
FEDERAL EXPENDITURES FOR FOREIGN AID

THE RELA TIO N SH IP OF TH E FEDERAL GOVERNMENT’S 
FOREIGN AID PROGRAMS AND EX PEN D ITU RES TO 
TH E PROCESSES OF ECONOMIC GROWTH IN  THE 
PRIVA TE SECTORS OF TH E ECONOMY; TH E U SEFU L
NESS OR LIM ITATIONS OF SUCH PROGRAMS FOR PUR
POSES OF STABILIZATION; AND TH E STANDARDS 
EM PLOYED BY TH E DEPARTMENT OF STATE IN  D E
TERMINING TH E KIND AND SIZE OF SUCH PROGRAMS 
REQUESTED

D epa r t m e n t  of S tate

Statement submitted by John S. Hoghland II, Acting Assistant 
Secretary for Congressional Relations

W ith reference to the first point, while the Department of State 
does not claim special competence in the evaluation of domestic eco
nomic developments, it recognizes that there may be varying types 
of relationship, e. g., long term and short term as described below, 
between foreign aid programs and expenditures and the state of the 
domestic economy and it appreciates the importance to our foreign 
policy itself of maintaining a healthy and growing domestic economy. 
In  connection with this topic, your attention has probably already 
been drawn to the study prepared by the National Planning Associa
tion for the Senate Special Committee To Study the Foreign Aid 
Program, which was printed under the title “The Foreign Aid Pro
grams and the United States Economy.”

The general conclusions of this study seem to be well supported 
by the evidence. In  brief, its analysis indicates that foreign-aid pro
grams (military and economic combined) are currently absorbing 
slightly in excess of 1 percent of the gross national product and that 
since 1948 they have absorbed an average of 1.7 percent of the gross 
national product. The study concludes that, in the light of these 
relative magnitudes, “it is difficult to claim that domestic employment, 
prices, or consumption as a whole could have been seriously affected, 
for better or worse, by foreign aid expenditures.” The study does 
point out, however, that foreign-aid programs have been of somewhat 
greater significance to certain industries and certain sectors of the 
economy.

I t  should be noted in this connection that the study covers the effects 
of both military and economic foreign-aid programs, but that it ex
cludes from consideration programs under the Agricultural Trade 
Development and Assistance Act, which it treats as “not foreign aid

561

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



562 ECONOMIC GROWTH AND STABILITY

but * * * in the nature of a sale of United States farm surpluses for 
foreign currencies.”

Finally, the study makes no attempt to measure the indirect effects 
of foreign-aid programs, but points out that the economic growth 
and stability abroad which they have helped produce “has created an 
increasing demand for goods and services produced in the United 
States, which these countries were better able to purchase with their 
foreign exchange earnings” ; and that in the absence of foreign-aid 
programs “it is likely * * * that larger domestic defense expenditures 
would have been necessary.”

The Department, while not necessarily endorsing all statements or 
conclusions appearing in this study, believes that it gives a careful and 
well-balanced assessment of the domestic impact of the foreign-aid pro
grams. The study might well have given more attention to some of 
the longer term effects of the aid program on the United States econ
omy. By assisting countries to maintain their independence as a part 
of the free world, they remain a part of the trading system of the 
free world with mutual benefits resulting from the profitable exchange 
of resources. By assisting countries in their economic development or 
reconstruction, the level of world trade can be expected to increase 
with obvious benefits to all countries. This has already been dra
matically demonstrated in the case of reconstruction aid to Europe, 
as well as by the historical record of increasing international trade as 
countries become more developed.

The summary of the study referred to follows:

T h e  F o r e ig n  A id  P r o g r a m s  a n d  t h e  U n i t e d  S t a t e s  
E c o n o m y

SECTION I . SUM M ARY

During the period 1948-55, the United States provided ap
proximately $48 billion of economic and military aid to 
numerous countries throughout the world. In  recent years, 
approximately one-half of foreign aid has been for military 
assistance, one-third for defense support assistance, 7 percent 
for development assistance, 5 percent for technical coopera
tion, and the remaining 4 to 5 percent for various other uses, 
including the President’s contingency fund. The purpose 
of this report is to indicate the impact of these aid programs 
on the economy of the United States.

Before summarizing these effects, it should be emphasized 
that the beneficial and adverse impact of the foreign aid pro
grams on the United States economy should be viewed in 
the light of their effectiveness in helping to attain the ob
jectives of the United States foreign economic policy. The 
objectives of the foreign aid programs have been the restora
tion and reconstruction of war ravaged areas, helping under
developed areas to help themselves, and strengthening the 
defenses of the free world. I t  is not the purpose of this re
port to appraise the extent to which these objectives have 
been achieved. No Government program is without cost. 
However, in evaluating the cost of the foreign aid programs, 
their major objectives should be kept in mind.
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ECONOMIC GROWTH AND STABILITY 563

The major conclusion of this report is that the costs of the 
foreign aid programs seen in the perspective of the economy 
as a whole have been relatively small. Since 1948, the aver
age share of our gross national product which has gone for 
foreign aid has been 1.7 percent. In  1956, this share has 
dropped to around 1.1 percent. During this latter year, the 
United States per capita cost of foreign aid programs, after 
deducting repayments from foreign countries, has been 
$23.07. Foreign aid, in 1956, accounted for about 6.4 per
cent of total United States Government expenditures. The 
average for the period 1948-55 has been 9.4 percent of total 
United States Government expenditures.

Foreign aid has taken about 1.5 percent of this country’s 
total industrial, agricultural, and mining production during 
the last 9 years. In  the absence of foreign aid, production in 
these sectors of the economy would not necessarily have dim
inished by this amount. Tax reductions in the amount needed 
to support the foreign aid programs, or other Government 
programs which might have been increased, especially in 
defense, could well have offset any drop in the demand for 
United States commodities resulting from abandonment of 
foreign aid. I t  is fair to say, however, that during a period 
of inflation, such as mid-1950 to mid-1951, the increase m for
eign aid programs tended to aggravate, though very slight
ly, the inflationary situation. In  contrast, during periods of 
recession, such as 1948 and 1954, the maintenance of foreign 
aid purchases tended to act as a stabilizing force. Once 
again, however, the importance of foreign aid as a factor of 
stability should not be exaggerated.

In  the early years of the foreign aid program, agricultural 
commodities were quite important in that more than 5 percent 
of total United States production of certain types of farm 
goods were shipped as foreign aid. Such commodities in
cluded bread grains, coarse grains, rice, cotton, and tobacco. 
In  recent years of the foreign aid program, agricultural com
modities tended to diminish in relative importance and manu
factured items came to the fore. Some of these manufactured 
items were also of importance during the earlier years of the 
program. The foreign aid items which account for a relative
ly important share of their industry’s total production are 
tractors; conveying, mining, and construction equipment; 
machine tools; and engines and turbines. Since 1952, the for
eign aid shipments of aircraft, engines, and parts have been 
of great importance, quite probably as a result of increasing 
military aid shipments. There are, however, many more 
items shown in the body of the report, with respect to which 
2 to 5 percent of total United States production was shipped 
as foreign aid.

Assuming a gross national production level by 1965 of $565 
billion (in 1955 prices), the United States could double the 
present size of the foreign-aid program by then with little 
additional impact on the United States economy. The com
modities most likely to be affected by such an increased level 
of foreign aid would be primarily agricultural.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



564 ECONOMIC GROWTH AND STABILITY

Since on the average about 1.5 percent of United States 
production has been involved in foreign aid, it is difficult to 
claim that domestic employment, prices, or consumption as a 
whole could have been seriously affected, for better or worse, 
by foreign-aid expenditures. The impact on employment 
varies from one region to another, depending upon the com
modity, as shown in the body of this report, and the effects 
differ during periods of inflation and recession. On the 
whole, however, the inflationary or stabilizing effects have 
been very slight.

The data found in the appended tables indicate that the for
eign-aid programs have not been used generally to aid dis
tressed industries. Indeed, in some instances foreign-aid 
expenditures for certain commodities have decreased during 
periods of recession or of distress for those industries.

For agricultural products, the inclusion of these items 
served the dual purpose of providing foreign aid and helping 
to support domestic industries.

In  the case of the United States shipping industry, prefer
ence legislation—calling for the shipping of a minimum of 
50 percent of foreign aid commodities in United States 
ships—has been of some help. The basic ills of this industry 
remain, however, and tramp ships are being lost at a rapid 
rate to foreign registry. Only fuller utilization of existing 
subsidy legislation would be capable of maintaining an ade
quate United States merchant marine.

In  addition to the direct effects of foreign aid, there are also 
indirect effects which enter into an analysis of the costs and 
benefits of these programs to the United States. Those indus
tries which produce items for foreign aid utilize the products 
and services of other industries in order to make their finished 
goods. Moving the aid from this country to its destination in 
turn utilizes the services and products of still other industries. 
I t  is estimated that approximately 600,000 workers have been 
employed each year in the United States directly and indirect
ly as a result of foreign-aid expenditures.

Foreign aid, both in terms of goods and services, has helped 
to increase the flow of necessary commodities and raw mate
rials to the United States. Some of these items are critical 
to our stockpile and defense needs. Others tend to raise 
standards of living and cut costs of consumer goods. A t the 
same time, foreign aid has in some cases aided in the recon
struction or modernization of industries abroad which com
pete with similar industries in the United States. However, 
foreign aid has also brought about the development of indus
tries and of stabilized economies abroad. Thereby, it has 
created an increasing demand for goods and services pro
duced in the United States, which these countries were better 
able to purchase with their own foreign-exchange earnings.
(Such indirect effects on the United States economy and on 
United States foreign trade of the aid program have not been 
analyzed in this report.)
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W ith reference to your second point, the Department believes that 
foreign-aid programs should be designed primarily to achieve the 
foreign-policy objectives of the United States, and must respond pri
marily to our foreign-policy and security needs. This is particularly 
true since, as pointed out above, the short-range impact of foreign aid 
on the domestic economy as a whole is probably of marginal signifi
cance. Therefore, while such program might have some effects for bet
ter or worse on certain sectors of the domestic economy, a serious and 
consistent attempt to use the foreign-aid programs to provide off
setting or stimulating effects on the domestic economy would not, if in 
conflict with foreign-policy objectives, appear justified; to do so would 
reduce our effectiveness in dealing with foreign-policy problems and 
might very likely compound these problems. The size of foreign-aid 
programs must, of course, in view of the importance of the free world 
as well as to ourselves of a strong United States economy, be related 
to the capacity of our economy to finance them ; the Department be
lieves, however, that within the historical range of magnitude of past 
and present programs they have been (as the National Planning Asso
ciation study indicates) well within this limit.

In  regard to such effect as foreign-aid expenditures may have in 
connection with stabilization of the United States economy, expendi
tures for the foreign aid would be similar to any other expenditures 
for the same commodities when procurement is done in this country. 
In  cases where procurement is outside the United States, however, the 
impact on the United States economy would be somewhat later and 
could not be identified with any particular commodity. In  these 
cases, the dollar receipts of other countries arising from the pro
curement would be merged with dollars earned from trade or by other 
means and thus lose any separate identity.

With reference to your third point, the Department reaches its 
judgment with respect to the kind and size of such programs requested 
in full consultation with other concerned departments; it is deter
mined by a careful weighing of foreign policy and national security 
needs. Many factors pertaining to both domestic and foreign con
siderations go into this judgment. Further, what is done in any one 
country, although based on a careful analysis of the relative needs 
from the pertinent military, economic, and political points of view, 
must be affected by competing requirements, similarly determined, of 
other countries.

W ith respect to military aid, among other factors entering into the 
judgment are, of course, the geographic location of recipient coun
tries, their political, economic, and strategic importance, their rela
tionships with the United States, and their requirements for maintain
ing an adequate defense. The economic component of military aid 
(otherwise known as defense support) is determined by the amount 
considered necessary to support the military effort.

Financial assistance under the aid program for the economic de
velopment of other countries will henceforth be made available under 
the development loan fund authorized by the Mutual Security Act 
of 1957. Loans will be made for specific projects or programs in less- 
developed countries where financing cannot be obtained elsewhere on 
reasonable terms and where the projects are technically sound and 
will contribute to economic growth. The amount of $500 million re
quested by the executive branch for the first year’s capital for the fund
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was determined on the basis of experience under previous programs 
and was intended to provide for a modest increase in United States 
assistance for economic development to reflect the greater relative 
emphasis desired for this type of aid.

The actual process of formulating foreign aid programs and budget 
requests to finance them is a very complex one difficult to describe in 
terms of any simple criteria other than the relationship of foreign pol
icy and national security needs to the availability of our real and 
budgetary resources to meet them. The subject was touched on by 
Secretary Dulles, Deputy Secretary of Defense Robertson, and Mr. 
Hollister in their testimony on April 8 and 10,1957, before the Senate 
Special Committee to Study the Foreign Aid Program, and by Mr. 
Hollister in his testimony before the subcommittee of the House Ap
propriations Committee on April 3, 1957. The following extracts 
from some of this testimony may be useful in this regard :

T e s t i m o n y  o f  S e c r e t a r y  D u l l e s  B e f o r e  S e n a t e  S p e c i a l  
C o m m i t t e e  To S t u d y  t h e  F o r e ig n  A i d  P r o g r a m , A p r i l  8 ,
1957

(Replying to a question from Senator Mansfield on policy 
guidance on military aid)

Secretary D u l l e s . The basic policy problems come up for 
discussion in the National Security Council. The questions 
of what our policy shall be in relation to this country or that, 
how large a Military Establishment would be appropriate, 
how it would be fitted into our overall common defense, are 
discussed usually at the National Security Council. They are 
reviewed first and prepared for the National Security Council 
by the Planning Board of the National Security Council 
where the different agencies are all represented, and in those 
considerations the Secretary of State takes a very leading and 
active part.

Now when the basic decisions are reached as to the kind 
and size and so forth of Military Establishment which we 
would support, and roughly the figure at which it would be 
supported, then a good deal of the detail work is passed on to 
Defense and ICA.

T e s t i m o n y  o f  D e p u t y  S e c r e t a r y  o f  D e f e n s e  R o b e r t s o n  
B e f o r e  S e n a t e  S p e c i a l  C o m m i t t e e  To S t u d y  t h e  F o r 
e i g n  A id  P r o g r a m , A p r i l  8 , 1957

(On the subject of long-range planning)

Mr. R o b e r t s o n . This relates to long-range planning * * *. 
W hat is our present practice with respect to long-range 

planning ? In  fact, of course, we necessarily engage in a sub
stantial amount of planning which looks a number of years to 
the future. The process of planning is twofold. I t  involves, 
first, the determination of aid requirements in terms of long
term United States security interests and, second, program
ing to fill these requirements.
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In  support of any decision as to whether to give aid to a 
country and as to the general nature of a country program, 
there occurs within the National Security Council mechanism 
the most careful study and planning in terms of our national 
security situations. W ith NSC guidance, the Joint Chiefs of 
Staff develop, for each country to receive military aid, a force 
goal—that is, the level of forces which that country should at
tain in order for it to perform effectively its mission in the 
free-world defense system. These force goals are carefully 
worked out on the basis of the country’s strategic location 
and its optimum military potential, and they are revised from 
time to time to reflect the latest developments. Full consul
tation with the country concerned is undertaken on a continu
ing basis to insure common understanding and unity of pur
pose. These processes which I  have described are basic to the 
development of our aid requirements. They are, in my judg
ment, characterized by careful and imaginative long-range 
planning within the limits of the realities of fund availabil
ity, the rapid pace of weapons systems development, and the 
evolution of concepts of warfare.

Our planning and programing to fill these requirements 
must also take into consideration needs and availabilities sev
eral years hence. For example, we are now in the process of 
preparing our fiscal year 1959 program. This program will 
result in deliveries in 1960 and 1961 and will be the basis for 
military capabilities in the first half of the 1960’s. In  part, 
this sort of long-term thinking is necessitated by the long 
production lead time on many of the items of equipment we 
provide. We must also phase our deliveries with strategic 
requirements dictated by a changing world situation and with 
the ability of the recipients to receive, use, and take care of the 
equipment. I  believe that it is in this area particularly— 
planning for the fulfillment of well-conceived future require
ments—that some improvement can be made.

To some extent this improvement can be, and is being, gen
erated within the executive branch under existing legislative 
authority. Our planning and programing procedures have 
undergone revision in the last year. We think these changes 
represent substantial improvement, but experience with the 
fiscal year 1958 and 1959 programs will indicate whether we 
are finally right. Revised planning procedures initiated in 
fiscal year 1957 provide for the maintenance in Washington 
of relatively long-range plans within which annual programs 
are detailed and fully justified. Provision has been made for 
the continuous review and revision of these plans in light of 
changing military, political, and economic conditions. Re
quirements are so arranged that highest priority needs can 
be isolated in any desired magnitude and made applicable 
to any given area. While our procedures for administering 
military aid have in many cases been time-consuming, we are 
now developing steps to greatly simplify some of the admin
istrative processing. Our MAAG’s at the country level, and 
unified commands at the regional level, are experienced in
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evaluating requirements and effectiveness. Despite differ
ences between the evaluation process in NATO (called the 
annual review) and the procedure employed in the Pacific 
and Caribbean Command areas, I  believe we are now gaining 
accuracy in evaluating the effectiveness of our programs^ 
However, we are aware that we must make even greater ef
forts in this direction.

T e s tim o n y  o f  M r. H o l l i s t e r  B e fo r e  S u b com m ittee  o f  t h e  
C o m m ittee  o n  A p p ro p ria tio n s, H ou se  o f  R e p re s e n ta 
t iv e s , A p r i l  2, 1957

(Replying to a question from Mr. Gary regarding the sum 
total approved by ICA, State and Defense, and requested 
of the Bureau of the Budget prior to establishment of the 
$4.4 billion figure)
Mr. H o llister. Let me give a little explanation of how 

we arrive at these figures.
We send out, as you know, our guidelines for the pro

grams; this was in the record yesterday, so I  will just sum
marize it quickly today, which, in turn, are followed by the 
missions.

The figures come in. They are looked over by the people 
in the various desks and areas in my shop. State Depart
ment, of course, does the same thing. A long series of meet
ings are held between State and us, in which Treasury, 
Budget, and Agriculture participate.

We have all the people who might be concerned. I  thought 
Agriculture might come in because of the Public Law 480 ac
tivities and little by little those are refined out, so that each 
country, each area, reaches some tentative conclusions, which 
are then reviewed by me and reviewed in State, and then we 
sit down and try to reach some kind of an agreement.

All the way through that activity there are Budget rep
resentatives sitting with us. Our people sit and discuss these 
various things with Budget, so Budget sees the formation 
of the whole picture.

When the whole matter is concluded, a letter goes to the 
Bureau of the Budget indicating what we have finally con
cluded should be the program for the coming year.

T e s tim o n y  o f  M r. H o l l i s t e r  B e fo r e  S u b co m m ittee  o f  t h e  
C o m m ittee  on A p p ro p ria tio n s, H ou se  o f  R e p re s e n ta tiv e s , 
J une 19,1957

(From Mr. Hollister’s general statement)

DEVELOPMENT LOAN FUND

Mr. H ollister. * * *
Now, I  would like to take up the question of why the partic

ular amounts which we have requested are required.
We are now providing development assistance of over $400 

million annually, including that part of defense support
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which goes to development purposes. Most of the studies of 
development assistance, which have now been conducted for 
the Congress for the executive branch and by competent 
private groups, have concluded that substantially more 
United States development financing could be used effec
tively.

These conclusions are supported by information presently 
available. After reviewing known development plans and 
proposals for projects, my staff has estimated tentatively that 
worthwhile applications for fund financing might amount, 
in obligational requirements for the fiscal year 1958, to about 
$1 billion, and for each of the following 2 fiscal years between 
$1.1 billion and $1.3 billion. These possible project proposals 
cover a wide variety of fields—basic transportation, power 
facilities, agriculture, private industry, and health and educa
tion. I  am submitting with this statement a separate memo
randum on the question of the fund’s magnitude, which dis
cusses briefly possibilities in each of these fields.

As part of its study of these possibilities, my staff has had 
informal talks with the staff of an existing public lending 
agency. We have concluded that there are a number of proj
ects and programs which are economically sound and techni
cally feasible, but which existing public lending agencies 
have not felt able to finance alone because of the foreign-ex
change problem, and which the fund might be able to finance 
in conjunction with these agencies.

A further fact, which may help to explain why the antici
pated applications for fund financing exceed the present level 
of development assistance, is that we expect the fund to en
gage in several new activities.

1 have particularly in mind here activities directly designed 
to encourage growth of private enterprise. For example: 
loans to private entities, purchase of their income debentures 
for possible eventual resale to private investors, and financ
ing of private-public or quasi-public development banks in 
less-developed countries which would help finance private 
businesses.

The requirement for fund financing is thus not unlimited, 
but it is somewhat greater than could be met from present 
levels of development assistance. W hat will happen if we 
do not meet this requirement—if we provide the fund with 
less resources than could be used effectively ?
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