
Chapter 6

U.S. Assistance of Economic Development
Overseas

MUCH OF THE WORLD in which the United States conducts
its economic affairs consists of poor countries now urgently striving

to modernize and develop their economic systems. Our economic relations
with these countries constitute a major aspect of U.S. foreign policy, and
they interact with our domestic economic performance and programs.
Because of the sharp debate over the U.S. foreign aid program that was
mounted during the past year and still goes on, this is a particularly ap-
propriate time for reviewing our economic relationships with these less
developed countries.

Even if there were no other reasons, the sheer size of the United States
would give our economic performance and policies a particular significance
for the developing nations. These nations depend heavily on American
savings as a major source of capital; on American science, technology, and
management as a major source of productive and organizational technique;
and on American markets as a major source of demand. Rapid growth and
prosperity in the United States make an important contribution to estab-
lishing favorable conditions for economic development abroad.

A great variety of American activities—by U.S. businesses, consumers,
tourists, and private nonprofit institutions, as well as Government—sig-
nificantly affect the developing countries, and these activities reflect a
variety of purposes. The focus of this chapter, however, is on the economic
policies of the U. S. Government toward the developing countries.

EVOLUTION AND RATIONALE

In common usage "foreign aid" refers to transfers on concessionary terms
of goods, services, or purchasing power from one government to an-
other, either directly or through the medium of international organiza-
tions. (Frequently, although the relations between sovereign nations re-
quire that it be agreeable to the recipient government, aid is destined
for specific private uses. Also the term "foreign aid" sometimes is extended
to foreign transfers by private nonprofit institutions.) While all such gov-
ernmental transfers are intended to serve the general foreign policy inter-
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ests of the donor country, the aid mechanism is a vehicle that can be
adapted—and has been adapted by the United States—to many specific
uses that vary over time and from place to place. For example, arms
shipments coupled with military training have been supplied to nations
directly threatened by a foreign power hostile to our interests, but such
programs may not be appropriate in other situations.

"Development assistance" is only one type of foreign aid. But it is
a type that, while .guided by the basic criterion of our foreign policy in-
terests, is properly based on economic analysis and evaluated in concrete
economic terms. This chapter will deal primarily with this type of foreign
aid, rather than with programs that are of necessity dominated by political
or military considerations of a tactical nature. All the same, it is well to
recognize that assistance can evolve from one form to another within
the same administrative framework—as the cases of Greece and Taiwan,
for example, well illustrate. Since our early aid efforts in these nations
were responses to military crises, internal and external, longer-run eco-
nomic development considerations properly took a subsidiary position.
Both countries soon gained a measure of internal security and political
stability. Our interests, as well as theirs, then dictated embarking on a
program of long-run economic development.

SHIFTING POLICY GOALS

American aid commitments during the early postwar period had short
time horizons. The Marshall Plan and its various instrumentalities were
a response to the postwar economic chaos and were designed to tide highly
industrialized nations over a reconstruction period. The Marshall Plan
succeeded handsomely and ended ahead of schedule.

Meanwhile, the social, political, and economic revolution sweeping the
underdeveloped world was beginning to give our aid program a new focus.
Throughout much of Asia, Africa, and Latin America, rising economic ex-
pectations coincided with the disintegration of traditional colonial empires
and the emergence of independent but inexperienced and vulnerable na-
tions. Their desire for the benefits of the Industrial Revolution was not
matched by the skills, the social and political traditions, and the capital
required for an industrial economy.

Our initial response was President Truman's Point IV Program of
technical assistance. Barely had his proposal been acted upon, however,
when the Communists in mid-1950 invaded the Republic of Korea—
highlighting the vulnerability of the emerging nations to military attack
and their need for more than technical assistance or capital for develop-
ment projects. For the next few years, reinforcement of the military
strength of the free world received primary attention from American
policymakers.

As the decade of the 1950's proceeded, however, military and technical
assistance was supplemented increasingly by economic aid designed to help
emerging nations cope with particular short-run problems or to galvanize
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longer-run development potentialities. The Foreign Assistance Act of 1961
marked the major reorientation of American foreign economic policy in
the direction of development assistance. This reorientation was based
partly on the recognition that the threat to the internal security of the
developing countries from subversive elements within had become more
pronounced than the threat to their external security.

THE CASE FOR DEVELOPMENT ASSISTANCE

Development assistance—the transfer of resources on concessionary terms
in order to raise rates of output and living standards in less developed coun-
tries—is thus a major aspect of our present foreign aid program. While
the rational case for it rests on political, security, and economic grounds,
much of the American impulse in this direction comes from the heart as well
as the head. We have a development assistance program because we be-
lieve in the dignity of human beings. Although simple humanitarianism
may not have a high place in diplomatic confrontations, it speaks with a
powerful voice between peoples in the language of common wants, fears
and aspirations for themselves and for each other.

In addition to humane considerations, the prime case for development
assistance rests on the Nation's international political and security interests.
Over the long run the United States has a large stake in keeping the alterna-
tive of orderly nontotalitarian paths to development open to the nonaligned
nations as well as to those who are allies. Even in the short run, moreover,
instability, unrest, and subversion in the less developed areas constitute an
ever-present threat to our security. Since the end of World War II, a
high proportion of the crises that have jeopardized the peace have been
located in the underdeveloped world. As tensions in such areas mount and
incidents occur, the growing circle of parties to the conflict renders the
dispute ever more incendiary. It is far healthier for us, and for the world
as a whole, if stability can be fostered by evolving economic growth and
constructive social change.

Development assistance also serves our own economic interests. Poor
countries make poor markets; we need good markets for our exports. We
also need dependable sources of supply for a wide variety of imports. In-
secure, undiversified, inefficient economies make weak partners in the net-
work of international economic and financial institutions, and we need
strong partners. Developing countries have become better trading partners
as their incomes have grown. During the past decade, the total value of
imports into the developing countries has increased at a rate of about 5
percent a year or somewhat more rapidly than their total income. By
creating expanding markets abroad for U.S. products, agricultural and
industrial, we realize economic returns from our foreign economic develop-
ment investments.

Nevertheless, it is well for us to be frank in admitting, both to ourselves
and to others, that our development assistance strategy rests primarily on
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what are, in the broadest sense, national security grounds. It is well to be
realistic about the uncertainties that run through our development assist-
ance strategy—about the fact, for example, that economic development
will not necessarily insure democratic governments or peaceful international
behavior. But it is also wise to rest our policy on the probabilities—and
these seem to be the following:

—that free, progressing, open societies typically make better, safer,
and friendlier neighbors and members of the international com-
munity;

—that, in nations imbued with surging expectations, vigorous eco-
nomic development is a necessary, although not a sufficient, con-
dition for the maintenance of orderly political processes; and

—that for most such nations, substantial external public assistance
for a limited period is a necessary, although not a sufficient, con-
dition for economic development.

In short, the premise of our development assistance effort has been—
and remains—that, while the risks and uncertainties inherent in making
the effort are substantial, the risks of not making it are even greater.

ROLE OF DEVELOPMENT ASSISTANCE

In those countries where development assistance is effective, the re-
quirements curve for foreign capital is likely to be bell-shaped, rising at
first, leveling off, then falling. As less developed countries succeed in
promoting more rapid rates of sustained economic growth, their very
success typically entails a period of severe foreign exchange shortage.

In many of the new nations the ability to use development assistance
effectively is still very limited, in terms of dollar volume. These are the
traditional societies that have yet to break themselves loose from economic
stagnation, whose production and consumption are largely those of self-
sufficient households, and whose ability to absorb capital awaits the exten-
sion of the market economy. The prime need in such cases is for technical
assistance—for teachers and technicians to build skills and institutions basic
to economic growth.

As a country acquires the skills and institutions needed to help itself and
adopts public policies that adroitly apply both the rein and the spur, its
capacity to carry out new investment activity is likely to grow more rapidly
than its ability to save. Moreover, since—at least for some time—it must
obtain from abroad the great bulk of the manufactured and semimanu-
factured goods it uses in establishing new industries and raising incomes,
its requirements for imports rise swiftly. Such a country, having generated
a momentum of growth and typically having encountered balance-of-pay-
ments problems as a result, can absorb substantial government-to-govern-
ment capital assistance. Such assistance, by speeding the expension of
the country's imports, can accelerate the expansion of output.
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Estimates for the 1950's indicate that in the less developed countries a
1-percent change in GNP was associated with changes of 1.85 percent in
chemical imports, 1.65 percent in imports of agricultural raw materials and
ores, and 1.49 percent in imported foodstuffs. Similarly, a 1-percent change
in gross domestic fixed investment has been found to be associated, on the
average, with a 1.15-percent change in imports of capital equipment. These
relationships, moreover, reflect the level of imports actually achieved dur-
ing the 1950's in the face of acute financing problems and may thus
understate the responsiveness of imports to income change under less
stringent financial conditions.

The rapid growth of import requirements, however, typically is not
accompanied by a parallel, automatic rise in the developing country's
exports. Indeed the growth process makes a parallel rise unlikely, for
the foreign markets for the developing country's traditional exports are
in most cases relatively unresponsive to income changes in the advanced
countries (Table 25).

TABLE 25.—World exports: Current value by regions, 1953-62

[Billions of dollars; f.o.b.]

Year

1953 _.
1954 _- . . .

1955 __
1956
1957...
1958... -
1959

1960
1961
1962

World

82.6
86.1

93.7
103.7
111.8
107.9
115.4

127.7
133.4
140.6

Free
world

74.7
77.5

84.3
93.6

100.5
95.8

101.2

112.7
117.8
123.7

Developed
areas l

3 53.7
3 55.4

60.6
68.7
75.1
71.1
75.4

85.4
90.2
94.7

Less devel-
oped areas3

21.0
22.1

23.7
24.9
25.4
24.7
25.8

27.3
27.6
29.0

Sino-Soviet
bloc

7.9
8.6

9.4
10.1
11.3
12.1
14.2

15.0
15.6

«16.9

1 Includes United States, Canada, Western Europe, Japan, Australia, New Zealand, and South Africa.8 Regions other than developed areas and Communist bloc countries.3 Adjusted by Department of Commerce to make data comparable with subsequent years.
* Estimated.
Sources: United Nations and Department of Commerce.

Since 1953, for example, while imports into the developing countries
were expanding by 50 percent, their exports increased by 37 percent. With-
out the foreign exchange necessary to support the higher level of imports,
not only would growth have been impeded, but the momentum of growth
actually achieved in certain countries would have been lost.

In the broadest sense, therefore, the economic programs of the developing
countries must address two problems—first to break out of traditional
stagnation and establish sustained growth; and, second, to -make the sus-
tained growth self-supporting in the international market.
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STRATEGIES FOR ACHIEVING SELF-SUPPORT

In order to become able themselves to finance the imports that they need
for growth, developing countries can resort to two strategies, and in fact
they tend to adopt mixtures of the two. First, they can design development
programs that provide for the replacement of some imports through domestic
production. During the past decade import substitution received prime
emphasis in the development policies of most less developed countries. But
its feasibility depends upon the developing country's resource endowment,
the general levels of education and skills, and the size of its market.

The second strategy open to developing countries for achieving self-
support is that of export expansion. At present the developing countries
are producers mainly of primary products; more than 85 percent of their
current exports are food and raw materials, for which the demand in the
advanced countries has grown only slowly during the past decade (Table
26). While there are, of course, great differences in the positions of indi-
vidual countries, realistic possibilities for a sizable expansion of export earn-
ings tend generally to depend on a diversification of their exports—and this
is in process. One of the most rapidly rising components of the developing
countries' exports in recent years has been manufactured goods. Although
this category still accounts for less than 15 percent of their total commodity
exports, it rose at an average rate of more than 10 percent a year from 1958
to 1961, while total exports rose only 4 percent a year during the same period.

TABLE 26.—World trade: Volume and unit value indexes of exports by regions,
1953-63
[1953=100]

Year

Volume indexes

World

100
105

114
124
131
128
138

153
159
167
174

Developed
areas

100
107

116
128
136
132
142

159
167
174
182

Less
developed

areas

100
102

110
117
119
120
129

136
141
152
160

Unit value indexes

World

100
99

99
101
103
100
99

100
99
99

100

Developed
areas

100
98

98
101
104
101
100

101
102
102
102

Less
developed

areas

100
102

102
101
101
97
94

95
92
90
91

1953..
1954..

1955..
1956..
1957..
1958__
1959..

I960—
1961...
1962—
19631.

l Preliminary estimates: January-June average for volume indexes and January-September average for
unit values indexes.

Source: United Nations and Department of Commerce.

While both of the strategies for self-support are aimed at balancing the
imports and exports required for sustained growth, both imply increased
imports for an interim period. For the expansion of the processing and
manufacturing industries required by either strategy needs the creation of
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new productive facilities, the enlargement of existing capacity, and addi-
tional materials and supplies that can still be obtained only from advanced
countries. Thus as the developing countries establish the basis for shifting
from sustained to self-supporting growth, success in their development effort
intensifies their aid needs, and their requirements for foreign capital will
reach a maximum—the top of the bell-shaped curve.

IMPLEMENTING SELF-SUPPORT

The financing problems that accompany growth will decrease in inten-
sity—and the need for foreign aid diminish—as self-supplying capabilities
of the developing countries increase and the composition and volume of their
exports more and more reflect the expanding size and diversity of their in-
ternal economies. Success, however, requires, and will continue to require,
a variety of adjustments. If the advanced countries are prosperous and
expanding, their demand for all products, including the exports of the devel-
oping countries, will be buoyant, and the developing countries' foreign fi-
nancing problem will be smaller. Vigorous economic expansion at home
is therefore one of the greatest contributions that the advanced countries
can make to the growth of the developing countries. Beyond this, the com-
mercial policies of the advanced countries can maintain a congenial environ-
ment for the poorer countries' exports. For example, the "Kennedy
Round" of tariff negotiations, which will begin in the spring of 1964, can
make a major contribution to the welfare of the developing countries. In
addition, two steps taken in 1963 are worthy of note. The International
Coffee Agreement was completed, and legislation to permit U.S. participa-
tion in it has reached an advanced stage in the Congress. And the Inter-
national Monetary Fund in March 1963 created a new facility to make funds
available to member countries that experience temporary declines in export
earnings due to circumstances beyond their control.

However, the greater part of the responsibility for making adjustments
that will accomplish a progressive narrowing of their foreign exchange
deficiency lies with the developing countries themselves. They must orient
their own development planning and administration, as well as the flow of
development assistance, away from overexpanded industries or those with
declining demand toward industries in which they are—or are likely to
become—most efficient. The concentration of production in areas of com-
parative advantage will provide the basis for a sustainable expansion of
exports. At the same time, they must exploit any good import substitution
possibilities they have thus far overlooked—for example, some of the less
developed countries possess the climate and soil that would permit them
economically to grow the basic foods they now import. The developing
countries need to manage their monetary, fiscal, and foreign exchange poli-
cies so that resources are not diverted from export markets to uneconomic
domestic use. They need, in some instances and in certain quarters, further
to encourage thrift and saving and a mobilization of domestic capital re-
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sources. And they need to undertake far more determined, imaginative,
and better organized efforts to adapt their products to foreign demands and
to market them aggressively.

A major corollary of these efforts can be success in attracting private
foreign capital at reasonable terms and under constructive arrangements.
It is easy to exaggerate the portion of the problem that private foreign
capital can solve in the near future. Nevertheless, the more successfully
the developing countries pursue stable, sustained growth, the more they will
induce foreign private investors to participate widely in their expansion.

Foreign development assistance can contribute significantly, if mar-
ginally, to the attainment of sustained, self-supporting growth by a number
of less developed countries. On the other hand, carelessly provided, it
can be used by a less developed country to postpone economic self-dis-
cipline. Such perversions of assistance should be resisted. For example,
a developing country that yields to the temptation to spend its scarce
resources on sophisticated military equipment for prestige reasons should
not expect foreign assistance to take care of its development needs. The
managers of a development assistance effort should retain sufficient dis-
cretion occasionally to risk using economic aid as an inducement to con-
structive political and social change. But, in general, development
assistance—particularly capital assistance—should be directed only to those
countries that give convincing promise of effectively combining it with
their own resources to promote growth.

In recent years the U.S. aid program has been tending toward a greater
concentration of its development credits. This is the effect of its insistence
that, to qualify for substantial development assistance, recipients make
adequate showings of "self-help" and adopt economic programs and policies
that promise effective use of the assistance. Further such emphasis is
warranted.

Because of its prominence in the U.S. development assistance program,
special mention should be made of aid that, under Public Law 480, takes
the form of surplus farm commodities—conveyed mainly through the device
of selling them for local currencies. Because the proceeds of such sales are
inconvertible and because their disbursement within the host countries is
subject to joint U.S.-host government determination, th-, farm commodities
provided constitute net contributions to the developing countries' resources
and entail practically no claim on their foreign exchange.

While, in the abstract, there is no assurance that the particular physical
surpluses the United States happens to have consist of goods the developing
countries need, in practice there is a happy convergence of interests in
the case of surplus foods. For, wisely channelled, the provision of such
American foods, over and above what the developing countries can afford
to buy in the international market, can meet much more than relief needs.
It can supply the increments to local food supplies that allow host gov-
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ernments, for example, to mobilize large amounts of idle manpower, es-
pecially in rural areas, into labor-intensive investment projects without
running serious inflationary dangers.

Trade and capital flows—both public and private—are interdependent.
The necessity for aid depends on the level of domestic production and
the volume and direction of trade; but the volume and direction of trade
and the level of domestic production are themselves a function of the form
and amount of public and private international capital flows. Because
trade and aid are interdependent ways of coping with the foreign ex-
change shortages that development efforts typically engender, the two
should be more systematically related within the same comprehensive devel-
opment programs. The combinations that can make the greatest contribu-
tion to growth will vary not only among recipient countries, but for the
same country with the progress of its development effort.

THE UNITED STATES AND OTHER DONORS

All of the principal Western industrialized countries have now initiated,
or substantially expanded, their own development assistance programs. At
the same time, they have stepped up their contributions to multilaterally
supported programs. Despite the fact that the Communist countries are
themselves in many ways underdeveloped nations, they also have chosen to
divert some of their scarce resources to a foreign aid program. The United
States, which was at one time the only important source of aid to non-
colonial areas now accounts for about 55 percent of the world total.

If "aid" is defined as government grants, public loans of more than 5
years' duration, and contributions from official sources to multilateral agen-
cies for use on behalf of the less developed countries, then disbursements of
all donor countries (net of repayments) are estimated at approximately
$6/2 billion in 1962 and may have increased by $2OO-$5OO million in 1963.
About 90 percent of this assistance in 1962 was provided by the 12 members
of the Development Assistance Committee (DAC) of the Organization for
Economic Cooperation and Development (OECD). Receipts by the less de-
veloped countries have run somewhat behind the global assistance figures—
about $500 million less in 1962—because disbursements by multilateral
agencies have been lower than the sums made available to them by capital
subscriptions, grants, and bond purchases.

The domestic resources of the developing countries are also augmented
by the inflow of foreign private capital that is invested either directly or by
the purchase of securities. The problems of measuring these private capital
flows are particularly severe. Probably, however, the total net flow of
private capital from the developed to the developing countries in 1962
exceeded $2 billion. This brought total long-term receipts of developing
countries from public and private bilateral and multilateral sources to the
neighborhood of $8J4 billion, an increase of about 50 percent over the
1956 level.
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Donor countries differ widely in affluence, in the relative burden that
military expenditures and domestic needs place on available resources,
and in their internal budgetary and balance-of-payments problems. Table
27, which offers certain standards for assessing the bilateral aid commit-
ments of DAG countries—gross national product, defense expenditures, and
trade with the less developed countries—illustrates the fact that there is no
single measure of the capability, or interest, of a donor to sustain a foreign
assistance program. These figures do not reflect the recently announced
plans of Canada and the United Kingdom for expanded aid contributions.

TABLE 27.—Bilateral economic aid commitments and various measures of donor
capacity and interest, 1962

Development Assistance Committee
(DAC)

Bilateral economic aid commitments

Total
(millions

of dollars)

7,101

4,656
2,445

a 70
58
»1

2 901
428
60

265
42
4

60
556

Percent of
ONP

0.74

.84

.60

.55

.16
».0l

M.26
.50
.15
.51
.32
.08

2.21
.70

Percent of
exports to
less devel-
oped coun-

tries

34

65
18

13
13
31

«37
17
6

11
6
3

46
16

Defense
expendi-
tures as

percent of
GNP

7.4

9.4
4.7

3.3
4.5
3.1
6.1
5.1
3.5
1.1
4.6
3.7
7.4
6.4

Per capita
QNP

(U.S. dol-
lars) »

Total DAC_

United States.
Other D A C . . .

Belgium.
Canada _
Denmark
France*
Germany
Italy
Japan
Netherlands
Norway
Portugal
United Kingdom.

1,766

2,974
1,135

1,381
2,009
1,559
1,524
1,558
788
547

1,105
1,423
294

1,482

1 Converted into U.S. dollars at official exchange rates. Because official exchange rates are not an accurate
measure of relative purchasing power, the comparison among countries is distorted.

2 Bilateral gross expenditures.
3 Data for 1961.
«Grants are expenditures.
Sources: Agency for International Development and Organization for Economic Cooperation and

Development.

The response of a number of other developed countries to the needs of
the poorer countries has been gratifying, and further participation is de-
sirable. Nevertheless, without specific efforts at coordination, the multipli-
cation of sources of finance and technical assistance can result in an
inequitable sharing of responsibility and a haphazard allocation of resources.

Of special importance is coordination among donors with respect to the
financing of aid. Several DAC members provide relatively more of their
development assistance in the form of grant aid than does the United
States. Most DAG members, however, provide credits to developing coun-
tries at considerably higher interest cost than does the United States (Table
28). Since the credits from non-U.S. sources are also of shorter duration,
their annual service charges are much more burdensome, on average, than
those on U.S. credits. The 1962 loan commitments of the other DAG
countries, for example, will require interest payments of above $55 million
on a principal of about $1 billion, compared with interest of $42 million on
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a principal of $1.6 billion in the American case. Clearly, other donor
countries can do more to liberalize the terms of their aid, by lowering in-
terest rates, extending the maturity of their loans, or making more of their
development assistance available in the form of grants.

TABLE 28.—Terms of official bilateral economic aid commitments of Development
Assistance Committee^ 1962

Development Assistance Committee
(DAC)

Total DAC

United States.. _.
Other DAC

Belgium *_
Canada. - _. __ _
Denmark
France *
Germany
I t a l y -
Japan
Netherlands.. _ .
Norway
Portugal
United Kingdom

Total aid
(millions

of
dollars)

7,101

4,656
2,445

70
58

901
428
60

265
42
4

60
556

Grants

Amount
(millions

of
dollars)

4,361
23,025

1,336

66
44

1
772
154
19

104
11
4
3

158

Percent
of total

aid

61

65
55

94
76

100
86
36
32
39
26

100
5

28

Credits *

Amount
(millions

of
dollars)

2,740

3 1,631
1,109

4
14

129
274
41

161
31

57
398

Average
maturity

(years)

25.8

29.9
19.8

7.5
14.0

23.3
17.0
9.8
8.1

20.0

22.4
26.3

Average
interest

rate
(percent)

3.6

2.6
5.1

5.5
6.0

4.4
4.2
4.9
6.1
5.0

4.6
5.6

1 Credits of 5 years or more duration.
^ Includes country-use portion of sales under Public Law 480. title I, and commodity grants under Pub-

lic Law 480, titles II and III.
3 Includes commodity loans under Foreign Assistance Act, Export-Import Bank, and Title IV of P.L.

480.4 Expenditures; interest rate is assumption.8 Grants are expenditures.
NOTE.—Data lack precision or consistency; average terms should be regarded as rough orders of magnitude.
Sources: Agency for International Development and Organization for Economic Cooperation and De-

velopment.

The developing countries already are paying about $2.5 billion a year, or
one-fifth of their gross capital inflow for servicing their externally held pub-
lic debts, and the charges are mounting rapily. Still worse, the charges are
mounting much more rapidly than are the export earnings required for
servicing the total debt. Between 1956 and 1962 debt service rose from 3
percent to 7 percent of the value of the developing countries' exports of
goods and services.

Members of the DAG are becoming increasingly aware of the need for
coordinated action in this field. They have adopted a resolution recom-
mending that the terms of their aid be liberalized, be made more com-
parable, and be related to the specific debt-servicing capacities of recipient
countries. In keeping with this resolution, both the British and Canadian
governments have recently announced new and considerably liberalized
credit policies. In addition, various DAC countries have worked together
in the framework of the International Bank for Reconstruction and Develop-
ment and OECD consortia to ensure that their individual aid contri-
butions to specific countries are properly integrated and that the technical
assistance necessary to the use of the aid is available.
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ACCOMPLISHMENTS AND NEEDS

THE INCOMPLETE RECORD

The statistical evidence, such as it is, of the impact of development assist-
ance on the economic performance of the poorer countries is encouraging.
Economic statistics are much less reliable and complete for the developing
countries than for the advanced countries. Nevertheless, United Nations
data for the 1950's provide some indication of progress. The average an-
nual rate of growth of real GNP during the period 1950-59 for developing
countries was estimated at 4.6 percent, considerably above the rate of the
preceding decade, and also above the rate achieved by the industrialized

TABLE 29.—Selected characteristics of less developed countries receiving since
1946 U.S. economic assistance of more than $300 million or more than $30 per

capita x

Country

Israel
Greece _
Jordan :
Taiwan
Liberia..

Brazil
Panama
Iran . _ _
India
Thailand

United Arab Republic (Egypt)
Bolivia
Philippines
Colombia __
Mexico..

Pakistan
Tunisia
Guatemala. . .
Chile .
Peru - . .

Turkey _
Indonesia
Costa Rica
Nicaragua
Argentina

Paraguay

Popula-
tion, 1962
(millions)

2 3
8.5
1.7

11.9
1.0

75.0
1 l

21.6
452.0
28.7

27.3
4.0

29.6
15.6
37.1

96 6
4.3
4 0
7 9

11.6

29.2
98 6
1 3
16

20.6

1.9

Growth
rate of

real
GNP,

1950-62 >
(percent
per year)

10 4
6.3
7.0
7.7
5.3

5.6
5 8
5.2
3.8
5.4

4.2
5.8
4.6
5.8

2 3
2.9
4.7
4 1
3.4

4.5

5 6
5.8
1.5

(•)

Per capita real GNP

Amount,
1961 (U.S.
dollars) »

814
431
184
145
159

186
416
211
80
97

120
113
117
283
313

79
161
175-
453
181

193
83

344
213
379

130

Growth-
rate,

1957-62 <
(percent

per year)

6.0
4.7
4.3
4.2
3.8

3.3
3.0
2.8
2.5
2.3

2.1
2.0
2.0
1.8
1.7

1.6
1.5
1.4
.8
.3

.0
- . 1
—.3
- . 8
- . 9

- 4 . 0

U.S. economic
assistance obligated,
fiscal years 1946-62

Total
(millions

of dollars)

879
1,785

325
2,045

125

1,737
100
732

3,867
338

608
258

1,334
360
761

1,854
293
158
675
388

1,580
682
89
66

572

58

Per capita
(dollars)

382
210
191
172
125

23
91
34
9

12

22
65
45
24
21

19
68
40
85
33

54
7

68
41
28

31

1 Excludes countries in which economic development has not been a prime objective of U.S. economic
assistance and countries where aid programs have been terminated: South Korea, South Vietnam, Laos,
Cambodia, Yugoslavia, Libya, Morocco, Poland, Lebanon, Spain.

2 Based on GNP in 1961 prices; since 1950 data were not available for all countries, the following substi-
tutions were made: 1951 for Philippines; 1954 for Jordan; 1957 for Bolivia, Iran, Liberia, and Tunisia; 1956
for Thailand. Growth based on average of 2 years at beginning and end of period.

* GNP unadjusted for inequalities of purchasing power among countries.
< Data for 1956 to 1962 for Thailand; 1959 to 1962 for United Arab Republic; 1954 to 1962 for Jordan. Growth

based on average of 2 years at beginning and end of period.
• Not available.

NOTE.—See footnotes above for necessary substitutions because of unavailability of data for specified
dates. Per capita data may not check exactly with data shown in this table because of use of unrounded
data.

Source: Agency for International Development.
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countries. Individual countries showed wide differences in achievement.
Average annual rates of growth in real GNP since 1950, among countries
that have received significant amounts of U.S. economic assistance and
where economic development has been a principal objective of such assist-
ance, varied from 10.4 percent for Israel and 7.7 percent for Taiwan to 1.5
percent for Argentina. Growth rates in per capita income, 1957-62, which
in many cases are greatly depressed by high rates of population increase,
have varied from 6.0 percent for Israel and 4.7 percent for Grece to —4.0
percent for Paraguay. Table 29 illustrates the diversity of experience.

There is no one universally appropriate rate of growth. Still it is
encouraging that 17 of the 26 countries that were the principal recipients
of U.S. aid have sustained during the years 1957-62 an annual rate of
growth of 1.5 percent or more in per capita income. In 13 of these coun-
tries, the per capita rate of growth of GNP has met or exceeded an average
of 2 percent.

The phenomenon of population growth intervenes, of course, between
rates of growth in total output and the per capita data just cited. Com-
parisons of the two highlight two points. First, in many of the developing
countries it is clear that a moderation of population growth could ease the
task of accelerating per capita economic gains. It is for this reason that
the United Nations and many of the developing countries themselves are
showing great interest in appropriate population policies and that the U.S.
Congress, in its most recent appropriations for the aid program, authorized
the support of research into the problems of population growth.

The second point, however, is that current rates of population growth in
the developing countries are not, in fact, outdistancing current average
rates of growth in output. Nor do they mean that it is useless to assist
development until the "population explosion" has been "brought under
control." The logic of the matter runs just the other way: until popula-
tion growth has slowed down, the need for productive expansion is doubly
urgent.

The economic accomplishments of development assistance could be
better gauged by the kind of detailed examination of concrete cases for
which there is not space here. Such a review, for example, would include
the case of Taiwan, where an enviably rapid economic growth (estimated
at over 7 percent a year between 1950 and 1962) has been achieved
with U.S. assistance. Its total imports rose from $121 million in 1950 to
an estimated $325 million in 1963, its exports from $93 million in 1950 to
an approximate balance with imports in 1963. The private sector of
Taiwan's economy is growing rapidly, and Taiwan may soon be on its own.
Less need for external assistance is also now foreseen for other successful
countries, including the Philippines, Greece, Mexico, Israel, and Iran.

It would be appropriate to examine other examples also. The cases of
six other countries—Korea, Vietnam, India, Pakistan, Turkey, and Brazil—
which, along with Taiwan, the Philippines, Greece, and Israel, have received
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about three-fifths of all U.S. economic assistance to developing nations
merit attention. India and Pakistan, for example, are among the
poorest and most populous of the major recipients of U.S. aid. The rela-
tively large amounts of economic assistance that India has received from the
United States in recent years (averaging about $500 million during the
period 1957-62) have amounted to only a little more than $1 per person
per year, and self-support for India is still at least a decade away. But
the progress made since 1950 provides grounds for cautious optimism.
National income increased by 42 percent between 1950-51 and 1960-61,
per capita income by 16 percent, agricultural production by 41 percent,
industrial production by 94 percent, and school enrollment by 85 percent.

Even with a full set of such economic case studies, however, the record
of the accomplishments of development assistance would be incomplete—
in three senses:

First—harking back to the United States' underlying rationale for de-
velopment assistance—the record is incomplete until one can trace the
internal political consequences of economic growth in the developing coun-
tries and the effects on the aided countries' international behavior. While
the Council of Economic Advisers has no special competence for making
such judgments, it seems to be the view of specialists that the balance of
events in this regard has already been favorable. Fewer situations have
deteriorated, and more have improved than would have been the case in
the absence of development and of the development-assistance contribu-
tion to it.

Second, the accomplishment record is incomplete in the sense that many
of the results of our past and present efforts to promote economic develop-
ment in Asia, Africa, and Latin America have yet to appear. The Alli-
ance for Progress, for example, is not yet 3 years old. The flow of develop-
ment assistance has been substantial since 1958, but before that year de-
velopment per se was hardly more than an incidental feature of foreign aid
programs. The process of economic development today is arduous and
long because the less developed countries have so far to go. The transfor-
mation of agricultural nations, poor in capital and in trained manpower,
into modern industrial states cannot be accomplished without time and
travail. Industrialization inevitably involves drastic adaptations of social
and economic institutions and the evolution of new attitudes and methods
of work. We have only to remind ourselves of the time it has taken to
achieve sustained economic development in our own Southeast or in the
more recently industrialized countries of Western Europe to appreciate the
lags that inevitably intervene between inputs and results.

Finally, development assistance's record of accomplishments is incom-
plete, because the needed effort itself still is in midstream. The job is not
yet done. It is now, finally, well started. Sufficient growth momentum
has been established in many countries so that the emphases of their de-
velopment programs can begin to shift from getting things started to keep-
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ing them going—and to expanding export capabilities and private foreign
investment opportunities enough so that gradually the need for govern-
ment-to-government aid will be eliminated.

Moreover, as has been emphasized, there is room for increasing the effec-
tiveness of specific aspects of our development assistance, for improving its
allocation, for improving its coordination with the efforts of other donors,
and for increasing the share of the total that others provide. Continua-
tion of our effort at this time will maintain momentum, avoid disruption
of growth processes that have been arduously established, and avoid waste
of much of the substance we already have committed.

WHY ARE WE "SUDDENLY SO FATIGUED" ?

At his last press conference, on November 14, 1963, President Kennedy,
referring to the mood of the Congress toward authorizing foreign aid funds
for the current fiscal year, remarked, "I don't understand why we are
suddenly so fatigued."

Probably the explanation of the fatigue lies partly in the fact that broad
public understanding of the purposes of development assistance is still
incomplete. It lies partly also in a difficult administrative history, partly
in the inherently protracted character of the problems, and partly in the
fact that the income gulf between the United States and the nations we
have been assisting is so large. As a result, Americans have trouble per-
ceiving improvements that, in the aided countries' own terms, are very
significant.

Most of all, however, our recent sense of fatigue is traceable to exces-
sive expectations. Misled by the false analogy of our experience with the
Marshall Plan, whose goal was reconstruction, not construction, we have
underestimated the time it takes for development assistance to work its
effects. We have had exaggerated notions of how large a contribution
an aid program can make to a country's internal development. And we
have overestimated the orderliness with which economic and social revo-
lution typically can be conducted.

Especially have our expectations about success and failure been unreason-
able. History and experience offer no precedents for this program. It
involves an attempt to influence the forces determining the historical evolu-
tion of nation-States—about which even the wisest among us has little
insight. Yet we have expected the program to have a nearly perfect record
of success. Such standards of accomplishment would appear too rigorous
to any director of industrial research and development. We have made
mistakes, of course. But we have also learned much, both from the mis-
takes and from the experience of working with people in the developing
countries. While we can expect that the period of greatest mis-
takes is behind us, we can never expect a record of 100 percent success until
the definitive philosophy of history has been written.
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Judged by our own interests and capabilities, the fatigue is inappropriate.
It is inappropriate especially now that the program, as Chapter 5 pointed
out, has been stripped of most of its adverse near-term balance-of-payments
effects. Moreover, there is certainly no doubt at present of our domestic
economic ability to continue the development assistance effort. Indeed,
the program is generating several hundred thousand jobs, and many hun-
dred million dollars worth of business that American workers and Ameri-
can exporters would be loathe to lose.

In terms of the basic purpose of the development assistance program,
however, the central point is that fatigue is inconsistent with the solid
achievements beginning to emerge. It is out of step with the needs and
prospects of the developing countries and with our strategic stake in them.
In fact, the time has come for us to catch our second wind and move
ahead.
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