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Debate as to the merits and demerits of United States foreign eco
nomic aid has gone on now for over a decade—in the Halls of Congress, 
in special congressional committees, in the popular press, and in at
tempts at scientific, nonpartisan investigation. I t  is doubtful whether 
there is a single position on any of the many facets of economic aid 
which has not baen thoroughly aired—probably several times; and 
it is doubtful whether many or any really significant facts have failed 
to come to the light of day. A t the present juncture, therefore, the 
potential contribution of a single panel participant is limited. The 
role which I  propose for myself is a modest one, of offering a certain 
perspective on the foreign-aid problem, a perspective of moderation. 
This perspective frequently resolves the difficulties of extreme posi
tions, and often affords answers which are per se appealing.

One extreme position would deny any justification to United States 
public grants and loans for economic-development purposes in foreign 
countries.1 I  share the view that developing economies must largely 
supply their own capital; and I  share the view that private capital 
from creditor countries carries with it know-how and techniques in a 
way superior to public sources of capital. And yet to imagine that in 
the present scene we must rely completely upon private capital is 
tantamount to admitting foreign aid as a weapon of international 
diplomacy for the Soviets and denying it to the United States and 
other free governments. This I  believe to be abhorrent to common 
sense.

A number of studies of Soviet foreign aid and the recent Soviet 
trade drive come out with the same conclusions.2 Soviet aid is now 
small compared with our own; but it is conducted astutely from stra
tegic angles, is increasing rapidly, and Soviet administrative and 
economic capacity would permit it to assume a very large role. In 
these circumstances, can it be a part of sensible policy to bind the 
economic arm of the free world and compel us to rely solely on mili
tary defense and defense aids ?

American foreign aid antedated the first efforts of the U. S. S. R. in 
this direction by a full decade and must therefore have had an inde-
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1 This is the position represented by the American Enterprise Association in its study, 
American Private Enterprise, Foreign Economic Development, and the Aid Programs, for 
the Special Committee To Study the Foreign Aid Program, Government Printing Office, 
W ashington, 1957.

2 Klaus E. Knorr, Ruble D iplom acy: Challenge to American Foreign Aid, Center of 
International Studies, Princeton University, November 16, 1!>56 : Economic Development 
Assistance, Committee for Economic Development, New York, N. Y., April 1057 ; Donald R. 
Hodgman, Soviet Foreign Economic and Technical Assistance Bureau of Business and 
Economic Eesearch, Reprint No. 28, University of California, Berkeley, 1957; Foreign 
Assistance A ctivities of the Communist Bloc and Their Implications for the United  
States, Study No. 8, prepared for the Special Committee To Study the Foreign Aid Program, 
U. S. Senate, 85th Cong., 1st sess. Government Printing Office, Washington, 1957.
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614 ECONOMIC GROWTH AND STABILITY

pendent rationale. Ethical, economic, and political arguments have 
been adduced, but in each of these cases it is quite possible to state 
the argument for economic aid in so extreme a form as to make of it a 
piece of obvious nonsense.

Thus the ethical argument has sometimes been represented as rest
ing on a philosophy of leveling the wealth among nations. This kind 
of argument has occasionally cropped up in some of the debates in the 
United Nations; but it is difficult to believe that it has ever been 
considered seriously in the Congress of the United States or by many 
American citizens. How very far from a leveling operation is the 
actual foreign-aid program is shown first by existing absolute differ
ences in average per capita income—$2,400 in the United States, com
pared to $760 m Venezuela and $50 in Burma—and, second, by the fact 
that, distributed on a per capita basis over the population of the under
developed world, American foreign aid amounted to 40(4 per annum 
for the years 1946-52,3 and not much more in subsequent years.

In  view of the slowness of economic development even under the 
most auspicious circumstances, the leveling argument can be com
pletely discounted. But it is not on that account necessary to ignore 
the fact that American sympathy for the underdog, the old missionary 
spirit in new form, or common sentiments of sympathy and compas
sion have played and will probably continue to play an important role 
in American foreign aid. Nor does it seem at all realistic to suggest, 
as actually has been done, that this humanitarian interest be allowed 
to express itself through private (nongovernment) channels. The 
fact that Israel, for example, has been able to muster significant vol
umes of capital for development through bond sales to patriotic citi
zens or friends abroad would scarcely point to an equally successful 
operation of this sort by India, Peru, or southern Italy. Thus on 
commonsense grounds of practicability, if the humanitarian interest 
of the United States in the poorer nations is to find any effective ex
pression, it must typically be through the channel of public funds.

The economic argument for foreign economic aid has, like the 
humanitarian argument, sometimes been stated so implausibly as to 
constitute its own negation. Investment in economically backward 
areas has been represented as a necessity for the capitalistic, ad
vanced, industrial nations as a means of staving off depression, un
employment, or low returns on capital. So far as concerns mere argu
ment, this ought to be recognized immediately as the ancient Marxian 
bromide which maintains that capitalism can survive only by export
ing its surplus savings to colonial areas—the Marxian theory of capi
talist imperialism. F ar from being any kind of argument in favor 
of American foreign aid, this kind of argument is, in fact, the chief 
argument against it at the hands of its most bitter enemies, the Com
munists. So far as the facts are concerned, and not mere dialectic, 
the profitability of investment in the United States economy itself— 
or for that matter the economies of most of the Western European 
and European-culture nations of the world—has been so great in the 
postwar scene that the practical complaint on the part of newly 
developing countries has not been the too great, but the too small, 
flow of private investment from the West.

8 Brinley Thomas, International Movements of Capital and Labour Since 1945. Interna
tional Labour Review, September 1956.
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The truth is, of course, that the economic gains which presumably 
attend a program of economic aid for the United States itself are real 
but too small to be a critical consideration. This is a fact which fol
lows almost automatically from the large area and high degree of 
economic self-sufficiency of the continental United States. Foreign 
trade and commerce constitute a small percentage (4 or 5 percent and 
sometimes less) of our gross national product. Of course, we benefit 
if American foreign investment helps to develop cheaper or more 
abundant foreign supplies of raw materials; of course, we benefit also 
on the export side, since American foreign investment extends the 
market for our goods, particularly our producer goods. And the out
flow of capital undoubtedly keeps up domestic returns of capital, 
though the ratio of foreign to domestic investment is so low (probably 
in the region of 1: 30) that this influence is slight. Thus the United 
States derives real but limited economic advantages from the invest
ment of public and private funds abroad. These advantages would 
scarcely bulk large enough to constitute rational economic grounds for 
aid in the form of gifts or low-interest loans.

Compared to either the ethical or the economic arguments, it is the 
political grounds for foreign aid which are overwhelmingly important. 
This has been true throughout the postwar period but even more so 
since the end of the European recovery program, which possessed an 
economic significance for the United States greatly in excess of cur
rent aid to the underdeveloped areas. But even if the political aspect 
of foreign economic aid is paramount, it is quite possible to make it 
into an absurdity by extreme or distorted representations of the pos
sible connection between public (United States or international 
agency) investment in underdeveloped countries and the political gain 
to the United States or the free world.

One travesty of the real gain is to represent aid as attempting to 
purchase friendship. One must suspect those who doubt the possi
bility of buying friendship between nations of believing that this is a 
possibility between persons. Be that as it may, the more quickly it is 
realized the better not only that purchasing friends is impossible, 
but that the role of even the most benevolent benefactor can easily 
become a thankless one. The political motive of foreign aid is neither 
to evoke gratitude nor elicit friendship, at least in any direct way re
lated to the flow of dollars.

The political argument for aid rests upon the possible association 
of improvement of living standards and economic stability outside 
the Soviet orbit. Even here the argument can easily be overdrawn, 
to its great disadvantage. In  the first place it must be obvious that 
economic aid, even when it has started to raise per capita incomes, does 
not always guarantee against successes of the Communist or totali
tarian camp. Ghana and British Guiana afford recent illustrations. 
But why should it be thought necessary to hold that rising standards 
of living are always a guaranty of adherence to democratic govern
ment, no matter what the complexion of domestic politics, no matter 
how intense racial or religious factors may be, and so forth? A 
remedy may be good without being able in every instance to surmount 
other factors.

In  the matter of rising standards of living as a bulwark against 
communism, it is certainly necessary to avoid dogmatism. The issue 
involves numerous imponderable elements; quantitative or objectiveDigitized for FRASER 
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proof is impossible; and all that can be done is to establish a few 
benchmarks for which agreement might be fairly widespread. For 
one thing, it would probably be generally admitted that reasonably 
prosperous countries have not fallen under Communist rule except by 
external aggression. A t the other extreme, it would also probably be 
generally admitted that countries which have joined the Communist 
ranks without external compulsion have not been countries marked by 
notable improvement in the standard of living. Finally, there would 
probably be some degree of agreement that the growth of material 
welfare—the reduction of unemployment or the raising of per capita 
incomes—in some conspicuous cases, such as Western Europe under 
Marshall aid, and the examples of Taiwan, the Philippines, and prob
ably also Mexico, has reduced the force of Communist movements. 
These three propositions probably suffice to show some connection be
tween the abatement of Communist pressure and the achieving of 
higher levels of living. But there is no invariant connection. I t  
would seem, however, that if the Communist threat to the free world 
is held to be a serious one, foreign economic aid holds forth sufficient 
promise to be a welcome supplement to purely military defense and 
military aid. Putting the matter moderately, one must agree that 
“There seems to be a good chance that judicious foreign aid by the 
United States will in several of these countries [not yet politically 
committed], and perhaps in many, tilt the balance in favor of reasona
ble progress and stability outside the Soviet orbit.” 4

The moderate view is compelled to assign to “judicious foreign aid” 
an essential role in the defense policy of the United States for itself 
and the free world nations. But what is “judicious” foreign aid? 
More specifically, is there any possibility that a reasonable perspective 
on foreign aid will be able to afford a cue as to its desirable size ? Now 
it is undoubtedly true that “the use of economic policy for foreign- 
policy purposes has throughout known history yielded results of low 
predictability.” 6 Precise answers are therefore impossible. But 
again there may be considerations which narrow down the latitude of 
arbitrary choice.

For one thing one may view with considerable scepticism proposals 
to increase United States foreign economic aid by several multiples 
on the basis of gains which are sometimes alleged to accompany 
“crash” programs of investment in underdeveloped countries. For a 
while, theories which emphasized the possible gains in savings of 
large-scale production for a large number of simultaneously expanding 
industries enjoyed a certain vogue. But for this kind of gam to be 
had from accelerated programs of investment there are substantial 
risks of a serious nature: the risk of misdirected investment (haste 
makes waste), of inflation, of balance of payments difficulties, and 
so forth. In  short, although a few Latin American countries for a 
few years have achieved striking rates of investment and of growth 
of gross national product, it is quite impossible to generalize these 
experiences to the proposition that intensive investment programs will 
usually yield vastly better results than more deliberate ones. F u r
thermore, unless such a program were conducted wholly with foreign 
capital (and this can scarcely be viewed as salutary) there would

* Klaus Knorr, Ruble Diplomacy, p. 29. 
E Idem, p. 19.
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appear to be rather narrow limits to the forced deflection of produc
tivity gains into capital formation. Russia has always been able to 
do so by totalitarian devices. But democratic governments and even 
the less powerful dictatorships have generally had to bow to the desire 
of the population to “cash in” on economic progress by rising levels of 
individual consumption and/or extended social-welfare activities of 
government. Thus, much of the supposed attractiveness and most of 
the supposed economic gains have gone out of the “big push” of invest
ment for the underdeveloped regions.

While the case is fairly strong against increasing our foreign eco
nomic aid by several multiples, the case is equally strong against re
ductions from recent levels. In  the first place any reduction would 
have a bad influence strategically at a time when Soviet economic aid 
is coming rapidly to the fore. In  the second place, the reduction of 
aid would entail the end or attenuation of specific aid programs of 
proven merit, with consequent economic waste and frustration in the 
recipient countries. Finally, the present magnitude of aid corre
sponds in a general way to the notion of a marginal or “spark plug” 
contribution to foreign economic development, without our assuming 
the responsibility of providing the main substance for development. 
Even with its vast productive power, the United States cannot at
tempt to provide capital equipment for two-thirds of the world’s 
population now living in relative penury; and it is more than ques
tionable whether this country should undertake to do so even if it 
could. But the notion of a “grubstake” is easy to justify on the 
humanitarian, economic, and political arguments already adduced.

To specify exactly how large this grubstake ought to be is, of course, 
impossible. In  terms of the alternative uses of revenue, switching 
the somewhat more than $1 billion now devoted to foreign economic 
aid to road construction would approximately double the present 
Federal program, or switching it to atomic energy would increase this 
activity by 60 percent. These are perhaps illuminating comparisons, 
but they prove nothing. I t  has been said that anyone making pro
nouncements on the desirable magnitude of funds for foreign aid (or 
presumably any other) purpose, should stipulate the test he is using for 
excessiveness or deficiency. But this is demanding the impossible. 
Not even the individual person can state objective criteria for his own 
budget allocations; and for a nation the undertaking would be even 
more preposterous. We can probably give numerous reasons for not 
reducing foreign economic aid below its present level and good reasons 
against increases by several multiples. There would furthermore 
seem to be a certain reasonableness in a growth of foreign economic 
aid as the American economy expands.

Thus, if we continue to experience a growth of gross national prod
uct by $15 billion annually, it would not seem excessive that foreign 
economic aid absorb a billion dollars of this increase, following the 
suggestion of the Committee for Economic Development, to a total 
of $21/4 billion annually.6 This proposal would seem all the more at
tractive if economies could be effected in military aid or defense sup
port. A t present our reliance upon the sword for friends and allies 
so far overshadows our reliance upon the ploughshare that a small

6 Committee for Economic Development, Economic Development Assistance, New York, 
April 1957, p. 21.
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experiment of shifting in the other direction might be worth the 
try.

The foregoing observations on foreign aid result from an attempt 
to see what results emerge from a perspective on the problem con
sciously aimed toward moderation. In  conclusion it may be possible 
to draw two further inferences from the same viewpoint. Recently 
a good many voices have been raised in favor of some kind of long 
range commitment on foreign aid. Year-to-year appropriations, it 
is said, preclude any sensible planning of longer range projects in aid- 
receiving countries. Against the undeniable logic of this argument, 
stand first the unwillingness of Congress to make more than 1-year 
commitments and, second, the actual need of a considerable amount 
of uncommitted aid money to meet the exigencies of the current year. 
One way of having the “better part of both worlds” would be a 
limited fund for commitments up to, say, 5 years. The appropriation 
act of September 1957 took a step in this direction, but too small 
a step for really practical significance. United States foreign aid 
dollars would go further in the fostering of economic development 
by a greater degree of continuity.

I  should like to remark finally that a balanced view will assign im
portant roles to both private investment by United States firms 
abroad and to public loans and grants by the United States Gov
ernment and international agencies. The case in favor of an en
larged flow of private capital scarcely needs arguing. The persons 
who have to be convinced are the private owners of funds, and the 
most effective argument would be the creation of attractive conditions 
in the borrowing countries: stable and dependable governments, ab
sence of inflation and expropriatory taxation, equitable treatment of 
foreigners, reduction of exchange controls, etc.

But it may be necessary to argue the case on the other side. Many 
countries in the relatively early stages of development cannot at
tract private capital without a certain amount of public investment as 
an underpinning; investment in highways, port facilities, and pub
lic utilities generally do not attract enough foreign private capital, 
but are necessary complements to private ventures. Instead of com
peting with private capital, public loans and grants generally move 
into a kind of vacuum created by large risks, low profits, and slow 
returns. By bridging over these dead spots for private enterprise, 
public capital draws along private capital in its wake. There is the 
additional fact that public lending agencies, international or na
tional, can be influential with national governments in the borrow
ing countries in securing equitable and attractive treatment for for
eigners, the abandonment of inflation, etc., whereas the private firm 
could scarcely make its voice heard.

In  underdeveloped economies, public and private capital are thus 
complementary in peculiar degree. But it does have to be recognized 
that public loans and grants are made to foreign governments, and 
thus our foreign aid does serve to extend the sphere of governments 
and contract the sphere of private enterprise. There are several 
ways of offsetting this result. Foreign government can make the 
capital available to private business by way of loans or subsidies. 
The United States can encourage the type of operation undertaken by 
the new International Finance Corporation, which—unlike the In 
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ternational Bank—does not require the guaranty of the government 
in the borrowing country. Finally our foreign aid administration 
can remain alert in discovering and promoting devices to promote 
private enterprise. I  do not want to enter into this subject. But 
it is obviously advantageous to make our foreign aid dollars go as 
far as possible in encouraging a parallel flow of private finance.

ECONOMIC GROWTH AND STABILITY 619

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




