsrks againet 
which t o  J u a e  the effectiveness of our a i d ,  

Taae increased emphasis on looking ahead should not be confused 
with multi-year cosnnitments t o  aided countries. Although A.I.D. mkes m u l t i -  
year commitments t o  a few countries, a number of additional conditions (set  
out i n  Chapter IV) must also be met before such commitments a re  considered, 

2 More ccmprehensive analysis. Missions a re  asked t o  think .in 
t e r m  not only of the effects  of United States a i d  i n  stimulating e c o n d c  
growth, but aleo of its impact on the country's social and pol i t ica l  develop- 
ment, In those countries where our aid i s  substantial, it inevitably has such 
an impact, even i f  i t 6  p r imry  purgose is t o  promte economic growth. Moreover, 
in may cowt r i e s  the p r imry  impediments t o  economic growth a re  social  and 



p o l i t i c a l  In  nature. Not only must we f u l l y  recognize the  broader e f f ec t s  of 
our a id ,  but  i n  some cases we should a l s o  es tab l i sh  with the  host  country soc i a l  
and even p o l i t i c a l  goals t o  be promoted a s  pa r t  of the  development process, 

3. Closer in tegrat ion of ass is tance a c t i v i t i e s  with United S ta tes  
foreiga policy. Missions a re  asked t o  indicate  what c o l l a t e r a l  a c t i v i t i e s  
and po l ic ies  on the par t  of other United Sta tes  agencies a re  necessary or 
desirable t o  achieve the  s t a t ed  goals, 

4. Closer in tegrat ion of our a i d  programs with those of other f ree -  
world d o ~ o r s .  In tegrat ion i s  f a c i l i t a t e d  by the formulation of more exp l i c i t ,  
long-range goals a s  well a s  by f u l l e r  consideration of spec i f  i c  coordination 

5 .  Closer in tegrat ion of our a i d  with the  rec ip ien t  country's develop- 
ment, program, The multi-year ba s i s  and broad scope of A . I . D .  programming permit 
such in tegrat ion whenever there  i s  a well  developed country plan or s e t  of 
development polic i e  s , 

SCOPE OF PRWEAM ANALYSIS 

The aaalysis on which country ass is tance program proposals a re  based 
inc ludes the  f o l l a r ing  elements : 

1,Statement of U.S. foreign policy and ass is tance objectives,  The f i r s t  
element i n  the  analysis  i s  a statement of U.S, ob.jectives, shor t  and long-range, 
i n  the country.   he f i e l d  mission, working with the  U.S.-hbassy, assesses 

- - 

whether these objectives a r e  compatible with each other, and the  extent  t o  which 
t h e y  coincide with or vary from host  country economic and p o l i t i c a l  objectives,  

2 Analysis of the  country s i tua t ion ,  The mission examines those aspects 
of the  economic, p o l i t i c a l ,  socia l ,  administrat ive and secur i ty  s i tua t ions  and 
trends which are  relevant t o  planning and ass is tance programs within the frame- 
work of U.S. objectives.  If U,S,  objectives are  l imi ted - f o r  example, where 
another dono? c a r r i e s  primary respons ib i l i ty  f o r  a s s i s t i ng  the  country and U,S. 
ass is tance i s  intended t o  demonstrate support and help  r e l i eve  exclusive depend- 
ence on the  major donor - the  overa l l  country s i t ua t i on  may be t rea ted  f a i r l y  
b r i e f l y .  Where U.S. ass is tance contributes subs tan t ia l ly  t o  country resources 
and can s ign i f ican t ly  influence the  country 's  development program, much f u l l e r  
analys is  i s  required. 

I n  the  economic f i e l d ,  the  volume and r a t e  of growth of savings and 
investment, the  a l locat ion of investment resources, progress and problems i n  
key sectors,  t r ade  and balance of payments factors ,  and the  e f f ec t s  of other 
development po l ic ies  a r e  examined. Major p o l i t i c a l  and soc i a l  fac to rs  a f fec t ing  
growth a re  a l s o  surveyed. In  some countries the  secur i ty  s i t ua t i on  and trends 



require  c lose  a t t en t ion ;  i n  others l i t t l e  o r  no specia l  consideratio11 of s e c w i t y  
fac tors  i s  needed. 

3 .  Analysis of se l f -help  e f for t s .  Special a t t en t ion  i s  di rected t o  the 
extent  and effectiveness of the  country 's  self-help e f fo r t s .  Where possible,  
specif ic  quant i ta t ive  measures a re  used t o  supplement qua l i t a t ive  evaluation. 

4. Analysis of the country developnent plan,  Where the  rec ip ien t  country 
has formulated a comprehensive program or plan, the  A.I.D. f i e l d  mission examines 
it i n  de t a i l .  The analysis  covers the  basic assumptions s t a t ed  or  implied by 
the  plan and the  realism and i n t e rna l  consistency of i t s  t a rge t s  and projections.  
The mission a l s o  assesses whether the  country 's  p o l i t i c a l  s i t ua t i on  and adminis- 
t r a t i v e  capacity a re  l i k e l y  t o  support e f f i c i e n t  implementation. I f  the country 
plan i s  unrea l i s t i c  o r  inconsistent ,  the A.I.D, mission makes independent projec- 
t ions  of external  resource needs and sources, a s  a ba s i s  f o r  estimating U.S,. 
ass is tance requirements, 

5. Formulation of U.S. ass is tance s t ra tegy  and se lec t ion  of goals, The 
analysis  of U.S. objectives and of the  country s i t ua t i on  and developent  e f f o r t s  
provide the  raw mater ia l  from which a U.S. ass is tance s t ra tegy  can be formulated. 
Where the  U.S. i s  i n  broad agreement with the  country 's  p r i o r i t i e s  and po l ic ies ,  
a program of general  support i s  appropriate. If the  analysis  reveals key host  
country measures or po l ic ies  needed t o  make a i d  e f fec t ive ,  the  mission may propose 
t ha t  these measures be discussed with the  country, t h a t  technical  ass is tance i n  
formulating and implementing needed measures be offered,  or  t h a t  c a p i t a l  a s s i s t -  
ance be l inked t o  fu l f i l lment  of measures agreed upon with the  r ec ip i en t .  

Assistance goals a re  formulated t o  convert the general s t ra tegy i n to  
spec i f  i c  ac t ion  proposals. Each "Goal Plan" s t a t e s  a spec i f  i c  objective and 
describes t h e  a c t i v i t i e s  necessary t o  achieve it. A.,I,D. a c t i v i t i e s  i n  each 
country must- normally be j u s t i f i ed  i n  terms of t h e i r  contribution t o  a specif ic  
Goal Plan. The number of goals i s  suf f ic ien t ly  l imi ted t o  assure the  concentration 
of A. I.D. and l o c a l  resources t o  the  degree necessary t o  achieve s ign i f ican t  
r e s u l t s  i n  a reasonable time. 

An estimate i s  made of the  t o t a l  U.S. ass is tance required t o  meet the  
goals selected. Since funds may not be avai lable  t o  meet a l l  goals, the mission 
es tabl ishes  p r i o r i t i e s  among them and indicates  which goals would have t o  be dropped 
or a l t e r ed  at  lower l eve l s  of assistance.  

The s t ra tegy statement a l s o  indicates  the  c o l l a t e r a l  United S ta tes  actions 
and po l ic ies  required t o  achieve the  goals s e t ,  the e f f o r t s  expected of the  country 
and the approaches the  United Sta tes  might use t o  e l i c i t  these e f fo r t s ,  and the  
re la t ionsh ip  of the  proposed ass is tance program t o  those of other donors. 

I n  summary, c a p i t a l  and technical  ass is tance a r e  se lected within the context 
of an overa l l  analys is  o r  ass is tance s t ra tegys  bu t  each contr ibutes  t o  a speclf ic  



goal. Each project must not only meet requirements of technical and economic 
soundness, but must also sa t i s fy  the c r i t e r i a  applied t o  the program as a whole: 
contribution toward high pr ior i ty  goals; coordination with other U.S. ass is t -  
ance ac t iv i t i e s  and with recipient country and other donors' efforts ;  and 
recipient country interest  and contribution sufficient t o  ensure gradual assump- 
t ion  of responsibility for  the project, 

L O N G - m E  ASSISTANCE STRATEGY 

In a few countries, A.I.D. i s  conducting particularly intensive analysis 
along the l ines described, i n  an ef for t  t o  develop Long-Range Assistance Strategies 
which w i l l  more explici t ly  project assistance goals and strategy over several 
years. Countries for  which Long-Range Assistance Strategies w i l l  be formulated 
are those receiving substantial and continuing U.S. assistance. Their develop- 
ment prospects are thought t o  be good, and they are eufficiently stable po l i t i -  
ca l ly  so tha t  it i s  not unrealistic t o  project trende for  several years in to  
the future. Several of the countries selected for such studies have well-prepared 
development plans; all mt have sufficiently rel iable data to  support detailed 
analysis. 

In order t o  conduct such studies, mission and Ehbassy s taf f  are augplented 
by personnel f'rom A,I .D.  i n  Washington and by consultants frm other Government 
agencies, universities , foundations or other non-governmental organizatf ons , As 
each study i s  ini t ia ted,  key problems for  analysis are tentatively identified 
by the mission and A.I.D. headquarters st-, These problems may be econmic, 
social, pol i t ical ,  or administrative in nature. The ab i l i ty  of f i e l d  mission 
and embassy s t a f f s  t o  analyze -these specific problems is  assessed, and the best  
available consultants are sent t o  a s s i s t  i n  areas where f i e l d  s taf f  capacity i s  
Inadequate. 

Once cmpleted and accepted, the Long-Range Assistance Strategy provides 
a guide for  using both A.I.D, and other United mates fmeign policy tools t o  
stimulate 8.nd a s s i s t  the recipient country's tievelopent over the next several 
years. Although unanticipated changes i n  the country's situation may require 
emly  revision, a Long-Range Assistance Strategy i s  normally expected t o  be valid 
for  several years i n  the same way as  the country's own development program. 



Chapter 111. TOOLS OF FOREIGN ASSISTANCE 

d n i t  sd S t a t e s  a s s i s t a n c e  t;o devebplng c o u n t r i e s  t akes  u v a r i e t y  
of forms, Dol la rs  a r e  loaned o r  gran ted  t o  h e l p  f inance  needed 
developqental  imports .  With l i m i t e d  except ions,  t hese  d o l l a r s  
must be used t o  purchase U.S. equipment, commodities and s e r v i c e s .  
U.S. s p e c i a l i s t s  and advisors  a r e  f inanced,  u s u a l l y  on a  g r a n t  
b a s i s ,  t o  go t o  developing c o u n t r i e s  and t each  new s k i l l s ,  
demonstrate techniques,  conduct surveys and advise  on programs 
f o r  human resource  and i n s t i t u t i o n a l  development. Grant funds 
a l s o  f inance  t h e  t r a i n i n g  of hoet  country o f f i c i a l s  and s p e c i a l -  
i s t s  i n  t h e  U.S. o r  i n  o t h e r  developed o r  developing c o u n t r i e s .  
Surplus  U.S. a g r i c u l t u r a l  commodities a r e  s o l d  t o  developing 
c o u n t r i e s  i n  r e t u r n  f o r  t h e i r  own currencies. Moat of t h e  l o c a l  
currency proceeds from s a l e  of  t hese  commodities a r e  then  loaned 
o r  g ran ted  f o r  use  i n  t h e  purchaeers l  development programs. The 
Food f o r  Peace program i n  t h i s  way s u p p l i e s  needed a g r i c u l t u r a l  
imports,  e a s i n g  balance-of-paymente p res su res  f o r  t h e  a ided  
c o u n t r i e s ,  and a l a o  he lps  t h e  r e c i p i e n t  governments ga in  command 
over  a d d i t i o n a l  l o c a l  cur rency  t o  support  development e f f o r t s .  
U.S. a s s i s t a n c e  programs a l s o  draw on excess  U.S. Government 
p rope r ty  which inc ludes  equipment and s u p p l i e s  o f  cons iderable  
va lue  t o  developing c o u n t r i e s .  The Agency f o r  I n t e r n a t i o n a l  
Development a l s o  makes use of  a  v a r i e t y  of  t o o l s  t o  encourage 
p r i v a t e  investment i n  developing c o u n t r i e s .  These t o o l s  inc lude  
investment guarantees ,  investment surveys and f e a s i b i l i t y  s t u d i e s ,  
Cooley loans ,  and c a p i t a l  and t e c h n i c a l  a s s i s t a n c e  t o  development 
banks and investment c e n t e r s .  

Development loans  c o n s t i t u t e  t h e  major sha re  o f  A.I.D. 
a s s i s t a n c e ,  and t h e  propor t ion  o f  loans  t o  t o t a l  a s s i s t a n c e  has  
grown s t e a d i l y  over  t h e  p a s t  few yea r s .  52% of  t h e  funds 
requested of Congress for Fiscal Y e a r  1964 are  in t ended  for 
Development Loans, i nc lud ing  loans  t o  L a t i n  American c o u n t r i e s  
under t h e  Al l iance  f o r  Progress .  Development Grants ,  which 
f inance  most t e c h n i c a l  a s s i s t a n c e  and r e l a t e d  a c t i v i t i e s ,  amount 
t o  roughly 12% of t h e  t o t a l  funds reques ted  from Congress f o r  
FY 1964. Addi t ional  g r a n t  a s s i s t a n c e  t o  meet s e c u r i t y  and 
p o l i t i c a l  o b j e c t i v e s  i s  f inanced  under a  s e p a r a t e  appropr i a t ion  
category,  Support ing Assis tance.  

The s e c t i o n s  which fo l low desc r ibe  more f u l l y  t h e  p o l i c i e s  
governing t h e  use or these  a s s i s t a n c e  inst ruments  and types  of  
i7esources. 

DEVLLOPIILNT LOANS 

Development Loans a r e  intended f o r  h i g h - p r i o r i t y  c a p i t a l  
p r o j e c t s  which e i t h e r  d i r e c t l y  produce revenue o r  a r e  important 
t o  t h e  economic i n f r a s t r u c t u r e  o f  a  country.  These inc lude ,  f o r  



example, e s t a b l i s h i n g  o r  expanding manufacturing f a c i l i t i e s ,  
development banks, i r r i g a t i o n ,  power, mult i-purpose water  
resource  development, mining, p o r t s ,  t r a n s p o r t a t i o n  and 
communication f a c i l i t i e s ,  f i s h e r i e s  and g r a i n  s t o r a g e  f a c i l -  
i t i e s ,  Loan funds a r e  a v a i l a b l e  a l s o  f o r  programs and p r o j e c t s  
designed t o  promote s o c i a l  development, i nc lud ing  schools ,  
h o s p i t a l s ,  housing, and s i m i l a r  c a p i t a l  p r o j e c t s ,  a s  wel l  
a s  f o r  s o c i a l  programs i n  a reas  such a s  a d u l t  educa t ion ,  
pub l i c  h e s l t h ,  o r  comrllunit,y developvr~ent. Not only t h e  dLrect  
foreign-exchange c o s t s  of p d r t i c u i a r  I;rop;rA,:rils dnd pro , jec t s ,  
but  a l s o  t h a t  f r a c t i o n  of  l o c a l  c o s t s  which r e p r e s e n t s  
i n d i r e c t  foreign-exchange c o s t s  a t t r i b u t a b l e  t o  t he  progrlam 
o r  p r o j e c t ,  may be considered f o r  Development Loan f i n a n c i n g .  
(See Chapter v . )  

Loan funds a r e  a v a i l a b l e  t o  f inance  gene ra l  import programs 
i n  support  of  a comprchenaive deveto;,tnenl; e f f o r l t  011 i.i s e c t o r  
t h e r e o f :  such loans  a r e  c d l l e d  pl:wg17:inl :i.oLtn:;. Frogr:ii~i and. prloject loans  
i n  suppor t  of an o v e r - a l l  o r  secl;o17al. development Ijrogram rricy, 
under appropr i a t e  c i rcumstances ,  be committed on a mul t i -year  
b a s i s  s u b j e c t  t o  annual a p p r o p r i a t i o n .  ( s ee  Chapter I V . )  

Loans may be made t o  f inance  engineer ing  and f e a s i b i l i t y  
s t u d i e s  and o t h e r  p r o j e c t  surveys ,  

A c a p i t a l  p r o j e c t  may r e q u i r e  t e c h n i c a l  a s s i s t a n c e  no t  only 
f o r  p r o j e c t  p lanning,  surveying,  and f e a s i b i l i t y  s t u d i e s ,  but  
a l s o  f o r  t h e  t r a i n i n g  of key personnel ,  Such a s s i s t a n c e  may 
be f inanced  from o t h e r  appropr i a t ions  c a t e g o r i e s ,  but  i t  i s  
u s u a l l y  considered b e s t  t o  fund any t r a i n i n g  needed t o  ope ra t e  
a  loan-aided f a c i l i t y  from t h e  loan  i t s e l f ,  I n  a l l  ca ses  t h e  
loan a p p l i c a t i o n  must show t h a t  adequate p rov i s ion  has  been 
made f o r  necessary  t r a i n i n g .  C a p i t a l  p r o j e c t  loans should 
provide f o r  t r a i n i n g  and management a s s i s t a n c e  no t  merely t o  
i n i t i a t e  ope ra t ions ,  but  t o  t h e  p o i n t  where hos t  count ry  
personnel  can o p e r a t e  a  f a c i l i t y  with reasonable  e f f i c i e n c y ,  

Development Loan funds a r e  a v a i l a b l e  t o  p r i v a t e  e n t e r p r i s e  
a s  well a s  t o  government o r  quasi-government o r g a n i z a t i o n s .  
Development Loans a r e  used, t o  t h e  e x t e n t  p r a c t i c a b l e ,  t o  
suppor t  under takings  t h a t  promote development of p r i v a t e  
e n t e r p r i s e  i n  t h e  borrowing country .  Loans t o  in t e rmed ia t e  
c r e d i t  i n s t i t u t i o n s  f o r  r e l end ing  t o  t h e  p r i v a t e  s e c t o r  and 
f o r  t h e  development of s u i t a b l e  t ypes  of coopera t ives  a r e  
s t r o n g l y  supported.  J o i n t  ven tures  between p r i v a t e  i n v e s t o r s  
o r  i n v e s t o r s  from t h i r d  c o u n t r i e s  a r e  a l s o  encouraged, 

For  t h e  United S t a t e s ,  a s s i s t a n c e  t o  s t a t e  e n t e r p r i s e s  is  
a c o n t r o v e r s i a l  i s s u e .  Government ope ra t ion  of a l l  a  c o u n t r y ' s  
major product ive  a c t i v i t i e s  i s  u s u a l l y  i n e f f i c i e n t  and may l e a d  
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t o  c o n t r o l s  and p o l i c i e s  I n c o n s i s t e n t  wi th  f y e e  and open s ~ c l e t l e s .  
However, t h i s  does not  mean t h a t  t h e  United S t a t e s  w i l l  r e fuse  
r eques t s  t o  a s s i s t  governmental a c t i v i t i e s .  The c u e s t l o n  i s  
whether, i n  a s p e c i f i c  country,  t he  measures Ldlten a re  e f f i c i e r l t  
from t h e  viewpoint of  economic growth and a r e  c o n s i s t e n t  wi th  
e f f o r t s  t o  c r e a t e  a v i a b l e  f r e e  p o l i t i c a l  and s o c i a l  system. There 
i s  no r i g i d  s e t  of r u l e s  app l i cab le  t o  a l l  c o u n t r i e s  over  t h e  
world. 

Loans may be made f o r  j u s t i f i e d  development uses  i n  emergency 
balance-of -payments s i t u a t i o n s  where such uses  a r e  p a r t  of t h e  
a c t i o n  requi red  t o  h e l p  c o r r e c t  and r eve r se  temporary payments 
problems. Loans may a l s o  be made t o  meet r econs t ruc t ion  needs 
r e s u l t i n g  from ca ta s t rophes .  

Loans may a l s o  be advanced f o r  r e sea rch  a c t i v i t i e s .  

L e g i s l a t i v e  c r i t e r i a ,  Development Loans f o r  any of t h e  
above purposes may be made only where t h e r e  a r e  reasonable  
prospec ts  of  repayment. The fol lowing a d d i t i o n a l  c r i t e r i a  a r e  
t o  be taken i n t o  account and apply t o  a l l  borrowersr governmental, 
quasi-governmental,  o r  p r i v a t e :  

--Whether f inanc ing  could be obta ined  i n  whole o r  i n  p a r t  
from o t h e r  f ree-world sources  on reasonable  terms. ( I n  
judging whether a l t e r n a t i v e  f inanc ing  is a v a i l a b l e  on 
reasonable terms, t h e  c r i t e r i a  app l i ed  and terms 
o f f e r e d  by o t h e r  lending i n s t i t u t i o n s  and governments 
and t h e  repayment c a p a c i t y  of  t he  country a r e  considered.)  

--The economic and t e c h n i c a l  soundness o f  t h e  a c t i v i t y  t o  
be f inanced ,  

--Whether the  a c t i v i t y  givea reasonable  promise of  
c o n t r i b u t i n g  t o  t h e  development of economic resources  
o r  t o  the  inc rease  of product ive c a p a c i t i e s .  (The 
records  of d i scuss ion  i n  Congress i n d i c a t e  t h a t  t h i s  
provis ion  is  meant t o  inc lude  loans f o r  s o c i a l  development 
p r o j e c t s  and programs.) 

--The a c t i v 1 t . y ' ~  cons is tency  wi th  and r e l a t i o n s h i p  t o  o t h e r  
development a c t i v i t i e s  being undertaken o r  planned, and 
i t s  c o n t r i b u t i o n  t o  r e a l i z a b l e  long-range o b j e c t i v e s ,  

--The e x t e n t  t o  which t h e  r e c i p i e n t  country is responsive 
t o  t h e  v i t a l  economic, p o l i t i c a l  and s o c i a l  concerns of  
i t s  people and demonstrates a c l e a r  determinat ion t o  
t ake  e f f e c t i v e  s e l f - h e l p  measures, 



--The p o s s i b l e  e f f e c t s  of t h e  loan upon t h e  United S t a t e s  
economy, with  s p e c i a l  re fe rence  t o  t h e  balance-of-payments 
and a r e a s  of s u b s t a n t i a l  l a b o r  s u r p l u s .  

Terms. P r i n c i p a l  and i n t e r e s t  on Development Loans (made 
u n d e r t h e a u t h o r i t y  of Chapter 2, T i t l e  I of t h e  1961 Foreign 
Assis tance Act) a r e  repayable i n  d o l l a r s .  A . 1  .D .  loan terms 
a r e  based p r i m a r i l y  on t h e  Agency's ob jec t ive  of providing 
a s s i s t a n c e  t o  f o s t e r  long-term economic growth and p o l i t i c a l  
s t a b i l i t ; ~  and on an e s t ima te  of t h e  borrowing c o u n t r y ' s  c a p a c i t y  
t o  s e r v i c e  long- te rn  f o r e i g n  deb t .  One of t h e  f.ollowin& 
corr,bir:n Lions -?f tc ,x l ;~ l :r .  1.3 ::.::a? ovet!. .:s r:.:~pr;o;~r~j.n!:.u unless 
other' .i;erbv~s h:!vo becn ;. pl,llo;iei b j  the ' ~ d m f  n l s t r u t o r  , 

( li) 

Did t u r i  t y  110 yea r s  15, 20, o r  25 yea r s  
Grace Period 10 years  
I n t e r e s t  3/4$ c r e d i t  f e e  3/4$, O 3 5 $, years o r  5-3/4$ 

The combination of terms app l i cab le  t o  each p o t e n t i a l  borrowing 
country i s  e s t a b l i s h e d  on t h e  b a s i s  of a p e r i o d i c  world-wide 
review. 

For loans  t o  p r i v a t e  borrowers and f o r  pub l i c  s e l f -  
l i q u i d a t i n g ,  revenue-producing p r o j e c t s ,  an e f f o r t  i s  made t o  
maintain  a normal debt  burden on such borrowers without  unduly 
aggravat ing t h e  hos t  c o u n t r y ' s  balance-of-payments d i f f i c u l t i e s .  
Usually a two-step arrangement i s  concluded among t h e  borrower, 
t h e  h o s t  government, and A.I.D. which provides  f o r  repayment by 
t h e  borrower on normal commercial terms (approximating those 
of the Export-Import ~ a n k ) .  However, t h i s  loan  may be r epa id  
i n  l o c a l  currency t o  t h e  h o s t  government, which then assumes the 
o b l i g a t i o n  t o  repay A . I . D .  i n  d o l l a r s  on terms s i m i l a r  t o  
those  which A . I , D .  would apply t o  d i r e c t  loans  t o  t h e  hos t  
government. A l t e r n a t i v e l y ,  A,I.D, may l end  low- in te re s t ,  
long-term funds t o  t h e  government, which r e l ends  on commercial 
terms through development banks o r  s i m i l a r  i n s t i t u t i o n s  t o  
p r i v a t e  o r  pub l i c ,  s e l f - l i q u i d a t i n g  borrowers. A.I.D. a l s o  
r e t a i n s  d i s c r e t i o n  t o  make d i r e c t  loans  on normal terma t o  
p r i v a t e  e n t e r p r i s e  and revenue-producing, s e l f - l i q u i d a t i n g  pub l i c  
p r o j e c t s ,  bear ing i n  mind t h e  capac i ty  of t h e  country t o  repay.  

Terms on loans f o r  emergency balance-of-payments requirements 
designed t o  h e l p  c o r r e c t  and r eve r se  temporary payments problems 
inc lude  a ma tu r i ty  of LIP t o  5 yea r s ,  3-1/2 percent  o r  h ighe r  
i n t e r e s t ,  and a grace  per iod ,  when necessary,  not  t o  exceed two 
y e a r s .  
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Terms on loans  f o r  emergency balance-of-payments requirement8 
r e s u l t i n g  from c a t a s t r o p h e s ,  such a s  ea r thquakes  o r  c rop  
f a i l u r e s ,  a r e  s e t  on a  ca se  by case  b a s i s .  

Procurement R e s t r i c t i o n s .  Development Loan funds  must be 
used t o  purchase  U . S .  goods and s e r v i c e s ,  w i t h  r e l a t i v e l y  few 
excep t ions .  Waivers a r e  made t o  permit  procurement i n  o t h e r  
c o u n t r i e s  of p a r t s  needed f o r  a l r e a d y  i n s t a l l e d  European o r  
Japanese equipment, o r  f o r  a d d i t i o n a l  equipment i n  an a l r e a d y  
e x i s t i n g  s e r i e s  where U,S.  i tems would g r e a t l y  complicate  t h e  
maintenance prBo'ble?n. 

Development Grants  a r e  au tho r i zed  by t h e  Foreign Ass i s tance  
Act t o  be used " t o  promote t h e  economic development o f  l e s s  
developed f r i e n d l y  c o u n t r i e s  and a r e a s ,  with emphasis on 
a s s i s t i n g  t h e  development of  human resources through such means 
a s  programs o f  t e c h n i c a l  coopera t ion  and development." Much o f  
t h e  Development Grant  and Technical  Cooperation program i s  
d i r e c t e d  t o  t r a i n i n g  needed s p e c i a l i s t s ,  t e c h n i c i a n s ,  pro- 
f e s s i o n a l s  and a d m i n i s t r a t o r s  i n  l e s s  developed c o u n t r i e s ,  by 
sending abroad American s p e c i a l i s t s  and adv i so r s ,  o r  by b r ing ing  
t r a i n e e s  t o  t h e  United S t a t e s  o r  t o  o t h e r  developed c o u n t r i e s .  
Development Grant and Technical  Cooperation a c t i v i t i e s  a r e  a l s o  
d i r e c t e d  t o  b u i l d i n g  t h e  wide v a r i e t y  of i n s t i t u t i o n s  needed t o  
make t r a i n e d  people  e f f e c t i v e :  school  systems and u n i v e r s i t i e s ,  
a g r i c u l t u r a l  ex t ens ion  s e r v i c e s ,  p u b l i c  h e a l t h  systems,  t r a d e  
and c r e d i t  a s s o c i a t i o n s ,  l a b o r  unions  and coope ra t ives .  Develop- 
ment Grant funds  may a l s o  be used t o  f i nance  surveys ,  r e s e a r c h  
and a n a l y s i s  o f  development needs, and t o  p rov ide  adv i so ry  and 
technical assistance to countries1 own planning efforts. Finally, 
Development Grant funds  may f inance  p r o j e c t s  t h a t  c o n t r i b u t e  
d i r e c t l y  t o  improved h e a l t h ,  housing,  and o t h e r  a r e a s  o f  p u b l i c  
we l f a re - - fo r  example, mala r ia  e r a d i c a t i o n  p r o j e c t s .  

I n  a d d i t i o n  t o  p rov id ing  t h e  s e r v i c e s  of U.S. s p e c i a l i s t s  
and a d v i s o r s ,  and meeting t h e  c o s t s  o f  t r a i n i n g  h o s t  count ry  
personnel  i n  t h e  United S t a t e s  o r  e lsewhere ,  Development Grant 
funds  may f inance  t h e  equipment and m a t e r i a l s  needed t o  suppor t  
t h e  e f f o r t s  o f  ou r  s p e c i a l i s t s - - f o r  example, b a s i c  workshop t o o l s  
f o r  a  v o c a t i o n a l  h igh  school ,  DDT f o r  malar ia  e r a d i c a t i o n ,  o r  
s imple  aud iov i sua l  a i d s  f o r  use  i n  expanding p u b l i c  h e a l t h  
educa t ion  t o  r u r a l  a r e a s .  

Development Grants  may a l s o  be used t o  c o n s t r u c t  p h y s i c a l  
f a c i l i t i e s  r e q u i r e d  f o r  t h e  development o f  human r e sou rces .  I n  
c o u n t r i e s  s t i l l  i n  t h e  e a r l i e r  s t a g e s  of  development,grant  
c a p i t a l  a s s i s t a n c e  may be provided t o  c o n s t r u c t  c r i t i c a l l y  
needed p h y s i c a l  f a c i l i t i e s  no t  d i r e c t l y  r e l a t e d  t o  human 
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r e sou rce  development. Funds may be provided t o  cover  a p o r t i o n  
of t h e  l o c a l  cost ,s  a s  we l l  a s  t h e  foreign-exchange c o s t s  of 
p r o j e c t s  f inanced  under t>his  ca tegory .  

Revelopment Granta normally may no t  be used where Development 
Loans would be more a p p r o p r i a t e ,  For example, Development Grants  
a r e  n o t  used t o  f i nance  c a p i t a l  p r o j e c t s  t h a t  d i r e c t l y  e a r n  
f o r e i g n  exchange. They a r e  n o t  normally used t o  f i nance  s e l f -  
l i q u i d a t i n g  c a p i t a l  p r o j e c t s .  Development Orante a r e  n o t  ueed 
f o r  balance-of-payments o s  budgetary suppor t  and t h e  l i k e ,  The 
f a c t  t h a t  a  p r o j e c t  has  s o c f a l  o r  human resource  b e n e f i t s  does 
n o t  p rec lude  it from loan  f inanc ing  where t h e  h o s t  coun t ry  has  
t h e  c a p a c i t y  t o  s e r v i c e  a l oan .  

During t h e  p a s t  decade of U.S. o f f i c i a l  t e c h n i c a l  a s s i s t a n c e  
programs, i t  has  become c l e a r  t h a t  t r a n s f e r r i n g  s k i l l s  through . 
demonstra t ion and t r a in f r lg  must be supplemented by developing 
t h e  i n s t i t u t i o n s  and o r g a n i z a t i o n s  needed t o  make t r a i n e d  
people e f f e c t i v e ,  In o r d e r  t o  accomplish t h i s  more complex 
t a s k ,  t h e  Agency f o r  I n t e r n a t i o n a l  Development i n c r e a s i n g l y  
works through c o n t r a c t s  with p r i v a t e  U,S. o r g a n i z a t i o n s  t h a t  
have t h e  needed exper ience ,  Informat ion and pe r sonne l ,  For 
example, many American u n i v e r s i t i e s  a r e  working under  c o n t r a c t s  - 
f inanced  by A . I . D ,  t o  e s t a b l i s h  o r  improve u n i v e r s i t i e s  and 
school  systems i n  developing c o u n t r i e s .  Land g r a n t  c o l l e g e s  a r e  
he lp ing  e s t a b l i s h  A g r i c u l t u r a l  c o l l e g e s  and ex tensfon  s e r v i c e s .  
U.S. coopera t ive  and c r e d i t  o r g a n i z a t i o n s  a r e  conducting 
t e c h n i c a l  assistance programs t o  s p u r  t h e  growth of  coope ra t ives  
f o r  housing,  sav ings ,  a g r i c u l t u r a l  c r e d i t ,  r u r a l  e l e c t r i f i c a t i o n  
and marketing of  consumer goods. Other U .S . government agenc ies  
a l s o  supply  s p e c i a l i z e d  personne l  needed f o r  t e c h n i c a l  a s a i s t a n c e  
ass ignments ,  Seve ra l  i n t e r agency  agreements have been s igned  
o r  a r e  i n  p r e p a r a t i o n  pe rmf t t i ng  e x p e r t s  from o t h e r  agenc ies  t o  
be loaned t o  A . I , D .  on a re imbursable  b a s i s ,  wi thout  break i n  
t h e  e x p e r t ' s  c a r e e r  r eco rd  with h i s  agency. 

L e g i s l a t i v e  C r i t e r i a ,  Development Grant and Technical  
Cooperation a c t i v i t % e s  m y s t  g i v e  reasonable  promise of con- 
t r i b u t i n g  t o  t h e  development of educa t iona l  and o t h e r  i n s t i t u -  
t i o n s  and programs d i r e c t e d  toward s o c i a l  p rog res s .  I n  a d d i t i o n ,  
t h e  c r i t e r i a  e s t a b l t s h e d  For Development Loans r ega rd ing  
t e c h n i c a l  and economic soundness, cons i s t ency  wi th  o t h e r  
development a c t i v i t i e s ,  r e c i p i e n t s g  s e l f - h e l p  e f f o r t s ,  and impact 
on t h e  U.S. economy apply  a l s o  t o  Development Grant and Technical  
Cooperation a c t i v f t f e s ,  

Procurement Res t r ie , t$sns .  Development Grant funds  may be 
uaed t o  procure  g o o d s ~ s ~ l c e s  no t  on ly  from t h e  United 
S t a t e s ,  but. a l s o  from less developed f r e e  world c o u n t r i e s  on a 
compet i t ive  b a s i s ,  However, g s a n t  funds  may n o t  be used t o  
purchase  goods from nfne teen  s p e c i f i e d  i n d u s t r i a l i z e d  c o u n t r i e s ,  



mainly i n  Western Europe, t h a t  have accumulated l a r g e  d o l l a r  
r e s e r v e s .  

Supporting Assis t ~ n c e  is  pr20v i d c d  t o  f u r t h e r  urgent  United 
S t a t e s  n a t i o n a l  s e c u r i t y  and fo re ign  p o l i c y  o b j e c t i v e s ,  where t h e  
usua l  c r i t e r i a  f o r  Development Loans o r  Grants cannot be met. 
However, t h e  amount and s p e c i f i c  uses  of such a i d  a r e  devised 
s o  a s  t o  make t h e  maximum f e a s i b l e  c o n t r i b u t i o n  t o  development. 
Supporting Assis tance is  normally used f o r  the  fo l lowing  purposes:  

-- t o  enable  c o u n t r i e s  t o  make a c o n t r i b u t i o n  t o  t h e  
common defense,  o r  t o  i n t e r n a l  s e c u r i t y ,  g r e a t e r  than 
t h e i r  economies can support  unaided; 

-- t o  maintain  economic s t a b i l i t y  i n  c o u n t r i e s  where t h e  
absence o r  d r a s t i c  reduct ion  of c u r r e n t  suppor t  would 
mean probable economic and p o l i t i c a l  d i s i n t e g r a t i o n ;  

-- To maintain access  t o  United S t a t e s  basea and t o  a a s i s t  
t h e  l o c a l  government i n  dea l ing  wi th  economic o r  o t h e r  
problems a r i s i n g  out of  t h e  ex i s t ence  of such bases;  

--  t o  provide,  along wi th  o t h e r  a i d  sources ,  an a l t e r n a t i v e  
t o  Sino-Soviet  bloc a i d  where such a i d  t h r e a t e n s  a 
c o u n t r y ' s  independence o r  otherwise c o n f l i c t s  with  v i t a l  
U.S. i n t e r e s t s .  

To t h e  e x t e n t  t h a t  t hese  purposes can be achieved through us? 
of Development Loans and Grants ,  s u b j e c t  t o  t h e  c r i t e r i a  t h a t  
govern them and t h e  amount of funds a v a i l a b l e ,  Support ing 
Assis tance i s  not  used.  

The reques t  f o r  Supporting Assis tance c o n s t i t u t e s  about 14% 
of  t h e  t o t a l  FY 1964 reques t  t o  Congress, Since much of t h e  
Contingency Fund (see  next  s e c t i o n )  i s  l i k e l y  t o  be used f o r  
Supporting Assis tance purposes,  t h e  funds ob l iga ted  under 
Supporting Assis tance c r i t e r i a  may make up roughly 20% of t h e  
t o t a l  A . 1  .D. program. The bulk of  Support ing Assis tance goes 
t o  t h e  second group o f  c o u n t r i e s  descr ibed  i n  Chapter I: those 
c o u n t r i e s  where e s s e n t i a l  growth p r e r e q u i s i t e s .  of  s t a b i l i t y  
and s e c u r i t y  must be e s t a b l i s h e d .  I n  these  c o u n t r i e s  a i d  w i l l  
be s h i f t e d  toward a Development Loan b a s i s  a s  r a p i d l y  a s  improved 
s e c u r i t y  and s t a b i l i t y  permi t .  

Support ing Assis tance,  which may t ake  t h e  form of  a loan  o r  
a g r a n t ,  can be used t o  f inance  ( a )  c a p i t a l  p r o j e c t s ,  (b)  commod- 
i t i e s  and s e r v i c e s  f o r  emergency o r  ref'ugee r e l i e f  p r o j e c t s ,  p o l i c e  and 
i n t e r n a l  s e c u r i t y  a c t i v i t i e s ,  e t c . ;  ( c )  gene ra l  commodity imports,  
and (d)  cash   transfer^, u s u a l l y  f o r  budget suppor t  o r  t o  f inance  
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l o c a l  c o s t s .  

Procurement r e s t r i c t i o n s .  The same r e s t r i c t i o n s  t h a t  app ly  
t o  procurement f i nanced  from Development Grant and Technical  
Cooperation funds apply  a l s o  t o  use  of  Support ing Ass i s tance  
funds .  

C O N T I N G E N C Y  FUND 

Thc Contingency Fund i s  an emergency r e s e r v e  fund f o r  
meeting urgent  and unforeseen requirements  f o r  economic 
a s s i s t a n c e ,  ( e , g .  needs r e s u l t i n g  from an ear thquake,  f l ood ,  
o r  o t h e r  d i s a a t e r j  o r  f o r  meeting requirements  t h a t  cannot be 
c l e a r l y  de f ined  o r  a c c u r a t e l y  c o s t e d  i n  advance,  The Fund may 
be drawn upon f o r  any of t h e  purposes of  economic assistance. 
I n  p r a c t i c e ,  however, Support ing Ass i s tance  is  l i k e l y  t o  be t h e  
most a p p r o p r i a t e  Punding ca t ego ry  f o r  most uees  o f  t h e  Contingency 
Fund. 

The annual  submissions by t h e  A. I .D .  miss ions  i d e n t i f y  
s e p a r a t e l y  requirements  t h a t  a r e  of  a t e n t a t i v e  n a t u r e ,  t h a t  a r e  
no t  inc luded  i n  t h e  mi s s ion ' s  proposed program under t h e  r e g u l a r  
c a t e g o r i e s  o f  a i d ,  and t h a t  t h e r e f o r e  c o n s t i t u t e  p o s s i b l e  
requirements  which should be taken  i n t o  account i n  e s t i m a t i n g  
t h e  t o t a l  Contingency Fund requirement .  

1.~(\3?) FOi3 PEACE PROGRAM 

The A g r i c u l t u r a l  Trade Development and Ass i s tance  Act of  
1954 ( p u b l i c  Law 480),  a s  amended, e s t a b l i s h e s  t h e  a u t h o r i t y  
and b a s i c  procedures  through which s u r p l u s  U.S. a g r i c u l t u r a l  
commodities can be made a v a i l a b l e  t o  encourage economic 
development, r e l i e v e  famine and o t h e r  c r i s e s ,  and suppor t  the 
work of U.S. vo lun ta ry  agenc ies  abroad.  Four t ypes  of  program a r e  
e s t a b l i s h e d  under f o u r  t i t l e s  of t h e  Act. 

T i t l e  I. U.S. s u r p l u s  a g r i c u l t u r a l  commodities may be 
s o l d  €0 f r i e n d l y  c o u n t r i e s  f o r  t h e i r  own cur rency ,  and t h e  
l o c a l  cur rency  proceeds  of  t h e s e  s a l e s  may be loaned o r  g ran t ed  
t o  t h e  purchasers  f o r  use  i n  t h e i r  development programs. It i s  
t h e  p o l i c y  of  t h e  United S t a t e s  Government t o  maximize shipment 
of  commodities under t h i s  a u t h o r i t y ,  w i t h  due r ega rd  f o r  t h e  
need t o  p r o t e c t  r e g u l a r  e x p o r t s  of t h e  United S t a t e s  and o t h e r  
f r i e n d l y  c o u n t r i e s  and t o  avoid an adverse  e f f e c t  on domestic 
a g r i c u l t u r a l  p roduc t ion ,  

The e l i g i b i l i t y  and a v a i l a b i l i t y  of  commodities a r e  
determined by t h e  Department of  Agr i cu l tu re .  The Department 
a l s o  e s t i m a t e s  "usua l  marketing requirements"  o f  r e c i p i e n t  
c o u n t r i e s ,  s u b j e c t  t o  concurrence by and t h i r d  coun t ry  c o n s u l t a t i o n  
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th rough  t h e  Department of  S t a t e ;  t h e s e  e s t i m a t e s  a r e  used t o  
avoid  d i s t u r b i n g  normal t r a d e  p a t t e r n s .  

Program l e v e l s  and t h e  use of  t h e  proceeds of  l o c a l  
cur rency  s a l e s  a r e  determined on t h e  bas i a  o f  count ry  
r e q u e s t s  by an in t e rdepa r tmen ta l  committee o f  which t h e  
p r i n c i p a l  members a r e  t h e  Department o f  Agr i cu l tu re .  and .A .I .D. 
The s a l e s  proceeds may be used f o r  U . S .  expenses i n  t h e  
country ,  f o r  l oans  t o  c e r t a i n  types  o f  p r i v a t e  e n t e r p r i s e  
(Cooley l o a n s ) ,  o r  f o r  l oans  o r  g r a n t s  t o  t h e  government f o r  
development o r  t h e  common defense .  A . I . D .  i s  r e s p o n s i b l e  
f o r  admin i s t e r ing  t h e  l o c a l  cur rency  l o a n s  and g r a n t s .  

Loan agreements u s ing  t h e  proceeds of  s u r p l u s  a g r i c u l t u r a l  
commodity s a l e s  under T i t l e  I may be made f o r  pe r iods  o f  up 
t o  f o r t y  y e a r s ,  a t  an i n t e r e s t  r a t e  o f  3/4 o f  one pe rcen t  t o  
f o r e i g n  governments. 

T i t l e  11. Commodities h e l d  i n  s t o c k  by t h e  Commodity 
C r e d i t  Corporat ion of  t h e  Department of  Agr i cu l tu re  may be 
g ran ted  f o r  famine r e l i e f  and o t h e r  a s s i s t a n c e .  Within c e r t a i n  
l i m i t a t i o n s ,  such commodities may be used i n  work programs t o  
pronote  economic development. 

C , C , C .  s u r p l u s  comnodit ies a r e  a v a i l a b l e  f o r  emergency 
r e l i e f  and f o r  development purposes which w i l l  no t  d i s p l a c e  
o t h e r  s a l e s ,  i n c l u d i n g  T i t l e  I s a l e s  f o r  l o c a l  cur rency .  
A . I . D .  under takes  such programs i n  coopera t ion  e i t h e r  w i t h  
t h e  h o s t  government o r  w i t h  a registered Uni ted S t a t e s  
vo lun ta ry  agency. Commodities may be used f o r  a  wide 
v a r i e t y  of purposes,  i nc lud ing  school  lunches ,  supplemental  
f eed ing  f o r  mothers and young c h i l d r e n ,  and pre -c rop  
s u b s i s t e n c e  i n  l a n d  r e s e t t l e m e n t  programs. They may a l s o  be 
used a s  p a r t  payments o f  wages i n  kind on community develop- 
ment p r o j e c t s  and l a b o r - i n t e n s i v e  pub l i c  works such a s  
i r r i g a t i o n ,  roads ,  r e f o r e s t a t i o n ,  e lementary school  con- 
s t r u c t i o n ,  e t c .  F i n a l l y ,  such commodities may be g r a n t e d  f o r  
use  a s  l iv 'es tock f e e d  t o  encourage e s t ab l i shmen t  of new 
p o u l t r y  o r  hog produc t ion  e n t e r p r i s e s  i n  a r e a s  d e f i c i e n t  i n  
animal p r o t e i n  foods ,  PL 480 T i t l e  I loan or  g r a n t  c u r r e n c i e s ,  
c o u n t e r p a r t ,  and o t h e r  sources  of l o c a l  f i nanc ing  may be used 
t o  cover the  l o c a l  currency c o s t s  of t he se  development programs. 

T i t l e  I IIo Surplus  foods  from s t o c k s  he ld  by t h e  Commodity 
c r e d i t  Corporat ion may be donated t o  United S t a t e s  vo lun ta ry  
agencies  such a s  CARE,  Church World Serv ice ,  and Ca tho l i c  R e l i e f  



S e r v i c e s ,  and i n t e r g o v e r n m e n t a l  o r g a n i z a t i o n s  such a s  UNICEF 
f o r  d i s t r i b u t i o n  t o  t h e  needy o v e r s e a s ,  

T i t l e  I V ,  Long-term supp ly  c o n t r a c t s  f o r  repayment i n  
d o l l a r s  over  a  maximum p e r i o d  o f  20 y e a r s  a r e  a u t h o r i z e d ,  
Long-term d o l l a r  c r e d i t s  a r e  used  i n s t e a d  of y i t l e  I f o r e i g n  
cur rency  s a l e s  whenever t h e  d o l l a r  c r e d i t  terms a r e  a p p r o p r i a t e  
t o  t h e  c o u n t r y !  s s i t u a t i o n  and a r e  c o n s i s t e n t  w i t h  t h e  ob  j ec -  
t i v e s  of t h e  A.I,D, program, t a k i n g  i n t o  a c c o u n t  t h e  c o u n t r y f s  
d e b t  s e r v i c i n g  c a p a b i l i t y  and i t s  need f o r  United S t a t e s  a i d ,  

Terms f o r  each a.greement under T i t l e  I V  a r e  approved by 
t h e  N a t i o n a l  Advisory Counci l  on I n t e r n a t i o n a l  F i n a n c i a l  and 
Monetary Problems,  I n t e r e s t  r a t e s  i n  g e n e r a l  match t h o s e  of 
A , I  D, Developinent Loans t o  t h e  c o u n t r y ,  The maximum permis-  
s i b l e  m a t u r i t y  i s  20  y e a r s ,  wi th  a  two-year g r a c e  p e r i o d .  Pay- 
ment may be  made i n  " r e a s o n a b l e "  annua l  i n s t a l l m e n t s ,  modify ing 
an e a r l i e r  requ i rement  t h a t  payment be  i n  e q u a l  i n s t a l l m e n t s .  

U ,S ,  OWNED LOCAL CURRENCIES 

I n  many c o u n t r i e s  t h e  United S t a t e s  owns o r  has  j o i n t  con- 
t r o l  o f ,  and A ,  I ,  D: has programming r e s p o n s i b i l i t y  f o r ,  l a r g e  
o r  s m a l l  amounts of l o c a l  c u r r e n c y  r e s u l t i n g  f rom t h e  s a l e  of 
commodities p rov ided  a s  U,S, a s s i s t a n c e ,  These funds  a r e  
l a r g e l y  the  p roceeds  from s a l e s  under  t h e  P O L o  480 program, 
However, s u b s t a n t i a l  amounts of l o c a l  c u r r e n c y  o r  " c o u n t e r p a r t  
funds"  a r e  a l s o  g e n e r a t e d  by g r a n t  n o n - p r o j e c t  programs, p r e -  
dominant ly  Suppor t ing  A s s i s t a n c e ,  and i n  some c a s e s  by n o n - p r o j e c t ,  
o r  program l o a n s ,  

The impor t s  which g e n e r a t e  t h e s e  c u r r e n c i e s  add t o  t h e  coun- 
t r y !  s t o t a l  r e s o u r c e s ,  However, t h e  l o c a l  c u r r e n c i e s  c o l l e c t e d  
th rough  s a l e  of  t h e  impor ted  comiioditfea i n  t h e  c o u n t r y  do n o t  
r e p r e s e n t  r e s o u r c e s  a d d i t i o n a l  t o  t h e  o r i g i n a l  i m p o r t s .  They 
a r e ,  however, a  c l a i m  a g a i n s t  domes t i c  r e s o u r c e s  and a  non- 
i n f l a t i o n a r y  s o u r c e  o f  inves tment  f u n d s ,  A s  such,  t h e y  con- 
s t i t u t e  an i m p o r t a n t  t o o l  of a s s i s t a n c e .  A , I , D ,  a t t e m p t s  t o  
make s u r e  t h a t  U.S, owned o r  c o n t r o l l e d  l o c a l  c u r r e n c i e s  a r e  used 
t o  improve a s  much a s  p o s s i b l e  t h e  t o t a l  p a t t e r n  of r e s o u r c e  u s e ,  

EXCESS GOVl3HNMENT PROPERTY AND STOCKPILE MATERIALS 

I t  i s  A . I , D ,  p o l i c y  t o  make a s  much use  a s  p o s s i b l e  o f  i t e m s  
of Uni ted  S t a t e s  government-owned p r o p e r t y  which have been de-  
c l a r e d  excess  t o  the  needs  of owning F e d e r a l  a g e n c i e s ,  Th i s  
p r o p e r t y  i s  a c q u i r e d  a t  no c o s t  t o  A . I , D , ,  o t h e r  t h a n  charges  
i n c u r r e d  i n  t r a n s f e r  and r e h a b i l i t a t i o n ,  It i s  a l s o  A , I , D ,  p o l i c y  
t o  maximize t h e  use  o f  e x c e s s  s t o c k p i l e  m a t e r i a l s  i n  i t s  f o r e i g n  
a i d  program t o  t h e  e x t e n t  t h a t  t h i s  i s  p o s s i b l e  w i t h o u t  d i s t u r b i n g  
normal t r a d e  p a t t e r n s .  



i:;cl,t>.:;ea p a r t i c . ~ p n t r i o n  by  :21aiv:l~;e enr;el.pxbise - -  both h o s t  \ 
country  a r ~ a  U, S ,  - -  should i n c r e a s i n g l y  supplement and g radua l ly '  
supp lan t  governmental f o r e i g n  a s s i s t a n c e ,  I n  order  t o  encourage 
growing p r i v a t e  investment ,  A . I o D o  makes use of s e v e r a l  t o o l s ,  

Investment Guaran t ies .  A o I e D o  i s  a u t h o r i z e d  t o  p rov ide  
s p e c i f i c  r i s k  g u a r a n t i e s  p r o t e c t i n g  p r i v a t e  American investments  
g y  of l o c a l  cur rency  ea rn ings  and a g a i n s t  
l o s s  through e x p r o p r i a t i o n ,  war, r e v o l u t i o n  and/or i n s u r r e c t i o n  
( b u t  no t  c i v i l  u n r e s t ) ,  These g u a r a n t i e s  a r e  o f f e r e d  f o r  p ro-  
j e c t s  which f u r t h e r  t he  development of t h e  economic r e sou rces  and 
produc t ive  c a p a c i t i e s  of t h e  h o s t  coun t ry ,  

Guaran t ies  a r e  g iven  on a  ca se  by case  b a s i s  t o  i n v e s t o r s  
i n  c o u n t r i e s  where b i l a t e r a l  Investment Guaranty Agreements a re  
no t  i n  f o r c e .  However, i t  i s  A ,  I ,D ,  p o l i c y  t o  have p r i o r  h o s t  
country  agreement be fo re  investment g u a r a n t i e s  a r e  i s s u e d  widely 
i n  any count ry .  A , I , D ,  and t h e  Uepartment o f  S t a t e  a r e  seek ing  
t o  conclude agreements with a number of c o u n t r i e s  not  y e t  covered,  
e s p e c i a l l y  i n  L a t i n  America. 

A s  of January 1963, f i f t y  l e s s  developed c o u n t r i e s  had 
s igned t h e  b a s i c  b i l a t e r a l  Investment Guaranty Agreement pro-  
v id ing  f  o r  g u a r a n t i e s  of c o n v e r t i b i l i t y  of f o r e i g n  ( l o c a l  ) 
cur rency  ea rn lngs  and/or r e t u r n  of c a p i t a l  from insu red  American 
inves tments ,  Forty-seven of t h e s e  c o u n t r i e s  had a l s o  agreed t o  
p r o t e c t i o n  a g a i n s t  l o s s  from e x p r o p r i a t i o n  of the investment .  
Twenty-six of t he se  had f u r t h e r  agreed t o  guaran tee  p r o t e c t i o n  
f rom l o s s  th rough  damage t o  p h y s i c a l  p r o p e r t y  f rom w a r .  Nego t i a -  
t i o n s  a r e  under way w i t h  a  number of o t h e r  c o u n t r i e s ,  

Extended-r isk  Guaran t ies  , The investment  g u a r a n t i e s  desc r ibed  
cover s p e c i f i c  p o l i t i c a l  r i s k s .  I n  a d d i t i o n ,  ex tended- r i sk  
g u a r a n t i e s  a r e  a v a i l a b l e  covering commercial a s  w e l l  a s  p o l i t i c a l  
r i s k s .  These g u a r a n t i e s  a r e  i s sued  i n  s p e c i a l  c a s e s  where t h e  
investments  meet h igh  p r i o r i t y  needs i n  the  h o s t  country  1s develop- 
ment. The extended r i s k  guaranty  program i s  being adminis te red  
on a  h igh ly  cau t ious  and exper imental  b a s i s ,  

Two extended r i s k  g u a r a n t i e s  a r e  now o f f e r e d .  The gene ra l  
extended r i s k  guaran ty  i s  a v a i l a b l e  f o r  use  anywhere i n  t he  world  
f o r  economic development p r o j e c t s ,  w i t h  emphasis on t h o s e  i n v e s t -  
ments which f u r t h e r  s o c i a l  p rog res s  and t h e  development of smal l  
independent bus iness  e n t e r p r i s e s ,  The second ex tended- r i sk  
guaran ty  program i s  l i m i t e d  s p e c i f i c a l l y  t o  s e l f - l i q u i d a t i n g  
p i l o t  o r  demonstra t ion housing p r o j e c t s  i n  L a t i n  America, 
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Cooley Loans. S i n c e  January  1, 1962,  A. I , D ,  has had 
r e s p o n s i b i l i t y  f o r  the a d m i n i s t r a t i o n  of  t h e  Cooley Loan p r o -  
gram, f o r m e r l y  a d m i n i s t e r e d  by t h e  Expor t-1mport Bank, 

P u b l i c  Law 480 has f o r  aome y e a r s  a u t h o r i z e d  l o a n s  of up 
t o  25 p e r c e n t  of  t h e  p roceeds  o f  any s u r p l u s  a g r i c u l t u r a l  com- 
m o d i t i e s  s a l e  ( a )  f o r  economic development t o  U,S, b u s i n e s s  
f i r m s ,  a f f i l i a t e s ,  o r  s u b s i d i a r i e a  o r  ( b )  t o  any  b u s i n e s s  f i r m s  
f o r  f a c i l i t i e s  t h a t  w i l l  i n c r e a s e  markets  f o r  U, S, a g r i c u l t u r a l  
p r o d u c t s ,  such  a s  food  p r o c e s s i n g  p l a n t s ,  s t o r a g e  f a c i l i t i e s ,  
o r  p o s s i b l y  c e r t a i n  t r a n s p o r t a t i o n  f a c i l i t i e s ,  

I n  many c o u n t r i e s  t h e s e  l o a n s  have met a l i v e l y  demand and 
h a v e  proved t o  be a  u s e f u l  t o o l  f o r  i n c r e a s i n g  i n v e s t m e n t s ,  
I n  o t h e r  c o u n t r i e s  f u n d s  have accumula ted  unused,  Where t h e  
demand f o r  such  l o a n s  p r e s s e s  on t h e  s u p p l y  of funds  t h e  f u l l  
25 p e r c e n t  of s a l e s  p roceeds  i s  normal ly  r e s e r v e d  f o r  this p u r -  
pose ,  u n l e s s  an  e x c e p t i o n  i s  approved i n  Washington on grounds 
e i t h e r  of  a s i g n i f i c a n t l y  h i g h e r  p r i o r i t y  u s e  of t h e  c u r r e n c y  
o r  of o v e r r i d i n g  p o l i c y  c o n s i d e r a t i o n s ,  

The terms and c o n d i t i o n s  of Cooley Loans a r e  s u b j e c t  t o  t h e  
concur rence  of t h e  N a t i o n a l  Advisory Counc i l  under  t h e  chairman- 
s h i p  of  t h e  T r e a s u r y  Department,  They a r e  g i v e n  f o r  medium terms,  
p r e f e r a b l y  f o r  p h y s i c a l  i n v e s t m e n t s ,  a t  i n t e r e s t  r a t e s  competi-  
t i v e  w i t h  s i m i l a r  l o a n s  f rom loc  a1 s o u r c e s  ( normal ly  development  
banks )  and a r e  denominated i n  l o c a l  c u r r e n c y  u n i t s ,  n o t  d o l l a r  
e q u i v a l e n t s ,  A l l  Cooley l o a n s  a r e  s u b j e c t  t o  a p p r o v a l  by t h e  
h o s t  government and by A , I , D ,  i n  Washington, 

Inves tment  Surveys ,  A , I , D ,  may s h a r e  w i t h  U,So p r i v a t e  
i n v e s t o r s  up t o  50 p e r c e n t  of t h e  c o s t  of s u r v e y s  designed t o  
examine t h e  f e a s i b i l i t y  of s p e c i f i c  i n v e s t m e n t  o p p o r t u n i t i e s  
o t h e r  t h a n  i n  t h e  e x t r a c t i v e  i n d u s t r i e s ,  The i n i t i a t i v e  f o r  sur- 
veys  of inves tment  o p p o r t u n i t i e s  may come f rom U , S ,  p r i v a t e  i n -  
v e s t o r s ,  f rom t h e  U,S, Government, o r  f rom t h e  h o s t  government,  

F e a s i b i l i t y  S t u d i e s ,  A . I , D ,  may f i n a n c e  f rom g r a n t  f u n d s  up 
t o  1 0 0  p e r c e n t  o f  t h e  c o s t  of  f e a s i b i l i t y  s u r v e y s .  Such s u r v e y s  
a r e  normal ly  under taken by p r o f e s s i o n a l  c o n s u l t i n g  f i r m s  where 
no i n v e s t o r  i s  immedia te ly  a v a i l a b l e  b u t  where a  p r o j e c t  i s  be-  
l i e v e d  t o  be s u i t a b l e  f o r  p u b l i c  or p r i v a t e  inves tment ,  e , g , ,  
t h e  t r a n s p o r t a t i o n  sys tem o f  N i g e r i a  o r  t h e  r e q u i r e m e n t s  of  t h e  
I n d i a n  economy f o r  s t e e l  p r o d u c t s  i n  t h e  decade 1963-1973. 

Development Banks, I t  i s  A , I , D ,  p o l i c y  t o  f o s t e r  t h e  e s t a b l i s h -  
ment and growth of sound development banks and o t h e r  i n t e r m e d i a t e  
c r e d i t  i n s t i t u t i o n s .  While a development  bank may be p r i v a t e l y -  
owned, government-owned, o r  af mixed ownership,  l o a n s  a r e  made 
o n l y  t o  bor rowers  who r e p r e s e n t  s u b s t a n t i a l l y  p r i v a t e  i n t e r e s t s ,  



A,I.D,  may p r o v i d e  ( a )  i n i t i a l  su rveys  of t h e  needs  and 
r e q u i r e m e n t s  of  a  l e s s - d e v e l o p b d  c o u n t r y  f o r  one o r  s e v e r a l  
development banks ,  ( b )  d o l l a r  l o a n s  t o  such  i n s t i t u t i o n s ,  
( c )  l o c a l  c u r r e n c y  l o a n s ,  and ( d )  t e c h n i c a l  a s s i s t a n c e  and 
o t h e r  t r a i n i n g  f o r  management and a d v i c e  i n  the  e s t a b l i s h m e n t  
of a  development  bank, A s  of January  1963,  A o I o D o  had a u t h o r i z e d  
d o l l a r  l o a n s  t o  43 i n s t i t u t i o n s  l o c a t e d  i n  29 c o u n t r i e s  and had 
p rov ided  l o c a l  cu r rency  l o a n s  t o  t h r e e  a d d i t i o n a l  i n s t i t u t i o n s .  

I n  a d d i t i o n  t o  g u a r a n t e e i n g  t h e  inves tment  o f  p r i v a t e  U . S ,  
c a p i t a l  i n  f o r e i g n  development banks ,  A ,  I , D o  may a l s o  g u a r a n t e e  
t h e  c o l l e c t i o n  of medium and long- te rm l o a n s  made by a  p r i v a t e  
bank f o r  developmenta l  purposes ,  

Development and Inves tment  C e n t e r s ,  A , I , D ,  may a l s o  p r o -  
v i d e  m i c a 1  a s s i s  t a n c e  f o r  t h e  e s t a b l i s h m e n t  and improvement 
of development  o r  inves tment  c e n t e r s  e i t h e r  w i t h i n  o r  s e p a r a t e  
from a  development bank, The purpose  of s u c h  a  c e n t e r  i s  t o  
h e l p  b r i n g  t o g e t h e r  l o c a l  and/or  f o r e i g n  c a p i t a l  and i d e n t i f i e d  
inves tment  o p p o r t u n i t i e s .  I t  can assume major  a d v i s o r y  and 
t r a i n i n g  f u n c t i o n s  f o r  t h e  government a s  wel l  a s  t h e  p r i v a t e  
s e c t o r  and can a s s i s t  i n  the  p r e p a r a t i o n  of  f e a s i b i l i t y  s t u d i e s  
and p r o s p e c t u s e s  and perform o t h e r  p romot iona l  a c t i v i t i  e s ,  

RESEARCH 

The F o r e i g n  A s s i s t a n c e  Act  of 1961 a u t h o r i z e d  t h e  P r e s i d e n t :  

"t,o use funds  made a v a i l a b l e  f o r  any form of  economic 
~ s s l s t a n c e  t o  c a r r y  o u t  programs o f  r e s e a r c h  i n t o ,  and 
~ ~ r a l u a t f o n  o f ,  t h e  p r o c e s s  o f  economic development i n  
l e s s  developed f r i e n d l y  c o u n t r i e s  and a r e a s ,  i n t o  the  
f a c t o r s  a f f e c t i n g  the r e l a t i v e  success  and c o s t s  of 
development a c t i v i t i e s ,  and i n t o  t h e  means, t e c h n i q u e s ,  
and s u c h  o t h e r  a s p e c t s  of development  a s s i s t a n c e  a s  he 
may d e t e r m i n e ,  i n  o r d e r  t o  r e n d e r  s u c h  a s s i s t a n c e  of 
i n c r e a s i n g  v a l u e  and b e n e f i t .  " 

Most A ,  I , U ,  -f fnanced r e s e a r c h  w i l l  concern  s p e c i f i c  develop-  
ment problems,  o r  w i l l  a s s e s s  p a s t  U , S ,  and i n t e r n a t i o n a l  e x p e r i -  
ence i n  g i v i n g  a i d ,  Some r e s e a r c h  p r o j e c t s  w i l l  examlne s p e c i a l  
problems of  p a r t i c u l a r  c o l m t r i e s  o r  r e g i o n s ,  Other  r e s e a r c h ,  
such  a s  exper iments  w i t h  s m a l l  power g e n e r a t o r s  f o r  r u r a l  v i l l a g e s ,  
may have p a t e n t i a l  a p p l i c a b i l i t y  i n  many c o u n t r i e s ,  Research  i n t o  
p a s t  a i d  e x p e r i e n c e  w i l l  s e e k  improved t e c h n i q u e s  i n  a r e a s  s u c h  
a s  r e c r u i t i n g  and o r i e n t i n g  s p e c i a l i s t s  t o  s e r v e  abroad ,  o r  i n  
program p l a n n i n g  p r o c e d u r e s ,  P a s t  e x p e r i e n c e  i n  i n c r e a s i n g  
a g r i c u l t u r a l  p r o d u c t i v i t y  o r  c a r r y i n g  o u t  l a n d  r e f o r m  i n  s e v e r a l  
d i f f e r e n t  c o u n t r i e s  may be examined t o  h e l p  s o l v e  s i m i l a r  problems 



i n  o t h e r  c o u n t r i e s ,  Some r e s e a r c h  w i l l  a l s o  be d i r e c t e d  t o  
more fundamental,  t h e o r e t i c a l  a s p e c t s  of t h e  development p roces s ,  
Even i n  t h i s  a r e a ,  the  p r i n c i p a l  o b j e c t i v e  w i l l  be improving 
the  planning and e f f e c t i v e n e s s  of development a s s i s t a n c e ,  

Most A o I o D o  - f inanced r e s e a r c h  w i l l  be conducted through 
g r a n t s  o r  c o n t r a c t s ,  a s  a p p r o p r i a t e ,  t o  u n i v e r s i t i e s ,  founda t ions ,  
o the r  non-p ro f i t  i n s t i t u t i o n s ,  p r i v a t e  e n t e r p r i s e ,  and o t h e r  
U.S. Government agenc ie s ,  

I n  a d d i t i o n  t o  f i n d i n g  p r a c t i c a l  s o l u t i o n s  to  s p e c i f i c  
problems and i n c r e a s i n g  understanding of development p rocesses ,  
the  A . 1  , D o  -sponsored r e s e a r c h  program i s  expected t o  s t i m u l a t e  
wider i n t e r e s t  and inc reased  autonomous r e s e a r c h  wi th in  the  U.S, 
r e s e a r c h  community on problems of developing c o u n t r i e s ,  The 
r e s e a r c h  program should a l s o  s t r eng then  U.S, r e s e a r c h  f a c i l i t i e s  
working on t h e s e  problems and he lp  t o  develop r e s e a r c h  f a c i l i t i e s  
i n  t he  l e s s  developed c o u n t r i e s  themselves,  



CHAPTER IV. EXTERNAL ASSISTANCE AND INTERNAL 
DEVELOPMENT POLICIES 

Foreign ass is tance  performs a dua l  economic function: it 
adds t o  the  t o t a l  resources avai lable  f o r  development and a t  the same 
time it provides add i t iona l  f inancing f o r  imports. I n  some cases, the  
f a c t  t h a t  a id  adds t o  the resources t h a t  can be channeled i n t o  investment 
i s  more important than the  nature of t h e  commodities supplied; i n  other 
s i tua t ions ,  t h e  f a c t  t h a t  a id  supplies commodities t h a t  a re  no t  l o c a l l y  
producible i s  of paramount importance. 

I n  i t s  f i r s t  aspect ,  aid i s  a supplement t o  taxat ion and p r iva te  
saving and should be considered i n  r e l a t i o n  t o  the  country 's  investment 
program and development po l i c ies .  This w i l l  be done i n  the  present  Chapter. 
I n  i t s  second aspect ,  aid i s  an a l t e r n a t i v e  t o  increased exports  or 
reduced imports and must be considered i n  r e l a t i o n  t o  the country 's  t rade  
policy and balance of payments, This w i l l  be done i n  Chapter V. 

This dual  r o l e  of foreign resources has caused considerable 
d i f f i c u l t y  i n  es tab l i sh ing  and explaining p o l i c i e s  f o r  administering 
foreign ass is tance ,  I n  one s i t u a t i o n ,  the  need f o r  a id  i s  determined by 
a gap between investment requirements and domestic sources of finance. This 
leads aid administrat ion t o  focus on the government budget and use of l o c a l  
resources. I n  the other type of s i tua t ion ,  the  l e v e l  of a id  i s  determined 
mainly by the gap between import requirements and fore ign exchange earnings. 
This leads  a id  administrat ion t o  focus on the types of imports needed and 
the  adequacy of controls  on t h e i r  use. 

While both s o r t s  of ana lys i s  and con t ro l  a re  u t i l i z e d  by A , I . D . ,  
an e f f o r t  i s  made t o  determine which i s  the  most important element i n  
each s i t u a t i o n  and t o  emphasize i t  i n  aid administrat ion.  A recognit ion 
of t h i s  bas ic  f a c t  helps i n  understanding the  d i f f e r e n t  emphases of 
programming procedures used i n  d i f f e r e n t  countries.  

This chapter discusses various aspects  of the re la t ionsh ip  between 
U . S ,  ass is tance  and the  r e c i p i e n t  country 's  i n t e r n a l  pol ic ies :  the  assess-  
ment of self-help,  the  r e l a t i o n  of se l f -help  t o  aid programming, the  
u t i l i z a t i o n  of development plans i n  coordinating the  use of ex te rna l  and 
i n t e r n a l  resources, the  choice between program and p r o j e c t  a s s i s t ance ,  the 
programming of l o c a l  currencies,  and the  use of multi-year commitments. 
Chapter V w i l l  t ake  up the  program p o l i c i e s  stemming from the second function 
of a id  as  a source of fore ign exchange. 



THE PRINCIPLE OF SELF-HELP 

Economic Aspects .  The succe s s  of a c o u n t r y V s  economic de r e lop -  
ment e f f o r t  depends bo th  on t h e  amounts of r e s o u r c e s  which it 
can  mobf l fze  and on t h e  e f f i c i e n c y  w i t h  which i t s  r e s o u r c e s  a r e  
used,  S e l f - h e l p  measures may e i t h e r  i n c r e a s e  t h e  supp ly  of such  
s c a r c e  f a c t o r s  as c a p i t a l  and s k i l l e d  manpower, o r  t hey  may 
improve r e sou rce  u se ,  

A coun t ry  d e s i r i n g  t o  i n c r e a s e  i t s  supp ly  of  c a p f t a l  must 
save  f o r  development purposes  a s  much a s  it can  of  i t s  n a t i o n a l  
income, It mag under take  t a x  r e f o m s  t o  i n c r e a s e  government 
funds  f o r  development; it may l f m f t  p r i v a t e  attetmpts t o  send 
s av ings  abroad;  o r  f t  may t a k e  s t e p s  t o  a t t r a c t  an  i n f l ow  of 
f o r e i g n  c a p i t a l ,  The b e s t  s i n g l e  measure of i t s  achievement i n  
improving c a p i t a l  supp ly  is t h e  p r o p o r t i o n  of  a d d i t i o n s  t o  
n a t i o n a l  income which it saves ,  I n  s e r i o u s  development e f f o r t s ,  
30 pe rcen t  o r  more of increments  t o  n a t f o n a l  Income may be saved,  
even though t h e  s h a r e  of t o t a l  gPssa n a t i o n a l  product  which is  
saved may be only  6 o r  8 pe r cen t  i n i t i a l l y ,  

To i n c r e a s e  i t s  supply  of s k i l l e d  manpower, a  coun t ry  may 
ex tend  i t s  e d u c a t i o n a l  system; i t  may improve i t s  wage s t r u c -  
t u r e ;  o r  it may organ ize  t r a i n i n g  programs b o t h  a t  home and 
OV8PSeaS. 

Measures t o  improve t h e  e f f i c i e n c y  of Pesourca use i n c l u d e  
p r i c e  and wage p o l i c i e s  t h a t  produce a  b e t t e r  a l l o c a t i o n  of  
s c a r c e  f a c t o ~ s  such  a s  c a p i t a l  and % r a i n e d  l a b o r ;  improvements 
i n  planning p ~ o c e d u r e s ;  p rov f s fon  of b e t t e ~  i n fo rma t ion  and 
f o r e c a s t s  t o  p r i v a t e  e n t r e p r e n e u r s ;  and schemes t o  improve the 
u t i l i z a t i o n  of unemployed r e s o u r c e s .  

The e f f e c t i v e n e s s  of r e sou rce  use f s  p a f l e e t e d  i n  t h e  
r a t i o  of  t h e  i n c r e a s e  i n  n a t i o n a l  product  t o  t h e  t o t a l  i n v e s t -  
ment r equ f r ed  t o  produce it, When a v a i l a b l e ,  th is  i n d i c a t o r  r a -  
f l ~ c t s  ( i )  improvements i n  t h e  use of  e x i a t i n g  equipment and l a b o r ,  



(ii) new a d d i t i o n s  t o  p l a n t  and equipment  and (iiq t h e  e f f e c t i v e -  
n e s s  w i t h  which inves tmen t  f u n d s  a r e  d i s t r i b u t e d  among s e c t o r s  
of t h e  economy, Narrgwer i n d i c a t o r s  of e f f i c i e n t  r e s o u r c e  u s e  
a r e  measures  of  a g r i c u l t u r a l  y i e l d s  p e r  a c r e  o r  o f  l a b o r  p r o -  
d u c t i v i t y  i n  s p e c i f i c  s e c t o r s  of t h e  economy. 

S o c i a l  and P o l i t i c a l  A s p e c t s ,  S e l f  - h e l p  measures  f o r  s o c i a l  and 
p o l i t i c a l  p r o g r e s s  a r e  l e s s  amenable t o  p r e c i s e  d e f i n i t i o n .  
They i n c l u d e  improvements i n  p u b l i c  a d m i n i s t r a t i o n  o r  e d u c a t i o n a l  
sys tems  which t e n d  t o  i n c r e a s e  economic e f f i c i e n c y  a s  w e l l  a s  
t o  promote s o c i a l  w e l f a r e ,  On t h e  o t h e r  hand, t h e y  a l s o  i n c l u d e  
measures  t o  d f s  t r i b u t e  t h e  b e n e f i t s  of p r o g r e s s  more e q u i t a b l y  
and measures  t o  s t r e n g t h e n  p o l i t i c a l  democracy which a r e  
s o c i a l l y  d e s i r a b l e  b u t  which do n o t  n e c e s s a r i l y  c o n t r i b u t e  t o  
i n c r e a s e d  p r o d u c t i v i t y  i n  t h e  s h o r t  r u n ,  bxamples a r e  e f f o r t s  
t o  a c h i e v e  f a i r e r  l a n d  and income d i s t r i b u t i o n ,  more e q u i t a b l e  
t a x  s t r u c t u r e s ,  improved coverage  of h e a l t h  and w e l f a r e  programs 
and b r o a d e r  p a r t i c i p a t i o n  i n  t h e  p o l i t i c a l  sys tem of t h e  c o u n t r y ,  

P o l i t f  c a l ,  aocf a1 and  economic s e l f - h e l p  achievements  can 
be e v a l u a t e d  by comparison e i t h e r  wi th  p r e v i o u s  per formance  o r  
w i t h  t h e  per formance  o f  o t h e r  c o u n t r i e s  i n  s imi la r  c i r c u m s t a n c e s .  
The e a s i e r  comparison i s  w i t h  p a s t  pe r fo rmance ,  Even f o r  com- 
p a r i s o n s  w i t h i n  a  c o u n t r y ,  however,  s t a t i s t i c a l  i n f o r m a t i o n  can  
o n l y  a i d  q u a l i t a t  fve  judgment 

I n t e r - c o u n t r y  compar isons  of  s e l f - h e l p  per formance  a r e  
d i f f i c u l t ,  The d a t a  f o r  d i f f e r e n t  c o u n t r i e s  a r e  seldom com- 
p a r a b l e ;  and,  more i m p o r t a n t ,  i t  is  d i f f i c u l t  t o  d e c i d e  which 
c o u n t r i e s  may be a p p r o p r i a t e l y  compared, N e v e r t h e l e s s ,  examina- 
tion of s u c h  key  v a r i a b l e s  as t h e  pe rcen tage  of n a t i o n a l  income 
which i s  saved o r  c o l l e c t e d  th rough  t a x a t i o n  does  r e v e a l  s i g n i f i -  
c a n t  d i f f  e r e n c e s  1 n  s e l f  = h e l p  perf"ormance, S i n c e  t h e  a l l o c a t i o n  
among c o u n t r i e s  of an a i d  budget  f i x e d  by Congress  r e q u i r e s  
some s o r t  of i n t e r n a t i o n a l  compar isons ,  a n a l y s e s  of  s e l f  -he lp  
per formance  h e l p s  t o  n~ake  such  comparisons more o b j e c t i v e ,  

R e l a t i n g  Aid t o  S e l f  - h e l p  Measures ,  Un i t ed  S t a t e s  a i d  may be 
l i n k e d  t o  a  s i n g l e  p r o j e c t ,  t o  a - p a r t i c u l a r  s e c t o r ,  o r  t o  t h e  - 
e n t i r e  economyc s t r o n g e s t  i n t e r e s t  i s  i n  count ry-wide  
improvements i n  r e s o u r c e  u t i l i z a t i o n  and i n  count ry-wide  s o c i a l  
and p o l i t i c a l  p r o k r e s s . ?  However, where o u r  a i d  i.s s m a l l  and 
l i k e l y  t o  remain s o ,  i t  i s  u s u a l l y  o n l y  f e a s i b l e  t o  r e l a t e  a i d  
t o  per formance  on t h e  p r o j e c t s  we a r e  f i n a n c i n g ,  &'or most  
p r o j e c t s  o u r  minimum requf rement s  a r e  a s u b s t a n t i a l  h o s t  coun- 
t r y  c o n t r i b u t i o n  and an  a n a l y s i s  of t h e  r e l a t i o n  of t h e  p r o j e c t  
t o  t h e  c o u n t r y ?  s g e n e r a l  development  framework, 



Where U . S ,  a i d  programs a r e  s u b s t a n t i a l ,  o u r  i n t e r e s t  i n  
improved economic p o l i c  i e s  and i n  s o c i a l  and p o l i t i c a l  p rogness  
may be more e f f e c t i v e l y  u n d e r l i n e d .  Even where programs a r e  
l a r g e ,  however, i t  i s  d e s i r a b l e  t o  f o c u s  on a  few key measures a t  
any one t ime ,  C o n c e n t r a t i o n  on a  s m a l l  number of o b j e c t i v e s  
c l a r i f i e s  t h e  i s s u e s  and f o c u s e s  a t t e n t i o n  upon t h o s e  which a r e  
b o t h  o f  f i r s t  impor tance  and most  f e a s i b l e .  I n  some c a s e s  a c t i o n  
on d i f f i c u l t  measures  may have t o  be d e f e r r e d  u n t i l  t h e  c o u n t r y t  s 
deV8lopmernt e f f o r t  Has ach ieved  a c e r t 4 i n  momentum o r  u n t i l  p r o -  
g r e s s i v e  l e a d e r s h i p  h a s  been e s  t a b l i s h s d .  

I n  r e l a t i n g  a i d  t o  s e l f - h e l p  r e q u i r e m e n t s ,  t h e  U,S, r e c o g -  
n i z e s  t h a t  measures  f o r  i n c r e a s i n g  soc i a l  w e l f a r e  may c o n f l i c t  
w i t h  t h e  goa l  of r a i s i n g  n a t i o n a l  income a s  r a p i d l y  a s  p o s s i b l e ,  
Tax re fo rm t o  d i s t r i b u t e  more e q u i t a b l y  t h e  b e n e f i t s  o f  economic 
p r o g r e s s  may, f o r  example, unfavorab ly  a f f e c t  inves tment  i n c e n -  
t i v e s ,  The a p p r o p r i a t e  b a l a n c e  between measures  t o  immedia te ly  
i n c r e a s e  p r o d u c t i v i t y  and measures t o  improve e q u i t y  and w e l f a r e  
depends on f a c t o r s  unique t o  each  c o u n t r y ,  

Al though p a s t  performance i s  t h e  most s t r a i g h t - f o r w a r d  b a s i s  
f o r  r e n d e r i n g  a i d ,  t h e r e  a r e  i m p o r t a n t  i n s t a n c e s  where s e l f - h e l p  
performance depends upon t h e  r e c e i p t  of a i d .  A government may 
f i n d  i t  more p r a c t i c a b l e  t o  p u t  through k e y  r e f o r m  measures i f  
i t  i s  a s s u r e d  o f  U n i t e d  S t a t e s  f i n a n c i a l  s u p p o r t ,  I n  such a  
c a s e ,  a i d  may be p rov ided  i n  s p i t e  of i n a d e q u a t e  p a s t  performance 
on c o n d i t i o n  t h a t  s p e c i f i c  a c t i o n s  -- exchange r a t e  reform,  
improvements i n  budget  p o l i c y ,  i n c r e a s e s  i n  t a x e s  -- be c a r r i e d  
o u t ,  

I n  c o u n t r i e s  w h e r e  t e c h n i c a l  d i f f i c u l t i e s  are  h i n d e r i n g  
s e l f - h e l p  e f f o r t s ,  t e c h n i c a l  a s s i s t a n c e  may h e l p  t o  s o l v e  t h e  
problem, For example, s p e c i a l i s t  a d v i c e  may a s s i s t  i n  e s t a b l i s h -  
i n g  c r e d i t  and s a v i n g s  i n s t i t u t i o n s ,  r e f o r m i n g  l a n d  t e n u r e  o r  t a x  
sys tems,  improving budget ing  p r a c t i c e s  and f i s c a l  p o l i c i e s ,  o r  
m o b i l i z i n g  i d l e  r e sources  through work schemes and community 
e f f o r t s ,  Aid m i s  s i o n s  must de te rmine  whether  such a s s i s  t a n c e  
w i l l  a c t u a l l y  promote s e l f  -he lp  e f f o r t s ,  o r  whether  t h e  d i f f i -  
c u l  t i e s  h i n d e r i n g  s e l f  - h e l p  a r e  p r i m a r i l y  p o l i t i c a l  and s o c i a l ,  

Major s e l f - h e l p  measures  t o  improve r e s o u r c e  u t i l i z a t i o n  
of t e n  i n c l u d e  t h e  f o r m u l a t i o n  and implementa t ion  of n a t i o n a l  
development p l a n s ,  The b road  purpose  o f  a  n a t i o n ' s  development  
program i s  t o  a c h i e v e  i t s  economic, s o c i a l  and p o l i t i c a l  g o a l s  
th rough  e f f e c t i v e  use  of  a v a i l a b l e  r e s o u r c e s ,  b o t h  i n t e r n a l  and 
e x t e r n a l .  C l a r i f i c a t i o n  of  a  n a t i o n v s  g o a l s  and assessment  of 
i t s  w i l l i n g n e s s  t o  make p r e s e n t  s a c r i f i c e s  f o r  f u t u r e  growth a r e  
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fundamental c h a r a c t e r i s  t i c s  of development p lanning .  Although 
the  b e s t  formal  economic planning i s  no s u b s t i t u t e  f o r  s e n s i b l e  
economic p o l i c f  e s ,  a  sys t ema t i c  and r e a l i s t i c  budgeting of  
resource  a v a i l a b i l i t f e s  can o f t e n  make sound p o l i c i e s  more 
e f f e c t i v e ,  

A good development program provides  a  b a s i s  f o r  a l l o c a t i n g  
t h e  s c a r c e  r e sou rces  of the  economy: c a p i t a l ,  s k i l l e d  manpower, 
f e r t i l e  l ands ,  f o r e i g n  exchange, A t  t h e  same time, it supp l i e s  
an overview of t he  most d e s i r a b l e  f u t u r e  development o f  the  
n a t i o n a l  p roduc t  and i t s  components, I t  a l s o  he lps  a s su re  t h a t  
the a c t i v i t i e s  o f  d i f f e r e n t  government departments and p r i v a t e  
groups a r e  cons i s  t e n t  w i t h  each o t h e r ,  

A key problem i n  many underdeveloped c o u n t r i e s  i s  t o  ensure  
t h a t  the  p lanning  process  g ives  su f ' f i c i en t  emphasis t o  t h e  
a c t i v i t i e s  of p r i v a t e  e n t e r p r i s e ,  A good p l an  should con ta in  
s p e c i f i c  p r o j e c t i o n s  f o r  t h e  p r i v a t e  s e c t o r s  which inc lude  t h e i r  
needs f o r  c a p i t a l ,  f o r e i g n  exchange and o t h e r  r e s o u r c e s ,  I f  
t he se  p r o j e c t i o n s  a r e  given t h e  same a t t e n t i o n  a s  those  f o r  the  
pub l i c  s e c t o r s ,  the  p l a n  may become an e f f e c t i v e  dev ice  f o r  
s t i m u l a t i n g  p r i v a t e  c o n t r i b u t i o n s  t o  t h e  development p roces s .  
Governments may o f t e n  f i n d  t h a t  p r i v a t e  e n t e r p r i s e  i s  t he  most 
e f f e c t i v e  v e h i c l e  f o r  c a r r y i n g  o u t  much o f  t h e i r  n a t i o n a l  p lans .  

Planning and Foreign Aid, An o v e r a l l  n a t i o n a l  p l a n  can i n c r e a s e  
the  e f f e c t i v e n e s s  of e x t e r n a l  a s s i s t a n c e  i n  s e v e r a l  ways, I t  
can provide e s t i m a t e s  of  resource  a v a i l a b i l i t i e s  and of t he  
r e sou rce  requirements  a s s o c i a t e d  w i t h  a l t e r n a t i v e  r a t e s  of 
growth of income, These e s t i m a t e s  f a c i l i t a t e  an a n a l y s i s  of 
the amounts of e x t e r n a l  a s s i s t a n c e  needed t o  ach ieve  va r ious  
growth t a r g e t s ,  Aid "requirements" der ived  from c a r e f u l  o v e r a l l  
ana lyses  a r e  more dependable than those  based upon a  l i s t  of 
i n d i v i d u a l  p r o j e c t s  and programs, 

A comprehensive p lan  can i n d i c a t e  t hose  a c t i v i t i e s  i n  which 
a i d  may be p a r t i c u l a r l y  e f f e c t i v e  i n  promoting growth. It may 
p o i n t  t o  major b o t t l e n e c k s  to  be e l imina t ed  o r  t o  s e c t o r s  i n  
which r e sou rces  a r e  unde r -u t i l i z ed ,  It may r e v e a l  s e c t o r s  o r  
a r e a s  i n  which a s s i s t a n c e  would no t  on ly  d i r e c t l y  i n c r e a s e  p r o -  
d u c t i v i  t y ,  bu t  would a l s o  s t imu la t e  i nc reased  e f f o r t  and o u t p u t  
i n  r e l a t e d  f i e l d s ,  Carefu l  a n a l y s i s  of a l t e r n a t i v e s  enables  b o t h  
the  r e c i p i e n t  government and the United S t a t e s  t o  apply  a i d  t o  
h igher  p r i o r i t y  a c t i v i t i e s ,  

A sound p l a n  a l s o  e s t a b l i s h e s  y a r d s t i c k s  a g a i n s t  which s e l f -  
he lp  e f f o r t s  can be measured, The goa l s  of the  p l an ,  both  
q u a n t i t a t i v e  and q u a l i t a t i v e ,  should be s p e c i f i e d  and the  p o l i c i e s  
and a c t i o n s  necessary t o  achieve them de f ined ,  When t h i s  i s  done, 



the  p lan  he lps  supply a  s tandard  f o r  judging t h e  e f f e c t i v e n e s s  
w i th  which e x t e r n a l  a s s i s t a n c e  and i n t e r n a l  r e sou rces  a r e  used, 

F i n a l l y ,  a  plan which extends  t he  a n a l y s i s  of r e s o u r c e s  
requirements  t o  human r e sou rces  prov ides  a  b a s i s  f o r  a l l o c a t i n g  
t e c h n i c a l  a s s i s t a n c e  i n  educa t ion ,  t r a i n i n g  and r e l a t e d  f i e l d s ,  

I t  i s  A o I o D o  po l i cy  t o  encourage r e c i p i e n t  governments t o  
fo rmula te  and improve na t iona l  p l a n s  and the  adrninis t r a t i v e  
machinery f o r  t h e i r  implementation,  Where adequate planning 
and implementation e x i s t ,  UoS, a s s i s t a n c e  i s  r e l a t e d  t o  the 
country  p l an  and the  o b j e c t i v e s  and p r i o r i t i e s  e s t a b l i s h e d  by 
the  p l an  a r e  u s u a l l y  supported.  There i s ,  however, no i n t e n t i o n  
of making any s t anda rd  type of p l a n  a precond i t i on  of United 
S t a t e s  a i d .  I n  t h e  e a r l y  s t a g e s  of p lanning,  development p l ans  
may no t  be s u f f i c i e n t l y  r e a l i s t i c  o r  meaningful t o  r e l a t e  a i d  
t o  them. Mere paper  p l ans  o r  inadequate  planning o rgan iza t ions  
a r e  no s u b s t i t u t e  f o r  the s u s t a i n e d  e f f o r t  r e q u i r e d  t o  mobi l ize  
and d i r e c t  p u b l i c  and p r i v a t e  r e sou rces  i n t o  development a c t i v i t i e s .  

U, S, Planning Ass i s tance ,  The Agency f o r  I n t e r n a t i o n a l  Develop- 
ment i s  prepared t o  respond t o  the  needs and r e q u e s t s  of t h e  
l e s s  developed c o u n t r i e s  f o r  p lanning a s s i s t a n c e .  D i r e c t  con- 
t a c t s  be tween A, I ,  D o  s t a f f  and hos t  government agenc ies ,  t r a i n -  
i ng  programs i n  development planning,  and the  p rov i s ions  of 
e x p e r t  p lanning adv i so r s  a r e  s e v e r a l  of the  means a v a i l a b l e  f o r  
providing a s s i s t a n c e ,  A ,  I. D o  has  e s t a b l i s h e d  c o n t a c t s  wi th  
u n i v e r s i t i e s ,  o ther  non-prof i t  o rgan iza t ions ,  p r i v a t e  consu l t an t  
f i r m s  and o t h e r  government agenc ies  i n  o rde r  t o  a c q u a i n t  them 
with  the  Abencyus needs f o r  planning adv i so r s  and t o  make use 
of t h e  s e r v i c e s  which they  can supply. 

Host governments a r e  encouraged t o  make and f inance  t h e i r  
own c o n t r a c t s  f o r  p lanning  advisory  s e r v i c e s ,  s i n c e  a  government 
is  more l i k e l y  t o  accep t  advice  from a  group s e l e a t e d  by and 
r e spons ib l e  s o l e l y  t o  i t s e l f ,  Even where t h e  c o n t r a c t  is  
f inanced  by A , I , D ,  funds ,  t h e  p lanning  a d v i s o r s  a r e  r e s p o n s i b l e  
d i r e c t l y  t o  t h e  h o s t  government s o  t h a t  t h e i r  advice  may be 
more e f f e c t i v e l y  u t i l i z e d ,  A . I , D , l s  i n f luence  on t h e  a d v i s o r s  
i s  l i m i t e d  t o  sugges t ions  r ega rd ing  competent non -p ro f i t  
o r g a n i z a t i o n s  o r  commercial c o n s u l t i n g  firms, t o  b r i e f i n g s  
and t o  i d e a s  o f f e r e d  du r ing  normal con tac t  and d i s c u s s i o n  
s i m i l a r  t o  A . I , D ,  Contact  w i th  h o s t  country  o f f i c i a l s ,  

PROGRAM ASSISTANCE AND PROJECT ASSISTANCE 

I n  admin i s t e r ing  a i d  and r e l a t i n g  it t o  s e l f - h e l p  performance, 
t h e  Uni ted S t a t e s  may make use of  two broad types  o f  a s s i s t a n c e .  
"P ro j ec t  a s s i s t a n c e "  i s  d i r e c t e d  t o  i n d i v i d u a l  c a p i t a l  p r o j e c t s ,  
such a s  a  dam o r  a  s ' t e e l  m l l l ,  o r  t o  i n d i v i d u a l  t e c h n i c a l  
a s s i s t a n c e  a c t i v i t i e s .  "program a s s i s t a n c e "  i s  l i n k e d  t o  an 



assessment of the  o v e r a l l  requirements and resource a v a i l a b i l i t i e s  
of t h e  country and f inances  commodity and equipment imports i n  
support  of development programs without t y i n g  these  t o  s p e c i f i c  
p r o j e c t s .  Nearly h a l f  of a l l  U.S. economic a i d  i s  c u r r e n t l y  
i n  the  form of program ass i s t ance ,  and major U.S. programs 
u s u a l l y  use both forms of a i d .  

Program a s s i s t a n c e  o f f e r s  t h e  hos t  country g r e a t e r  f l e x i b i l i t y  
t o  meet resource needs. However, i n  o rde r  t o  make c e r t a i n  t h a t  
the  commodities provided w i l l  be e f f e c t i v e l y  u t i l i z e d ,  a  compre- 
hensive a n a l y s i s  of the  c o u n t r y ' s  resources  and t h e i r  proposed 
uses  i s  necessary.  This a n a l y s i s  should inc lude  a  f a i r l y  
d e t a i l e d  program of investment and a s ta tement  of import 
requirements which can provide a  b a s i s  f o r  agreement with the  
United S t a t e s .  

The review procedures associated with p r o j e c t  a s s i s t a n c e  
assure  e f f i c i e n t  use of both the  imported and l o c a l  resources  
which go i n t o  s p e c i f i c  investment p r o j e c t s  supported by U.S. 
a i d .  I n  drawing up a  program f o r  a  given country,  i t  is  
necessary t o  weigh t h i s  advantage a g a i n s t  t he  increased  
f l e x i b i l i t y  a s soc ia t ed  with program support .  

Advantanes of Proaram Assis tance.  

(1) Program a s s i s t a n c e  i s  requi red  i n  some cases  t o  meet 
agreed resource needs,  Many elements o f  investment i n  a  
development program do not  lend  themselves t o  p r o j e c t  t rea tment .  
Cap i t a l  imports f o r  improvements and modernization and f o r  new 
smal l - sca le  p l a n t s  a r e  not  r e a d i l y  i d e n t i f i e d  with a  p a r t i c u l a r  
p r o j e c t ,  al though fo re ign  a i d  may he lp  t o  meet such needs by 
a s s i s t i n g  l o c a l  lending i n s t i t u t i o n s .  Imports of  i n d u s t r i a l  
raw mate r i a l s ,  spare  p a r t s ,  and replacement equipment may be 
a s  e s s e n t i a l  a s  many p r o j e c t s  t o  the  success  of  a  development 
program. Over-all ,  t he  share  of t o t a l  imports t h a t  can be 
accounted f o r  by d i r e c t  imports of machinery and equipment f o r  
i d e n t i f i a b l e  p r o j e c t s  may be only 10 percent  o r  so  of  a  coun t ry ' s  
import needs, whereas the  d e s i r a b l e  l e v e l  of e x t e r n a l  support  
f o r  development may be a  l a r g e r  proport ion.  

(ii) The program approach sometimes provides  nego t i a t ing  
advantages. I n  some ins t ances ,  the  d e s i r e d  l e v e l  of a i d  can 
be made a v a i l a b l e  through s p e c i f i c  p r o j e c t s ,  but  only wi th  
considerable  d i f f i c u l t y .  I n s i s t e n c e  on f inancing  only  p r o j e c t s  
may lessen  U.S, e f f e c t i v e n e s s  i n  nego t i a t ing  more important 
i s s u e s .  

(111) Program a i d  i s  d e s i r a b l e  when p r o j e c t  a i d  would 
unduly emphasize l a r g e  schemes o r  the  publ ic  s e c t o r ,  These 



dangers a r e  inhe ren t  t o  a  degree i n  development planning,  s ince  
pub l i c  s e c t o r  investment i n  genera l  and l a r g e  pub l i c  p r o j e c t s  
i n  p a r t i c u l a r  appear t o  be t h e  s imples t  f o r  t he  government t o  
p lan  and c o n t r o l .  A t o t a l  p r o j e c t  approach t o  a i d  may he ighten  
t h i s  tendency. I f  mcre p r o j e c t s  a r e  requi red  t o  ob ta in  more 
a i d ,  p r o j e c t s  w i l l  c e r t a i n l y  be emphasized, and government 
p r o j e c t s  may predominate because they  a r e  e a s i e r  t o  n e g o t i a t e .  

( i v )  P ro jec t  a s s i s t a n c e  may on occasion be more expensive 
than program a i d ,  Funds provided on a  p r o j e c t  b a s i s  must be 
spent  on requirements f o r  t h e  p r o j e c t s  f inanced .  Since a i d  
funds a r e  i n  l a r g e  p a r t  t i e d  t o  United S t a t e s  procurement, t h e s e  
commodities w i l l  normally be purchased i n  t h e  United S t a t e s .  
Program a s s i s t a n c e  permits  t h e  a ided  country t o  s e l e c t  f o r  
purchase i n  the  United S t a t e s  those  p a r t s  of i t s  import 
requirements f o r  which United S t a t e s  procurement o f f e r s  p r i c e  
o r  q u a l i t y  advantages.  

The e f f e c t i v e n e s s  of program a s s i s t a n c e  i n  suppor t ing  
development depends on t h e  r e c i p i e n t ' s  e f f e c t i v e  and r e spons ib le  
o v e r - a l l  resource  u s e ,  Any dec i s ion  f o r  s u b s t a n t i a l  program 
a s s i s t a n c e  should r e s t  on previous favorable  experience i n  
t h e  country concerned, a s  wel l  a s  on c a r e f u l  a n a l y s i s  of needs 
and c l e a r  agreement upon t h e  purposes of t he  program suppor t .  

Advantages of P ro jec t  Aid. 

( i )  The r i s k  of c r e a t i n g  expec ta t ions  of a  f i x e d  annual 
a i d  l e v e l  i s  l e s s  acu te  where p r o j e c t  a s s i s t a n c e  c o n s t i t u t e s  
t h e  bulk of United S t a t e s  a i d ,  Even where it  i s  d e s i r a b l e  t o  
announce an a i d  l e v e l ,  v a r i a t i o n s  i n  the  flow o f  acceptab le  
p r o j e c t  proposals  and t h e  impact of a  p a r t i c u l a r l y  l a r g e  
p r o j e c t  i n  one y e a r  make a  c o n s t a n t  a i d  l e v e l  u n l i k e l y .  Also,  
poor economic performance o f t e n  i s  r e f l e c t e d  i n  slow submission 
of  acceptab le  p r o j e c t s ,  o r  slow u t i l i z a t i o n  of funds a v a i l a b l e  
f o r  approved p r o j e c t s .  I n  t h i s  case ,  t h e r e  i s  a  quasi-automatic 
reduct ion  i n  t h e  a i d  l e v e l  when performance f a l l s  s h o r t  of 
e x p e c t a t i o n s ,  

( i i )  P ro jec t  a i d  provides  v i s i b l e  o r  t a n g i b l e  r e s u l t s  and 
o f t e n  has  g r e a t e r  pub l i c  appeal both a t  home and abroad.  
Successfu l  c a p i t a l  p r o j e c t s  such a s  a  new cement p l a n t  o r  
i r r i g a t i o n  dam a r e  v i s i b l e  evidence of economic development. 
Even where t h e  same amount of resources  would have made an 
even g r e a t e r  c o n t r i b u t i o n  t o  economic growth i f  they  had been 
made a v a i l a b l e  f o r  gene ra l  program support ,  t h e  a n a l y s i s  t h a t  
demonstrates t h i s  i s  n e c e s s a r i l y  somewhat s o p h i s t i c a t e d  and can 
be understood by only  a  smal l  group. This  advantage of p r o j e c t s  
is ,  of course ,  o f f s e t  i n  cases  where t h e  p r o j e c t  i s  s u b j e c t  t o  
cons iderable  c r i t i c i s m .  



( i i i )  P r o j e c t  a i d  sometimes p e r m i t s  more e f f e c t i v e  c o n t r o l  
than  does  program a i d ,  t iesources  f r e e d  by p r o j e c t  a i d  may 
of  c o u r s e  be used  f o r  o t h e r  p u r p o s e s ,  t h e r e b y  making t h e  
appearance  of  Uni ted  S t a t e s  c o n t r o l  o v e r  r e s o u r c e  u s e  i l l u s o r y ,  
However, a i d  used f o r  a  p r o j e c t  a s s u r e s  t h a t  a t  l e a s t  t h i s  
p a r t i c u l a r  i n v e s t m e n t  t a k e s  p l a c e ,  

( i v )  P r o j e c t  a i d  may p e r m i t  c e r t a i n  t y p e s  of a s s i s t a n c e  
n o t  p o s s i b l e  th rough  program a i d ,  For example, where t h e  coun- 
t r y  f e e l s  i t  needs  h e l p  i n  d e s i g n i n g  and e x e c u t i n g  a  p a r t i c u l a r  
i n v e s t m e n t ,  p r o j e c t  a i d  i s  c l e a r l y  a p p r o p r i a t e ,  

Balance  i n  Program Implementa t ion ,  The d i s a d v a n t a g e s  o f  b o t h  
t y p e s  of a i d  a r e  most  s e v e r e  where one o r  the  o t h e r  i s  used  
e x c l u s i v e l y .  For  example, t h e  danger  t h a t  program a s s i s t a n c e  
w i l l  e s t a b l i s h  a  p o l i t i c a l l y  f r o z e n  a i d  l e v e l  i s  r e d u c e d  i f  
t o t a l  a s s i s t a n c e  i n c l u d e s  a  ma jo r  p r o j e c t  component, The r i s k  
t h a t  p r o j e c t  a i d  w i l l  over-emphasize p u b l i c  s e c t o r  a c t i v i t i e s  
and l a r g e  schemes, o r  c a u s e  unduly p r o t r a c t e d  n e g o t i a t i o n s ,  i s  
reduced  if p r o j e c t  a i d  c o n c e n t r a t e s  on t h o s e  p r o j e c t s  f o r  which 
agreement  can be e a s i l y  r e a c h e d ,  and t h e  r emainder  o f  a g r e e d  
a s s i s t a n c e  r e q u i r e m e n t s  a r e  met th rough  program a i d ,  

C o ~ v e r s e l y ,  t h e  advan tages  o f  each  t y p e  of a i d  can be  
a c h i e v e d  w i t h o u t  e x c l u d i n g  use  of t h e  o t h e r .  The p u b l i c  r e l a -  
t i o n s  advan tages  of v i s i b l e  p h y s i c a l  p r o g r e s s  can be o b t a i n e d  
by some w e l l  chosen  p r o j e c t s ,  w h i l e  t h e  f l e x i b i l i t y  needed t o  
a c h i e v e  a  d e s i r e d  l e v e l  of a i d  o r  s p e c i f i c  p o l i c y  o b j e c t i v e s  
does  n o t  r e q u i r e  t h a t  a l l  a s s i s t a n c e  be on a  program b a s i s ,  

PROGRAMMING LOCAL CUHHENCIES 

The majo r  p a r t  o f  U.S, a s s i s t a n c e  r e s u l t s  i n  t h e  i m p o r t a t i o n  
o f  goods and s e r v i c e s  t o  be s o l d  t o  domest ic  p u r c h a s e r s  f o r  
l o c a l  c u r r e n c y ,  The Uni ted  S t a t e s  c o n t r o l s  i n  v a r y i n q  d e g r e e s  
t h e  u s e  of t h e s e  l o c a l  cu r rency  o r  " c o u n t e r p a r t  f u n d s "  g e n e r a t e d  
by S u p p o r t i n g  A s s i s t a n c e  e , r an t s ,  a g r i c u l t u r a l  commodit ies  s o l d  
under  t h e  Food f o r  Peace Program, and n o n - p r o j e c t  l o a n s ,  Bxcept  
f o r  t h e  few a i d  r e c e i v i n g  c o u n t r i e s  w i t h  e x c e p t i o n a l l y  heavy 
d e f e n s e  burdens ,  t h e  g r e a t  b u l k  of t h e s e  f u n d s  i s  used t o  p r o -  
mote t h e  econo:nic development o f  the  r e c i p i e n t  c o u n t r y ,  

Al though t h e s e  l o c a l  c u r r e n c i e s  d o  n o t  r e p r e s e n t  a d d i t i o n a l  
r e s o u r c e s ,  t h e y  do r e p r e s e n t  a  c l a i m  a g a i n s t  e x i s t i n g  l o c a l  
c u r r e n c i e s  and,  a s  such ,  a r e  s u b j e c t  t o  programming, A s  i n  t h e  
programming of d o l l a r s  d i s c u s s e d  above, i t  must  f i r s t  be d e c i d e d  
whether  t o  use  t h e  l o c a l  c u r r e n c i e s  f o r  p r o j e c t  a s s i s t a n c e  o r  
f o r  more g e n e r a l  program u s e s  such  a s  s u p p o r t  of t h e  d e f e n s e  bud- 
g e t ,  expans ion  o f  c r e d i t  f o p  t h e  p r i v a t e  s e c t o r  o r  g e n e r a l  s u p p o r t  
of  t h e  development  budge t ,  Many of t h e  same c o n s i d e r a t i o n s  w i l l  
a p p l y  0 



I n  some c a s e s  i t  may be advantageous ,  even though t h e  
d o l l a r s  a r e  be in& used f o r  g e n e r a l  program a s s i s t a n c e ,  t o  use 
t h e  l o c a l  c u r r e n c i e s  f o r  p r o j e c t s .  For example,  when a  p r o -  
gram l o a n  i s  d e s i r a b l e  on b a l a n c e  of payments g rounds ,  it i s  
p o s s i b l e  f o r  t h e  U n i t e d  S t a t e s  t o  r e t a i n  some i n f l u e n c e  over  t h e  
a l l o c a t i o n  o f  inves tmen t  f u n d s  by a g r e e i n g  w i t h  t h e  government 
on s p e c i f i c  p r o j e c t s  t o  be f i n a n c e d  w i t h  t h e  l o c a l  c u r r e n c y  
g e n e r a t e d .  Th i s  p r o c e d u r e  may have advan tages  f o r  b o t h  t h e  
r e c i p i e n t  government and A.I,D. It rnakes i t  p o s s i b l e  f o r  A . I . D .  
t o  h e l p  f i n a n c e  h i g h - p r i o r i t y  developmenta l  a c t i v i t i e s  which 
may be d i f f i c u l t  t o  f i n a n c e  a s  d o l l a r  p r o j e c t s  because  o f  t h e i r  
s m a l l  s i z e ,  low impor t  component, o r  f o r  o t h e r  r e a s o n s ,  A t  
t h e  same t ime ,  i t  p e r m i t s  t h e  government a  w i d e r  c h o i c e  o f  com- 
m o d i t i e s  t o  impor t  t h a n  would be p o s s i b l e  i f  i m p o r t s  were 
d i r e c t l y  t i e d  t o  p r o j e c t s ,  

S i n c e  a d d i t i o n a l  r e s o u r c e s  a r e  p r o v i d e d  t o  t h e  economy a t  
t h e  t ime t h a t  AID-financed goods a r e  impor ted ,  i t  i s  d e s i r a b l e  
t o  p l a n  t h e  use  of l o c a l  c u r r e n c i e s  a t  a p p r o x i m a t e l y  t h e  same 
time as t h e  commodity i m p o r t s  a r e  a g r e e d  upon, To be most 
mean ingfu l ,  a i d  n e g o t i a t i o n s  shou ld  t a k e  i n t o  a c c o u n t  b o t h  t h e  
impor t  program and t h e  a d d i t i o n a l  use  of l o c a l  r e s o u r c e s  t h a t  
a i d  makes p o s s i b l e .  T h i s  p r o c e d u r e  i s  most l i k e l y  t o  r e s u l t  i n  
r e a l  ag reement  and optimum use  of l o c a l  c u r r e n c i e s .  Advance 
p l a n n i n g  a l s o  r e d u c e s  t h e  r i s k  of a  d e f l a t i o n a r y  e f f e c t  r e s u l t -  
i n g  f rom accumula t ion  of unused c o u n t e r p a r t  f u n d s ,  f o l l o w e d  b y  
an  i n f l a t i o n a r y  impact  when c o u n t e r p a r t  f u n d s  a r e  used  f o r  
investment a f t e r  t h e  off  s e t t i n g  i n f l o w  o f  goods h a s  been  l a r g e l y  
consumed o r  u t i l i z e d ,  

MULTI -YEAR COMMITMENTS 

M u l t i - y e a r  development  l o a n  commitments a r e  a u t h o r i z e d  i n  
t h e  F o r e i g n  A s s i s t a n c e  Ac t  when "it is  i m p o r t a n t  t o  t h e  advance-  
ment o f  Uni t ed  S t a t e s  i n t e r e s t s ' '  and " i n  t h e  i n t e r e s t  of  o r d e r l y  
and e f f e c t i v e  e x e c u t i o n  of l o n g - t e r m  p l a n s  and programs o f  
development  a s s i s t a n c e , "  

Long-term l o a n  commitments may o f f e r  a d v a n t a g e s  b o t h  t o  t h e  
Uni ted  S t a t e s  and t o  t h e  r e c i p i e n t  c o u n t r y ,  Advance knowledge 
of  t h e  l e v e l  of a s s i s t a n c e  o v e r  more t h a n  one y e a r  may p e r m i t  
improved p l a n n i n g  and use  of r e s o u r c e s  by t h e  h o s t  c o u n t r y ,  
When a  m u l t i - y e a r  commitment i s  a r r a n g e d ,  t h e  Uni t ed  S t a t e s  and 
t h e  h o s t  c o u n t r y  may be a b l e  t o  a c h i e v e  c l o s e r  agreement  on s e l f -  
h e l p  measures  a p p r o p r i a t e  t o  t h e  c o u n t r y  1 s development  e f f o r t ,  
S u c c e s s f u l  e x e c u t i o n  of m u l t i - y e a r  l o a n s  may a l s o  encourage  
o t h e r  donors  t o  make s imi lar  commitments where a p p r o p r i a t e ,  



There are also risks associated with long-term commitments, 
U.S. negotiating leverage and flexibility may be reduced, There 
may be pressure to relax technical and economic standards in 
order to reach the aid level already conditionally established. 
If the economic and political performance of the recipient 
fails to meet the agreed standards, the United States may face 
the alternatives of a major departure from the conditions of 
the commitment or of the abrogation of the commitment itself. 
Finally, such commitments may reduce A,I.D.ls flexibility in 
allocating appropriatims for any given year, 

In estimating whether the expected benefits of a multi- 
year commitment outweigh the potential risks, both the 
prospects for effective self-help performance by the coun$ry 
and the impact upon U,S, interests must be evaluated. Relevant 
self-help considerations include whether the country has a 
well-developed plan and effective planning processes as well 
as sound fiscal, trade and related policies. The country 
should have demonstrated its willingness to devote a reasonable 
share of its own resources to development, It should also 
have a political system which permits steady progress and 
orderly change so that the policies and programs on which the 
commitment are based are not likely to be radically altered 
during the period of the commitment. 



U. 5. ass i s t ance  i s  normally provided t o  a country i n  order  t o  achieve 
cert ,a in mutual ly agreed r e s u l t s .  A s  i nd ica t ed  i n  t h e  previous chapter,  t h e  
p r i n c i p a l  forms of  a i d  a.re support of  general  economic programs and support  
of i nd iv idua l  p ro jec t s .  I n  r d t h e r  case t h e r e  i s  a need t o  measure t h e  
amount of a d d i t i o n a l  e x t e r n a l  resources  requi red  t o  s u s t a i n  a given expendi-5 
t u r e  o r  po l i cy .  S.uch a m e a s u r e ~ e n t  r equ i re s  a d e t a i l e d  a n a l y s i s  of t he  
balance of payments and t h e  p o l i c i e s  a f f e c t i n g  it. 

I n  addi t ion  t o  t h e  central  quest ion of measuring a i d  requirements,  t he re  
a re  o f t en  o the r  problems involv ing  the  r e l a t i o n s h i p  of a i d  t o  t h e  balance of 
payments. I n  t h e  short-run,  t h e r e  i s  t h e  ques t ion  of r e l a t i n g  loans  f o r  
s t a b i l i z a t i o n  purposes t o  loam f o r  development. I n  t h e  long run, t h e  
add i t iona l  resources provided by f o r e i g n  a s s i s t a n c e  should be used i n  such a 
way a s  t o  promote growth wi th in  a context  of long-run reduct ion  of balance 
of payments d e f i c i t s .  

IMPORT REQUIR3l!l.=N'1'S 01T DEVELOl'mNT EXPEND1 rIUFtBS 

Aside from the  handful of coun t r i e s  i n  which s.upporting a s s i s t a n c e  i s  
provided t o  main ta in  c u r r e n t  import l e v e l s ,  t h e  purpose of  U,S, a s s i s t a n c e  
i s  t n  f inance  add i t iona l  expenditures ,  u s u a l l y  f o r  investment o r  o the r  
development purposes. The addit ional .  import requirements generated by such 
an expenditure a re  of two types:  ( i )  d i r e c t  imports of machinery, equipment, 
and o the r  commodities used i n  the investment process,  and ( i i )  i n d i r e c t  imports 
t o  s a t i s f y  demands r e s u l t i n g  from t h e  inc rease  i n  l o c a l  product ion of investment 
goods o r  t h e  r e s u l t i n g  inc rease  i n  domestic incomes. 

The t o t a l  imports  r equ i red  t o  support  a n  inc rease  i n  development expendi- 
t u r e  a re  s u b s t a n t i a l l y  l e s s  than t h e  amount of t h e  t o t a l  expenditure.  Some of 
t h e  commodities and s e r v i c e s  requi red  t o  complete t h e  inws tmen t  process  and 
t o  s a t i s f y  t h e  r e s u l t i n g  inc rease  i n  incomes can be produced from l o c a l  pro- 
ductive capacity and under-utilized labor. The ext,ent of the resulting 
i nc rease  i n  incomes, and subsequent der lved  demand f o r  imports,  will depend 
on t h e  share  of income t h a t  i s  taken by t axes  o r  savings.  The h igher  this 
share,  and t h e  l a r g e r  the  propor t ion  of increased  demand t h a t  can be s a t i s f i e d  
from l o c a l  resources ,  t he  smaller  i s  t h e  amount of  a i d  needed t o  support  a 
given inc rease  i n  investmerit or o t h e r  expenditure,  

I t  i s  U,S. po l i cy  t o  provide only  t h e  a d d i t i o n a l  imports economically 
requi red  t o  s u s t a i n  t h e  agreed inc reases  i n  investment.  This  procedure r e q u i r e s  
the  r e c i p i e n t  country t o  f inance  a s u b s t a n t i a l  f r a c t i o n ,  normal1.y a t  l e a s t  h a l f ,  
of t he  l o c a l  c o s t s  of a g iven  p r o j e c t  o r  a c t i v i t y ,  but  it does no t  l i m i t  a i d  
f inancing  t o  d i r e c t  import requirements.  The i n d i r e c t  import req~lirernents  a r e  
a l s o  e l i g i b l e  i n  many cases.  When a id  i s  provided i n  excess of t h e  t o t a l  
requi red  arnoilnt, i t  o f t e n  encowages unnecessary imports t h a t  i n h i b i t  t h e  
maximum use of local. resources  and reduce the  incen t ive  t o  governments t o  
inc rease  t a x  c o l l e c t i o n  wi th  savings, which a re  necessary t o  p u t  growth on 
a s e l f - s u s t a i x i n g  bas is .  



I n  coun t r i e s  where U.S. a i d  i s  a s u b s t a n t i a l  f r a c t i o n  of t o t a l  imports,  
of the  order  of 1 0  pe r  cen t  o r  more, t he  c a l c u l a t i o n  of a i d  r q i r e m e n t s  i s  
made from a genera l  balance of payments ana lys i s ,  whatever t h e  form i n  which 
a i d  i s  furnished. When a i d  i s  more l i m i t e d  and d a t a  a re  inadequate f o r  over- 
a l l  ana lys i s ,  i t  m a y  be necessary t o  es t imate  t h e  add i t iona l  import r equ i re -  
ments of p a r t i c u l a r  p r o j e c t s  by a more p a r t i a l  ana lys i s  of t h e i r  d i r e c t  and 
i n d i r e c t  e f f e c t s .  A genera l  r u l e  of :1c1; more than 5% of l o c a l  c o s t s  i s  
app l i ed  t o  all p r o j e c t s ,  however, and s p e c i a l  j u s t i f i c a t i o n  i s  require  d  f o r  
any exceptions. I n  many cases t h e  j u s t i f i a b l e  amount w i l l  be l e s s .  If a 
p r o j e c t  i s  of high p r i o r i t y ,  t h e  r e c i p i e n t  should be ab le  and w i l l i n g  t o  
f inance  a t  l e a s t  t h i s  propor t ion  from tax revenues and l o c a l  savings. 

FINANCING SHORT-TERM BALANCE-OF-PAYMENTS CRISES 

Aid f o r  r e l i e f  of short-term balance-of-payments c r i s e s  r e q u i r e s  s p e c i a l  
considerat ion.  Two cases m a y  be d is t inguished:  ( i )  cases w k  r e  short- term 
balance-of-payments aid,  un le s s  s u b j e c t  t o  s t r i n g e n t  r e s t r i c t i o n s ,  i s  l i k e l y  
t o  r e s i ~ l t  i n  t h e  postponement of c o r r e c t i v e  ac t ion ,  and ( i i )  cases where a i d  
m a y  be expected t o  support  e f f e c t i v e  co r rec t ive  ac t ion .  This  d i s t i n c t i o n  i s  
a d i f f i c u l t  one t o  make; however, an examination of t h e  reasons  f o r  t h e  c r i s i s  
m a y  provide a t e n t a t i v e  c l a s s i f i c a t i o n .  

Balance-of-payments c r i s e s  which could have been averted. A . I . D .  po l i cy  
i s  t h a t  short- term balance-of-payments suppor t  should be met as far as p o s s i b l e  
from such sources as the  I n t e r n a t i o n a l  Monetary Fund, t h e  Export-Import Bank, 
t h e  Treasury S t a b i l i z a t i o n  Fund, o r  commercial c r e d i t s  from o the r  coun t r i e s  o r  
p r i v a t e  United S t a t e s  sources. If support  from these  sources i s  inadequate,  
l i m i t e d  use  of Support ing Assis tance loans  on terms appropr ia te  t o  t h e  case 
mqy be considered. This  a s s i s t ance  i s  gene ra l ly  l i m i t e d  to r e l a t i v e l y  small  
amounts and t h e  terms of t he  loans  a r e  l e s s  favorable  t h a n  a re  t h e  terms of 
Development Loans. Development Loans a r e  considered only  i n  t h e  event  t h a t  
proposed p r o j e c t s  meet Development Loan s tandards  as we l l  as con t r ibu t ing  t o  
a  s o l u t i o n  of t h e  shor t - run  problem. 

A.I.D, a s s i s t a n c e  f o r  a balance-of-payment c r i s i s  i s  granted  only i f  the  
p o t e n t i a l  economic and p o l i t i c a l  repercuss ions  of the  c r j - s i s  a r e  se r ious  
enough i n  t h e  view of t h e  United S t a t e s  t o  w a r r a n t  i t s  use. If t h e  c r i s i s  was 
foreseeable  o r  a t t r i b u t a b l e  t o  f a i l u r e  t o  l i v e  up t o  previous s t a b i l i z a t i o n  
agreements, t h e  United S t a t e s  may well. e l e c t  t o  l e t  the  c r i s i s  run  i t s  course 
r a t h e r  than  g ive  a i d  which might reduce t h e  coun t ry ' s  i ncen t ive  t o  so lve  i t s  
own problem. 

An assessment of t h e  wi l l i ngness  and a b i l i t y  of  t h e  r e c i p i e n t  government 
t o  t ake  necessary c o r r e c t i v e  ac t ions  i s  e s s e n t i a l l y  a judgment about i n t e n t i o n s  
and cannot be made wi th  prec is ion .  Informed judgments on necessary c o r r e c t i v e  
ac t ions  m a y  a l s o  d i f f e r  considerably. A. I .D .  a s s i s t ance  i s  gene ra l ly  provided, 
therefore ,  only  if t h e  government h a s  shown a se r ious  i n t e r e s t  i n  pws 'u ing  
co r rec t ive  ac t ion ,  perhaps by reaching agreement with t h e  I.M.F. on a s t a b i l i z a -  
t i o n  program, and i f  t h e  government undertakes t o  seek balance-of-payments 
a s s i s t ance  from o t h e r  count r ies .  



Shor t  term balance-of-payments problems beyond r e c i p i e n t  country con t ro l .  
Where a balance-of-payments c r i s i s  i s  a t t r i b u t a b l e  t o  f a c t o r s  t h a t  a r e  l a r g e l y  
beyond t h e  c o n t r o l  of t he  country (such  a s  a s e r ious  crop f a i l u r e  i n  a one- 
crop economy, a sharp adverse t u r n  i n  t h e  terms of  t rade ,  o r  even mistakes i n  
p r i c i n g  p o l i c y  a r i s i n g  from inexper ience)  more s u b s t a n t i a l  a s s i s t ance  may be 
considered. For these  count r ies ,  we may more s a f e l y  presume t h a t  a r e d  
e f f o r t  w i l l  be made and successfu l  c o r r e c t i v e  ac t ion  undertaken. 

The form of a s s i s t a n c e  must be t a i l o r e d  t o  t h e  p a r t i c u l a r  s i t u a t i o n .  
Development Loans may be used i f  t h e  prospects  f o r  co r rec t ive  a c t i o n  a s  a base 
f o r  f u t u r e  development a r e  promising and i f  t h e r e  i s  a need t o  support  develop- 
ment a c t i v i t y  as  p a r t  of t h e  so lu t ion .  

Short- term balance-of-papnents problems r e s u l t i n g  f r m  reforms. Shor t -  
tlerm balance-of-~ayments  d i f f i c , u l t i e s  may a l s o  a r i s e  fol lowing ac t ions ,  such 
as devalua t ion  o r  t h e  s .u .bs t i tu t ion  of i n d i r e c t  f o r  d i r e c t  import con t ro l s ,  
which have an unce r t a in  e f f e c t  .upon the balance of payments. Major e f f o r t s  
t o  d iscont inue  t h e  use  of short- term f o r e i g n  c r e d i t s  f o r  long-term investment 
p r o j e c t s  provide a similar example. I n  cases  such a s  these ,  t h e  use  of 
Development Loan funds i s  appropr ia te  i f  the i n t e n t i o n s  of t h e  country a r e  
judged t o  be se r ious ,  and i f  Development Loan s tandards  can be met. 

PRObIOTING TRllDE TO REDUCE BALANCE -OF-PAYMENTS PROBLEMS 

The United S t a t e s  has a s t rong  i n t e r e s t  i n  a s s i s t i n g  and encouraging 
t h e  l e s s  developed count r ies  t o  inc rease  t h e i r  f o r e i g n  exchange earn ings  
through expor t  d i v e r s i f i c a t i o n  and expansion, 

Demand f o r  t h e  primary products  on which many developing co8untr ies  r e l y  
f o r  expor t  earn ings  ha.s expanded l e s s  r a p i d l y  i n  r ecen t  yea r s  than  have world 
t r a d e  and world income. The United S t a t e s  i s  jo in ing  i n  e f f o r t s  t o  f r e e  t h e  
t r a d e  i n  r a w  m a t e r i a l s  from a r t i f i c i a l  r e s t r i c t i o n s  which impede market 
expansion and consumption. I n  order  t o  reduce short- term problems of  
f l u c t u a t i n g  commodity p r i c e s  and s a l e s ,  t h e  United S t a t e s  w i l l  consider i n t e r -  
na t iona l  commodity agreements with the  major consuming count r ies  and compensa- 
t o r y  f inancing  schemes designed t o  s t a b i l i z e  earnings.  

I n  t h e  long run, however, commodity and f inancing  agreements a r e  not  
enough t o  assure  adequate export  earnings.  Most devd  oping c o w t r i e s  must 
d i v e r s i f y  t h e i r  expor ts  and reduce t h e i r  dependence upon a small number of 
raw ma te r i a l s .  A.J.D. encourages r e sea rch  i n  product improvement ard u t i l i z a -  
t i o n  and promotes s o i l  surveys and o the r  r e sea rch  t o  determine p o s s i b i l i t i e s  
f o r  a l t e r n a t i v e  uses  of land. Where poss ib l e ,  United S t a t e s  in f luence  i s  used 
t o  encourage changes i n  subsidy, t a x  o r  r e l a t e d  host-country p o l i c i e s  which 
w i l l  induce movement away from crops i n  over-.supply. I n  t h e  i n d u s t r i a l  f i e l d  
some l e s s  developed coun t r i e s  tend  t o  emphasize import subs t i t u t ion ,  i n  
response t o  the  slow growth of t h e i r  t r a d i t i o n a l  expor ts  and the  b a r r i e r s  i n  
major i n d u s t r i a l  marketa t o  t .he i r  present  and p o t e n t i a l  exports ;  S ince  impcrt  
s u b s t i t u t i o n  i s  r a r e l y  an adequate route t o  growth, A.I,D. encourages t h e  l e s s  
developed coun t r i e s  t o  p l ace  more emphasis on both immediate and long-run 
p o l i c i e s  and measures t o  promote competi t ive expor ts ,  



Chapter V I  . COORDINATION OF ASSISTANCE PROGRAMS 

A . 1  .D.-administered ass is tance  cons t i tu tes  only pa r t  of o f f i c i a l  U .S. 
fore ign ass i s t ance .  The Mil i tary  Assistance Program administered by t h e  
Department of Defense, t h e  Export-Import Bank, and t he  Peace Corps a l so  supply 
d i f f e r en t  types of ass is tance  t o  developing countr ies .  A . I . D .  seeks t o  
coordinate i t s  programs with t he  a c t i v i t i e s  of these  agencies. 

U.S. fore ign ass i s t ance  a c t i v i t i e s  must a l s o  be coordinated with t he  
expanding programs of o ther  Free World donors and with mu l t i l a t e r a l  programs 
such as those of t h e  In te rna t iona l  Bank f o r  Reconstruction and Development 
and t h e  United Nations Special ized Agencies. 

MILITARY ASS1 STANCE PROGRAM 

The U.S. provides military ass is tance ,  primari ly i n  m i l i t a ry  goods and 
services,  t o  increase co l l ec t ive  secur i ty  among f r i end ly  nations,  t o  l im i t  
Sino-Soviet bloc mi l i t a ry  and p o l i t i c a l  influence,  and t o  secure base and 
operational  r i g h t s  f o r  U.S. fo rces .  Mil i tary  ass is tance  i s  used t o  develop 
and maintain forces  t o  defend agains t  external  aggression and t o  contr ibute  
t o  i n t e rna l  defense agains t  Communist-inspired subversion and insurgency. 
Mi l i t a ry  a i d  i s  a l so  used t o  assist se lected l o c a l  fo rces  i n  undertaking 
c iv i c  ac t ion  programs designed t o  contribute t o  economic and soc i a l  develop- 
ment . 

The Mil i tary  Assistance Program (M.A.P. ) i s  administered by t he  Depart- 
ment of Defense. However, t h e  Foreign Assistance Act of 1961 s t a t e s :  

Under t h e  d i r ec t i on  of t he  President ,  t h e  Secretary of 
S t a t e  s h a l l  be responsible f o r  t h e  continuous supervision 
and general d i r ec t i on  of t h e  ass is tance  program authorized 
by t h i s  Act, including but  not l imi ted t o  determining 
whether t he r e  s h a l l  be a m i l i t a ry  ass is tance  program f o r  
a country and t he  value thereof ,  t o  t h e  end t h a t  such 
programs a r e  e f f ec t i ve ly  in tegrated both a t  home and 
abroad and t he  fore ign policy of t h e  United S t a t e s  i s  bes t  
served thereby. 

The Secretsrv  of S ta te  has deleen.tpd respons ib i l i ty  f o r  coordination 
of t he  M.A.P. and A.I .D.  programs t o  t h e  Administrator of A.I .D.  i n  h i s  capacity 8s 
Coordinator of Foreign Assistance. 

Coordination between t h e  two programs i s  of pa r t i cu l a r  significance i n  
e ight  countr ies  on t h e  Sino-Soviet periphery where l a rge  mi l i t a ry  ass i s t ance  
programs c rea te  major problems of resource a l loca t ion .  The coordination 
problem i s  important i n  a few o ther  countr ies  receiving smaller but s t i l l  
s ign i f i can t  m i l i t a ry  ass i s t ance .  

I n  those countr ies  receiving subs tan t ia l  m i l i t a ry  ass i s t ance ,  t h e  
planning of both economic and mi l i t a ry  ass is tance  should compare t h e  cos t s  

' 



and benef i ts  of d i f f e r en t  c c ~ ~ b i r c t i a r i s  or' the  two types of' a i d ,  so t h a t  the 
t o t a l  ass is tance progran w i l l .  contribute a s  much a s  possible toward both 
secur i ty  and developmental goals.  Comprehensive analysis  of a l t e rna t i ve  uses 
of both domestic and exterr-el ass is tance resources i s  desi rable  t o  determine 
t h e  optimum al locat ion between mi l i t a ry  and economic ass is tance.  

A . I . D .  Missions and mili taqy ass is tance groups a r e  a l so  urged t o  examine 
more thoroughly t h e  ways i n  which each program can support t h e  other.  Improved 
mi l i t a ry  secur i ty  contributes ind i rec t ly  t o  increased economic productivity 
of c i v i l i a n  investment; economic and soc ia l  growth of ten increases t h e  effec-  
t iveness  of counter-insurgency and i n t e rna l  secur i ty  programs. Militaqy 
in f ras t ruc ture  o r  technical  t r a in ing  programs contribute more d i r e c t l y  t o  
increased c i v i l i a n  output, and c i v i l i a n  t ranspor ta t ion investment d i r e c t l y  
assists mili taqy l o g i s t i c s .  I n  any country receiving both economic and 
mi l i t a ry  ass is tance,  project  evaluation should weigh t h e  complementary benef i t  
of a project  i n  e i t h e r  program on t he  other  a s  heavily as t h e  p r o j e c t ' s  con- 
t r i bu t i on  i n  i t s  own f i e l d .  The two types of ass is tance may a l so  lead t o  
d i r e c t  o r  ind i rec t  con f l i c t s .  A .I .D. and mi l i t a ry  ass is tance missions a r e  
urged t o  watch f o r  and minimize such conflicts;.  

EXPORT-IMPORT BANK 

The Export-Import Bank was established i n  1934 t o  a s s i s t  U.S. exporters; 
and importers. Much of t he  Bank's a c t i v i t y ,  including medium-term c r ed i t s ,  
cannot be described a s  foreign ass is tance.  However, t h e  Bank a l s o  extends 
substant ia l  long-term development loans.  There i s  no sharp d i s t i nc t i on  
between A . I . D .  Development Loans and Export-Import Bank long-term loans i n  
terms of recipient  countries o r  purposes f o r  which funds a r e  ava i lab le .  
Both agencies'  loans a re  repayable i n  do l l a r s  and a r e  predominantly f o r  
procurement of U.S. goods and services .  However, t h e  Export-Import Bank 
f inances only U . S . do l l a r  cos t s  while A.  I .  D . , when circumstances warrant, 
can finance a share of l oca l  costs .  The Bank usually lends f o r  i ndus t r i a l  
o r  public u t i l i t y  projects  needing considerable machinery from the  United 
S ta tes  while A . 1  .D. lends f o r  a broader range of purposes. The Export- 
Import Bank loan terms a r e  geared t o  t h e  nature of t h e  project  i t s e l f ;  A . I . D .  
takes  the  nature of t h e  p r o ~ e c t  i n to  account but ad jus t s  t he  terms of i t s  
loans t o  t he  repayment capacity of t he  country. A l l  Export-Import Bank 
long-term loans a r e  made a t  not more than 2 percent above t h e  cost  of money 
t o  t h e  U .S. Treasury, but not t o  exceed 5-3/4 percent. Maturi t ies f o r  long- 
term project  and developnent loans vary from 8 t o  20 years, usual ly  depending 
on t h e  nature of t h e  p ro jec t .  A grace period, normally not exceeding two 
o r  th ree  years,  may be added t o  t h e  period of the  loan.  

I n  some instances, t he  Export-Import Bank has extended general l i n e s  of 
c r ed i t  i n  order t o  finance projects  which may be worked out l a t e r ;  t o  
refinance foreign exchange a r r ea r s  when these  i n t e r f e r e  with normal t rade;  
o r  t o  finance continued U .S. exports t o  a country suffer ing from protracted 
foreign exchange d e f i c i t s  despi te  s t ab i l i z a t i on  programs worked out by t h e  
country (preferably  i n  agreement with t h e  IMF and supplementing t he  use of 



IMF funds). Terms on balance of payments loans generally provide maturit ies 
of up t o  seven years with in te res t  r a t e s  of about 5-3/4 percent, 

To f a c i l i t a t e  coordination of A . I . D .  and Export-Import Bank a c t i v i t i e s  
i n  the f i e l d  of long-term development lending, the President has appointed 
the President and Chairman of the  Board of the Export-Import Bank a s  a 
member of the  Develo-pment Loan Committee, of which the A. I .D .  Administrator 
i s  chairman. There i s  a lso a l i a i son  committee t o  coordinate the a c t i v i t i e s  
of the  Bank and A . I . D .  on specific lending proposals, 

The Foreign Assistance Act of 1961 d i r ec t s  A . 1  .D. t o  take in to  account 
a l ternat ive sources of financing before making loans. A.1 .D. does nut 
normally make loans tha t  the Bank i s  wil l ing t o  undertake. Optirmun use of 
United States-financed resources requires tha t  A . I . D .  and Export-Import 
Bank funds be used i n  complementary fashion with due regard t o  the  develop- 
ment plan and repayment c a p c i t y  of the  borrowing country. 

PUCE CORPS 

The Peace Corps i s  a separate agency under the Department of S ta te .  
I t s  objectives a s  s ta ted by the  Congress a re  three-fold: "To help t h e  
peoples of interested countries and areas  i n  meeting t h e i r  needs f o r  t ra ined 
manpower, and t o  help promote a be t t e r  understanding of the  American people 
on the  part of the  peoples served and a b e t t e r  understanding of other peoples 
on the p%rt of the  American people." 

Peace Corps volunteers provide manpower a t  the middle leve l  between 
hi@;hly sk i l led  technical experts,  whether local  o r  supplied from external 
sources, and the  predomfnantly unskilled population i n  most l e s s  developed 
countries. The Volunteers serve i n  a wide var ie ty  of jobs, including 
teachers, agr icu l tura l  extension workers, surveyors, water and sani ta t ion 
workers, nurses and nurses' aides, medical technicians, vocational and 
a t h l e t i c  instructors ,  youth group organizers, and rura l  and community develop- 
ment workers. In  contrast  t o  A. I .D. professional and technical spec ia l i s t  s ,  
whose purpose i s  usually t o  advise and t r a i n  recipient country personnel and 
demonstrate new techniques and appro ache^ Peace Corps Volunteers usually 
serve under host country supervision t o  f l l l  immediate manpower needs. While 
performing t h e i r  duties,  the Volunteers may also,  where appropriate, t r a i n  
host country nationalsto do the  job. 

I n  order t o  insure a c lear  recognition of t he  idea and purpose of the  
Peace Corps, i t s  a c t i v i t i e s  i n  a par t icu lar  country a re  conducted separately 
from those of t h e  Embassy and other United States agencf es .  When i t s  program 
i s  being formulated, Peace Corps o f f i c f a l s  consult with the  Ehbassy and the  
A . I . D .  miSsion i n  the  f i e l d ,  a s  well a s  with the Department of State  and 
A.1  .D. i n  Washington. A . 1  .D, program planning off icia$g i n  turn  take account 
of possible Peace Corps projects tha t  w i l l  contribute t o  p r io r i ty  goals. Both 
look f o r  opportunities f o r  coordinated projecks and seek t o  avoid duplication 
and competition. 



-WUIUTEXUL S061RCES OF ASSISTANCE 

Human Resources Assistance. The two General Assembly resolutions 
providing f ~ r  a UM Decade of Development urged the UN Specialized Agencies 
t o  increase the i r  assistance programs t o  the lem-developed counlcries. In 
1961 the UN family of programs provided about $165 million i n  technical 
assistance t o  developing countries. 

The Organization for Ecmomie Cooperation and Development (OECD) has 
a technical cooperation program for  member countries and i s  presently 
establishing a development center. The BPganization of American Statee has 
a regular program of t rainlag and technical cooperation and a l so  aersists 
individual countries in  planning the i r  economic a d  eocial d e v e l o p n t  
programs 

International Financial Inietitutions. The m J o ~  international f i m n c i a l  
inst i tut ions In 1961 committed about 91.3 bi l l ion  and d isbur~ed about $238 
million (net off repayments) i n  loans, grants, a d  t o  some extent in equity 
participations i n  the l e s s  developed counCsies, Both c o d t m e n t s  and 
expenditures a re  expected ts continue t~ r i se ,  

The World Bank group (IBRD, IDA and IFC) mde available i n  1961 over 
$750 mlllion i n  commitments and $208 million i s  dlebwsements . DBD lending 
policies are patterned t o  a larger extent on the  practices of private invest- 
ment banking, while the purpose of the International Developmbent Association 
i s  t o  finance projects on more favorable terms i n  member countries whose 
repayment capacity precludes or limits t h e i r  assuming additional debt on IBRD 
terms. The Btermtiolaal Finance Corporatjisn eeeks, through selected invest- 
ment financing, t o  fluction as a c a h l y s t ,  a t t rac t ing  local  and foreign 
private capi-trial in to  productive prfvate enterprise in the lee6 developed 
countries. me World Bank also  provides technical assistance, primarily i n  
the f ie ld  of deve$opment; planning, and the IFC provides advice on the ro le  and 
or@;anization of enterprise and investagent i n  the l e s s  developed countries. 

The Inter-American Developanent h n k  fe  supported by regularly subscribed 
capital  from the United States and the Isbtin American countries (except Cuba). 
The Bank makes direct  loans t o  g o v e m n t e  and private en t i t i e s ,  In June 1961, 
the United States transferred to the B& $394 million t o  establish the S m h l  
Progress !Trust Fund, which the adminietere for  the United  state^. 
Additional funds fo r  the T r u s t  Fund are  ~cquested of Congress in FY 1964. 
IDB c o d t m e n t s  of its ~ w n  funds in 1%1 were abou$ $188 million. 

The European Economic Cowmmity has established a European Development 
Fund for  grant and soft l m n  assistance t o  associated countries i n  A f ~ i c a ,  
and a European Investment Bank which lends prinari ly i n  Europe but w i l l  
supplement the Development Fund. with bard loans i n  Africa. 33 1961, commit- 
ments were about $150 millim. As i n  the case of the IDB, i n i t i a l  EEC 



expenditures a r e  bcginnirig t o  reach appreciable l e v e l s .  

OTHER BILATERAL PROGRAMS 

Although mu l t i l a t e r a l  programs a r e  growing, t h e  bulk of fore ign a i d  
w i l l  probably continue t o  be given on a  b i l a t e r a l  ba s i s .  Other Free World 
indus t r i a l i zed  countries current ly  provide about 40 percent of t o t a l  a i d ,  
including both b i l a t e r a l  ass is tance  and contributions t o  in te rna t iona l  
programs. Other donors' loan terms a r e  improving. The proportion of loans 
wjth matur i t i e s  of 20 years o r  more has r i s en  subs tan t ia l ly ,  i n t e r e s t  r a t e s  

-have been reduced and grace periods lengthened. However, f u r t h e r  improve- 
ment i n  amounts and terms of a i d  and i n  t he  qua l i ty  and f l e x i b i l i t y  of 
programming of o ther  donors' programs a r e  s t i l l  major U.S. object ives .  

INTERNATIONAL COORDINATION OF ASSISTANCE 

The United S t a t e s  views i t s  fore ign ass is tance  programs as a component 
par t  of Free World a i d ,  r a the r  than a s  an i so la ted  e f f o r t .  Therefore, it 
i s  t h e  policy of t h e  United S t a t e s  t o  seek ( i )  an  increase i n  t he  t o t a l  
flow of a i d  from the  developed countries of t h e  Free World t o  t h e  l e s s -  
developed and an equi table  sharing of contributions t o  t h e  common a id  
e f f o r t ,  based on t h e  a b i l i t y  t o  pay; ( i i)  l i be r a l i z a t i on  and grea te r  compar- 
a b i l i t y  of terms on which ass is tance  i s  offered;  (iii) grea te r  consistency 
among a id  donors i n  t h e  condit ions at tached t o  a i d ,  such as planning and 
se l f -he lp  e f fo r t s ;  and ( i v )  much c lose r  coordination of United S t a t e s  c a p i t a l  
and technical  a ss i s t ance  with t h a t  supplied by other  nations and by i n t e r -  
nat ional  organizations . Aid coordination becomes increasingly important a s  
t h e  number of b i l a t e r a l  and mu l i t l a t e r a l  a i d  donors grows and each donor 
o f f e r s  an increased volume and more varied types of a i d  t o  more countr ies .  

The general purpose of coordination i s  t o  promote t he  most e f f ec t i ve  
possible use of l imi ted a id  resources from a l l  donors. More spec i f i ca l ly ,  
it i s  needed t o  assure  compatible approaches t o  a i d  giving, t o  f a c i l i t a t e  
an e f fec t ive  d iv i s ion  of labor  among donors by matching needs f o r  assist- 
ance w i t h  t he  donors bes t  qual i f ied  t o  meet t h e  spec i f i c  needs, as well  a s  
t o  avoid duplicat ion . and  t o  a s s i s t  t he  rec ip ien t  countr ies '  e f f o r t s  t o  
work w i t h  a  l a rge  nunber of a i d  sources. 

On a broad policy l eve l ,  the  United S t a t e s  seeks general  agreement 
among b i l a t e r a l  donors and in te rna t iona l  organizations both on bas ic  a i d  
po l ic ies  and on ass is tance  s t r a t eg i e s  and techniques. On t h e  l e v e l  of 
country programs, t he  United S t a t e s  d i s ~ u s s e s  with o ther  indus t r i a l i zed  
countries and in te rna t iona l  a i d  sources t h e  need f o r  broader support f o r  
development programs i n  pa r t i cu l a r  countr ies  where several  donors have 
important i n t e r e s t s  and r e spons ib i l i t i e s .  Country coordination among b i l a t -  
e r a l  and in te rna t iona l  donors i s  a l s o  necessary t o  achieve an e f f i c i en t  
d ivis ion of l abor  on p ro jec t s ,  sec tors ,  and s k i l l s .  



Channels or Coordination. The Devclop~nent Assistance Committee (DAC ) - -- 
of t h e  Organization f o r  Economic Cooperation and Development (OECD) i s  an 
inter-governmental committee of t he  major donor countr ies .  I t  provides t h e  
bas ic  in te rna t iona l  forum f o r  discussing a id  problems and po l i c i e s  and f o r  
promoting coordination. DAC conducts an Annual Aid Review of t h e  a i d  e f f o r t s  
of member countries (and t he  EEC).  DAC has a l so  es tabl ished coordinating 
groups f o r  spec i f i c  developing countries.  There i s  a DAC Working Group on 
Technical Cooperation, and specia l  ad hoc meetings and working pa r t i e s  - 
such as t h e  Working Party on Terns of Aid - a r e  s e t  up t o  examine par t icu-  
lar policy questions. The O E D  Development Center i s  a l so  an instrument 
:hrough which t he  OECD and DAC work t o  increase t he  effect iveness  and 
coordination of members' ass is tance  programs. 

The In te rna t iona l  Bank f o r  Reconstruction and Development ( IBRD) ,  
i n  addi t ion t o  i t s  lending act iv i - ty ,  sponsors "consortia" of donor countr ies  
which provide financing f o r  t he  Pak i s t an i  and Indian development programs 
and t he  Indus Basin program. The Bank a l s o  sponsors l e s s  formal "consulta- 
t i v e  groups" t o  coordinate b i l a t e r a l  a i d  e f f o r t s  i n  several  o ther  countries.  
Unlike consor t ia ,  these  consul ta t ive  groups a r e  not committed t o  meet funding 
gaps i n  development plans.  

World Bank coordination has focused pr incipal ly  on c a p i t a l  a ss i s t ance .  
Another channel of coordination i s  t he  Colombo Plan made up of Far Eastern 
and South Asian developing countries and Free World indas t r i a l i zed  countries 
with major i n t e r e s t s  i n  t h a t  region. The Colombo Plan meetings have d i s -  
cussed c a p i t a l  a id ,  but focus more heavily on t echn ica l  a ss i s t ance .  

There i s  a U . N .  Resident Representative, o r  a Regional Representative 
responsible f o r  each country where t he  U . N . ,  i t s  special ized agencies, o r  
t h e  U . N .  Special  Fund conduct operations.  The Representative, i n  addi t ion 
t o  supervising U . N .  ass is tance  a c t i v i t i e s  i n  t h e  country, generally seeks 
t o  es tab l i sh  cooperative r e l a t i ons  w i t h  a l l  b i l a t e r a l  and other  external  
ass is tance  groups and a c t s  a s  a coordination center .  

A . I . D .  missions i n  every developing country a r e  ins t ruc ted  t o  take  
ac t ive  s teps  t o  promote good r e l a t i ons  and t o  coordinate bnth c a p i t a l  and 
t echn ica l  ass is tance  programs with other  b i l a t e r a l  donors, with t h e  t echn ica l  aid 
programs of the  U . N .  and i t s  special ized agencies, and with t h e  in te rna t iona l  
f i nanc i a l  i n s t i t u t i o n s .  For example, Directors of A . I . D .  missions discuss  
t h e i r  programs regular ly  with res ident  U . N .  Chiefs of Missions, and A . I . D .  
technicians a t  a l l  l eve l s  a r e  responsible f o r  maintaining a s  close 
r e l a t i ons  with t h e i r  U . N .  counterparts  a s  i s  appropriate under l o c a l  condit ions.  
Missions a l so  take  i n t o  account, i n  t h e i r  annual program submissions t o  
Washington, t h e  volume, terms, content and effect iveness  of o ther  c a p i t a l  
and technical  ass is tance  programs and t h e i r  l i k e l y  t rends  in t h e  coming 
years .  A . 1  .D. a l so  t r i e s  t o  assess t h e  object ives  and po l ic ies  of o ther  
donors and t he  degree t o  which they mesh with our own. 


