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PREFACE

Witn the increase in the volume of asslistance to
dsveloping countries and in the number of sources pro-
viding it, there 1s a need for clearer statements of the
principles on which the supplying agencles operate.

This pamphlet is an attempt to provide such a state-

ment for the Agency for International Development, which

has overall responsibility for the United States assistance
L 10 L ocouden sation and u.lxrlt)...¢¢l(.«d.bl\)n or  Tuiw

A I D. Program Cuidance Manual, which sets out in detail

the prccedures for preparing and evaluating U.S. economic

assistance programs,

The principles which guide present U.S. programs are
the result of nearly twenty years of experience with
forelign assistance, starting with postwar programs of
relief and reconstruction., As the largest single supplier
of economic assistance to the developing countries, the
United States malntalns aid missions in most of the
recipient countries and makes a uunuvinulng study of each
country's needs. Out of this relationship has evolved a
system of country programming in which the U.S. tries to
take account of the country's overall performance, its
priority needs, and other aid sources available to it.

In preparing this condensed version of the program
manusl, we have kept in mind the needs of three types of
users: the officials of recipient countries, the other
suppliers of foreign assistance, and interested scholars
and civic groups in the United States and elsewhere. Infor-
mation on the content of current U.S. programs is given in
the A.I.D., summary presentation to Congress, entitled
Proposed Mutual Defense and Assistance Programs, Fiscal
Year 190l .

Much remains to be learned about the processes of
economic, social and political development and the ways in
which they can be most effectively supported by external
assistance. The principles gulding U.S. assistance pro-
grams are constantly modified and expanded as our under-
standing of these processes grows, Increased knowledge
should result from sharing and evaluating the experience of
other donor countries and institutions through the Develop-
ment Assistance Committee of the Organizatlion for &conomic
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Cooperation and Development. It is hoped that the present
statement will contribute to a wider understanding of

U,S. assistance efforts and to an emerging consensus on
basic principles among those who extend and those who

recelve assistances,

Hollis B, Chenery
Assistant Administrator for

rogram

May 1L, 1963
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Chopter 3. RBASIC A.L,D. CONCuPLS
THL PoieOne, Db Pt it AN e e
The msjor objeetive of J.5. forelgn policy is the development
of a community of free nations cooperating on matters of mutual

concern, basing their political systems on consent and progressing
in economic welfare and soclal justice. Such a world offers the
best prospect of security and peace for the Unlited States.

We share thls objective with other nations of the free world,.
It calls for a cooperative effort in which the Organlzation for
Economic Cooperation and Development members can assist the
free nations of Asla, Africa and Latin Amerlca to achlieve owvjgectives
on which all can agree,

Such a community will grow in strength as the less developed
countries attain the rising standards of living and the sense of
prestige and progress that characterize the Atlantlc community.

At present their human skills, institutional framework and capital
resources are inadequate to meet rising internal demands for

such progress, Traditional values and lines of authority often
block effective use of exlsting resources and skllls. We seek to
help the less developed countriles reallze theilr hopes by a process
of economic and social development compatible with our basic
objectives,.

Forelgn economic assistance 1s one major instrument through
which the United States seeks to promote 1its basic foreign policy
objectives, 1In countries facing immediate and grave internal or
external threats to their security and independence, military
assistance and supporting economic aid are used to help avert
or defeat the threat., In countries lacking the basic law and
order, administrative services, and political continulty to
launch a serious development effort, U.S. assistance may help to
establish these preconditions for growth. In many more countries,
U.S, capital and technical assistance are used to speed development
efforts already under way. In some of these countries the United
States carries the majJor burden of external aild; in others our aid
1s small and supplements that of other donors bearing primary
responsibility.

The ultimate goal of U.S. aid is to help the country reach
the point at which its own increased human and capital resources,
plus its improved abillity to attract and service foreign invest-
ment and credit on commerical terms, are adequate to sustain
satlsfactory growth, The goal of self-sustaining growth is
almost reached in some countries; in others it will take decades
to achieve., However, the United States believes that the develop-
ing countries themselves do not wish to perpetuate rellance on
outside assistance. Our aild is intended to help them preserve
thelir political independence and achieve economic self-support
as rapidly as possible,

BEST AVAILABLE COPY



Tk VO OT IO GFOOn Tl ASSTTRT RS

Since Worla War 11, the foreign assistance programs of the
United States have constantly evolved 1n form and scope to serve
our national purpose and to deal with changing international
problems,

The emphasis of foreign assistance has shifted 1n the past
decade or so from the advanced to the less developed countries,
As Europe and Japan recovered theilr economic strength and
abllity to support their own defense efforts, U.S. ald shifted
first t the Far East and South Asia and then also to Latin
America and Africa, where the new challenges of Communist
aggression and subversion have focussed in recent years.

The other advanced countries of the world, most of whom we
were helping ten years ago, are now taking on an increasing
share of the total aid burden. Their growing economic strength
has made 1t possible for free world assistance to less developed
countries to double over the past seven years with only a
moderate increase in the U,S. contribution,

The share of foreign aid funds that goes to promote long-
term economic and soclal development, rather than short-run
stability and security, has increased steadily for the past ten
years. As the threat of international disaster provoked by the
Korean conflict subsided, ald to increase military strength and
to bolster economles around the periphery of the Communist Bloc
was cut in half, Two-thirds of all assistance 1s now devoted to
the more hopeful objective of establishing economic and social
progress in the underdeveloped world. At the same time, the
dominant form of U.S. assistance has been changed from grants
to loans.

TR, WOCRTON 4t anTanCs AT O 1961

As the need for substantlal changes 1n U.S, ald programs
became apparent, new lnstruments and techniques of operation
were called for. The Foreign Assistance Act of 1961 improved
the existing tools and made 1t possible to adopt new methods
of using them,

A single Agency for International Development was established
and its Admlinistrator was made responsible for carrying out the
economic aid programs and coordinating economic and military
assistance, 1In addition, the Act clarifies forelgn assistance
obJectives in support of United States foreign policy. U.S. aild
is now planned within the framework of a broad economic, social,
and political analysis of each country's needs and prospects,
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" The Act puts major emphasis on loans and grants for
development and establlishes criteria to assure that these funds
are effectively used. The Act distingulshes development funds
from military assistance and supporting asslistance, whilch are
normally used to meet more direct stability and security require-
ments, Although, more than one type of aid 1s typically used in
a country program, the nature of U.S. interests generally results
in the predominance of one category.

PRINCIPT.ES A0 2T L0008 TING ARSI TANGE

To make the most effective use of 1ts limited ald funds,
the United States must be highly selective 1n allocating aid
among countries and in designing programs for each country.

Three baslc principles determine the countries to which
ald is offered and the amounts and kinds of aid which they
recelive:

‘(1) The effectiveness with which the country can use
avallable resources - both internal and external - to promote
economlic and soclilal 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 sultable form.

These principles derive from our basic objective of assisting

selected countries to become self reliant as soon as possible.

Ald 1s most effective in bringing about the transition from
dependence or stagnation to self-sustalning growth i1f it 1s
concentrated on the countries that are doing the most to help
themselves., There 1t serves as a catalytic agent which permits
the mobilization of a much larger development effort., Self-help

1s therefore the dominant theme of our major asslistance efforts.

A country's abllity to utilize external assistance reflects
not only the detemination with which 1ts government and people
seek to progress, but also the current stage of development of
its human and institutional resources, In many less developed
countries, essential human and institutlonal resources must be
created before large-scale capltal asslistance for transportation,
industry, irrigation, and similar major proJjects can be absorbed.

Ald to countries in early stages of development normally
must concentrate on technical assistance to train personnel and
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develop administrative services, educational systems, savings,
credit and trade associations, and other institutions needed

to support growth, Assistance of this kind 1s complex and
difficult, but it does not require heavy expenditures. Such

aid 1s often accompanied by some capital assistance, directed

to bullding roads, ports, power and other infrastructure., Greater
capital assistance will be required as the country's ability to
undertake more varied productive capital projects grows. Mean-
while;, the need for technical assistance is likely to continue,
but its emphasis will probably shift from more general training
and institution building activities to more specific bottle-neck
breaking efforts. The expanding economy should gradually generate
greater domestic savings and investment and attract growing
private foreign investment and increased support from sources

such as the World Bank. The need for foreign grant aid or loans
on concessional terms will dwindle as the country approaches
self-sustaining growth.

The normal pattern of ald to a developing country -- whether
supplied primarily by the United States or by another donor or
donors -- therefore may require that the volume of aid increase
before it is gradually phased out. The length of time required
to complete the pattern will depend on the country'is initial
stage of development and on the vigor of 1ts self-help efforts,
Some countries may also be relatively advanced when aid is
started, and may not need the first stages of the sequence.

Under the Marshall Plan in Burope, the Europeans organized their
own skills and energies to the task of rebuilding their war-
devastated economies., The United States provided the crucial
margin of resources which enabled the countries of Lurope to over-
come the need for outside economic aid within five years - from
1948 to 1953. 1In the less developed economies, the capacity to
utilize outside help effectively 1s much less than it was 1n
Europe, and the period required to achieve self-supporting growth
is 1likely to be substantially longer. Countries such as Israel,
Greece, and Taiwan, have achieved rapid development and increasing
self-reliance over a period of ten to fifteen years, A similar
period should be sufficient in many Latin American countries, but
in many of the poorer countries of Asia and Africa the time-table
will be considerably longer.

MAJOR TYPES 0OF AQSSTRMANCRE PROGRAMS

U.S. assistance programs may for convenience be divided into
three general categories according to the nature of our objectives
and the extent of our participation: (1) Substantial programs
directed to long-term economic and social development; (2) sub-
stantial programs dominated for the immediate present by the need
to maintain external and internal security, but aiming at
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economic development in the long run; and (3) Limited programs

Awith mores restricted objectives.

Substantial programs for long-term development,

About thirty countries receive substantial assistance for
long-term development and are judged to have good prospects of
attaining self-sustaining growth within a reasonable period of
time 1f they make effectlive use of the internal and external
resources avallable to them, These 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, Mexlco, Jamalga, TIsrael,
greece and Taiwan,

--Countries following relatively effective development
policies and making reasonable progress toward self-sustaining
growth, This group includes India, Paklstan, Colomblia 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 1is in basic
agreement with the country's 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 1s not
excessive,

In the third group ¢f countries, where the adequacy of
development policles has yet to be demonstrated, U.S, ald is
related to the adoption of self-help measures. The U.S. approach
may take a variety of forms, The general procedure 1s to agree
with a government on a set of key policles and to condition the
amount of ald upon the country's performance, In these countries,
the U.S. 1s 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 wlll have reached a stage of self-sustainling growth
in which they can meet thelr needs for foreign ‘capital through.
private foreign investment, loans-from international 1lnstitutions,
and other similar sources.
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Substantial programs to promote security and development,

In a small number of critical countries, it 1s necessary
for the United States to help establish external and internal
security before turning to long-term economic and social
development, Some of these countries border on the Communist
world, and in these mllitary assistance may be a major part
of the ald total.

The general theme of ald strategy in these circumstances
is to move from stabllizatlion programs to setting the stage for
economic and soclal progress. A mixture of milltary ald and
supporting assistance 1s usually provided in the early stages
of this sequence, with a gradual shift to development assistance
and an increasing proportion of loans as economic conditions
improve,

Looking over the past decade, one can observe three phases
through which a number of countries have moved in recovering
from political or military upheavals with external help. In
the first phase, external security and a minimum of internal
law and order are established. In the second, political and
economic institutions are strengthened and the economy is
stabliizcd, In the third, economic growth is resumed and
dependence on extraordinary grant assistance 1is steadlly
reduced and then eliminated.

Scme countriles, such as Greece and Talwan, have moved
to the last of thesc phases in a perlod of 8-10 years., Others
seem likely to complete the cycle in even less time, U.,S.
ald strategy in all these countries 1s to help them to mobllize
their domestic resources and to steadlily reduce their rellance
upon any form of external support through further development
of thelr economic strength.

Limited Aid Programs

In more than half of the countiries recelving 1ld, .o,
commitments are qulite limited in nature. Plannecd U.3. ald to
these countries in Filscal Year 1964 will amount to less than
12% of total economic aild funds and less than 8% of military
asslistance funds., In virtually all cases, the United States
Intends to malntaln 1ts minority role and does not contemplate
substantial assistance programs. The typical program 1s one of
limited technical asslstance, but in a few countries development
loans are made in selected economic sectors.
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For most of these recipients, the United States 1is a
~minor contrlbutor to a program in which the Western European
countries or intemational instlitutions are the dominant
elements. In all of Africa, for example, the United States
contributes less than half as much as do European countries.

Some countries receiving limited aild from the U.S. are
dependent on the Communist Bloc for substantial amounts of
assistance, If alternative sources of aid are lacking. the
long-term Communist obJective of increasing thelr influence
in key economlic and political sectors 1n these countries may
be furthered. Although the U.S, does not seek to outbid
Comminist offers, it 18 in our interest to prevent excessive
dependence on bloc asslistance in strategic countries,

In these and other limited assistance efforts, the choice
of ald activitles represents a compromise between the require-
ments of the specific obJective and the general aim of
provliding ald in as useful and efflclent a way as possible.

Where there 1s no conflict between the special obJective and

our general development criteria, development loans and grants
are appropriate; where there 1s a conflict, supporting assistance
funds are used. '
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CHAPTER II. FPROGRAMMING U.S. ASSISTANCE

THE PROGRAMMING FROCESS

Projects and activities in approximately 80 countries are planned by
A.I.D, as part of integrated country assistance programs. A.I.D. maintains
field missions in countries to which the United States extends significant
amounts of economic assistance. OSome small programs, particularly in Africa,
are under the direct supervision of the Ambassador and no separate A.I.D.
mission is maintained. Country assistance programs are the product of
discussions with the host governments; field mission analysis and recommenda-
tions; review by A.I.D. headguarters in Washington; and consultation with
other branches of the U. S. Government.

The annual program planning cycle begins with an analysis by each field
mission of the current situstion in the country and of the alternmative ways
in which our aid can most effectively promote development. The mission
discusses the country's development plans and aid priorities with the host
government, . The mission then recommends, subject to approval by the
Ambasgsador, the level and content of the U. S program of assistance to the
country for the coming year and indicates the expected range and pattern of
assistance for the next several years. The mission's analysis and proposed
rrogram are sent to Washington, where they are subjected to intensive review
within the appropriate regional bureau of A.I.D. and subsequently by the
Administrator of the Agency. The Mission Director or Program Officer often
come to Washington to participate in this review. For those countries also
receiving U, S. military assistance, the Department of Defense participates
in the program review, and the Department of Agriculture takes part when
programs include & substantial Food for Peace component.

The review process examines whether the proposed program reflects not
only adeguate economic analysis but also the recipient country's self-help
efforts and the probable availability of assistance from other donors. The
review alsc considers whether the proposed assistance level, content, and
approach are designed to elicit greater self-help efforts and encourage sound
development policies. Other points examined include whether the program is
sufficiently concentrated on clearly defined goals so that the assistance may
reasonably be expected to have a significant impact and whether the various
projects and programs are coordinated with host country and other donors'
efforts.

The consensus reached as a result of this review is summarized in a
country assistence "strategy," which states priority goals for each country,
and outlines the approximate level and forms of aid required to achieve these
goels,

The programs planned in this way provide the basis for the Agency's
annual reguest to the Congress for appropriation of funds. The level of
assistance for individual countries may later have to be adjusted to the total

level of funds actually appropriated.



The entire program planning process takes approximately eighteen months,
spanning field mission analysis and discussions with the host government,
Washington review, Congressional action on the appropriations request, final
allocation of funds to regions and countries, and commitment of funds for
specific projects or programs. Radical changes in a country's economic,
security or political situation may make necessary a reassessment of country
program proposals at any time during this process.

NEW PROGRAMMING EMPHASES

Meny aspects of the A.I.D. programming process were carried over from
the International Cooperation Administration and other predecessor agencies.
The Act for International Development of 1961 emphasized the long-term nature
of the development process and of development assistance; the importance of
self-help; and the need for concentration of aid both among countries and
upon selected sectors or areas of activity in each country. To incorporate
these new emphases into the country assistance programs, new programming
procedures and guidance were developed and were applied to programs for
fiscal year 1963, The new procedures and guidance are designed to accomplish
the following purposes.

1. longer-range planning. Each field mission is asked to
project U. S, assistance goals, and the aid level, content, and approach
required tc achieve these goals, over the next several years. Realistic
development goals can usually be established only for a period of several
years. Once established, such goals provide the framework for a clearer
assistance strategy than is possible when program planning is confiped to
yearly judgwents on whether to continue old activities and initiate
additional ones. lLonger-range goals encourage continuity and make programs
less subject to variations in the interests and talents of changing mission
and host country personnel. Finally, such goals provide benchmarks against
vhich to judge the effectiveness of our aid.

The increased emphasis on looking ahead should not be confused
with milti-year commitments to aided countries. Although A.I.D, makes multi-
year commitments to & few countries, a number of additional conditions (set
out in Chapter IV) must also be met before such commitments are considered.

2, More ccmprehensive analysis. Missions are asked to think in
terms not only of the effects of United States aid in stimulating economic
growth, but also of its impact on the country's social and political develop-
ment. In those countries where our aid is substantial, it inevitably has such
an impact, even if its primary purpose is to promote economic growth. Moreover,
in many countries the primary impediments to economic growth are social and
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political in nature. Not only must we fully recognize the broader effects of
our aid, but in some cases we should also establish with the host country social
and even political goals to be promoted as part of the development process.

3. Closer integration of assistance activities with United States
foreign policy. Missions are asked to indicate what collateral activities
and policies on the part of other United States agencies are necessary or
desirable to achieve the stated goals.

L. Closer integration of our aid programs with those of other free-
world deonors. Integration is facilitated by the formulation of more explicit,
long-range goals as well as by fuller consideration of specific coordination
possibilities.

5. Closer integration of our aid with the recipient country's develop-
ment program, The multi-year basis and broed scope of A.I.D. programming permit
such integretion whenever there is a well developed country plan or set of
develomment policies.

SCOPE OF PROGRAM ANALYSIS =

The analysis on which country assistance program proposals are based
includes the following elements:

1.Statement of U.S. foreign policy and assistance objectives. The first
element in the analysis is a statement of U.S. obJjectives, short and long-range,
in the country. The field mission, working with the U.S. Embassy, assesses
whether these obJjectives are compatible with each other, and the extent to which
they coincide with or vary from host country economic and political obJjectives.

2, Analysis of the country situation. The mission examines those aspects
of the economic, political, social, administrative and security situations and
trends which are relevant to planning and assistance programs within the frame-
work of U.S. obJjectives. If U,S. obJectives are limited - for example, where
another donor carries primary responsibility for assisting the country and U.S.
assistance is intended to demonstrate support and help relieve exclusive depend-
ence on the major donor - the overall country situation may be treated fairly
briefly. Where U.S. assistance contributes substantially to country resources
and can significantly influence the country's development program, much fuller
analysis is required.

In the economic field, the volume and rate of growth of savings and
investment, the allocation of investment resources; progress and problems in
key sectors, trade and balance of payments factors, and the effects of other
development policies are examined, MaJjor political and social factors affecting
growth are also surveyed. In some countries the security situation and trends
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require close attention; in others little or no special consideration of security
factors is needed.

3. Analysis of self-help efforts. Special attention is directed to the
extent and effectiveness of the country's self-help efforts. Where possible,
specific quantitative measures are used to supplement qualitative evaluation.

4. Analysis of the country development plan. Where the recipient country
has formulated a comprehensive program or plan, the A.I.D. field mission examines
it in detail. The analysis covers the basic assumptions stated or implied by
the plan and the realism and internal consistency of its targets and projections.
The mission also assesses whether the country's political situation and adminis-
trative capacity are likely to support efficient implementation. If the country
plan is unrealistic or inconsistent, the A.I.D, mission makes independent projec-
tions of external resource needs and sources, as a basis for estimating U.S.
assistance requirements.,

5. Formulation of U.S. assistance strategy and selection of goals. The
analysis of U.S. obJectives and of the country situation and development efforts
provide the raw material from which a U.S., assistance strategy cen be formulated.
Where the U.S. is in broad agreement with the country's priorities eand policies,

a program of general support is appropriate, If the analysis reveals key host
country measures or policies needed to make aid effective, the mission may propose
that these measures be discussed with the country, that technical assistance in
formulating and implementing needed measures be offered, or that capital assist-
ance be linked to fulfillment of measures agreed upon with the recipient.

Assistance goals are formulated to convert the general strategy into
specific action proposals. Fach "Goal Plan" states a specific objective and
describes the activities necessary to achieve i1t. A.I.D. activities in each
country must normally be Justified in terms of their contribution to a specific
Goal Plan. The number of goals is sufficiently limited to assure the concentration
of A.I.D. and local resources to the degree necessary to achieve significant
results in a reasonable time,

An estimate is made of the total U.S. assistance required to meet the
goals selected. Since funds may not be available to meet all goals, the mission
establishes priorities among them and indicates which goals would have to be dropped
or altered at lower levels of assistance.

The strategy statement also indicates the collateral United States actions
and peolicies required to achieve the goals set, the efforts expected of the country
and the approaches the United States might use to elicit these efforts, and the
relationship of the proposed assistance program to those of other donors.

In summary, capital and technical asslstance are selected within the context
of an overall analysis or assistance strategy, but each contributes to a specific
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goal, Each proJject must not only meet requirements of technical and economic
soundness, but must also satisfy the criteria applied to the program as a whole:
contribution toward high priority goals; coordination with other U.S. assilst-
ance activities and with recipient country and other donors' efforts; and
recipient country interest and contribution sufficient to ensure gradual assump-
tion of responsibility for the project.

LONG-RANGE ASSISTANCE STRATEGY

In a few countries, A.I.D. 1is conducting particularly intensive analysis
along the lines described, in an effort to develop Long-Renge Assistance Strategies
which will more explicitly project assistance goals and strategy over several
years, Countries for which Long-Range Assistance Strategles will be formulated
are those receiving substantial and continuing U.S, assistance. Their develop-
ment prospects are thought to be good, and they are sufficlently stable politi-
cally so that it 1s not unrealistlc to project trends for several years into
the future. Several of the countries selected for such studies have well-prepared
develomment plens; all must have sufficlently rellable data to support detailed

analysis.

In order to conduct such studies, mission and Embassy staff are augmented
by personnel from A.I.D. in Washington and by consultants from other Government
egencies, universities, foundations or other non-governmental organizations. As
each study is inlitlated, key problems for analysis are tentatively ldentified
by the mission and A.I.D. headquarters staff, . These problems may be econamic,
social, political, or administrative in nature. The ability of field mission
end embessy staffs to analyze these specifilc problems 1s assessed, and the best
avallable consultants are sent to assist in areas where field staff capacity is
inadequate.

Once completed and accepted, the Long-Range Assistance Strategy provides
a guide for using both A,I.D. and other United Btates foreign policy tools to
stimulate and asslst the reciplent country's development over the next several
years. Although unanticipated changes in the country’s situation may require
early revision, a Long-Range Assistance Strategy is normally expected to be valld
for several years in the same way as the country's own development program.
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Chapter III. TOOLS OF FOREIGN ASSISTANCE

gnited States assistance to developing countries takes a variety
of forms, Dollars are loaned or granted to help finance needed
developmental imports, With limited exceptions, these dollars
must be used to purchase U.S. equipment, commodities and services.
U.S. speclallsts and advisors are financed, usually on a grant
basis, to go to developing countrles and teach new skills,
demonstrate techniques, conduct surveys and advise on programs
for human resource and institutional development. Grant funds
also finance the trailning of host country officlals and special-
ists in the U.S. or in other developed or developing countries,
Surplus U.S. agricultural commodities are so0ld to devel oping
countries in return for their own currencles, Most of the local
currency proceeds from sale of these commoditles are then loaned
or granted for use in the purchasers' development programs. The
Food for Peace program 1in this way supplles needed agricultural
imports, easing balance-of-payments pressures for the aided
countries, and also helps the recipient governments gain command
over additional local currency to support development efforts,
U.S. assistance programs also draw on excess U.S. Government
property which includes equipment and supplies of conslderable
value to developing countries. The Agency for International
Development also makes use of a varlety of tools to encourage
private investment in developing countries, These tools include
investment guarantees, lnvestment surveys and feasibility studies,
Cooley loans, and capital and technical assistance to development
banks and investment centers,

Development loans constitute the major share of A.I.D.
asslstance, and the proportion of loans to total assistance has
grown steadlly over the past few years, 524 of the funds
requested of Congress for Piscal Year 1964 are intended for
Development Loans, including loans to Latin American countries
under the Alliance for Progress, Development Grants, which
finance most technical assistance and related activities, amount
to roughly 12% of the total funds requested from Congress for
FY 1964. Additional grant assistance to meet security and
political objectives is financed under a separate appropriation
category, Supporting Assistance.

The sections which follow describe more fully the policies
governing the use of these assistance instruments and types of
resources.,

DEVELOPM=NT LOANS

Development Loans are intended for high-priority capital
projects which either directly produce revenue or are important
to the economic infrastructure of a country., These include, for
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example, establishing or expanding manufacturing facilities,
development banks, irrigation, power, multi-purpose water
resource development, mining, ports, transportation and
communication facllitles, fisheries and grain storage facil-
ities. Loan funds are available also for programs and projects
designed to promote social development, including schools,
hospitals, housing, and similar capital projects, as well

as for soclal programs in areas such as adult education,
public hezlth, or community development. Mot only the direct
foreign-exchange costs of particular progrums und projects,
but also that fraction of local costs which represents
indirect foreign-exchange costs attributable to the program
or proJject, may be consldered for Development Loan financing.
(See Chapter V.)

Loan funds are avallable to finance general import programs
in support of a comprchensive develoyment effort or « sector
thereof: such loans are called progrum louns., Prograu and project loans
in support of an over-all or sectoral development program may,
under appropriate circumstances, be committed on a multi-year
basis subject to annual appropriation. (See Chapter IV.)

Loans may be made to finance engilneering and feasibility
studies and other project surveys.

A capital project may requlire technical assistance not only
for project planning, surveylng, and feasibility studies, but
also for the training of key personnel, Such assistance may
be financed from other appropriations categories, but it is
usually considered best to fund any training needed to operate
a loan-aided facility from the loan itself., 1In all cases the
loan application must show that adequate provision has been
made for necessary training. Capital project loans should
provide for trailning and management assistance not merely to
initiate operations, but to the point where host country
personnel can operate a faclllty with reasonable efficiency.

Development Loan funds are avallable to private enterprise
as well as to government or quasil-government organizations,
Development Loans are used, to the extent practicable, to
support undertakings that promote development of private
enterprise 1in the borrowing country. Loans to intermedlate
credit institutions for relending to the private sector and
for the development of sultable types of cooperatives are
strongly supported. Joint ventures between private investors
or investors from third countries are also encouraged.

For the United States, assistance to state enterprises is

a controversial issue., Government operation of all a country's
ma jor productive activities 1s usually inefficlent and may lead
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to controls and policles inconsistent with free and open socletles,
However, this does not mean that the United States will refuse
requests to assist governmental activities, The question is
whether, in a specific country, the measures taken are efficient
from the viewpoint of economic growth and are consistent with
efforts to create a vlable free political and soclal system, There
is no rigid set of rules applicable to all countries over the
world.

Loans may be made for Justified development uses in emergency
balance-of-payments situatlions where such uses are part of the
action required to help correct and reverse temporary payments
problems. Loans may also be made to meet reconstruction needs
resulting from catastrophes.

Loans may also be advanced for research activities,

Legislative criteria., Development Loans for any of the
above purposes may be made only where there are reasonable
prospects of repayment. The following addltional crlterla are
to be taken into account and apply to all borrowersr governmental,
quasi-governmental, or private:

--Whether financing could be obtained in whole or in part
from other free-world sources on reasonable terms, (In
Judging whether alternative flnancing 1s available on
reasonable terms, the criteria applied and terms
offered by other lending institutions and governments
and the repayment capaclty of the country are considered.)

--The economlic and technical soundness of the activity to
be financed.

--Whether the activity gives reasonable promise of
contributing to the development of economic resources
or to the increase of productive capacities, {The
records of discusslion in Congress indlicate that this
provision is meant to include loans for social development
projects and programs,)

-~-The activity's consistency with and relationship to other
development activities being undertaken or planned, and
its contribution to realizable long-range objectives,

--The extent to which the recipient country 1is responsive
to the vital economic, political and social concerns of
1ts people and demonstrates a clear determination to
take effective self-help measures,
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--The possible effects of the loan upon the United States
economy, with special reference to the balance-of-payments
and areas of substantial labor surplus.

Terms. Principal and interest on Development Loans (made
under” the authority of Chapter 2, Title I of the 1961 Foreign
Assistance Act) are repayable in dollars. A.I.D. loan terms
are based primarily on the Agency's objective of providing
assistance to foster long-term economic growth and political
stabllity and on an estimate of the borrowing country's capacity
to service long-term foreign debt. One of the followilng
combinations »f terwms ls omploved ss appropriate unless
other terms have been wuproved by the Administrator.

(1) (11)

Maturity 4o years 15, 20, or 25 years
Grace Period 10 years 0 to years
Interest 3/4% credit fee 4%, 34%, or 5-3/4%

The combination of terms applicable to each potential borrowing
country is established on the basis of a periodic world-wide
review,

For loans to private borrowers and for public self-
liquidating, revenue-progducing projects, an effort is made to
maintain a normal debt burden on such borrowers without unduly
aggravating the host country's balance-of-payments difficulties,
Usually a two-step arrangement 1s concluded among the borrower,
the host government, and A.I.D. which provides for repayment by
the borrower on normal commercial terms (approximating those
of the Export-Import Bank). However, this loan may be repaid
in local currency to the host government, which then assumes the
obligation to repay A.I.D. in dollars on terms similar to
those which A,I.D. would apply to direct loans to the host
government, Alternatively, A.I.D. may lend low-interest,
long~term funds to the government, which relends on commercial
terms through development banks or similar institutions to
private or public, self-liquidating borrowers. A.I.D. also
retains discretion to make direct loans on normal terms to
private enterprise and revenue-producing, self-liquidating public
projects, bearing in mind the capacity of the country to repay.

Terms on loans for emergency balance-of-payments requirements
designed to help correct and reverse temporary payments problems
include a maturity of up to 5 years, 3-1/2 percent or higher
interest, and a grace period, when necessary, not to exceed two
years,
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Terms on loans for emergency balance-of-payments requirements
resulting from catastrophes, such as earthquakes or crop
failures, are set on a case by case basils.

Procurement Restrictions. Development Loan funds must be
used To purchase U.S. goods and services, with relatively few
exceptions. Walvers are made to permit procurement in other
countries of parts needed for already installed European or
Japanese equlipment, or for additional equlipment in an already
exlisting series where U.S. items would greatly complicate the
malintenance problem,

DEVELO PHENT GRARTS AKD 'TECHXNTICAL -COOPERATION

Development Grants are authorized by the Forelign Assistance
Act to be used "to promote the economic development of 1less
developed frlendly countrlies and areas, with emphasis on
assisting the development of human resources through such means
as programs of technical cooperation and development." Much of
the Development Grant and Technical Cooperation program is
directed to tralning needed speclalists, techniclans, pro-
fessionals and administrators in less developed countriles, by
sending abroad American specilalists and advisors, or by bringing
trainees to the United States or to other developed countries.
Development Grant and Technical Cooperation activities are also
directed to building the wide variety of institutions needed to
make tralined people effective: school systems and universities,
agricultural extension services, public health systems, trade
and credit assoclations, labor unions and cooperatives, Develop-
ment Grant funds may also be used to flnance surveys, research
and analysis of development needs, and to provide advisory and
technical assistance to countries' own planning efforts. Finally,
Development Grant funds may finance projects that contribute
directly to lmproved health, housing, and other areas of public
welfare--for example, malaria eradlcation projects.

In addition to providing the services of U.S. specialists
and advisors, and meeting the costs of training host country
personnel in the United States or elsewhere, Development Grant
funds may finance the equipment and materials needed to support
the efforts of our specialists--for example, basic workshop tools
for a vocational high school, DDT for malaria eradication, or
simple audiovisual alds for use in expanding public health
education to rural areas.

Development Grants may also be used to construct physical
facilities required for the development of human resources, In
countries still in the earlier stages of development,grant
capltal assistance may be provided to construct critically
needed physical facllities not directly related to human
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resource development, Punds may be provided to cover a portion
of the local costs as well as the foreign-exchange costs of
projects financed under this category.

Development Grants normally may not be used where Development
Loans would be more approprliate, For example, Development Grants
are not used to finance capital projects that directly earn
foreign exchange. They are not normally used to finance self-
liquidating capital proJjects. Development Grants are not used
for balance-of-payments or budgetary support and the like, The
fact that a projJect has social or human resource benefits does
not preclude it from loan financing where the host country has
the capacity to service a loan,

During the past decade of U.S. officlial technical assistance
programs, 1t has become clear that transferring skills through
demonstration and training must be supplemented by developling
the institutions and organizations needed to make trained
people effective, In order to accomplish this more complex
task, the Agency for International Development increasingly
works through contracts with private U.S. organlzations that
have the needed experience, information and personnel. For
example, many American universities are working under contracts
financed by A.I.D. to establish or improve universities and
school systems in developing countries. Land grant colleges are
helping establish Agricultural colleges and extension services,
U.S. cooperative and credit organizations are conducting
technical assistance programs tc spur the growth of cooperatives
for housing, savings, agricultural credit, rural electrification
and marketing of consumer goods. Other U.S., government agenciles
also supply specilallized personnel needed for technical assistance
assignments., Several interagency agreements have been signed
or are 1in preparation permitting experts from other agencles to
be loaned to A.I.D. on a reimbursable basis, without break in
the expert's career record with his agency.

Legislative Criteria. Development Grant and Technical
Cooperation activities must glve reasonable promise of con-
tributing to the development of educational and other institu-
tions and programs directed toward social progress. In addition,
the criteria established for Development Loans regarding
technical and economic soundness, consistency with other
development activitles, recipients® self-help efforts, and impact
on the U.S. economy apply also to Development Grant and Technical
Cooperation activities.

Procurement Restrlctions., Development Grant funds may be
used to procure goods and services not only from the United
States, but also from less developed free world countries on a
competitive basis. However, grant funds may not be used to
purchas€ goods from nineteen specified industrialized countries,
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mainly in Western Europe, that have accumulated large dollar
reserves,

SUP oo TTHG A TEANCL

Supporting Assistance 1s provided to further urgent United
States national security and foreign pollicy objectives, where the
usual criteria for Development Loans or Grants cannot be met.
However, the amount and specific uses of such aid are devised
so as to make the maximum feasible contribution to development.
Supporting Assistance 1is normally used for the following purposes:

-- to enable countrles to make a contribution to the
common defense, or to internal security, greater than
their economles can support unaided;

-- to maintain economic stability in countries where the
absence or drastic reduction of current support would
mean probable economlc and political disintegratlon;

-- To malntain access to United States bases and to assist
the local government in dealing with economlc or other
problems arising out of the exlstence of such bases;

-- to provide, along with other aild sources, an alternative
to Sino-Soviet bloc aid where such aid threatens a
country's Independence or otherwlse conflicts with vital
U.S, interests.

To the extent that these purposes can be achieved through use
of Development Loans and Grants, subject to the criteria that
govern them and the amount of funds avalilable, Supporting
Assistance 1s not used.

The request for Supporting Assistance constitutes about 14%
of the total FY 1964 request to Congress. Since much of the
Contingency Fund (see next section) is likely to be used for
Supporting Assistance purposes, the funds obllgated under
Supporting Assistance criteria may make up roughly 20% of the
total A.I.D. program. The bulk of Supporting Assistance goes
to the second group of countries described in Chapter I: those
countries where essent ial growth prerequisites. of stability
and security must be established. In these countries aid will
be shifted toward a Development Loan basis as rapidly as improved
security and stability permit.

Supporting Assistance, which may take the form of a loan or
a grant, can be used to finance (a) capital projects, (b) commod-
ities and services for emergency or refugee rellef projects, pollce and
internal security activities, etc.; (c) general commodity imports,
and (d) cash transfers, usually for budget support or to finance
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local costs.

Procurement restrictions. The same restrictions that apply
to procurement financed from Development Grant and Technical
Coopera tion funds apply also to use of Supporting Assistance
funds,

CONTINGENCY FUND

The Contingency Fund 1s an emergency reserve fund for
meeting urgent and unforeseen requirements for economic
assistance, (e.g., needs resulting from an earthquake, flood,
or other disaster$ or for meetling requirements that cannot be
clearly defined or accurately costed in advance, The Fund may
be drawn upon for any of the purposes of economlic assistance,.
In practice, however, Supporting Assistance 1s likely to be the
most appropriate funding category for most uses of the Contingency
Fund.

The annual submissions by the A.I.D. missions 1ldentify
separately requirements that are of a tentative nature, that are
not included in the mission's proposed program under the regular
categories of ald, and that therefore constitute possible
requirements which should be taken into account 1n estimating
the total Contingency Fund requirement.

700D FOR PEACE PROGRAM

The Agricultural Trade Development and Assistance Act of
1954 (Public Law 480), as amended, establishes the authority
and basic procedures through which surplus U.S. agricultural
commodities can be made avallable to encourage economic
development, relieve famine and other crises, and support the
work of U.S. voluntary agencies abroad. Four types of program are
established under four titles of the Act,

Title I. U.S. surplus agricultural commodities may be
sold To Triendly countries for their own currency, and the
local currency proceeds of these sales may be loaned or granted
to the purchasers for use in thelr development programs., It is
the policy of the United States Government to maximlze shipment
of commoditles under this authority, with due regard for the
need to protect regular exports of the United States and other
friendly countries and to avold an adverse effect on domestic
agricultural production,

The eligibllity and availabllity of commodities are
determlined by the Department of Agriculture. The Department
also estimates "usual marketing requirements'" of recipient
countries, subject to concurrence by and third country consultation
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through the Department of State; these estlimates are used to
avold disturbling normal trade patterns.

Program levels and the use of the proceeds of local
currency sales are determined on the basis of country
requests by an interdepartmental committee of which the
principal members are the Department of Agriculture and A.I,D.
. The sales proceeds may be used for U.S., expenses in the
country, for loans to certain types of private enterprise
(Cooley loans), or for loans or grants to the government for
development or the common defense. A.I.D. 1s responsible
for administering the local currency loans and grants.

Loan agreements usling the proceeds of surplus agricultural
commodity sales under Title I may be made for perilods of up
to forty years, at an interest rate of 3/4 of one percent to
foreign governments,

Title II. Commodities held in stock by the Commodity
Credit Corporation of the Department of Agriculture may be
granted for famine relief and other assistance., Within certain
limitations, such commodities may be used in work programs to
promote economlc development.

C.C.C, surplus commodities are available for emergency
relief and for development purposes which will not displace
other sales, including Title I sales for local currency.

A.I.D. undertakes such programs in cooperation elther with

the host government or with a registered United States
voluntary agency. Commodities may be used for a wide

variety of purposes, 1lncluding school lunches, supplemental
feeding for mothers and young children, and pre-crop
subsistence in land resettlement programs. They may also be
used as part payments of wages in kind on community develop-
ment projects and labor-lntensive public works such as
irrigation, roads, reforestation, elementary school con-
struction, etc, Finally, such commodities may be granted for
use as livestock feed to encourage establishment of new
poultry or hog production enterprises in areas deficient in
animal protein foods. PL 480 Title I loan or grant currencies,
counterpart, and other sources of local financing may be used
to cover the local currency costs of these development programs.

Title III. Surplus foods from stocks held by the Commodity
CrediIt Corporation may be donated to United States voluntary
agencies such as CARE, Church World Service, and Catholic Relief
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Services, and intergovernmental organizations such as UNICEF
for distribution to the needy overseas,

Title IV, Long-term supply contracts for repayment in
dollars over a maximum period of 20 years are authorized,
Long~term dollar credits are used instead of Yitle I foreign
currency sales whenever the dollar credit terms are appropriate
to the country's situation and are consistent with the objec-
tives of the A.I.D., program, taking into account the country's
debt servicing capability and its need for United States aid,

Terms for each agreement under Title IV are approved by
the National Advisory Council on International Financial and
Monetary Problems. Interest rates in general match those of
A.I D, Development Loans to the country. The maximum permis-
sible maturity 1s 20 years, with a two-year grace period. Pay-
ment may be made in '"reasonable" annual installments, modifying
an earlier requirement that payment be in equal installments.

U.S3, OWNED LOCAL CURRENCIES

In many countries the United States owns or has joint con-
trol of, and A,I.D. has programming responsibility for, large
or small amounts of local currency resulting from the sale of
commodities provided as U.S. assistance. These funds are
largely the proceeds from sales under the P.L. 480 program.
However, substantial amounts of local currency or "counterpart
funds" are also generated by grant non=-project programs, pre-
dominantly Supporting Assistance, and in some cases by non-pro ject,
or program loans,

The imports which generate these currencies add to the coun-
try's total resources, However, the local currencies collected
through sale of the imported commodities in the country do not
represent resources additional to the original imports. They
are, however;, a claim against domestic resources and a non-
inflationary source of investment funds. As such, they con-
stitute an important tool of assistance, A,I.D. attempts to
make sure that U.S. owned or controlled local currencies are used
to improve as much as possible the total pattern of resource use,

EXCESS GOVERNMENT PROPERTY AND STOCKPILE MATERIALS

It is A.I.D. policy to make as much use as possible of items
of United States government-owned property which have been de-
clared excess to the needs of ownlng Federal agencies, This
property 1s acquired at no cost to A.I.D.;, other than charges
Incurred in transfer and rehabilitation., It 1s also A.I.D, policy
to maximize the use of excess stockpile materials in its foreign
ald program to the extent that this is possible without disturbing
normal trade patterns,
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Increvased participation by pnrivate enterprise -~ both host |
country and U.3. == should increasingly supplement and gradually
supplant governmental foreign assistance. In order to encourage
growing private investment, A.I.D. makes use of several tools,

Investment Guaranties. A.I.D. is authorized to provide
specific risk guaranties protecting private American investments
against inconvertibllity of local currency earnings and against
loss through expropriation, war, revolution and/or insurrection
(but not civil unrest). These guaranties are offered for pro-
jects which further the development of the economic resources and
productive capacities of the host country.

Guaranties are given on a case by case baslis to investors
in countries where bilateral Investment Guaranty Agreements are
not in force. However; it is A.I.D. policy to have prior host
country agreement before investment guarantles are 1ssued widely
in any country. A.I.D., and the Department of State are seeking
to conclude agreements with a number of countries not yet covered,
especlally in Latin America.

As of January 1963, fifty less developed countries had
signed the basic bilateral Investment Guaranty Agreement pro-
. viding for guarantlies of convertibility of foreign (local)
currency earnings and/or return of capital from insured American
investments. Forty-seven of these countrles had also agreed to
protection against loss from expropriation of the investment.
Twenty-six of these had further agreed to guarantee protectlon
from loss through damage to physical property from war., Negotia-
tions are under way with a number of other countries,

Extended-risk Guaranties, The investment guaranties described
cover specific political risks. In addition, extended-risk
guaranties are available covering commercial as well as political
risks. These guaranties are issued in speclal cases where the
investments meet high priority needs in the host country's develop-
ment. The extended risk guaranty program is being administered
on a highly cautious and experimental basis,

Two extended risk guaranties are now offered. The general
extended risk guaranty 1s available for use anywhere in the world
for economic development projects, with emphasis on those invest-
ments which further social progress and the development of small
independent business enterprises. The second extended-risk
guaranty program 1is limited specifically to self-liquidating
pilot or demonstration housing projects in Latin America.
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Cooley Loans., Since January 1, 1962, A.I.D., has had
responsibility for the administration of the Cooley Loan pro-
gram, formerly administered by the Export-Import Bank.

Public Law 480 has for some years authorized loans of up
to 25 percent of the proceeds of any surplus agricultural com-
modities sale (a) for economic development to U.S, business
firms, affiliates, or subsidiaries or (b) to any business firms
for facilitlies that will increase markets for U.S. agricultural
products, such as food processing plants, storage facllities,
or possibly certain transportation facilities.

In many countries these loans have met a lively demand and
have proved to be a useful tool for increasing investments.,
In other countries funds have accumulated unused., Where the
demand for such loans presses on the supply of funds the full
25 percent of sales proceeds is normally reserved for this pur-
pose, unless an exception is approved in Washington on grounds
either of a significantly higher priority use of the currency
or of overriding policy considerations,

The terms and conditions of Cooley Loans are subject to the
concurrence of the National Advisory Council under the chairman-
ship of the Treasury Department. They are given for medium terms,
preferably for physical investments, at interest rates competi-
tive with similar loans from local sources (normally development
banks) and are denominated in local currency units, not dollar
equivalents. All Cooley loans are subject to approval by the
host government and by A.I.D. in Washington.

Investment Surveys. A.I.D, may share with U.S. private
investors up to 50 percent of the cost of surveys designed to
examine the feasibllity of specific investment opportunities
other than in the extractive industries., The initlative for sur-
veys of investment opportunities may come from U.S. private in-
vestors, from the U.S. Government, or from the host government.

Feasibility Studies. A.I.D., may finance from grant funds up
to 100 percent of the cost of feasibility surveys. Such surveys
are normally undertaken by professional consulting firms where
no investor 1s immediately avallable but where a project is be-
lieved to be suitable for public or private investment, e.g.,
the transportation system of Nigeria or the requirements of the
Indian economy for steel products in the decade 1963-1973.

Development Banks. It is A.I.D. policy to foster the establish-
ment and growth of sound development banks and other intermedlate
credit institutions. While a development bank may be privately-
owned, government-owned, or of mixed ownership, loans are made
only to borrowers who represent substantlally private interests,




A.I.D, may provide (a) initial surveys of the needs and
requirements of a less-developed country for one or several
development banks, (b) dollar loans to such institutions,

(c) local currency loans, and (d) technical assistance and

other training for management and advice 1In the establishment

of a development bank. As of January 1963, A.I.D. had authorized
dollar loans to 43 institutions located in 29 countries and had
provided local currency loans to three additional institutions.

In addition to guaranteelng the investment of private U.S.
capital in foreign development banks, A.I.D. may also guarantee
the collection of medium and long-term loans made by a private
bank for developmental purposes,

Development and Investment Centers. A.I1.D. may also pro-
vide technical assistance for the establishment and improvement
of development or investment centers either withln or separate
from a development bank., The purpose of such a center is to
help bring together local and/or foreign capital and identified
investment opportunities. It can assume major advisory and
training functions for the government as well as the private
sector and can assist in the preparation of feasibility studles
and prospectuses and perform other promotional activities,

RESEARCH
The Foreign Assistance Act of 1961 authorized the President:

"to use funds made available for any form of economic
assistance to carry out programs of research into, and
avaluation of, the process of economlic development in
less developed friendly countries and areas; into the
factors affecting the relative success and costs of
development activities, and into the means, techniques,
and such other aspects of development assistance as he
may determine, in order to render such assistance of
increasing value and benefit.”

Most A.I.D,-financed research will concern specific develop-
ment problems,; or will assess past U.S. and international experi-
ence in giving aid. Some research projects will examine special
problems of particular countries or regions. Other research,
such as experiments with small power generators for rural villages,
may have patential applicability in many countries. Research into
past aid experience will seek improved techniques in areas such
as recrulting and orienting specialists to serve abroad, or in
program planning procedures. Past experience in lncreasing
agricultural productivity or carrying out land reform in several
different countries may be examined to help solve similar problems
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in other countries. Some research will also be directed to

more fundamental, theoretical aspects of the development process,
Even in this area, the principal objective will be improving

the planning and effectiveness of development assistance,

Most A,I.D.-financed research will be conducted through
grants or contracts, as appropriate, to universities, foundations,
other non-profit institutions, private enterprise, and other
U.S. Government agencies,

In addition to finding practical solutions to specific
problems and increasing understanding of development processes,
the A.I.D,-sponsored research program is expected to stimulate
wider interest and increased autonomous research within the U.S.
research community on problems of developing countries. The
research program should also strengthen U.S. research facilitiles
working on these problems and help to develop research facilities
in the less developed countries themselves,
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CHAPTER IV. EXTERNAL ASSISTANCE AND INTERNAL
DEVELOPMENT POLICIES

Foreign assistance performs a dual economic function: it
adds to the total resources available for development and at the same
time it provides additional financing for imports. In some cases, the
fact that aid adds to the resources that can be channeled into investment
is more important than the nature of the commodities supplied; in other
situations, the fact that aid supplies commodities that are not locally
producible is of paramount importance.

In its first aspect, aid is a supplement to taxation and private
saving and should be considered in relation to the country's investment
program and development policies. This will be done in the present Chapter.
In its second aspect, aid is an alternative to increased exports or
reduced imports and must be considered in relation to the country's trade
policy and balance of payments., This will be done in Chapter V.

This dual role of foreign resources has caused considerable
difficulty in establishing and explaining policies for administering
foreign assistance. In one situation, the need for aid is determined by
a gap between investment requirements and domestic sources of finance. This
leads aid administration to focus on the government budget and use of local
resources. In the other type of situation, the level of aid is determined
mainly by the gap between import requirements and forelgn exchange earnings.
This leads aid administration to focus on the types of imports needed and
the adequacy of controls on their use.

While both sorts of analysis and control are utilized by A.I.D.,
an effort is made to determine which is the most important element in
each situation and to emphasize it in aid administration. A recognition
of this basic fact helps in understanding the different emphases of
programming procedures used in different countries.

This chapter discusses various aspects of the relationship between
U.S. assistance and the recipient country's internal policies: +the assess-
ment of self-help, the relation of self-help to aid programming, the
utilization of development plans in coordinating the use of external and
internal resources, the choice between program and project assistance, the
programming of local currencies, and the use of multi-year commitments.
Chapter V will take up the program policies stemming from the second function
of aid as a source of foreign exchange.
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THE PRINCIPLE OF SELF-HELP

Economic Aspects. The success of a country's economic develop-
ment effort depends both on the amounts of resources which it
can mobilize and on the efficiency with which its resources are
used, Self-help measures may either increase the supply of such
scarce factors as capital and skilled manpower, or they may
improve resource use,

A country desiring to increase its supply of capital must
save for development purposes as much as it can of its national
income, It may undertake tax reforms to increase government
funds for development; it may limit private attempts to send
savings abroad; or it may take steps to attract an inflow of
foreign capital. The best single measure of its achievement in
improving capital supply is the proportion of additions to
national income which it saves. In serious development efforts,
30 percent or more of increments to national income may be saved,
even though the share of total gross national product which is
saved may be only 6 or 8 percent initially.

To increase its supply of skilled manpower, a country may
extend its educational system; it may improve its wage struc-
ture; or it may organize training programs both at home and
overseas,

Measures to improve the efficiency of resource use include
price and wage policies that produce a better allocation of
scarce factors such as capital and trained labor; improvements
in planning procedures; provision of better information and
forecasts to private entrepreneurs; and schemes to improve the
utilization of unemployed resourcss,

The effectiveness of resource use is reflected in the
ratio of the increase in national product to the total inwvest-
ment required to produce it., When available, this indicator re-
flects (i) improvements in the use of existing equipment and labor,
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(1) new additions to plant and equipment and (i1l the effective-
ness with which investment funds are distributed among sectors
of the economy. Narrower indicators of efficient resource use
are measures of agricultural yields per acre or of labor pro-
ductivity in specific sectors of the economy.

Social and Political Aspects. Self-help measures for social and
political progress are less amenable to precise definition.

They include improvements in public administration or educational
systems which tend to increase economic efficiency as well as

to promote social welfare. On the other hand, they also include
measures to distribute the benefits of progress more equitably
and measures to strengthen political democracy which are

soclally desirable but which do not necessarily contribute to
increased productivity in the short run. Examples are efforts

to achleve fairer land and income distribution, more equitable
tax structures, improved coverage of health and welfare programs
and broader participation in the political system of the country.

Political, social and economic self=help achievements can
be evaluated by comparison either with previous performance or
with the performance of other countries in similar circumstances.
The easier comparison is with past performance., Even for com=
parisons within a country, however, statistical information can
only ald qualitative judgment.

Inter-country comparisons of self-help performance are
difficult. The data for different countries are seldom com-
parable; and; more important; it is difficult to decide which
countries may be appropriately compared. Nevertheless, examina-
tion of such key variables as the percentage of national income
which 1s saved or collected through taxation does reveal signifi-
cant differences in self-help performance. Since the allocation
among countries of an aid budget fixed by Congress requires
some sort of internaticnal comparisons, analyses of self-=help
performance helps to make such comparisons more objective.,

Relating Aid to Self-help Measures. United States aid may be
1Inked to a single project, to a particular sector, or to the
entire economy. OQur strongest interest is in country-wide
improvements in resource utilization and in country-wlde social
and political progress. However, where our aid is small and
likely to remain so; it 1is usually only feasible to relate aid
to performance on the projects we are financing. Ior most
projects our minimum requirements are a substantial host coun-
try contribution and an analysis of the relation of the project
to the country's general development framework.
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Where U.S, ald programs are substantial, our interest in
improved economic policies and in social and political progress
may be more effectively underlined. Even where programs are
large, however, it is desirable to focus on a few key measures at
any one time. Concentration on a small number of objectives
clarifies the 1ssues and focuses attention upon those which are
both of first importance and most feasible. In some cases action
on difficult measures may have to be deferred untll the country's
development effort has achieved a certaln momentum or until pro-
gressive leadership has been established.

In relating ald to self-help requirements, the U.S. recog-
nizes that measures for increasing social welfare may conflict
with the goal of ralsing national income as rapidly as possible,
Tax reform to distribute more equitably the benefits of economic
progress may, for example, unfavorably affect investment incen-
tives. The appropriate balance between measures to immediately
increase productivity and measures to improve equity and welfare
depends on factors unique to each country,

Although past performance is the most straight-forward basis
for rendering aid, there are important instances where self-help
performance depends upon the receipt of aid, A government may
find it more practicable to put through key reform measures 1if
it is assured of United States financial support. 1In such a
case, aid may be provided in spite of inadequate past performance
on condition that specific actions -- exchange rate reform,
improvements in budget policy, increases in taxes -- be carried
out.

In countries where technical difficulties are hindering
self-help efforts, technical assistance may help to solve the
problem, For example, specialist advice may assist in establish-
Ing credit and savings institutions, reforming land tenure or tax
systems, improving budgeting practices and fiscal policies, or
mobilizing idle resources through work schemes and community
efforts, Ald missions must determine whether such assistance
will actually promote self-help efforts, or whether the diffi-
culties hindering self-help are primarily political and social.

NATIOWAL PTANNTNG ROR DEVILOPMENT

Ma jor self-help measures to improve resource utilization
often include the formulation and implementation of national
development plans, The broad purpose of a nation's development
program is to achieve its economic,; social and political goals
through effective use of avallable resources, both internal and
external., Clarification of a nation's goals and assessment of
its willingness to make present sacrifices for future growth are

BEST AVAILABLE COPY
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fundamental characteristics of development planning. Although
the best formal economlic planning is no substitute for sensible
economic policies, a systematic and realistic budgeting of
resource availabilities can often make sound policlies more
effective,

A good development program provides a basis for allocating
the scarce resources of the economy: capital, skilled manpower,
fertile lands, forelgn exchange. At the same time, it supplies
an overview of the most desirable future development of the
national product and its components, It also helps assure that
the activities of different government departments and private
groups are consistent with each other.

A key problem in many underdeveloped countries 1s to ensure
that the planning process gives sufficient emphasis to the
activities of private enterprise. A good plan should contain
specific projections for the private sectors which include their
needs for capital, foreign exchange and other resources., If
these projections are given the same attention as those for the
public sectors, the plan may become an effective device for
stimulating private contributions to the development process.
Governments may often find that private enterprise is the most
effective vehicle for carrying out much of their national plans,

Planning and Forelgn Aid. An overall national plan can increase
the effectiveness of external assistance in several ways. It
can provide estimates of resource availablilities and of the
resource requirements associated with alternative rates of

growth of income, These estimates facilitate an analysis of
the amounts of external assistance needed to achleve various

growth targets., Aid "requirements" derived from careful overall
analyses are more dependable than those based upon a list of
individual projects and programs,

A comprehensive plan can indicate those activities in which
aid may be particularly effective in promoting growth. It may
point to major bottlenecks to be eliminated or to sectors in
which resources are under-utilized. It may reveal sectors or
areas 1n which assistance would not only directly increase pro-
ductivity, but would also stimulate increased effort and output
in related fields. Careful analysis of alternatives enables both
the recipient government and the United States to apply aild to
higher priority activities.

A sound plan also establishes yardsticks against which self-
help efforts can be measured. The goals of the plan, both
quantitative and qualitative, should be specified and the policles
and actions necessary to achieve them defined. When this is done,
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the plan helps supply a standard for judging the effectiveness
with which external assistance and internal resources are used,

Finally, a plan which extends the analysis of resources
requirements to human resources provides a basis for allocating
technical assistance in education, training and related fields.

It 1s A.I.D. policy to encourage reciplient governments to
formulate and improve national plans and the administrative
machinery for their implementation. Where adequate planning
and implementation exist, U.S. assistance 1s related to the
country plen and the objectives and priorities established by
the plan are usually supported. There 1s, however, no intention
of making any standard type of plan a precondition of United
States ald. In the early stages of planning, development plans
may not be sufficiently realistic or meaningful to relate aid
to them. Mere paper plans or inadequate planning organizations
are no substitute for the sustained effort required to mobilize
and direct public and private resources into development activities,

U.S, Planning Assistance, The Agency for International Develop-
ment 1s prepared to respond to the needs and requests of the
less developed countries for planning assistance. Direct con-
tacts between A,I.D. staff and host government agencles, train-
ing programs in development planning, and the provisions of
expert planning advisors are several of the means available for
providing assistance. A.I.D. has established contacts with
universities, other non-profit organizations, private consultant
firms and other government agencies in order to acquaint them
with the Agency's needs for planning advisors and to make use

of the services which they can supply.

Host governments are encouraged to make and filnance their
own contracts for planning advisory services, since a government
1s more likely to accept advice from a group seleoted by and
responsible solely to itself, Even where the contract 1is
financed by A.I.D. funds, the planning advisors are responsible
directly to the host government so that thelr advice may be
more effectively utilized. A.I.D.'s influence on the advisors
is limited to suggestions regarding competent non-profit
organizations or commercial consulting firms, to briefings
and to ideas offered during normal contact and discussion
similar to A.I.D. contact with host country officials.,

PROGRAM ASSISTANCE AND PROJECT ASSISTANCE

In administering ald and relating 1t to self-help performance,
the United States may make use of two broad types of asslstance,
"Project assistance" is directed to individual capital projects,
such as a dam or a steel mill, or to individual technical
assistance activities. "Program assistance" 1is linked to an
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assessment of the overall requirements and resource availabillities
of the country and finances commodity and equipment 1lmports 1in
support of development programs without tylng these to specific
projects. Nearly half of all U.S. economic ald 1s currently

in the form of program assistance, and major U.S. programs
usually use both forms of ald.

Program assistance offers the host country greater flexlbility
to meet resource needs. However, in order to make certain that
the commodities provided will be effectively utilized, a compre-
hensive analysis of the country's resources and their proposed
uses 1s necessary. Thils analysis should include a fairly
detalled program of investment and a statement of import
requirements which can provide a basls for agreement with the
United States,

The revliew procedures asscclated with project assistance
assure efficient use of both the imported and local resources
which go into speciflc investment projects supported by U.S.
aid. In drawing up a program for a given country, it is
necessary to welgh this advantage against the increased
flexiblllity associated with program support.

Advantages of Program Asslistance.

(L) Program assistance 18 required in some cases to meet
agreed resource needs, Many elements of investment in a
development program do not lend themselves to proJect treatment.
Capltal imports for lmprovements and modernization and for new
small-scale plants are not readily identified with a particular
project, although forelgn ald may help to meet such needs by
asslsting local lending institutions, Imports of industrial
raw materlals, spare parts, and replacement equipment may be
as essentlial as many projects to the success of a development
program, Over-all, the share of total imports that can be
accounted for by direct imports of machinery and equipment for
identifiable projects may be only 10 percent or so of a country's
import needs, whereas the desirable level of external support
for development may be a larger proportion.

(11) The program approach sometimes provides negotiating
advantages, In some instances, the desired level of aid can
be made avallable through specific proJects, but only with
considerable difficulty. Insistence on filnancing only projects
may lessen U.S, effectiveness in negotlating more important
issues.

(111) Program aid is desirable when project aid would
unduly emphasize large schemes or the publlc sector. These



- ﬂL—

dangers are inherent to a degree in development planning, since
public sector investment in general and large public projects
in particular appear to be the simplest for the government to
plan and control. A total project approach to ald may heighten
this tendency. If wmcre projects are required to obtain more
aild, projects will certalinly be emphaslzed, and government
projJects may predominate because they are easier to negotiate,

(iv) Project assistance may on occasion be more expensive
than program aid. Funds provided on a project basis must be
spent on requirements for the projects financed. Since aid
funds are 1n large part tied to United States procurement, these
commodities wlll normally be purchased in the United States.
Program assistance permits the alded country to select for
purchase in the Unlted States those parts of its import
requlirements for which United States procurement offers price
or quality advantages.

The effectiveness of program assistance 1n supporting
development depends on the reciplent'!s effective and responsible
over-all resource use., Any decision for substantial program
asslistance should rest on previous favorable experience 1in
the country concerned, as well as on careful analysis of needs
and clear agreement upon the purposes of the program support.

Advantages of Project Aid.

(1) The risk of creating expectations of a fixed annual
aild level 1s less acute where project asslstance constitutes
the bulk of United States ald. Even where it 1s desirable to
announce an aid level, variations 1n the flow of acceptable
project proposals and the impact of a particularly large
project in one year make a constant aid level unliikely. Aiso,
poor economic performance often is reflected in slow submission
of acceptable projects, or slow utilization of funds avallable
for approved projects. In this case, there 1s a quasi-automatic
reduction in the aid level when performance falls short of
expectations,

(11) Project aid provides visible or tangible results and
often has greater publlic appeal both at home and abroad,
Successful capital proJjects such as a new cement plant or
irrigation dam are visible evidence of economic development.
Even where the same amount of resources would have made an
even greater contribution to economic growth if they had been
made available for general program support, the analysis that
demonstrates this 1s necessarlily somewhat sophlsticated and can
be understood by only a small group. This advantage of projects
is, of course, offset in cases where the project is subject to
considerable criticism.
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(11i) Project aid sometimes permits more effective control
than does program ald. Resocurces freed by project aid may
of course be used for other purposes, thereby making the
appearance of United States control over resource use illusory.
However, ald used for a project assures that at least this
particular investment takes place,

(iv) Project ald may permit certain types of assistance
not possible through program aid. For example, where the coun-
try feels it needs help in designing and executing a particular
investment, project aid is clearly appropriate,

Balance in Program Implementation. The disadvantages of both
types of aid are most severe where one or the other is used
exclusively, For example, the danger that program assistance
will establish a politically frozen aid level is reduced if
total assistance includes a major project component. The risk
that project aild will over-emphasize public sector activities
and large schemes, or cause unduly protracted negotiations, 1is
reduced if project ald concentrates on those projects for which
agreement can be easily reached, and the remainder of agreed
assistance requirements are met through program aid.

Conversely, the advantages of each type of aid can be
achieved without excluding use of the other. The public rela-
tions advantages of visible physical progress can be obtained
by some well chosen projects, while the flexibility needed to
achieve a desired level of aild or specific policy objectives
does not require that all assistance be on a program basis,

PROGRAMMING LOCAL CURRENCIES

The major part of U.S. assistance results in the importation
of goods and services to be sold to domestic purchasers for
local currency. The United States controls in varying degrees
the use of these local currency or "counterpart funds'" generated
by Supporting Assistance grants, agricultural commodities sold
under the Food for Peace Program, and non-project loans, Except
for the few aid receiving countries with exceptionally heavy
defense burdens, the great bulk of these funds is used to pro-
mote the economic development of the recipient country.

Although these local currencies do not represent additional
resources, they do represent a claim against existing local
currencies and, as such, are subject to programming. AsS in the
programming of dollars discussed above, it must first be decided
whether to use the local currencies for project assistance or
for more general program uses such as support of the defense bud-
get, expansion of credit for the private sector or general support
of the development budget. Many of the same considerations will

apply.



In some cases 1t may be advantageous, even though the
dollars are being used for general program assistance, to use
the local currencies for projects., tor example, when a pro-
gram loan is desirable on balance of payments grounds, it is
possible for the United States to retaln some influence over the
allocation of investment funds by asgreeing with the government
on specific projects to be financed with the local currency
generated. This procedure may have advantages for both the
reciplient government and A.,I.D, It makes it possible for A.I.D.
to help finance high-priority developmental activities which
may be difficult to finance as dollar projects because of their
small size, low import component, or for other reasons, At
the same time, it permits the government a wilder cholce of com-
modities to import than would be possible 1if Imports werse
directly tied to projects,

Since additional resources are provided to the economy at
the time that AID-financed goods are imported, it 1s desirable
to plan the use of local currencies at approximately the same
time as the commodity imports are agreed upon. To be most
meaningful, aid negotiations should take into account both the
import program and the additional use of local resources that
ald makes possible. This procedure is most likely to result in
real agreement and optimum use of local currencies. Advance
planning also reduces the risk of a deflatlonary effect result-
ing from accumulation of unused counterpart funds, followed by
an inflationary 1impact when counterpart funds are used for
investment after the offsetting inflow of goods has been largely
consumed or utilized.

MULTI-YEAR COMMITMENTS

Multi-year development loan commitments are authorized in
the Foreign Assistance Act when "it is important to the advance-
ment of United States interests" and "in the interest of orderly
and effective execution of long-term plans and programs of
development assistance."

Long-term loan commitments may offer advantages both to the
United States and to the recipient country. Advance knowledge
of the level of assistance over more than one year may permit
improved planning and use of resources by the host country.
When a multi-year commitment is arranged, the United States and
the host country may be able to achieve closer agreement on self-
help measures appropriate to the country's development effort,
Successful execution of multi-year loans may also encourage
other donors to make similar commitments where appropriate,
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There are also rilsks assoclated with long-term commitments.
U.S. negotliating leverage and flexibility may be reduced. There
may be pressure to relax technical and economlic standards in
order to reach the aid level already conditionally established.
If the economic and political performance of the reciplent
falls to meet the agreed standards, the Unlted States may face
the alternatives of a major departure from the conditions of
the commitment or of the abrogation of the commitment 1itself,
Finally, such commitments may reduce A,I.D.'s flexlbility 1in
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 country
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 1ts 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.
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Chagter 7, AID AS A SOURCE OF FORFIGN EXCHANGE

U, 3. assistance is normally provided to a country in order to achieve
certain mutually agreed results. As indicated in the previous chapter, the
principal forms of aid are support of general economic programs and support
of individual projects. In ~ither case there is a need to measure the
amount of additional external resources required to sustain a given expendi-s
ture or policy. Such a measurement requires a detailed analysis of the
balance of payments and the policies affecting it.

In addition to the central question of measuring aid requirements, there
are often other problems involving the relationship of aid to the balance of
payments. In the short-run, there is the question of relating loans for
stabilization purposes to loans for development. In the long run, the
additional resources provided by foreign assistance should be used in such a
way as to promote growth within a context of long-run reduction of balance
of payments deficits.

IMPORT REQUIREMENTS OF DEVELOPMENT EXPENDITURES

Aside from the handful of countries in which supporting assistance is
provided to maintain current import levels, the purpose of U,S, assistance
is to finance additional expenditures, usually for investment or other
development purposes. The additional import requirements generated by such
an expenditure are of two types: (i) direct imports of machinery, equipment,
and other commodities used in the investment process, and (ii) indirect imports
to satisfy demands resulting from the increase in local production of investment
goods or the resulting increase in domestic incomes.

The totel imports required to support an increagse in development expendi-
ture are substantially less than the amount of the total expenditure. Some of
the commodities and services required to complete the inwe stment process and

to satisfy the resulting increase in incomes can be produced from local pro-
ductive capacity and under-utilized labor. The extent of the resulting

increase in incomes, and subsequent derived demand for imports, will depend

on the share of income that is takcn by taxes or savings, The higher this
share, and the larger the proportion of increased demand that can be satisfied
from local resources, the smaller is the amount of aid needed to support a
given increase in investment or other expenditure.

It is U.S. policy to provide only the additional imports economically
required to sustain the agreed increases in investment. This procedure requires
the reciplent country to finance a substantial fraction, normally at least half,
of the local costs of a given project or activity, but it does not limit aid
financing to direct import requirements. The indirect import requirements are
also eligible in many cases. When aid is provided in excess of the total
required amount, it often encourages unnecessary imports that inhibit the
maximum use of local resources and reduce the incentive to govermments to
increase tax collection with savings, which are necessary to put growth on
a self-sustaining basis.
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In countries where U.S. aid is a substantial fraction of total imports,
of the order of 10 per cent or more, the calculation of aid repirements is
made from a general balance of payments analysis, whatever the form in which
aid is furnished. When aid is more limited and data are inadequate for over-
all analysis, it may be necessary to estimate the additional import require-
ments of particular projects by a more partial analysis of their direct and
indirect effects. A general rule of not more than 50% of local costs is
applied to all projects, however, and special justification is required for
any exceptions. In many cases the justifiable amount will be less. If a
project is of high priority, the recipient should be able and willing to
finance at least this proportion from tax revenues and local savings.

FINANCING SHORT-TERM BALANCE-OF-PAYMENTS CRISES

Aid for relief of short-term balance-of-payments crises requires special
consideration. Two cases may be distinguished: (i) cases where short-term
balance-of-payments aid, unless subject to stringent restrictions, is likely
to resnlt in the postponement of corrective action, and (ii) cases where aid
may be expected to support effective corrective action. This distinction is
a difficult one to make; however, an examination of the reasons for the crisis
may provide a tentative classification.

Balance-of-payments crises which could have been averted, A,I.D. policy
is that short-term balance-of-payments support should be met as far as possible
from such sources as the International Monetary Fund, the Export-Impart Bank,
the Treasury Stabilization Fund, or commercial credits from other countries or
private United States sources. If support from these sources is inadequate,
limited use of Supporting Assistance loans on terms appropriate to the case
may be considered, This assistance is generally limited to relatively small
amounts and the terms of the loans are less favorable than are the terms of

Develomment lLoans. Development Loans are considered only in the event that
proposed projects meet Development Loan standards as well as contributing to

a solution of the short-run problem.

A.T.D. assistance for a balance-of-payment crisis is granted only if the
potential economic and political repercussions of the crisis are serious
enough in the view of the United States to warrant its use. If the crisis was
foreseeable or attributable to failure to live up to previous stabilization
agreements, the United States may well elect to let the crisis run its course
rather than give aid which might reduce the country's incentive to solve its
own problem,

An assessment of the willingness and ability of the recipient government
to take necessary corrective actions is essentially a judgment about intentions
and cannot be made with precision., Informed judgments on necessary corrective
actions may also differ considerably. A.I.D. assistance is generally provided,
therefore, only if the govermment has shown a serious interest in pw suing
corrective action, perhaps by reaching agreement with the I.M.F. on a stabiliza-
tion program, and if the government undertakes to seek balance-of-payments
assistance from other countries.
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Short term balance-of-payments problems beyond recipient country control.
Where a balance-of-payments crisis is attributable to factors that are largely
beyond the control of the country (such as a serious crop failure in a one-
crop economy, a sharp adverse turn in the terms of trade, or even mistakes in
pricing policy arising from inexperience) more substantial assistance may be
considered. For these countries, we may more safely presume that a real
effort will be made and successful corrective action undertaken.

The form of assistance must be tailored to the particular situation.
Development lLoans may be used if the prospects for corrective action as a base
for future development are promising and if there is a need to support develop-
ment activity as part of the solution.

Short-term balance-of-payments problems resulting fran reforms. Short-
term balance-of-payments difficulties may also arise following actions, such
as devaluation or the substitution of indirect for direct import controls,
which have an uncertain effect upon the balance of payments. Major efforts
to discontinue the use of short-term foreign credits for long-term investment
projects provide a similar example. In cases such as these, the use of
Development Loan funds is appropriate if the intentions of the country are
Judged to be serious, and if Development Loan standards can be met.

PROMOTING TRADE TO REDUCE BALANCE-OF-PAYMENT'S PROBIEMS

The United States has a strong interest in assisting and encouraging
the less developed countries to incrsagse their foreign exchange earnings
through export diversification and expansion.

Demand for the primary products on which many developing countries rely
for export earnings has expanded less rapidly in recent years than have world
trade and world income. The United States is joining in efforts to free the
trade in raw materials from artificial restrictions which impede market
expansion and consumption. In order to reduce short-term problems of
fluctuating commodity prices and sales, the United States will consider inter-
national commodity agreements with the major consuming countries and compensa-
tory financing schemes designed to stabilize earnings.

In the long run, however, commodity and financing agreements are not
enough to assure adequate export earnings, Most devel oping countries must
diversify their exports and reduce their dependence upon a small number of
raw materials. A,I.D. encourages research in product improvement amd utiliza-
tion and promotes soil surveys and other research to determine possibilities
for alternative uses of land., Where possible, United States influence is used
to encourage changes in subsidy, tax or related host-country policies which
will induce movement away from crops in over-supply. In the industrial field
some less developed countries tend to emphasize import substitution, in
response to the slow growth of their traditional exports and the barriers in
major industrial markets to their present and potential exports. Since impart
substitution is rarely an adequate route to growth, A.I.D. encourages the less
developed countries to place more emphasis on both immediate and long-run
policies and measures to promote competitive exports.
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Chapter VI. COORDINATION OF ASSISTANCE PROGRAMS

A.I.D.-administered assistance constitutes only part of official U.S.
foreign assistance. The Military Assistance Program administered by the
Department of Defense, the Export-Import Bank, and the Peace Corps also supply
different types of assistance to developing countries. A.I.D. seeks to
coordinate its programs with the activities of these agencies.

U.S. foreign assistance activities must also be coordinated with the
expanding programs of other Free World donors and with multilateral programs
such as those of the International Bank for Reconstruction and Development
and the United Nations Specialized Agencies.

MILITARY ASSISTANCE PROGRAM

The U.S. provides military assistance, primarily in military goods and
services, to increase collective security among friendly nations, to limit
Sino-Soviet bloc military and political influence, and to secure base and
operational rights for U.S. forces. Military assistance is used to develop
and maintain forces to defend against external aggression and to contribute
to internal defense against Communist-inspired subversion and insurgency.
Military aid is also used to assist selected local forces in undertaking
civie action programs designed to contribute to economic and social develop-
ment .

The Military Assistance Program (M.A.P.) is administered by the Depart-
ment of Defense. However, the Foreign Assistance Act of 1961 states:

Under the direction of the Preslident, the Secretary of
State shall be responsible for the continuous supervision
and general direction of the assistance program authorized

by this Act, including but not limited to determining
whether there shall be a military assistance program for

a country and the value thereof, to the end that such
programs are effectively integrated both at home and
abroad and the foreign policy of the United States is best
served thereby.

The Secretaryv of State has delegsted responsibility for coordination
of the M.A.P. and A.I.D. programe to the Administrator of A.I.D. in his capacity as

Coordinator of Foreign Assistance.

Coordination between the two programs is of particular significance in
eight countries on the Sino-Soviet periphery where large military assistance
programs create major problems of resource allocation. The coordination
problem is important in a few other countries receiving smaller but still
significant military assistance.

In those countries receiving substantial military assistance, the
planning of both economic and military assistance should compare the costs
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and benefits of different combinations of the two types of aid, so that the
total assistance program will contribute as much as possible toward both
security and developmental goals. Comprehensive analysis of alternative uses
of both domestic and exterral assistance resources is desirable to detemrmine
the optimum allocation between military and economic assistance.

A.I1.D. Missions and military assistance groups are also urged to examine
more thoroughly the ways in which each program can support the other. Improved
military security contributes indirectly to increased economic productivity
of ecivilian investment; economic and social growth often increases the effec-
tiveness of counter-insurgency and internal security programs. Military
infrastructure or technical training programs contribute more directly to
increased civilian output, and civilian transportation investment directly
assists military logistics. In any country receiving both economic and
military assistance, project evaluation should weigh the complementary benefit
of a project in either program on the other as heavily as the project's con-
tribution in its own field. The two types of assistance may also lead to
direct or indirect conflicts. A.I.D. and military assistance missions are
urged to watch for and minimize such conflicts.

EXPORT-IMPORT BANK

The Export-Import Bank was established in 1934 to assist U.S. exporters
and importers. Much of the Bank's activity, including medium-term credits,
cannot be described as foreign assistance. However, the Bank also extends
substantial long-term development loans. There is no sharp distinetion
between A.I.D. Development Locans and Export-Import Bank long-term loans in
terms of recipient countries or purposes for which funds are available.

Both agencies' loans are repayable in dollars and are predominantly for
procurement of U.S. goods and services. However, the Export-Import Bank
finances only U.S. dollar costs while A.I.D., when circumstances warrant,

can finance a share of local costs. The Bank usually lends for industrial
or public utility projects needing considerable machinery from the United
States while A.I.D. lends for a broader range of purposes. The Export-
Import Bank loan terms are geared to the nature of the project itself; A.I.D.
takes the nature of the project into account but adjusts the terms of its
loans to the repayment capacity of the country. All Export-Import Bank
long-term loans are made at not more than 2 percent above the cost of money
to the U.S. Treasury, but not to exceed 5-3/4 percent. Maturities for long-
term project and development loans vary from 8 to 20 years, usually depending
on the nature of the project. A grace period, normally not exceeding two

or three years, may be added to the period of the loan.

In some instances, the Export-Import Bank has extended general lines of
credit in order to finance projects which may be worked out later; to
refinance foreign exchange arrears when these interfere with normal trade;
or to finance continued U.S. exports to a country suffering from protracted
foreign exchange deficits despite stabilization programs worked out by the
country (preferably in agreement with the IMF and supplementing the use of



IMF funds). Terms on balance of payments loans generally provide maturities
of up to seven years with interest rates of about 5-3/4 percent.

To facilitate coordination of A.I.D. and Export-Import Bank activities
in the field of long-term development lending, the President has appointed
the President and Chairman of the Board of the Export-Impcrt Bank as a
member of the Development Loan Committee, of which the A.I.D. Administrator
is chairman. There is also a liaison committee to coordinate the activities
of the Bank and A.I.D. on specific lending proposals.

The Foreign Assistance Act of 1961 directs A.I.D. to take into account
alternative sources of financing before making loans. A.I.D. does nat
normally meke loans that the Bank is willing to undertake. Optimum use of
United States-financed resources requires that A.I.D. and Export-Import
Bank funds be used in complementary fashion with due regard to the develop-
ment plan and repayment capacity of the borrowing country.

PEACE CORPS

The Peace Corps i1s a separate agency under the Department of State.
Its objectives as stated by the Congress are three-fold: "To help the
peoples of interested countries and areas in meeting their needs for trained
manpower, and to help promote a better understanding of the American people
on the part of the peoples served and a better understanding of other peoples
on the part of the American people.”

Peace Corps volunteers provide manpower at the middle level between
highly skilled technical experts, whether local or supplied from external
sources, and the predominantly unskilled population in most less developed
countries. The Volunteers serve in a wide variety of jobs, including
teachers, agricultural extension workers, surveyors, water and sanitation
workers, nurses and nurses' aides, medical technicians, vocational and
athletic instructors, youth group organizers, and rural and community develop-
ment workers. In contrast to A.I.D. professional and technical specialists,
whose purpose is usually to advise and train recipient country personnel and
demonstrate new techniques and approaches Peace Corps Volunteers usually
serve under host country supervision to 11l immediate manpower needs. While
performing their duties, the Volunteers may also, where appropriate, train
host country naticnalsto do the Jjob.

In order to insure a clear recognition of the idea and purpose of the
Peace Corps, its activities in a particular country are conducted separately
from those of the Embassy and other United States agencles. When its program
is being formulated, Peace Corps officials consult with the Embassy and the
A.I.D. mission in the field, as well as with the Department of State and
A.I.D. in Washington. A.I.D. program planning officials in turn take account
of possible Peace Corps projects that will contribute to priority goals. Both
look for opportunities for coordinated projects and seek to avoid duplication
and competition.
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MUITITATERAL SOURCES OF ASSISTANCE

Human Resources Assistance. The two General Assembly resolutions
providing for a UN Decade of Development urged the UN Specialized Agencies
to increase thelr assistance programs to the less-developed countries. In
1961 the UN family of programs provided abomt $165 million in technical
assistance to developing countries,

The Organization for Econcmic Cooperation and Development (OECD) has
a technical cooperation program for member countries and is presently
establishing a development center. The Organization of American States has
a regular program of training and technical cooperation and also assists
individual countries in planning their economic and social development

programs.,

International Financial Institutions. The major international financial
institutions in 1961 committed about $1.3 billion and disbursed about $230
million (net of repayments) in loans, grants, aml to some extent in equity
participations in the less developed counktries. Both commitments and
expenditures are expected to continue to rise.

The World Bank group (IBRD, IDA and IFC) made available in 1961 over
$750 million in commitments and $200 million is disbursements. IERD lending
policies are patterned to a larger extent on the practices of private invests=
ment banking, while the purpose of the International Development Association
is to finance projects on more favorable terms in member countries whose
repayment capacity precludes or limits their assuming additional debt on IBRD
terms. The Interpational Finance Corporation seeks, through selected invest-
ment financing, to function as a catalyst; attracting local and foreign
private capital into productive private enterprise in the less developed
countries. The World Barck alsc provides technical assistance, primarily in
the field of development planning, and the IFC provides advice on the role and
organization of enterprise and investment in the less developed countries.

The Inter-American Development Bank is supported by regularly subscribed
capital from the United States and the Iatin American countries (except Cuba).
The Bank mekes direct loams to governments and private entities. In June 1961,
the United States transferred to the Bank $394 million to establish the Social
Progress Trust Fund, which the Bank administers for the United States.
Additional funds for the Trust Fund are requested of Congress in FY 196k.

IDB commitments of its own funds in 1961 were about $180 million.

The Buropean Economic Community has established a European Development
Fund for grant and soft loan assistance to associated countries in Africa,
and a European Investment Bapk which lends primarily in Europe but will
supplement the Development Fund with hard loans in Africa. In 1961, commit-
ments were about $150 million., As in the case of the IDB, initial EEC
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expenditures are beginning to reach appreciable levels.
OTHER BILATERAL PROGRAMS

Although multilateral programs are growing, the bulk of foreign aid
will probably continue to be given on a bilateral basis. Other Free World
industrialized countries currently provide about 4O percent of total aid,
including both bilateral assistance and contributions to international
programs. Other donors' loan terms are improving. The proportion of loans
with maturities of 20 years or more has risen substantially, interest rates

~~~have been reduced and grace periods lengthened. However, further improve-
ment in amounts and terms of aid and in the quality and flexibility of
programming of other donors' programs are still major U.S. objectives.

INTERNATIONAL COORDINATION OF ASSISTANCE

The United States views its foreign assistance programs as a component
part of Free World aid, rather than as an isolated effort. Therefore, it
is the policy of the United States to seek (i) an increase in the total
flow of aid from the developed countries of the Free World to the less-
developed and an equitable sharing of contributions to the common aid
effort, based on the ability to pay; (ii) liberalization and greater compar-
ability of terms on which assistance is offered; (iii) greater consistency
among aid donors in the conditions attached to aid, such as planning and
self-help efforts; and (iv) much closer coordination of United States capital
and technical assistance with that supplied by other nations and by inter-
national organizations. Aid coordination becomes increasingly important as
the number of bilateral and mulitlateral aid donors grows and each donor
offers an increased volume and more varied types of aid to more countries.

The general purpose of coordination is to promote the most effective
possible use of limited aid resources from all donors. More specifically,

it is needed to assure compatible approaches to aid giving, to facilitate
an effective division of labor among donors by matching needs for assist-
ance with the donors best qualified to meet the specific needs, as well as
to avoid duplication - and to assist the recipient countries' efforts to
work with a large number of aid sources.

On a broad policy level, the United States seeks general agreement
among bilateral donors and international organizations both on basic aid
policies and on assistance strategies. and techniques. On the level of
country programs, the United States digﬁusSes with other industrialized
countries and international aid sourcet¥ the need for broader support for
development programs in particular countries where several donors have
important interests and responsibilities. Country coordination among bilat-
eral and international donors is also necessary to achieve an efficient
division of labor on projects, sectors, and skills.
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Channels of Coordination. The Development Assistance Committee (DAC)
of the Organization for Economic Cooperation and Development (OECD) is an
inter-governmental committee of the major donor countries. It provides the
basic international forum for discussing aid problems and policies and for
promoting coordination. DAC conducts an Annual Aid Review of the aid efforts
of member countries (and the EEC). DAC has also established coordinating
groups for specific developing countries. There is a DAC Working Group on
Technical Cooperation, and special ad hoc meetings and working parties —
such as the Working Party on Terms of Aid — are set up to examine particu-
lar policy questions. The OECD Development Center is also an instrument
through which the OECD and DAC work to increase the effectiveness and
coordination of members' assistance programs.

The International Bank for Reconstruction and Development (IBRD),
in addition to its lending activity, sponsors "consortia" of donor countries
which provide financing for the Pakistani and Indian development programs
and the Indus Basin program. The Bank also sponsors less formal '"consulta-
tive groups'" to coordinate bilateral aid efforts in several other countries.
Unlike consortia, these consultative groups ere not committed to meet funding
gaps in development plans. s

World Bank coordination has focused principally on capital assistance.
Another channel of coordination is the Colombo Plan made up of Far Eastern
and South Asian developing countries and Free World industrialized countries
with major interests in that region. The Colombo Plan meetings have dis-
cussed capital aid, but focus more heavily on technical assistance.

There is a U.N. Resident Representative, or a Regional Representative
responsible for each country where the U.N., its specialized agencies, or
the U.N. Special Fund conduct operations. The Representative, in addition
to supervising U.N. assistance activities in the country, generally seeks
to establish cooperative relations with all bilateral and other external
assistance groups and acts as a coordination center.

A.I.D. missions in every developing country are instructed to take
active steps to promote good relations and to coordinate bnth capital and
technical assistance programs with other bilateral donors, with the technical aid
programs of the U.N. and its specialized agencies, and with the international
financial institutions. For example, Directors of A.I.D. missions discuss
their programs regularly with resident U.N. Chiefs of Missions, and A.I.D.
technicians at all levels are responsible for maintaining as close
relations with their U.N. counterparts as is appropriate under local conditions.
Missions also take into account, in thelr annual program submissions to
Washington, the volume, terms, content and effectiveness of other capital
and technical assistance programs and their likely trends in the coming
years. A.I.D. also tries to assess the objectives and policies of other
donors and the degree to which they mesh with our own.



