
United States Foreign Assistance
Since W orld  W ar II U . S. foreign assistance has 

ranged from rebuilding war-torn areas and aiding 
victims of natural disasters to resisting aggression 
in various parts of the world and financing economic 
development. This article discusses the history of 
U. S. foreign aid efforts and the current attempt to 
help the so-called “ less developed”  nations.

B ackground The U. S. made a small loan to China 
in the late 1930’s and gave some limited assistance to 
South American countries in the early 1940’s, but 
did not become deeply involved in foreign aid until 
W orld  W ar II. In 1941 under the Lend-Lease A ct 
the President was granted the authority to aid the 
Allies, and in 1943 Government and Relief in O c
cupied Areas was initiated to establish some order in 
war areas after the troops withdrew.

In 1945, the United States became more active in 
the foreign aid effort. Congress approved U. S. 
membership in the W orld  Bank and the International 
Monetary Fund. These had been established in 
1944 by the Bretton W oods Agreement and provided 
for closer economic cooperation among the members.

In the same year Congress expanded the operations 
of the E xport-Im port Bank (established in 1934 to 
finance the sale of U. S. exports) and extended 
Lend-Lease aid for another year. In 1946, a loan of 
$3.75 billion was authorized for Great Britain and 
aid was extended to both Greece and Turkey. In 
addition, the Interim A id  A ct of 1947 offered some 
assistance to the European countries until the E uro
pean Recovery Program could get underway.

Im m ediate P o stw ar Period In 1948 a long-run 
commitment to aid the war-torn European countries 
was made by the U. S. in the form  of the European 
Recovery Program, or “ Marshall Plan.”  A  Com
mittee of European Econom ic Cooperation was 
formed by 16 W estern European countries, which 
presented a united plan for recovery, specifying what 
U. S. aid was needed and committing themselves to 
a program of economic cooperation and reform. In 
the U. S. the Marshall Plan led to the birth of the 
first independent aid agency, the Econom ic Coopera
tion Administration.

The Soviet blockade o f Berlin in 1948 was a 
m ajor reason for a shift in emphasis in the U . S. 
aid policy from economic to more military. This 
shift began with the signing of the North Atlantic 
Treaty in 1949 and continued through the Korean 
W ar. The first chart indicates the fluctuations 
between the economic and military portions o f U . S. 
foreign aid since 1949. (D ata for this chart are not 
identical with those in the balance of payments, 
mainly because of differences in reporting, timing, 
and treatment of particular items.)

A ssistance  in the 1950’s In the early 1950’s the 
emphasis of foreign assistance remained on military 
help, but an increasing amount of military aid began 
going to Asia. This shift in aid was primarily a 
result of the Korean W ar. In 1951 all types of 
U . S. assistance, except that given by the E xport- 
Import Bank, were combined in the Mutual Security 
Act. The shift in assistance from  W estern Europe 
to Asia and more recently to the less developed areas 
of A frica and South America is shown in the second 
chart. India, one of the m ajor recipients, is listed in 
the Near East and South Asia category and Viet 
Nam is in the Far East and Pacific region.

One of the new programs added to the foreign 
aid program during the 1950’s was the Agricultural 
Trade Development and Assistance A ct of 1954. 
Under this A ct the Department of Agriculture sells 
surplus farm commodities abroad and the proceeds
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are usually used in the same country for loans or 
grants for economic development.

Several shifts in U. S. foreign assistance policy 
became apparent in the late 1950's. Military aid de
clined sharply after the 1953 cease-fire in Korea 
and the share of total aid in the form of economic 
assistance increased steadily. A t the same time there 
was a shift in the form of assistance from  grants 
to loans, as shown in the third chart.

The Development Loan Fund, established in 1957, 
was designed to make loans on easier terms than 
those provided by existing institutions. M ost of 
these loans in the beginning were “ soft” loans, that 
is, repayable in the recipient’s currency which was 
often nonconvertible. Later, as the U. S. developed 
balance of payments problems, more of the loans 
became “ hard,”  or repayable only in dollars.

The U. S. balance of payments deficit has been 
a problem since 1958. In order to alleviate the

impact of the assistance program on the balance of 
payments problem the U . S. began in 1959 to “ tie”  
some of its aid to the purchase of U . S. products. 
In addition, the U. S. began at this time to urge the 
other developed countries to offer more support to 
the less developed areas. In 1961 the Organisation 
for European Econom ic Cooperation countries joined 
with the U. S. and Canada to form  the Organisa
tion for Econom ic Cooperation and Development 
(O E C D ). The Development Assistance Committee 
(D A C ) of the O E C D  was formed to increase and 
coordinate official aid to the less-developed areas.

The fourth chart compares the foreign aid efforts 
of the U. S. and several of the other developed 
countries. Total foreign aid payments for each 
country are expressed as a per cent of its Gross N a
tional Product. Expressed in these terms, France’s 
foreign aid contribution has been a good deal larger 
than that of the U. S., Japan’s somewhat smaller, 
and that of Germany and the United Kingdom  about 
the same. In actual dollar amounts, however, the 
U . S. contributes over half of the total given by 
D A C  countries. Some of the W estern European 
countries have concentrated their assistance efforts on 
their present or form er colonies, primarily in Africa.

In January 1960 the Inter-American Development 
Bank (IA D B ) was established by the U. S. and the 
Latin American countries, and since then area de
velopment banks have been established for both Asia 
and Africa. These institutions are concerned pri
marily with long-term development loans.

The Current Foreign Assistance Effort T he
U. S. foreign aid program was again reorganized 
in 1961. A ll economic aid became the responsibility 
of the Agency for International Development (A I D ) ,  
and all military aid responsibility was given to the 
Defense Department. One new program added to 
the U. S. assistance program at this time was the 
Alliance for Progress which provided for increased 
economic aid and cooperation between the U. S. and 
19 Latin American countries.

A ID  usually administers assistance in one of three 
ways. The largest part of the assistance is in the 
form of “ developed loans,”  which may be used to 
finance development projects or to finance import 
programs which enable the government or private 
businessmen in the recipient country to purchase 
essential supplies and equipment. These loans are 
repayable only in dollars with the minimum interest 
rate and other terms set by Congress.

The second form which assistance may take is the 
“ technical cooperation/development grant.”  These 
grants pay the salaries of technicians serving over
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seas, supply them with needed materials, and finance 
technical assistance contracts.

Thirdly, “ supporting assistance”  finances the sale 
of American products in countries where large de
fense expen ditu res are straining the recipient 
country’s economy. Funds coming from  “ support
ing assistance”  are usually loaned but can involve 
direct dollar transfers. In addition, A ID  has a con
tingency fund to cover unforeseen emergencies.

The Peace Corps, formed in 1961, is the newest 
approach to U. S. foreign assistance. From  an 
original appropriation of $4 million, the Peace Corps 
has grown until its 1967 appropriation reached $108 
million. Administered through a separate agency 
from A ID , the Peace Corps sends volunteers to work 
for two years in foreign countries whose govern
ments have requested them.

Conclusion  L arge scale U . S. foreign  assistance 
began as an effort to help rebuild Europe after 
W orld  W ar II. The program has evolved through 
a period of military aid during the early 1950’s to 
one currently concentrating on economic aid in the 
form  of loans to less developed countries. Shifts 
from  grants to loans and the tying of aid have
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lessened the effect of aid on the U. S. balance of 
payments deficit.

The pros and cons of the U . S. assistance efforts 
have been extensively debated but basic questions 
are still unanswered. Should aid be concentrated 
in a few areas that appear to have the best chance 
of rapid development in the near future, or should 
efforts go to the poorest nations? Should the U. S. 
aid program be based primarily on humanitarian 
concern for those less fortunate or should it be de
signed mainly for defensive purposes? H ow  much 
should domestic problems and the balance o f pay
ments problem influence the aid program ? Should 
aid be bilateral (just between the U . S. and the 
recipient) or should it be multilateral (from  the 
combined funds of several countries), or should it 
be channelled through an international body such 
as the U N ?  Should aid be primarily an official 
Government act or should the private sector take 
over a larger share?

Perhaps the largest question o f all concerns the 
U. S. foreign assistance effort of the future. A  
foreign assistance effort of some type appears to be 
a permanent commitment, but the above questions 
will have to be answered in determining what form 
the assistance will take.

Katherine M . Chambers
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