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P R O G R A M  FOR 
THE DECADE OF DEVELOPMENT 

" For we are launching a Decade of Development 
on which will depend, substantially, 

the kind of world in which we 
and our children shall live" 

PRESIDENT KENNEDY'S Special Message on Foreign Aid 
March 22, 1961 



The President's Task Force on 
Foreign Economic Assistance 

On Mmch 31, the President established a Task Force on Foreign 
Economic Assistance to work out the program, legislation and or- 
ganization best adapted t o  the new concepts wfiich were se t  forth 
i n  his  Message t o  Congress of W c h  22, 1961. The President 
appointed Henry R. Labouisse as Director of the Task Force. 

In  order t o  bring fresh points of view t o  what the President 
described as an effor t  t o  sh i f t  the foreign aid program "to a 
sound economical basis," he i w i t e d  the participation in  the 
Teak Force of several groups of distinguished private citizens 
with varied experience in  relation t o  underdeveloped countries. 
These groups worked together with Government off ic ia ls  who have 
also given the major part of thei r  time t o  the work of the Task 
Force, not as representatives of any Federal Agency, but as 
individuals with special. knowled@ and experience in  foreign 
affa i rs  a d  e c o n d c  assistance programs. 

The three major Task Force groups established by Mr. Iabouisse 
el-e as follows: 

The Croup on Lenislation and Congressional Presentation, of which 
Theodore Tannenwald, Jr., an attorney of New York City and 
formerly Assistant Director, Office of the Director for  Mutual 
Security, i s  Chairman. 

The Group on Program Development, of which Frank M. Coffin, 
knaging Director of the Developnt  Laan Fund, i s  Chairman. 

M r .  John 0. Bell, Deputy Coordinator for  Foreign Assistance, 
State Depmtmnt, is Deputy t o  Mr. labouisse ae Director of the 
Task Force. 

Professor Max Milllksn, Director of the Center of International 
Studies a t  the Massachusetts Insti tute of Technology, i s  C h a m  
of one panel of private consultants. 

A second panel of private citizens composed of outstanding 
businessnren a d  members of the banking coxmnity i s  headed by 
Henry Alexander, ChaFrman of the Morgan (hraranty Trust hupaqy 
of New York. 

The new foreign aid program which is described i n  th i s  volume, 
and the legislation which is being submitted t o  Implement the new 
program, represents the work of the President's Task Farce on 
Foreign Econamic Assistance. In the preparation.of the program, 
the Taek Force has drawn heavily on the accumlated experience of 
th i s  country i n  edministering foreign econosnic aid over the past 
two decades. 

The Group on Organization and Administration, of which 
George Cant, Director, South & Southeast Asia Program, 
Ford-Foundation, is Chairman. 



A NEW PROGRAM WITH NEW CONCEPTS 

A Unified Administration To Stimulate and Respond to Sound Country Programs 
- Tying together existing aid units 
- centralizing programming 
- Clarifying responsibility 

- By nations willing to budget their resources for 
growth and to take necessary measures of social, 
fiscal, and governmental reform. 

- ~ t t r a c i i n g  proiessional personnel of high quality 

Using Systematic Research 
- To improve the effectiveness of our assistance efforts 

With a Flexible Set of Tools 
- LONG-TERM LOANS repayable in dollars 
- SUPPORTING ASSISTANCE for strategic purposes 
- DEVELOPMENT GRANTS chiefly for education 

and human resources 
- FOOD FOR PEACE 
- PEOPLE: Administrators, advisors, Peace Corps 

And Long Term Availability 
- Through 5-year borrowing authority for loans 
- Grants available beyond end of fiscal year 
- Recognizing that the next few years can be 

critical for the Free World 

Drawing on the Financial and Management Assets 
of Private Enterprise, through 

- Broader guaranties and 
- Investment surveys 

Mobilizing Free World Aid Sources 
- Coordinating multilateral programs 
- Increasing amounts of aid 
- Lengthening commitments 
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FY 1962 REQUEST AND PROGRAM 

I FY 1962 REQUEST* FY 1962 PROGRAM ' 

lnvestrnent \ Development 
Surveys $ Research $ 2 0  

Total $2,59 1 million Total $2,92 1 milliont 
*€xcludes Peace Corps, Refugw and Migration Programs, and State 

Administrative Expenses. 
I Difference between FY 1962 Request and FY 1962 Program : 

Loan Repayments . . . . . . . . . . . . . . . . . . . . . . . .  $ 2 8 7  million 
Unobligated Balances Carried Forward ... $ 43 million 

Total ...... $ 330 million 

NOT:' An u d d i t ~ l $ l . 6  billbn in borrowing uuthority is requested b r  mch of t h  four succeeding fiscal yews b r  Development Loans. 



F'unct ion 

Development hans 

Development Grants , , ,I 
, Continuing Costs L~~ C )  

 illustrative New Projects 
Excess Property Pool 

Research 
Investment Surveys 
Supporting Assistance 
Voluntary Contributions to 
Multilateral Or~anizatione 
Contingency' Fund 
Administrative Expenses 

Proposed Program and Appropriation Request for FY 1962 
(In millions of dollars) 

Program 

1187 .00 

389.00 
259.00 
125.00 
5 -00 

TOTAL 29u.00 

Development Loans 

Other Programs 

Proposed Financing 
New Obligational Authority Unobligated Balances 

4 Borrowing ~uthority . An additional 1.6 billion dc 
succeeding fiscal years. 

,lLars in borrowing authority is,requested for each of the four 

h a n  Repayments . 
4 Appropriation Request. Excludes following programs: Peace Corpe - 40.00; ICPl - 6.00 plus' 1.00 unobligated balance; 

Escapee Program - 3.30; UNHCR - 1.20; O E D  - 1.20; Administrative Expense (state) - 7.80: Total $59.50. 

Revised June 6, 1961 



ECONOMIC ASSISTANCE APPROPRIATIONS 

FY 1961 APPROPRIATION FY 1962 REQUEST* 

Surveys -$5  \ Development 
~ e s e a r c h - $ 2 0  

Total $2,063 million Total $2,591 million 
Includes $50 million transfer f rom Military Asristonce Funds. * In add~tion, i t  is requested thot loon repayments (estimated at 
Some port ion of this amount may not be used tor economic programs but returned $287  m~l l ion ) be mode ovoilable for Development Loons. 
to the Dept. of Defense for pr io r i ty  needs. Excludes $3 million transferred to  l Excludes Peoce Corps, Refugee and M~qrot ion Programs, 
Adminir trat ive Erpmser. and State Administrative Expenses. 

b Excludes oppropriatione for migrants, refugees and escapees-$11.4 million. 
?f Excludes Sto te  Dept. Administrative Erpmses-$7.4  mill ion. 

NOTE; An odditiono/$/.6 billion in borrowing authority is requested for 
eoch of the four succeeding fiscol yeors for Deve/opment Loons. 



EVOLUTION OF U.S. ECONOMIC AID PROGRAMS 
PROGRAM 

THE WAR YEARS 
Lend - Lease 

PERIOD OBJECTIVE 

1941 - 1945 Aid to our Allies in the Common Struggle 

POST - WAR RELIEF 1946 - 1948 Emergency ~ood,  Shelter, Clothing ; 
UNRRA, Civilian Supplies First Recovery Steps 
British Loan, etc. 

MARSHALL PLAN 1948- 1951 Restoration of Industrial and Agricultural 
European Recovery Program Production in Europe 

"POINT IV*  
Technical Assistance 

Transfer of Technical Skills and Knowledge 
to Underdeveloped Countries 

DEFENSE SUPPORT 
Korean War, Indo - china, 
The Global Cold War 

Assistance to Countries with Heavy Defense 
Burdens, or to those making Specific 
Contributions to the Common Defense 

START OF DEVELOPMENT 1958 - 1961 Loans for Projects in the Less Developed 
LOANS Economies 

Development Loan Fund 

THE DECADE OF 1962 - Support to Country Social and Economic 

DEVELOPMENT Development Efforts 



I. TIIEDECADEOF DEVELOPMENT 

The President has proposed that  we embark on a new and v i t a l  
creat ive e f fo r t  in  the f i e l d  of international cooperation. He has 
designated this e f fo r t  "A Program fo r  the Decade of Deve1opment.m 
The s i tua t ion  i n  the world today demands in i t i a t i ve  and vision on 
aur part ,  aimed a t  meeting needs and circumstances which have 
d ra s t i ca l ly  changed over the years. This situation c a l l s  fo r  a 
plan of act ion which d i f f e r s  s ignif icantly i n  approach and method 
f r o m  our assistance programs of the past. 

A. The Evolution of U.S. Foreim Aid Promams 

We are  entering a new phase i n  a process begun with Lend- 
Lease during the Second World W a r .  Since 1941, the U.S. has con- 
s i s t en t ly  used i t s  great economic power t o  maintain and t o  widen 
the  areas of national independence and of pol i t ica l  freedom i n  the 
world. W e  the war demanded great sacrFfices from our nation, 
ue were nevertheless far tunate enough t o  emerge from it with a 
more productive economic machine than we possessed a t  the time of 
Pearl  Harbor. We soon began t o  use our increased economic strength 
t o  help nations which had been l e s s  fortunate - both aur war-time 
a l l i e s  and our former adversaries. A t  the time, a near economic 
collapse in Europe l iberated from the Nazi domination threatened 
the fundamental purposes fo r  which the war was fought and won; and 
the task of recon~truc t ion  had t o  be pursued under the new and 
menaaing danger of Soviet Ccnmrmnist expansion. 

'Through the Greek-Turkish Aid Act and the European Recovery 
Program, the  United States  acted decisively t o  help seventeen f r ee  
countries whose s t a b i l i t y  and capacity f o r  recovery and progress 
were imperiled. Our massive economic assistance did a t t a i n  i t s  
objectives. The Greek-Rrrkish Aid Program and the Marshall Plan 
were successes. American aid and the work and industry of the 
European nations have made the  recovery of Europe a rea l i ty ,  and 
the  North Atlantic Alliance became the instrument of our camnon 
def erne . 
With the Point I V  Program, incorporated i n  the Act for  Inter- 
national Development passed in 1950, the United Sta tes  enunciated 
f o r  the f i r s t  time i t s  intent ion t o  a s s i s t  in the economic growth 
of the l e s s  developed countries of the f r e e  world. But i n  sever- 
al semi t ive  areas, economic assistance alone vas not enough. 
During and af te r  the w a r  i n  Korea, we brought our resources to  
bear in programs of defense support and mil i tary assistance t o  
protect those fr iendly nations which uere direct ly threatened by 
Ccamrmnist aggression or  inf i l t ra t ion .  

Since the mid 19501s, we have been increasing our economic and 
technical assistance to the l e s s  developed areas. I n  1957 the de- 
velopment Loan Fund was established t o  supplement technical as- 
sistance by financing development projects and programs on generous 
terms of repayment. During these years also, we have been learn- 
ing t o  use our surplus food and f ibe r s  as  a creative tool  of for- 
eign policy. 

Our aid programs, based on these conceptions, have for  the 
most pa r t  been of great value. It i s  a fac t ,  however, that i n  
several important instances they have not produced the hoped for  
effects.  To discontinue them, a s  has been advocated f r o m  time t o  
time, would without any doubt have provoked po l i t i ca l  md economic 
tragedies which would have cost our country many times more than 
the programs themselves. Yet, the implementat3.on of the program 
has often resulted i n  waste. Our way of giving aid -- some of the 
policies  governing our programs, the increasingly heavy machinery 
of the responsible agencies, the complexities of our leg is la t ion  - 
- were c e r t a i n l y t o  blame. So was the way i n  which US aid was re- 
ceived and used. We have learned tha t  granting a id  t o  temporarily 
disabled indus t r ia l  countries, and granting aid t o  nations which, 
i n  sme cases, s t i l l  have t o  acquire the very tools  and the in s t i -  
tut ions which make a modern society, a re  very different  problems 
which require different  solutions. The time has cme fo r  the 
United States  t o  face candidly the lessons of i ts f a i lu re s  and suc- 
cesses and t o  take f u l l  advantage of that experience. 

B. The Needs of Less Developed Countries 

One of the  most c r i t i c a l  circumstances of today is  tha t  the 
underprivileged masses i n  l e s s  developed areas of the f r e e  world 
have a passionate aspiration toward economic, social  and po l i t i ca l  
change. The desire  f o r  modernization and industr ial izat ion i s  ac- 
t i ve  and intense among the nations of Africa, Latin America, the 
Middle East and Asia, vhether very old or very new. This i r re -  
s i s t i b l e  trend toward a be t te r  l i f e  and toward progress i s  well 
understood i n  the Communist bloc: purposeful Communist programs 
are  under way t o  expoli t  the in s t ab i l i t i e s  of the t rans i t ional  
period and t o  bring the l e s s  developed countries in to  the Commu- 
nist orbit.  

We can expect, therefore, that  the decade of the s ix t i e s  w i l l  
be a period of continuing crises,  characterized by massive social  
and economic transformation and acute po l i t i ca l  i n s t a b i l i t y  i n  
areas covering half of the globe. We can a lso  expect t ha t  it w i l l  
be a decade of decision, and tha t  the course of events during t h i s  
period w i l l  determine whether most of the peoples in the emerging 
areas w i l l  l i v e  i n  open or  closed societies. 



NEWLY INDEPENDENT COUNTRIES 



The con t ro l l ing  f a c t  is  t h a t  t h e  need of the underdeveloped 
world f o r  investment c a p i t a l  (and f o r  other  resources a s  well)  can 
be met i n  only two ways: by extraordinary external a i d  o r  by 
forced savings. These a l t e r n a t i v e s  a r e  inescapable. The f i r s t  a l -  
t e r n a t i v e  leaves  t h e  way open f o r  t h e  evolution of a f r e e  society.  
The second requ i res  a t o t a l i t a r i a n  p o l i t i c a l  system. 

Faced with these a l t e r n a t i v e s ,  t h e  only acceptable course f o r  
indus t r i a l i zed  nat ions  of t h e  f r e e  world is  t o  provide ex te rna l  a i d  
t o  t h e  underdeveloped world and thereby t o  help turn a decade of 
c r i s i s  i n t o  a decade of development - of growth within a f r e e  so- 
c ie ty ,  of p a r a l l e l  progress i n  economic, s o c i a l  and p o l i t i c a l  l i f e .  
Obviously, t h e  U.S. cannot alone provide t h e  resources f o r  t h e  job. 
The unavoidable challenge is t h a t  t h e  U.S. provide t h e  margin 
between success and f a i l u r e .  

I n  h i s  inaugural address, President Kennedy has s t ressed  one 
more reason - t h e  most honorable of a l l  - why the l e s s  developed 
nations should receive t h e  he lp  of t h e  United States:  

"To those peoples i n  t h e  huts and v i l l a g e s  of half 
t h e  globe struggling t o  break the  bonds of mass misery, 
we pledge our b e s t  e f f o r t s  t o  help them help themselves, 
f o r  whatever period i s  required -- not  because t h e  Com- 
munists may be doing it, not  because we seek t h e i r  votes,  
but  because it i s  r ight .  If a f r e e  soc ie ty  cannot help 
t h e  many who a r e  poor, it cannot save t h e  few who a r e  rich." 

4 C. The Premises of t h e  In te rna t iona l  Development Promam 

The In te rna t iona l  Development Program which i s  being submitted 
t o  t h e  Congress this year i s  aimed a t  "helping peoples t o  help 
themselvest1 and i s  based on t h e  following major premises: 

BY providing long-term support fo r  development plans created 
by t h e  less-developed nations themselves. t h e  U.S. can, during t h e  
decade of t h e  s i x t i e s .  help dec i s ive ly  a l a r ~ e  number of these  na- 
t i o n s  on t h e  road t o  economic mowth. I n  order t o  accomplish this, 
we must s h i f t  a s  r a p i d l y  a s  possible  from short-term a i d  designed 
t o  s tave off  sudden coliapse' t o  long-term assis tance designed-to 
produce bas ic  and s ign i f i can t  development. Collaboration on long- 
term development programs requ i res  multi-year planning by t h e  de- 
veloping nations,  and a l s o  requ i res  a multi-year commitment of U.S. 
ass is tance.  The new program c a l l s  f o r  both. 

We can expect t h a t ,  durinfc t h e  decade of t h e  s i x t i e s .  t h e  mob- 
l e m  of development ass is tance w i l l  be recomized as a c o l l e c t i v e  
respons ib i l i ty  by the  indus t r i a l i zed  c e t i o n s  of the  f r e e  world. 

For a full generation, t h e  U.S. has recognized i ts  obl igat ions  t o  
use its economic resources i n  t h e  s t ruggle  f o r  freedom and prog- 
ress .  This obl igat ion is  now being assumed by more and more coun- 
t r i e s .  The Development Assistance C o d t t e e  (DAC) wae r e c e n t l y  
es tabl ished t o  provide an instrument f o r  t h e  coordination of a5- 
s i s t ance  programs and t h e  sharing of t h e  e f f o r t  among a number of 
contr ibut ing countries.  

The effectiveness of any country development promam depends i n  the 
l a s t  analysis upon t h a t  count ry t s  acceptance and f u l f i l l m e n t  of ib 
own respons ib i l i t i e s .  The f o s t e r i n g  and growth of t h e  publ ic  and 
pr iva te  i n s t i t u t i o n s  necessary t o  c a r r y  out  deyqlopment programs, 
the  mobilization of domestic resources,  and the.@istment of t h e  
energy and devotion of t h e  people themselves can only t ake  place 
a s  a country recognizes t h e  c e n t r a l  importance of a d e s i r e  and w i l -  
l ingness  t o  undertake t h e  e s s e n t i a l  measures of self-help. Appro- 
p r i a t e  and f e a s i b l e  measures w i l l  vary from one country t o  another, 
but continued progress in any country w i l l  no t  be assured u n t i l  it 
faces  up t o  t h i s  underlying necessity.  The new U.S. program i s  
designed t o  encourage end t o  promote t h i s  r e a l i z a t i o n  and t h i s  
e f f o r t .  

/If a program f o r  econamic and s o c i a l  development i s  t o  succeed, 
t h e  government of the  r e c i p i e n t  country and t h e  U.S. ~overnment 
muet broaden t h e i r  j o i n t  e f f o r t s  t o  t ake  i n t o  account all of t h e  
f a c t o r s  which contr ibute  t o  growth. no t  l i m i t i n g  themselves, a s  
has happened i n  t h e  pas t ,  t o  an i so la ted  few of these  fac to rs .  
External c a p i t a l  and t echn ica l  ass i s tance  a r e  indispensable,  bu t  
so i s  t h e  survey and mobilization of ava i lab le  resources i n  t h e  
developing countr ies  and t h e  f o r d a t i o n  of long-term country 
plans. So is t h e  establishment of sound publ ic  administrations; 
t h e  c rea t ion  and modernization of a wide range of p r iva te  i n s t i t u -  
t ions;  t h e  establishment of s k i l l e d  l abor  forces  and managerial 
corps; t h e  creat ion of necessary a t t i t u d e s ,  motives and in te res t s3  
and t h e  c rea t ion  in t h e  e n t i r e  population of a sense of pa r t i c ipa-  
t i o n  i n  t h e  benef i t s  of growth. 

a r e  deal ing with  an enormously cmplex  process of transforma- 
t i o n  from s t a t i c  t o  dynamic economies, from t r a d i t i o n a l  t o  pro- 
gress ive soc ie t i es ,  from ancient  t o  modern concepts. This is  a 
process which we a r e  only beginning t o  understand, bu t  it manifest- 
l y  requ i res  a mixture of loans,  grants,  t echn ica l  ass is tance,  com- 
modities, domestic reforms and other techniques, all applied on 
a f l e x i b l e  and sometimes experimental bas i s  t o  meet t h e  p r i o r i t y  
needs of d i f f e r e n t  nat ions  i n  d i f f e r e n t  s tages  of development. 

Our program of economic and s o c i a l  prowth i n  t h e  s i x t i e s  should 
permit each nat ion t o  develop in i ts  own ima.ee. J u s t  a s  d i v e r s i t y  



of individuals and ins t i tu t ions  is the essence of an open society, 
so i s  diversi ty of societ ies  the essence of an open world. There 
is room i n  a f r e e  world f o r  a wide range of economic, social ,  pol- 
i t i c a l  and ins t i tu t ional  f o m s  stemming from different  cliltural 
backgrounds. I t  is a matter f o r  each nation to determine which 
forms it w i l l  choose. 

By systematic research, we can. durina the decade of the s ix t i e s ,  
acquire valuable new s k i l l s  i n  promotiw the process of develov- 
a. The International Developent Program c a l l s  f o r  a modest 
beginning on a research program t o  increase our knowledge about 
the techniques of development and about the reasons for  successes 
and fai lures.  It i s  a s t r ik ing  f a c t  that ,  while the United Sta tes  
has engaged i n  assistance programs of various types fo r  over two 
decades, no systematic analysis of t h i s  type has been made on such 
problems as, fo r  example, the impact of certain technological de- 
velopments on the economies of nations, or the t ransfer  of tech- 
nology from one s o c i e t y t o  another. Research can bring fo r th  a 
wide range of new tools  fo r  promoting the process of development. 
I t  is conceivable tha t  such a program w i l l  produce discoveries of 
great  value; it is almost inconceivable tha t  it w i l l  not quickly 
pey i t s  wey. 

By perseverance i n  our long-range s u u ~ o r t  prodam f o r  countries 
r6auestiru assistance. we can, durinw the decade of the s ix t ies .  
expect t o  see a s ignif icant  number of recipient nations became 
capable of contimixu t h e i r  mowth out of the i r  own resources and 
fran normal commercial borrowing. The process of foreign aid 
should not be endless. I n  some cases i ts end can already be 
foreseen. By the close of the decade, a number of the major na- 
t ions of Latin America should have achieved self-sustaining 
growth, and the massive requirements of India and Pakistan should 
have been great ly reduced. A s  nearly a s  can be calculated, the 
s ix t i e s  will be the decade of peak requirements fo r  external as- 
sistance to  the l e s s  developed areas of the f ree  world. 

These are  the ideas which underlie the program submitted by the 
Executive Branch t o  meet the central  issue of the 1960s; whether 
the nations of the underdeveloped world w i l l  go forward with open 
o r  closed societies. The program is based on the profound bel ief  
t ha t  we have it within our power to help determine the course of 
events and tha t  on the success of this great task, based on hrlmnn 
justice, depend t o  a decisive extent the securi ty of our country 
and the peace of the world. 





A. Xecomiziw the Ranee--and Scope of Development Needs 

That capi ta l  i s  indispensable to  economic development is so 
basic that It sometimes lead6 t o  neglect of other factors. 
Modernization of agriculture and industry cannot get  very f a r  
without investmat  i n  water, transport, comrmrnications and parer. 
But capi ta l  i s  only one of the needs of an underdeveloped coun- 
try. The experience of the past  decade has shown tha t  many 
other things are  needed as well. 

F i r s t ,  a country must acquire lmowled~e of i t s  resources, if 
it is to exploi t  its minerals, r a i s e  the  y ie ld  of i ts  f m s ,  
increase the  output of i ts  workers and launch new industries. 

Second, it must make a massive ef for t  t o  im~rove the a d i t g  
of i ts labor force and its manwerial manmwer, by basic educ* 
t ion,  vocational schools and professional training a s  well as 
by &provement i n  nut r i t ion  and health. 

Third, new orpanizations and ins t i tu t ions  a re  needed to promote 
production end trade. These include an educational system, a 
banking and f inancial  system, markets fo r  commodities and labor, 
modernized governmental ins t i tu t ions  and organizations to manage 
and improve such sectors of the economy as  agriculture, trans- 
port,  power, i r r igat ion,  industry and services. 

Finally, a la rge  number of new ideas must be acq&ed and 
accepted - ideas about how t o  make things, how to grow food 
more ef f ic ien t ly ,  how to  improve the quality of humen resources 
and ins t i tu t ions ,  how t o  exploi t  physical, vocational, and 
climatic endowments. 

I n  every case, the range of the developmental needs must be 
determined. I n  addition, the scope of the required transforma- 
t ion  must be recognized. We must ranermber tha t  in many par t s  
of the underdeveloped world we are  dealing with societ ies  and 
economies which have remained unchanged f o r  hundreds o r  even 
f o r  thousands of years. I f  these societ ies  end economies a re  
suddenly to become dynamic and progressive, there must be 
radical  changes i n  the  at t i tudes,  motives and interests, and 
i n  some cases in the innermost values, of great masses of people. 

B. Identifying the P r io r i t i e s  in  Different Countries 

While v i r tua l ly  a l l  of the  underdeveloped countries need help 
from outside in the form of things, people, and ideas, t o  
produce a l l  of these changes, the p r io r i t i e s  as  to what i s  most 
needed vary enormously from country to country and within a 
country from one period-of time t o  the next. 

Certain sequences of need through whlch countries a r e  l i ke ly  t o  
go a s  they progress frcmn the  ea r l i e r  t o  the  l a t e r  stages of 
development can be recognized. For countries in the early 
stages, with largely i l l i t e r a t e  populations and primitive public 
services, the pr ior i ty  needs are l ike ly  to be education and 
human resource development and the provision of the bssic  
f a c i l i t i e s  f o r  transport,  communication, water and health which 
a re  required t o  enable a country t o  absorb capital,  indus t r ia l  
machinery, and complex technology. As countries move forward 
and a s  incomes r i s e  the need fo r  additional food is  l i ke ly  t o  
be c r i t i ca l .  A s  they reach the l a t e r  stages of the g r d  
process, top priori ty fo r  external assistance i s  l ike ly  to shift, 
as in India, to capi ta l  goods, raw materials and the needs of 

' 

an indus t r ia l  'economy. 

Nevertheless, the pat tern of p r i o r i t i e s  fo r  aqy given country 
a t  any given time i s  probably unique. Since almost any kind of 
assistance can be used i n  aqy underdevoloped country, and since 
the  resources of the developed world t o  supply such assistance 
are  limited, it i s  extremely important tha t  the country i t s e l f ,  
as  well a s  those assis t ing it, form st each s t e p  of the process 
a clear  judgment as t o  what a re  the most c r i t i c a l  bottlenecks 
to  economic and social  developent and therefore what kinds of 
assistance deserve priori ty.  

C Prunoting Developnent Budgeting and Programmix 

1. The Need f o r  P r io r i t y  Thinkin@; 

Our attempts t o  stimulate economic developent  i n  the past have 
suffered from the piecemeal. approach. While responsibility f o r  
this weakness has been primarily t ha t  of the receiving countries, 
this weakness has been condoned i f  not fostered by our o m  



project-by-project approach to foreign assistance. A s  a resul t  
of this approach, we have neither persuaded the recipient coun- 
t r i e s  thanselves to undertake developent progrwrming as a 
whole nor provided assistance t o  than in carrying out such pro- 
grRmm3nP . 

/The purpose of progr-ing is to make rea l i s t i c  assestiments of 
needs and capabilities, to establish pr ior i t ies ,  and to insure 
a proper balance of the varying kinds of goods and servioes 
which are required a t  varying stages of developent. Planning 
of th i s  kind is a necessary and accepted function in every 
modern society. It is an every-dw part of our l ives  in the 
United States. In  the public sector such planning, in the e a s e  
of a systanatic e d a t i o n  of the pattern of public emendi- 
tures, of thei r  relat ive pr ior i t ies ,  of thei r  inter-relations, 
and of thei r  impacts on the economy as a whole, is undertaken 
by the Bureau of the Budget. I n  the private sector, every 
large corporation has its planning unit  which attempts to think 
imaginatively and systematically about the total problana 
facing the crrporation over a future period. 
2. The Variations i n  Programming Qu8I.L- 

In most of the l e s s  developed cauntriea, however, such pro- 
grannning is  a t  best inadequate and a t  worst non-existent. Only a 
very few of the more advanced ones, such as  India and Pakistan, 
have developed systematic techniqyea of p r o L ~ x .  

Others have so-called developent plans, but some of these are 
l i t t l e  more than l i s t s  of projects collected from various 
ministries while others are statanents of goals without analysis 
of the actions required to at ta in  than. Only rarely is atten- 
t ion given to accurate promess reports and evaluation. 

3. \ h a t  the U.S. Can Do 
Neither growth nor a developent program can be imposed on a 
country; it must express the nation's own w i l l  and goal. Never- 
theless, we can administer an aid program in such a manner as 
to promote the developant of responsible programming. 

Thus, we can ancourage responsibility by establishing as condi- 
tions f o r  assistance on a substantial and sustained scale the 
definition of objectives and the assessment of costs. 

Second, we can make assistance f o r  particular projects condi- 
t ional  on the consistency of such projects with the program. 

Third, we can offer technical help in the formulation of pro- 
grams fo r  developnent which are adapted t o  the country's objec- 
tives and resources. This includes assistance in assembUng 
the basic econcanic, financial, technological, and educational 
information on which prograrrnning depends; assistance in m y -  
ing the needs and requirements over time of broad sectora of the 
econcrqy, such as transport, agriculturef cummnication, industry 
and power; assistance in designing tue financial mechanisms cf 
the economy in ways that  will promote growth without inflation; 
and assistance in administrative practices which will make 
possible the more effective review and implemontation of pro- 
grams once established. 

4. The Need fo r  Cunnnon Sense i n  Applying Conditions 

The application of conditions in the allocation of a id  fuade 
cannot, of course, be mechanical. It must be recognized that 
countries a t  different stages of developnent have very different 
capabilities of meeting such conditions. To ins i s t  on a level  
of performance i n  programming and budgeting completely beyond 
the capabilities of the recipient country would result  in the 
frustration of the basic objective of our developent assistance- 
to encourage more rapidgrowth. 

I n  the more primitive areas, where the capacity t o  absorb and 
u t i l i z e  external assistance is  limited, some act iv i t ies  may be 
of such obvious priori ty that  we may decide to support then 
before a well worked out program is available. Thus, we mi@ 
provide limited assistance i n  such f ie lds  a s  education, essen- 
tial traneport, canmrunications, and agricultural improvement 
despite the absence of acceptable country programs. I n  such 
a case, however, we would encourage the recipient country to 
get on with i ts programming task, supply it with substantial 
technical assistance in performing that  task and make it plain 
that  an expansion or even a continuation of our assistance to 
the country's developent was conditional upon pro~~smrmi~ng 
progress being made. 

A t  the other end of the spectrum, where the more advanced 
countries can be rel ied upon to make well thought through 
decisions ae t o  project pr ior i t ies  within a consistent program, 
we should be prepared to depart substantially from detailed 
project approval as the basis for  granting aesistsnce and t o  
move toward long-knn support, in cooperation w i t h  other 



developed countries, of the essential  foreign exchange require- 
ments of the coun t ry~s  development program. 

D. Encouranina Self Help 
1. The Reasons for  Stressinf? Self Rele 

A systematic approach to  developnent budgeting and programing 
is one important kind of self help. There are many others. 
I t  is v i t a l l y  important tha t  the new U.S. a i d  program should 
encourage all of them, since the main thrus t  for  developent 
must come from the l e s s  developed countries themselves. h- 
t e rna l  a id  can only be marginal, although the margin, as  i n  
the case of the Marshall Plan, can be decisive. External aid 
can be effect ive only if it i s  a complement to se l f  help. 

I U.S. aid therefore, should increasingly be designed t o  provide 
incentives fo r  countries to take the s teps that only they them- 
selves can take. 

I n  establishing conditions of se l f  help, it is important t ha t  
we not expect countries t o  remake themselves in our image. 
Open soc ie t ies  can take many forms, and within very broad limits 
recipients  must be f r e e  to  s e t  t he i r  own goals and to  devise 
the i r  own ins t i tu t ions  t o  achieve those goals. On the other 
hand, it i s  no interference with sovereignty t~ point out 
defects where they exist ,  such as tha t  a plan c a l l s  f o r  fac- 
t o r i e s  without power to run them, or  f o r  inst i tut ions without 
trained personnel to s ta f f  them. Once we have made clear  t ha t  
we are genuinely concerned with a countryls development poten- 
tial, we can be blunt in suggesting the technical conditions 
tha t  must be met f o r  developent t o  occur. 

2. The R w e  of Self Help 

The major areas of se l f  help are the following: 

(a) The effect ive mobilizina of resources, This includes not 
only development progrming,  but also establishing t a x  
policies  designed to ra ise  equitably resources f o r  investment; 
f i s c a l  and monetary policies  designed t o  prevent serious infla-  
tion; and regulatory policies  aimed t o  a t t r ac t  the f inancial  
and managerial resources of foreign investment and t o  prevent 
excessive luxury consumption by a few. 

(b) The reduction of dependence on external sources. This 
includes foreseeing balance of payments crises, with adequate 
at tent ion to reducing dependence on imports and adopting 

r e a l i s t i c  exchange r a t e s  to encourage infant  industr ies  and 
spur exports. I t  also includes providing f o r  the t raining of 
nationals t o  operate projocts a f t e r  they are completed. 

(c) tap pin^ the enemies of the ent i re  vovulation. For both 
economic and po l i t i ca l  reasons all segments of lh population 
must be able t o  share i n  the growth of a country. Otherwise, 
development w i l l  not lead t o  long run s tab i l i ty .  

(d) Honesty in wovernment. I n  many societ ies ,  what we regard 
as  corruption, favoritism and personal influence are  so accepted 
as consistent with the mores of officialdom and so in tegre l  a 
par t  of routine administrative pract ice that 'any attempt to 
force the i r  elimination w i l l  be regarded by the loca l  leadership 
as not only unwarranted but unfriendly. Yet an economy cannot 
get  the most out  of i t s  resources if dishonesty, corruption and 
favoritism are  widespread. Moreover, tolerancc by us of such 
practices r e su l t s  i n  serious waste and diversion of a id  resources 
and i n  the long run generates anti-American sentiment of a kind 
peculiarly damaging t o  our po l i t i ca l  interest .  Some of the most 
dramatic successes of Communism i n  winning loca l  support can 
be traced t o  identif icat ion,  correct ly of not, of communist 
regimes with personal honesty and pro-Western regimes with 
corruption. A requirement of reasonably honest administration 
may be po l i t i ca l ly  uncomfortable i n  the short run, but it i s  
po l i t i ca l ly  essential  i n  the long run. 

3. U.S. Posture on Self Help 

The United States  can use its aid as an incentive to  s e l f  help 
by responding with aid on a sustained basis,  ta i lored  t o  pri- 
o r i t y  needs, t o  those countries making serious e f fo r t s  in  se l f  
help. 1 
I n  many instances it can withhold, or  limit,  i t s  a id  t o  coun- 
t r i e s  not y e t  Killing to  make such efforts .  

l'here a re  other countries where, with s k i l l f u l  diplomacy, we 
m q r  be able by our aid t o  give encouragement to those groups 
i n  government which would _like to press forward with economic 
and soc ia l  r e fom measures t o  promote growth. Governments a re  
ra re ly  monolithic. 

But there w i l l  be still  other countries where, despite the 
inadequacy of the l eve l  of self help, we sha l l  deem it wise 



l fo r  po l l t i ca l  or military reasons, t o  give substantial econcmdc 
assistance. Even in these cases we should prcanote self  help by I making it clear that  our supporting assistance i s  subject t o  

( reduction and ultimately t o  termination. 
i 

Because of the importance of self  help in the In ternat land 
Bevelap~ent Progrem the foregoing considerations are developed 
i n  greater de ta i l  i n  the Annex, "What Does Self Help Mean?" 

E. Encoursging a Iang-Term Approach 

1. Developnent Requires a Uw-Term Approach 

The most fundamental concept of the new approach t o  economic aid 
i s  the focusing of our attention, our resources and our energies 
on the ef for t  t o  promote the econcmdc and social  developnent of 
the l e s s  developed ccnmtries. This i s  nut a short run goal. To 
have any suecess i n  t h i s  effort,  we must ourselves view it as an 
enterprise stretching over a considerable number of years, and 
we encourage the recipients of our aid t o  v i e w  it i n  the 
same faahion. 

How long it vlll take t o  show substantial success i n  t h i s  effort  
will vary greatly &an ccnmtry t o  country. I n  several siepifl-  
carrt cases, such aa India, a decade of concentrated effort  can 
Launch these countries in to  a stage i n  which they can carry 
forward t h e i r  own econcanic and social progress x i th  l l t t l e  or no 
goverrment-to-government assistance. Tbese cases i n  which Ught 
i s  already visible a t  the other end of the tunuel are ones W c h  
over the next few years will absorb the bulk of our capital  
assistance. 

Ihe number of countries thus favorably situated i s  small, but 
t h e i r  peoples constitute over half of the population of the 
underdeveloped world. Meantime, over the decade of the sixties, 
we can hope that  many other countries will ready themselves for  
the big puah in to  self-sustaining growth. In s t i l l  others which 
are barely on the threshold of the transit ion in to  modernity, 
the decade can bring siepiflcant progress i n  launching the slow 
process of developing the i r  human resources and t h e i r  basic 
services t o  the  point where an expanded range of developaental 
ac t iv i t i e s  i s  possible. 

Ihe whole p r o m  must be conceived of as  an effort ,  stretching 
over a considerable number of years, t o  a l t e r  the basic social and 
econcmdc condition6 i n  the less  developed world. It must be 
recognized as a slow-acting tool  designed t o  prevent pol l t ica l  

and ndlltary crises such as those recently confronted i n  Iaos and 
Cuba. It i s  nut a too l  fo r  dealing xi th  these crises a f t e r  they 
have erupted. 

2. !he Speciflc Reasons for  a brig-Term Approach 

a. !The need t o  budget a period of years. bkny of the individual 
projects for  which development assistance i s  required c a l l  for  
expenditures over lengthy periods. Dams, river developnent 
schemes, transportation networks, educational systems require 
years t o  construct. Moreover, on ccuuplex projects, design work 
must be completed and orders for  machinery and e q u i p n t  placed 
months or even years before construction can commence. Ihus, 
as a d e v e l o p n t  program i s  being launched, commitments and 
obligations must be entered in to  i n  a given year which may exceed 
by two or three fold the expenditures t o  be made in that  year. 
Tbe capital expansion programs of business flm involve multi- 
year budgeting and the same i s  t rue  of country developnent 
prom-. 

b. The need t o  plan investment p r o w .  More Importantly, 
several of the more advanced of the l e s s  developed countries have 
found through experience that  they must plan thei r  own complex 
investment programs fo r  a t  l eas t  f lve years forward and tenta- 
t ive ly  for considerably more than that  i f  they are t o  be sure 
that  the various interdependent ac t iv i t ies  involved are a l l  t o  
take place i n  the proper sequence. Without such forward planning, 
investment funds are wasted because manufacturing f a c i l i t i e s  are 
campleted before there i s  parer t o  operate them or before there 
i s  transport t o  service them; or  a skil led labor force i s  trained 
before there are plants available in which they can be employed. 

c. The need t o  allocate country resources. Most important of 
all, the less  developed countries must be persuaded t o  take the 
necessary steps t o  allocate and colmnit the i r  own resources. 
Tbey must be induced t o  establish the necessary tax, f iscal ,  
monetary and regulatory policies. Ihey must be persuaded t o  
adopt the other-necessary self-help measures which are described 
i n  the preceding section. Ihe taking of these steps invo.lves 
tough internal policy decisions. Moreover, once these steps are 
taken, they may require years to make themselves f e l t .  They 
must, therefore, be related t o  long range development plans. 

3. Providing an Incentive 

If the less developed countries are t o  be persuaded t o  adopt a 
long-term approach, the United States, as the principal suppller 
of external aid, must be prepared t o  give long-term commitments. 



In th i s .  as i n  so many aspects of our developent assistance 
ac t iv i t ies , the  incentiveeffects  d t h e  posture we take are t he i r  
most important ones. The extent to which we can persuade the 
l e s s  developed countries t o  appraise t h e i r  own resources, t o  s e t  
ta rge ts  tuward which they should be working, t o  establ ish i n  the 
light of this f o m d  perspective the most urgent p r io r i t i e s  for  
t h e i r  immediate at tent ian,  and t o  do the  other things which they 
must do t o  help themselves, all on a realistic long-term basis,  
w i l l  depend importantly on the  incentives we place before them. 
If they f e e l  t ha t  we a re  taking a long-term view of t h e i r  
problems and are  prepared t o  enter  In to  reasonably long-term 
association with them in t h e i r  developent ac t iv i t ies ,  they w i l l  
be much more U e l y  t o  undertake the  d i f f i cu l t  tasks required. 
Perhaps the  most important incentive fo r  them will be clear  
evidence t h a t  where other countries have done th i s  kind of home 
work we have responded with long-term ccmrmitments. !b be success- 
f'ul i n  encouraging them t o  take self-help measures now so t h a t  
they can qualify under our new c r i t e r i a  fo r  aid l a t e r  they must 
have some reason t o  believe tha t  i f  they do so quallfy, the a id  
xill be f o r t h c d n g .  

Moreover, since the  problem of a id  t o  the  l e s s  developed world 
over the  comlng decade i s  not a problem fo r  the United State8 
alone but fo r  all  the  developed countries, we have a great 
i n t e re s t  i n  persuading other potential  suppliers of aid t o  make 
ccmrmitments extending i n t o  the  firture. We can hardly hope t o  do 
t h i s  i f  we cannot make such ccnmnitments ourselves. 

In order t h a t  we can be i n  a position t o  make the necessary 
long-term camdtments, we are  requesting five-year borrowing 
authority fo r  the  Development Imn portion of the over-all  a id 
program. !his request i s  discussed at length under Section 1II.B. 

F. Providing a Scale of Aid t o  &courage Sound Development 

One of the  lessons of the  past f i f i een  years i s  t h a t  there  a re  
ingredients t o  a successful aid program beyond our dollar input. 
Every e f fo r t  has been made i n  preparing the present program to 
s t r e s s  the non-monetary factors i n  ald. Ehphasis has been placed 
on self  help, long term planning, assistance in development, 

J research, stimulation of other Free World sources, the involve- 
-ivate enterprise, and the use of food and non- 
agricul tural  surpluses. 

!he basic fac t  i s ,  however, t ha t  the  magnitude of funding bears a 
d i rec t  re la t ion  t o  our a b i l i t y  t o  induce cormtries t o  engage in 
sound d e v e l o p n t a l  ac t iv i t ies .  If avsilable funds are  s e t  a t  a 
scale which w i l l  enable UE only t o  meet our short run po l l t i ca l  

requirements and t o  give assistance only t o  the countries where 
need i s  matched by advanced pLanning and administrative cm- 
petence, we sha l l  be unable t o  hold out the poss ib i l i ty  of 
development assistance t o  many of the  less  developed countries. 
For the  U.S. t o  be able t o  influence measurably the  development 
of a number of these countries, i t s  assistance program must be 
of a scale larger  than tha t  of a holding operation. 

The present leve l  of funding requests was arrived a t  by 
estimating the  mounts of capi ta l  input needed t o  make possible 
increases i n  per capita income of 1 or 246 a year over the  next 
decade. Such estimates would c a l l  f o r  a much la rger  program 
than is  proposed here. But t o  proceed on the  basis of such 
estimates would be t o  disregard a key assumption of the  new 
approach. This i s  t h a t  capi ta l  frm outside w i l l  be productive 
only t o  the  extent t ha t  the  l e s s  developed countries themselves 
undertake with vigor the  measures they must take t o  mobillze 
t h e i r  own resources. It i s  t h i s  fac tor  of self-help which 
determines i n  most cases the absorptive capacity of the less  I 
developed countries for  external capital.  It i s  t h i s  absorptive 
capacity and not the  theore t ica l  need fo r  capi ta l  which deter- 
mines how much can be effect ively used. 

The measure of s e l f  help i n  turn  depends, i n  considerable part,  
on the incentives we are  able t o  offer. I f  there i s  l l t t l e  o r  
no hope of capl ta l  and technical assistance being available i n  
adequate quantities even t o  countries which organize Allly t o  
take advantage of it, the  prospects of t h e i r  taking the  neceesary 
steps a re  remote. 

There is, therefore, a kind of chicken-and-egg problem i n  the  
deteraimtion of a ld  requirements. On the  one hand, we must give 
s m e  indication tha t  we and the  other developed countries a r e  
serious about developent assistance, and tha t  i f  the less  
developed countries meet the c r i t e r i a  we l ay  down fo r  such 
assistance, we a re  in a position t o  match t h e i r  e f fo r t s  with the 
necessary outside resources. On the  other hand, u n t i l  the  
incentive of our a id  has been held before them for  long enough 
t o  have same effect,  we cannot know t o  what extent they may 
succeed i n  meeting these c r i t e r i a  and, therefore, how much help 
w i l l  tu rn  out t o  be jus t i f ied  and productive. 

A further problem i n  estimating the required amount of U.S. aid 
i s  our present uncertainty as to how f a r  the other cleveloped 
countries and t he  internat ional  sources of aid like the  united 
Nations and the World Bank are  l l ke ly  t o  be wil l lng and able t o  
go i n  carrying t h e i r  share of support fo r  the  requirements of 
less  developed countries. Again there i s  an interact ion of cause 



and effect  since the  commitments we can induce these other po- 
t e n t i a l  sources of help t o  make are dependent i n  large measure 
on what we, ourselves, are willlng t o  do. Ideally, it would be 
helpful i f  we could say now t o  the  developed countriea that i f  
they were prepared over t h e  next f ive  years t o  assume a reason- 
able share of t h e  t o t a l  problem, we would commit ourselves t o  
our share. We could then assure the  less  developed countries 
tha t  insofar  a s  they were able over t he  next f ive  years t o  meet 
the c r i t e r i a  fo r  s e l f  help which a l l  the suppliers regard as  
reasonable, the external resources necessary t o  meet r e a l i s t i c  
growth targets  could be made available. 

We are  proposing fo r  the  current f i s c a l  year samething sub- 
s t an t i a l ly  short of t h i s .  

I n  Chapter 111 below, detai led  discussion^ of each funding 
category are se t  forth. The amount requested for  d e v e l m n t  
lending allows very l l t t l e  margin w e r  the  major ca l l s  f o r  loans 
i n  c r i t i c a l  areas which can already be reasonably foreseen. The 
appropriation request fo r  d e v e l o p n t  grants allows only $125 
milllon over the  estimate fo r  continuing costs of exist ing 
programs. Thus t h i s  $125 milllon w i l l  have t o  cover a l l  t he  new 
s t a r t s  i n  the  vital f l e l d  of education and human resources i n  
four continents. Supporting assistance, reduced sharply from 
the  current year, represents the  minimum amount est-ttad t o  
serve our in teres ts  i n  t he  immediately c r i t i c a l  areas of t he  
world. In a world explosive with Laos, the Congo, Cuba, and 
other tinder boxes, the  contingency request for  $500 million is  
modest . 

r; G. Stimulating a Coordinated Free World Effort 

The proposed a id  program has a s  a major objective a much closer 
coordinat;ton of U.S. develogknt assistance with the  assistance 
supplled by other nations and by internat ional  organizations than 
we have achieved i n  the  past. There are f l v e  persuasive reasons 
why such coordination is needed. 

In the  f i r s t  place, since the  needs of the  recipient countries 
f o r  external assistance w i l l  be met only par t ly  through U.S. 
ef for t s ,  it is  important t ha t  country programing should involve 
a cooperative e f fo r t  by a l l  the  sources of external assistance 
and by the  recipient countries themselves t o  d is t r ibute  t he  task6 
t o  be done among the  donors with due regard t o  the  special  
capabil i t ies  and in t e re s t s  of each. 

Secondly, the volume of assistance i n  tenne of finances, goods 
and people required from a l l  sources t o  promote the  human and 
material d e v e l o p n t  of t he  less  developed countries w i l l  have 

t o  be increased. %is w i l l  require agreement among the advanced 
countries of t he  Free World on equitable principles fo r  sharing 
the  burden. 

In the  th i rd  place, t h e n  i s  a change i n  the  character of the  
problem resul t ing from the  t r sns i t i on  from colonial s ta tus  t o  
sovereign independence of mny of the  new states .  In the  past, 
the  metropolltan powera of m o p e ,  especially Ebgland and F'rance, 
have concentrated t h e i r  very considerable d e v e l m n t  assistance 
i n  the  regions f o r  which they had direct  po l l t i ca l  responaibility. 
AE the  colonial weas  have achieved independence they have spread 
t h e i r  reqwats  fo r  help among a number of sources i n  order t o  
minimize t h e i r  dependence on any one source and more par t icu lar ly  
t h e i r  dependence on t h e i r  former colonial masters. A t  the  same 
time, the m o p e a n  countries have begun t o  broaden t h e i r  concepts 
of t h e i r  responeibilltiea t o  t he  l e s s  developed world. 

Fourthly, t he  newer countries as they achieve independence con- 
front a bewildering variety of national and internat ional  
agencies from vfiich they can seek help, each with epeciallzed 
capabilities, i n t e re s t s  and procedures with which the  new 
countries may be unfemillar. The sources of capi ta l  include 
the  IBFQ IDA, IFC, the  agencies of a number of national govern- 
ments, regional ins t i tu t ions  l l ke  the  IADB, and privste  investors 
throughout t he  world. Technical assistance can be secured from, 
among uthers, the  United Nations Special Fund, the  United Nations 
Technical Assistance Administration, the  Fkn American Union, the  
Colombo Plan, FAO, WHO, IIO, m C O ,  many national gwernments 
and prlvate foundations and voluntary organizations. I f  we a re  
t o  ass i s t  these countries i n  devising in te l l igent  developuent 
programs, we must a l so  help them t o  f ind t h e i r  way throu@ t h i s  
confusing mass of potential  sources of assistance. 

Finally, the  new approach makes much of the  point t ha t  the  tenne 
and conditions on which assistance i s  offered can play an 
important ro l e  i n  encouraging the  l e s s  developed countries t o  
take those measures which they themeelves must take i f  t h e i r  own 
growth i s  t o  be promoted. Unless there is some consistency 
emong the c r i t e r i a  applled by the  various sources of aid, the  
incentives f o r  re=-help measures a re  l l ke ly  t o  be ineffective. 

The program presented here contemplatea a variety of ways of 
achieving the  various necessary kinds of cwrdination. On 
capl ta l  assistance, coordination between individual donor nations 
and the  IBRD haa been establlehed on a reasonably sat isfactory 
basis i n  t h e  past. Now the  IBRD is  taking the  i n i t i a t i v e  t o  
establish consortia of the  principal  countries willlng t o  provide 
support fo r  developnent plans of India and Pakistan. Other 
e f for t s  a re  under way fo r  coordination among capi ta l  supplying 1 
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I countries. An organization of a l l  the principal developed cound 

i t r i e s ,  the so-called ifDevelopment Assistance C~mmittee,~~ has been 
established under the OECD and has already had i n i t i a l  meetings 
and reached general agreement on some of the principles t o  govern 
the coordination of activi t ies.  

In the technical assistance f ie ld ,  the amounts of money involved 
are much smaller but the number of agencies with specialized 
capabilities i s  much larger. Here comdination i s  particularly 
needed because of the world-wide shortage of qualified technicians 
The Developnent Assistance Committee has already turned i t s  
attention t o  t h i s  problem. The problems of coordinating the 
American effor t  with that  of the various international organiza- 
tions are regarded as so important that  it i s  proposed t o  
establish i n  the Office of the Director of the new U.S. Aid 
Agency an International Development Organization Staff .  

A more extended discussion of t h i s  problem i s  to  be found i n  
Chapter V below. 

H. Research t o  Make Aid More Effective 

The whole development assistance program i n  whlch we are engaged 
i s  i n  a sense experimental. The nature of the economic and social  
transformation through which the less developed countries are 
going i s  h is tor ica l ly  new. The industrialization of the United 
States and Western Europe stretched over more than a century, and 
involved different technologies, dif  ferent problems and a different 
cultural background from those of the several parts of the 
presently underdeveloped world. 

Our own substantial effort t o  ass is t  i n  t h i s  process i s  likewise 
a new one, i n  which we have only a few years experience t o  guide 
us. We have learned much fromthe experience of the l a s t  decade. 
We wi l l  continue t o  learn as we apply the principles of the new 

i 
approach i n  the decade t o  came. But i n  other areas of both 
governmental and private ac t iv i ty  i n  the United States, experience 
has taught us tha t  we can learn very much faster how t o  do things 
efficiently and well i f  we undertake systemtic research on new 
' problems. 

We spend bi l l ions  annually on research and developnent i n  the 
military f ield.  We have large government-supported programs of 
research i n  agriculture, publlc health, and the exploitation of 
our natural resources. The more progressive corporations have 
found that  it pays to  put 5 t o  lo$ of thei r  total  expenditures 
into research act iv i t ies .  And yet our development assistance 
programs have not, up t o  t h i s  point, supported any signSficant 

amount of research t o  improve our knowledge of how t o  deal with 
developent problems. This i s  surely an important enough too l  of 
American foreign policy so tha t  it would be well worthwhile t o  put 
a small percentage of our t o t a l  aid expenditures into a program 
t o  enl ls t  the country's best minds i n  the natural and social  
sciences t o  learn how t o  use t h i s  tool  more effectively. The 
funding request for  research i n  FY 1962 i s  for about seven-tenths 
of one percent of the proposed economic assistance program. 

!he President's Science Advisory Comittee has recently made a 
thorough-going study of how research act iv i t ies  might be designed 
t o  further the purposes of the aid program. This group of 
scientists  concluded tha t  it would be both feasible and productive 
t o  mount a research program i n  t h i s  area. 

Many kinds of research are called for. The problems of develop- 
ment c a l l  for  the transformation of whole societies and involve 
technological, economic and human dimensions with which we, i n  
American society, have had l l t t l e  experience. 

1. Research for Economic Developnent 

On the technological side there are a number of problems requiring 
new knowledge which has not been important t o  our own advancement. 
We have had l i t t l e  experience i n  improving agricultural produc- 
t i v i t y  i n  tropical  climates or i n  dealing with the diseases which 
are endemic i n  other parts of the world. Scrme countries l ike  
Pakistan could prevent the loss of large areas of land t o  cult i-  
vation i f  they could find an inexpensive way of preventing the 
waterlogging and resulting salination of soil .  

Moreover, we have had a tendency i n  the past t o  assume that  the 
technology appropriate t o  our social  and economic conditions 
could be transferred without serious modification t o  the less  
developed countries. I n  fact ,  the modifications required t o  make 
technology effective under different human and material conditions 
c a l l  for  as much imagination and creativity as  the discovery of 
new scient i f ic  truth. Nothing, for  example, would do more t o  
transform the rural  economies of the less developed countries 
than the development of efficient ,  easily maintainable and 
inexpensive small sources of power which could u t i l i ze  readily 
available local  f'uels. 

The economic problems of the  less  developed countries are like- 
wise dif'f'erent i n  many ways from those with which we have had 
experience. New techniques must be designed for  mobilizing 
savings from populations on the margin of subsistence t o  p e d t  
them t o  focus the i r  resources on the i r  own growth, and thus t o  
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make them independent of special  foreign help i n  t he  shortest  
possible time. In the  United States people have always been one 
of our scarcest assets ,  and accordingly we have concentrated on 
capital-intensive technology. I n  much of t he  less  developed 
world, where t he  problem i s  t o  f ind productive employment f o r  
huge populations, imaginative reaearch i s  needed on how t o  
design economical processes which are  labor intensive. 

2. Research f o r  Huntan Developent 

IIhe human problems a re  equally challenging. In  a continent l i ke  
Africa, developent  r e s t s  not only on b r i q l n g  l i t e r acy  quickly 
t o  a people overwhelmingly i l l i t e r a t e  but a l so  on changing t h e i r  
conception of nature from one of mystical and i r r a t i ona l  forces 
beyond the  control of man t o  one of cause and effect. To attempt 
t o  inculcate l i t e r acy  and a new view of nature i n  t h e  minds of 
milllone of people by the  educational methods familiar i n  America 
o r  Europe would be both very expensive and very time consuming. 
Serious research by imaginative persons should be directed t o  
exploring and t e s t i ng  methods of doing t h i s  quickly, cheaply, 
effectively, and i n  a manner sui ted t o  t h e  peoples involved, 

These a re  merely a few i l l u s t r a t i v e  examples of t he  many problem 
t o  which we should be addressing ourselves i f  our a id  e f fo r t s  of 
the  next decade a re  t o  produce the  r e su l t s  we seek. 

I. Recognizing Trade Problems of t he  less Developed Countries 

The new approach t o  developent assistance proposes t o  look a t  
developnent problems a s  a whole, and t o  discontinue the piecemeal 

I project -by-pro ject  approach. Among the  crucial  requirements of 
developent  i s  t he  maintenance a t  an adequate level  of imports, 
especial ly imports of capi ta l  goods and raw materials t h a t  a r e  
not avai lable locally. The s i ze  of the  foreign exchange re-  
sources avai lable f o r  current use i s  thus a c r i t i c a l  l imitat ion 
on developoent poss ib i l i t i es .  From one point of view forei- a id  
i s  merely a supplanent t o  t h e  capacity t o  import which countries 
would othervise have. 

Export capaci t ies  of most of t h e  less  developed countries a r e  
limited. I n  many cases, especial ly i n  I a t i n  America and Africa, 
exports a re  heavily dependent on one o r  two primary products of 
e i t he r  agr icu l tura l  o r  mineral origin. For most of these products, 
world markets are  expanding only slowly, The pices of these 
products a r e  subject t o  vo l a t i l e  fluctuations which great ly 
a f fec t  the  exchange available t o  producing countries. In some 
instances, there  appears t o  be a long range trend f o r  pr ices of 

primary commodities t o  f a l l  i n  comparison with t he  prices of t he  
i ndus t r i a l  goods fo r  which they must be exchanged. Moreover, the  
advance of science and technology presents f o r  some commodities 
t he  prospect of displacement by synthetics ( a s  has happened i n  
sane measure fo r  rubber) or  competition from subst i tutes .  

Thus, foreign economic assistance i s  closely and necessarily 
linked with t rade problems. I f  t h e  export potent ial  of l e s s  
developed countries i s  l imited by market forces o r  by r e s t r i c -  
t i v e  measures, t he  need f o r  external resources through a id  w i l l  
increase. A part of t h e  developent  process we must a s s i s t  i s  
t he  growth and diversif icat ion of export capacity as  countries 
achieve sustained econcmd c modernization. Moreover, we must 
t r y  t o  afford t h e  l e s s  developed countries with protection against 
rapid fluctuations i n  export earnings on products which comprise 
t h e i r  main exports. The possible techniques f o r  affording such 
protection are highly complex, and have been the  subject of 
extended consideration both within our Government and within 
various internat ional  bodies. 

The process envisaged i s  not accurately described 
worn phrase "Trade Not Aid. l1 More appropriate t o  
t he  time would be "E Aid & Trade. " 

J. A Year of Transition 

by the  well- 
the  needs of 

It w i l l  take time t o  give f u l l  e f fec t  t o  t he  new approach 
outlined abwe. Many projects  approved under an ea r l i e r  
philosophy are  i n  mid-stream and cannot be abruptly discon- 
tinued without serious waste of resources. Expectations have 
been created i n  t he  minds of some of t he  recipient countries 
a s  t o  the  a id  leve ls  t o  which they can look forward, and these 
cannot be disappointed abruptly without potent ial ly very serious 
p o l i t i c a l  consequences f o r  t he  United States. 

Moreaver, we have not yet had the  opportunity t o  si t  down with 
each of t he  recipient countries t o  review t h e i r  programs i n  
d e t a i l  and determine which of the a c t i v i t i e s  nuw going forward 
meet our new c r i t e r i a  and which are of l e s s  importance and 
should be discontinued i n  t he  l igh t  of a systematic joint  
review of pr ior i t ies .  F'art of the new emphasis being suggested 
i s  tha t  we ask the  recipient  governments themselves t o  take 
more responsibi l i ty  f o r  s e t t i ng  p r io r i t i e s  within t h e i r  own 
programs and justif'ying these p r io r i t i e s  t o  us on grounds of 
t h e i r  importance t o  development. This w i l l  take extensive 
negotiation and review with a id  recipients  wi,ich we cannot fu l l y  
undertake u n t i l  the new program has Congressional approval. 



I n  some cases i n  the past,  programs have been treated accord- 
ing t o  principles similar t o  those we propose fo r  the future. 
I n  India, fo r  example, the basic objective of our aid program 
has been t o  promote Indian economic development, and t h i s  
objective has not been complicated by other considerations. 
The Indians themselves have developed an extensive and sophis- 
t ica ted  procedure f o r  establishing p r io r i t i e s .  They have a 
well worked out development program. They know which par t s  of 
it they would l i k e  us t o  support, and they have submitted 
detailed just i f icat ions fo r  a wide variety of projects t o  be 
included in the i r  program. Beyond t h i s  the th i rd  five-year 
plan has had extensive review and cri t icism not only by our 
own Mission but by a mission sent by the International Bank 
and by a distinguished internat ional  committee of three 
bankers under the chairmanship of S i r  Oliver Franks. 

I n  many countries, however, especially i n  those where 
defense support has been important, it is  uncertain how 
much of the ac t iv i ty  in which we have been engaged will 
meet our new development c r i t e r i a .  In other countries, 
par t icu lar ly  in Africa, governments have only very 
recently taken over responsibi l i ty for  t h e i r  development 
ac t iv i t i e s  from the colonial powers and have not ye t  had 
the time or the resources t o  examine the i r  development 
problems with the care required to  determine the i r  
p r io r i t y  needs. 

expect, subject t o  further  review and negotiation, t o  
meet our development c r i t e r i a  and (2) those &ich we 
must regard as  being directed primarily a t  other objec- 
t ives  of American foreign policy. The l a t t e r  group we 
have placed in the category of Supporting Assistance, 
which i s  defined a s  assistance which the United Sta tes  
f inds i s  i n  i t s  in t e re s t  t o  supply despite the f a c t  
t ha t  it does not measure up f u l l y  t o  developmental 
c r i te r ia .  

Because we have not had an opportunity t o  review all of 
our programs with the recipients  and to  recast  them i n  
terms of the new approach, we have confined our request 
f o r  funds f o r  FY 1962 to the m i n i m u m  we think necessary, 
f i r s t ,  t o  complete enterprises on which we have already 
launched, second, t o  meet needs f o r  assistance f o r  other 
than develepment reasons, and third, t o  provide enough 
minimal financing f o r  new projects  during the coming 
year to of fer  recipients a r ea l  and posi t ive incentive 
t o  review the i r  programs careful ly on the basis of our 
new cr i te r ia .  

We look upon the coming year a s  a year of review and 
application of our new concepts. We should be able by 
t h i s  time next year to present a program much more f u l l y  
reflecting the new approach. 

We have made an e f fo r t  t o  divide what we believe to  be 
our continuing commitments in to  (1) those which we now 



Iff. IHE TOOLS FOR ACTION 

A. f i e  Frogrm in Brief 

1. Introduction 

The new approach to econonic assistance cel ls  fo r  the 
coordinated use of a variety of coqlementary tool. - 
public and private, U.S. and other free world. This 
chapter summarizes the tools which are being requested 
under the proposed Act for International Development. 
Some of then are  already available, some are to be estab- 
l ished under the new Act, and some are to be supported or 
activated by other legislat ive authorities or  administra- 
t ive  action. 

The proposed instruments include Development L o u ,  
Development Grants, Supporting Assbtance, Development 
Reeearch, Contingency hnd, and Contributions to Inter- 
national Organizations. Eoch is described in full deta i l  
in a subsequent chapter. 

Later chapters also outline the role i n  e c o d c  develop- 
ment and the relationship to the above tools of U.S. 
private investment, for  wfiich a variety of sppporting 
powers are proposed in the Act for  International 9eoelov- 
ment; Food formpeace and the Peace Corps, for  both of which 
new authority i s  being requested in  separate legislation; 
and the pr ior i ty  being given to the task of cooKUnating 
and stimulating assistance From other Free World sources. 

The problem of defining for legislat ive purpoeee a s e t  of 
categories of assistance ii complicated by the f a c t  that 
there are a t  l e a s t  three different ways of class- 
types of assistance and t h a t  these three principles of 
classif ication overlap: 

(a) By purpose of aid: Appropriations can be divided 
according to the objectives to be served by each typn 
of assistance. A s  explained earlier, we are providing 
economic assistance to promote economlc and social 
development, to enable the recipient countries to 
maintain armed forces of importance to the Free W o r l d ,  
to help maintain immediate ecommic and pol i t i ca l  
e t ab i l i ty  i n  strategically important countries, to help 
assure availabil i ty of U.S. military bases abroad, Pnd 

to help suppart international organizotione. W i t b i n  the 
f i r e t  of these categories WEI provide aid to impravo 
agriculttrre, establish transport, connmmication, power, 
and other fac i l i t ies ,  establish industry, expand educa- 
tion and develop hucnan resources, and build new organha- 
t i o m  and inst i tut ions i n  the recipient country. 

(b) By type of resourcesr To serve each of these pur- 
poses we supply a variety of different kinds of resource6 
&om outside. These include equipment and machinery, raw 
materials and other conrmodities, food, people (including 
technical advisers, t rainers and actual operating 
personnel) and howledge supplied ei ther by sending local  
national8 abroad or by making available f a c i l i t i e e  fo r  
research or  publicatione. Each of these kinds of resourcw 
may be wed to prmote any of the objectives being served. 

(c) By method of financing: We can classFfg aid accord- 
ing to the terme of the financial arrangements made betvsen 
the providers and the receivers. The United States can 
make loans on the relat ively "hard" terns of the Export- 
Inport Bank, loans with longer maturities and lower ra tes  
of interest, grants, sales of commodities f o r  local  
currencies and gaaranties of private inveetment and lopnee 
Under each of these types of financing it will be appro- 
pr ia te  in same circumstances to engage i n  ac t iv i t ies  
serving most of the dlfferent objectives we are pursuing 
and to supply all the different kinds of resources needed. 

For practical reasons the categories of assistance used in 
the proposed Act represent a compromise m n g  these different 
principles of classification. Two categories of aid, to be 
provided by separate legislation, re la te  to the kind of 
resource being supplied. One is agricultural surpluses 
provided under the Food for  Peace Program and the other is 
personnel prov+ded by the Peace Corps. Food for  Peace idl 
be supplied under varying financial arrangements, and Peace 
Corps personnel essentially in the form of grants. Both aey 
be used to serve many of the dlfferent  purpose8 of t h i s  Act. 

The principal funding categories i n  the Act fo r  International 
Development are t;o be dis t in~uished on the basis  of four primaq 
objectives: (1) support of relatively urgent strategic a d  poli- 
t i c a l  requirements (Supportiog Assistance); (2) contribution t o  
long-range economic and social development (Developm?nt Loans, 
Developnent Grants and Developmsnt Research); (3) support of 
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internat ional  orgenizations (voluntary Contributions to  
f lu l t i la te ra l  Ormnizations) : md (L)  meetinv unforeseen 
events and emergencies (Contingency Fund), which mav in  
any par t icu lar  case f a l l  under any of the f i r s t  three -. 

ki th in  the development category however, the key dist inct ion 
re la tes  t o  financing. Deve lopn t  Loans would be financed 
through long-range authority t o  borrow from the Treasury 
(supplemented by authority t o  use the proceeds of principal 
and in t e re s t  repaynents from loans made under various 
programs i n  prior  years) and Development Grants through 
annual no-year appropriations. Guaranties would be financed 
through borrowing authority granted i n  prior years. Funds 
for  investment surveys and Development Research have been 
treated separately because of the distinctiveness of the 
uses t o  which such funds would be put. 

Three of the funding categories of pr ior  years, Defense 
Support, Special Assistance, and Technical Cooperation, 
have been discarded in an e f fo r t  to simplify the description 
of aid tools  and to place a sharper focupr on development. 
Defense Support, for  example, has always been d i f f i c u l t  to 
define. Moreover, both Defense Support and Special A s s i s t -  
ance have included projecta and program i n  uhkh develop- 
ment purposes and c r i t e r i a  were dominant. These are  being 
sh l f ted  into e i ther  Development Loans or Development Grants. 

J 2 .  Types of Resources t o  be Financed within Categories of 
Assistance 

Each of the principal  categoriee of assistance uill tend to be 
wed fo r  par t icu lar  types of reeources. Nevertheless, these 
categories must be suf f ic ien t ly  f lexible to finance whatever 
types of resources a re  required to f u l f i l l  their respective 
pupp0ses 

Because of the nature of the problems to be deal t  with, 
Supporting Assistance vill be wed primarily for  financing 
commodity imports. Ocoasioaally, hayever, it uill be necessary 
fo r  foreign policy reason6 to cont o r  to inithb selected 
cap i t a l  projects  with financing Aeeietance, U 
the circumstances are such that 
c r i t e r i a  cannot be assured. 

Within the developk?nt category, there is  l i t t l e  reason fo r  
distinguishing between the types of resources which should be 
financed out of loan funds and those tha t  should be financed 

out of grants. The securi ty fo r  a loan of foreign exchange 
repayable i n  foreign exchange is  the credit-worthiness of the 
country as a whole, based on i ts  overal l  growth potential,  
not of any part icular  se-nt of it o r  ins ta l la t ion  i n  it. It 
happens, however, that those nations most i n  need of grants 
also require the kinds of assistance tha t  a re  the foundations 
of economic growth. Ae a consequence, the development grant 
category w i l l  consist primarily of a id  fo r  education and 
soc ia l  progress (the forme of assistance t rad i t ional ly  pro- 
vided on a grant bas is )  and selected economic overhead projects 
(roads, harbors, and communications systems). However, the 
Latter w i l l  be financed on a developrment grant basis  only i n  
those countries where the preconditions fo r  the growth process 
are s t i l l  absent. These countries c lus ter  heavily i n  Africa. 

Conversely, those countries t ha t  have already begun the grartb 
procese, and are  therefore considered the prime candidates for  
loans, a re  l i k e l y  to require the preponderant pa r t  of t he i r  
a id  for  capi ta l  expansion, ei ther  in the form of specif ic  
capi ta l  projects o r  inports t ha t  permit a general investment 
program to be carried out. 

3. Funding Proposals: Four Shifts in Emphasis 

For Fiscal  Year 1962, the new obligational authority t o  be 
provided by the Act fo r  International D e v e l o p n t  vauld t o t a l  
$2.6 b i l l i on .  In addition, approximately $300 million in  
dol la r  repayments and in t e re s t  generated by loans made under 
prior  programs would be available fo r  new lending and an 
estimated a million of unobligated carryover from p r io r  
years would be available f o r  program use. Beyond FP 1962, 
authority would be extended to create new obligations 
aggregating 86.k bi l l ion  in development loans over a four 
year perioq, supplmented by authority t o  use principal  and 
i n t e r e s t  payments generated by prior  loans estimated to 
aggregate $1.2 b i l l i on  over the same period. 

!?he manner in which therse funds would be used r e f l ec t s  cer ta in  
shi f ts  in emphasis wfclch would mark the t rans i t ion  into the 
Decade of Ijevelopment. These sh i f t s  Include. allocation of the 
le rges t  p a r t  of -the proposed h d s  to development purposes, an 
increase in the loan proportion of the total p r o ~ e m ,  
signif icant  changes In programrang techniques and modifications 
in the character of funding authority. 

a. The bulk of FY 1962 funds will be directed toward 
economic and s o c m  development. Development Loans, Grants 



and Research comprise more than $1.7 bi l l ion  of the 
approximate $2.9 bil l ion program tota l ,  and Supporting 
Assistance approximately $600 million. I n  addition, a 
eubstantial per t  of the Contributions to International 
Organizations w i l l  contribute to development and aerg 
effor t  will be made to use Supporting Assistance for  
development purposes. 

b. Loans M a m a o r t i o n  of the tot& D F O ~ P I )  Vill 

FY 1962 laan8 would approximste 408 of the t o t e .  Ukdsr the 
multi-year loan etuthority propoeed in the Act, the loan 
portion of the program would r iee  again in FY 1963. 

c* The FP 1962 program also projects a docream in the 
v01- of Punds programmed on a recurrent, annual .id 

techniaue inhibi t  adherence to the se l f  help. ~ r i o r i t v  and techniaue inhibi t  adherence to the se l f  help. ~ r i o r i t v  and 
other ievelopment c r i t e r i a  outlined i n  the preceding - 
chapter. Whereas a to ta l  of $1,066 million of the to ta l  of 
Defense Support, Speoid  Assistance, and Bilateral 
Technical Cooperation wes progrs~3lled i n  FY 1961 to m e t  
anrnrml aid level recpbemmt6, leas  #an $870 million 
will be p r o g r d  in #la nanner in F111962. SupportinO 
Assistance will need to continue on ths prior b8aisb Mrmy 
of the Supporting Assistance programs w e  expected to 
-ta, however, within one to three years* 

Development Loam and a substantial portion of the 
Develapmant Grant6 request .re not prow& in acivamce. 
Frojecta and program within there categorlm will be 
approved o d y  as and when development c r i t e r i a  as 
described above i n  Chapter I1 and i n  the separate chapters 
below are met. Although the beclrlog of potsntial  activity 
is atbs tant ia l  it haa not y e t  been possible to undertaka 
the revleu necessary to detembe the conformity of 
epeclflc projeota and program to the new approach. It b 
essential  tbet both new grants and loan8 be progrcmud aa 
carefully as porsible to get madmum resul ts  from limited 
resoarces. Thir t .sk osnnot be carried out  rap* or 
easily. Howsver, by taking uhatevar tke and effor t  b 
necessary, oroilable frmde c m  be concentrated on t& 
higheat pr ior i ty  no&. 

d. Autborisation of no-year fmdhg fo r  a l l  foxma of 
0 s S b ~ 0  W i l l .  mbanc0 the 0 f f ~ t i ~ O  U 8 0  of rkt 8 a  

Unda the present rystea of single-pm appropriations, 
funds lapse if they m not obligated before *o end of 
the meal year fo r  which they have been appropriated. 
This fac t  tenda ta oause aid reoipients, and U.S. aid 
administrator6 u null, to re lac  the* standard6 in 
apprwing aid project6 a s  the end of each f iecal  year 
appmachea in order tha t  appropriated f b d a  w i l l  not be 
lost..  

For thle reaeon, "no-year" appropriation have beep 
requerted fo r  ths financing of Development Grants. Such 
fundm oan be oarrled o w r  to subsequent f iucal  years wen 
If they are not obligated a t  the ead of tho f b c d  par  
fo r  which sppraprbttsd. Thus tho obligation deadline is 
eljxhated,  and a mom unifam adherence to development 
atxi sslf&ap c r i t m l a  throughopt the entire meal par 
b prcaroted. W i t h  meet to ~ e l ~ n t  Lo-, no-par 
authority b Jao requeuted in the section of the Act 
which groddes  for tho cIlTying mar, on a cumulative 
b w L ,  of unused portion of the barroving authority 
r e w t a d  fo r  upr par* 

Agdnet the foregoing bur-, the sa l ient  oharacte~is t ics  
of emoh of tho tools to be used in the program for a Decade 
of Development m eumarlsd below. A reparate chapter 
f o U o ~  dm-d  to 08Oh h8-t. 

For developant lending, the Act for International Development 
w d d  make $900 million available for new obligations beginning 
i n  FY 1962 and $1.6 bi l l ion  would becane available for  new 
obligatione i n  each of the eucceeding four yeare. Funding of 
the entire $7.3 bil l ion w d d  be provided by an authorization 
i n  the Act t o  obtain mch financing through bo~rawinge from 
the !Treasury. 

I n  addition, the Aat vould autborire tho we, fo r  loam, of 
dollar prinoipal rapaymntr aad i n t a r w t  paymen* becdag  
due uWar p w t  Mutul  Seourity lomu and other credits. 

rrsouraes e t e d  to = h t e  $300 u 
anmul3j oar the f l v e 3 ~ r r s  prriod. 



would require that other sources of financing, economic and 
technical soundness, contribution to economic development, 
consietency ui th  long-terra developmemt goah, possible 
adverse effects  on the U.S. econoqy and proepects of repPy- 
ment all be taken into account. The self-help c r i t e r i a  
outlined in the preceding chapter and i n  a separate annex 
w i l l  have the ef fect  of concentrating our aid resources in  
those countries able to make the most effective use of 
development capital. In  IT 1962, only a few countries are 
expected to qualify for loam of substantial size. I n  t ime,  
as other nations increase thei r  ab i l i ty  to use more capital 
and as they adopt further measures for  self-help, m r e  
countries vill become eligible for more significant amount8 
of lnans. 

A l l  l oam under the new authority will be repayable in 
dollars, uill bear in teres t  a t  low ra tes  or will be interest- 
Free, and will extend for  terms of up to 50 years, w i t h  
substantial grace periods where warranted. The s h i f t  to 
dollars from local  currency repayment is being made becswe 
experience has shown that  substantial, unueable local  currency 
accumulations constitute a source of &understanding and 
f r i c t ion  between providing and receiving countries and do not 
make new economic resources available either to the United 
States or the receiving countsy. Iloreover, aid-receiving 
countries are l ikely to hwband thei r  dollar resources more 
carefully i f  they are obligated to repay loans in dollars. 
I n  addition, the United States is ent i t led  to be repaid in 
dollars i f  receiving countries achieve sufficient g r o d  so 
tha t  they are able to make such repayment& 

W i t h i n  certain established limits, loan terms will be d d e d  
with respect to each country in terms of its capacity to 

/ repay. I n  a l l  cases, however, loans will be made on more 
favorable terms than the countries could obtain f r o m  other 
sources. The need for  "softn loans (provided in the past by 
the Development Loan F'und and projected for the future under 
the new Act) exists because of the inabil i ty of l e s s  
developed countries to obtain from other sources the 
financing which they require fo r  thei r  development needs on 
reasonable terars . 

a 
Development Grants 

Appropriation of $380 million (plus authority t o  carry forward, 
from the FY 1961 approxiation, m d s  estimated a t  $9 million) 
i s  requested for Develoyr~ent grants i n  FT 1962. These funds 
would be available on a no-year basis. Thus mobligated 

balances a t  the end of the f i s c a l  year would be available for  use 
in the next. As in  the case of Development Loans, Developnt  
Grants would be provided on the basis of well-defined cr i ter ia .  

Development Grants d d  finance educational and other 
ac t iv i t ies  contributing to the development of human resources 
as w e l l  aa selected economic overhead projects (roads, 
harbors, canrmunication fac i l i t i e s )  in economies a t  the 
ear l ies t  stages of grcrwtb. Included within this Punding 
category are act iv i t ies  of a technical assistance nature 8s 
well as capital  investanent essential f o r  social and 
inst i tut ional  development (schools and hospitals). 

Development research grants would also be available to p e d t  
selected countries to secure expert help in preparing long- 
range development programs, to survey natural resources or 
sectors of particular economies and to appraise the cost  and 
feas ibi l i ty  of particular capital  project possibil i t ies.  

I n  addition, $5 million of the total would be used to 
establish a revolving fund to finance the warehousing, 
rehabilitation and transport of excess 'property owned by 
other goverranent agencies f o r  use in the economic assistance 
program. When stocks of property are transferred to 
recipient countries, the revolving fund would be reimbursed 
from other accounts for  expenses incurred in handling such 
stocks. TNs device should help materially to -and the 
use of excess gwerruaent property in the a id  program. 

A s  q l a i n e d  in d e w  in the Development Grant chapter 
below, a distinction has been made between continuing costs - 
the best current estimate of the minioPlln requbementa fo r  
carrying forward i n  FY 1962 ac t iv i t i e s  in i t ia ted  i n  prior 
years - and requirements f o r  new activit ies.  The $380 mil.- 
l ion  request, l e s s  the revolving fund mentioned in the 
preceding paragraph, is comprised of $250 Illillion fo r  
contlrming costa and $125 million f o r  new development grant 
ac t iv i t ies  . 
The continuing act iv i t ies  are largely of a technical assist- 
ance nature, but some ac t iv i t i e s  originating under the 
Defense Support and Special Assietance promarm, such as 
melaria eradication, are alao included. 

The reason for  distinguishing between these two components 
of the Development Grant category is to emphasize the 
transitional nature of the FY 1962 program and the turn around 



in programming planned to take place during the year. A l l  
continuing act iv i t ies  will be subjected to extended review, 
both within the neu aid agency and h consultations with the 
recipient governments, h order to determine whether they 
qualify under the neu development cri teria.  A s  a resul t  of 
such riappraisal, some projects undoubtedly will be terminated, 
others wi l l  be modified and still others will be expanded. 
The timing of the raappraisal will depend upon the speed with 
which the new agency can be created and staffed. To sons 
extent, the a b i l i t y  of the new agency to terminate or  modify 
continuing act iv i t ies  vlll be limited by existing project 
agreements with foreign governnenta. 

The $125 million for  neu development grant ac t iv i t iee  ia 
substantially l e s s  than the amount required for  projecta 
already identified. However, all proposed new act iv i t ies  
vill be subjected to the same review i n  depth aa is planned 
f o r  continuing projects. 

Supporting Assistance 

Appropriation of $581 million i n  Supporting Assistance is 
requested for  F'Y 1962. In addition, authority i s  requested 
t o  carry forward, from the F'Y 1961 appropriation funds 
estimated at $29 million. 

Supporting Assistance i s  designed t o  meet requirements for  
U.S. economic assistance where urgent U.S. national security 
and foreign policy needs are the predominant determinants of 
the amounts and types of aid t o  be prwided. To the degree 
consistent with these requirements, such assistance i s  being 
progrannaed so as t o  maximize i t s  contribution t o  the develop- 
ment of the recipient countries. However, the programming of 
a particular type or amount of aid under Supporting Assistance 
i s  an indication tha t  such assistance i s  required even though 
compliance with developnent c r i t e r i a  cannot be assured. 

In the F'Y 1962 program, Supporting Assistance i s  now projected 
fo r  21 countries i n  all regions of the world. In  each of these 
cases the f'unds are required to serve one or more of the follow- 
ing objectives : 

1. A large anrmal input of resources i s  needed t o  help the 
host government support a substantial military burden; 

b. Capital projecta must be provided ee an alternative 
to exclusive economic dependence on Sho-Soviet aid. 

Development Research 

An appropriation of $20 million is being requested fo r  
FP 1962 to begin a progmuu of Development Research, 
including applied research on the application of resewoh 
findings, within the economic aesiatance program. This w i l l  
be the f i r s t  concerted program of research designed to bring 
the resulta of sc ient i f ic  investigations to beor on tbe 
improvement of our economic assistance program. 

The program foUowe recommendation8 made by the President's 
Science Advisory Conrmittee to secure more ef f ic ient  use of 
aid resources through hteneive  research directed a t  
problemre of the aid program. 

I n  mst instances, actual research would be carried on out- 
side the government in private o r  university laboratories 
and research centere and by private Individuals under 
grants or  contracts. I l l u e t r a t i o ~  of the problem which 
should be researched are contained In a subsequent chapter 
on the subject. 

Voluntary ContributioM to International Organizations 

An appropriation of 8153.5 million plus authority to carry 
forward, from the FY 1961 appropriation, funds estimated a t  
44.65 million i s  requested to finance voluntary contributions 
in  FY 1962 to thirteen international organization programs 
specified i n  the chapter below on th i s  subject. These 
contributions ere over and above assessed contributions to  
international organizations fo r  which financing i s  provided 
in  separate legislation. The major elements to be financed 
include $40 million fo r  the U.S. Technical Assistance 
Administration and Special Fund, substantial amounts for  
military and economic assistance to the Congo, a substantial 
contribution fo r  support of the U. S. Relief and Idorks 
Agency fo r  Palestine Refugees, and contributions to the U.N. 
Children 1 s Fund and the Indus Basis Development Fund. 

2. Assistance i s  prwided t o  maintain base rights; 
3 .  An input of resources i s  required t o  prevent economic insta- 
b i l i t y  which would threaten v i t a l  U.S. pol i t ica l  interests; 
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Contingency Fund 

An trppropriation of $500 mil l ion i s  being proposed f o r  contin- 
gencies that might a r i s e  during FY 1962. These contingencies 
include events which cannot now be c lea r ly  foreseen, a s  well a s  
events which can be foreseen bu t  whose costs  cannot now be e s t i -  
mated with any reasonable degree of accuracy. 

Pr ivate  Enterprise 

A separate  chapter below ou t l ines  the ro le  envisioned f o r  Private 
Enterpr ise  both U. S. and foreign, under the new program. A 
va r ie ty  of d i f fe ren t  au thor i t i e s  are  provided i n  the  Act t o  
induce t h e  pa r t i c ipa t ion  of p r iva te  enterpr ise  i n  development 
a c t i v i t i e s ,  including Development b a n s ,  the small business pro- 
vis ion,  investment guaranties and investment surveys. 

Food f o r  Peace 

The $2 b i l l i o n  of new commitment author i ty  for  surplus agr icul-  
t u r a l  s a l e s  during the  calendar year 1961 covered by separate 

l e g i s l a t i o n  has an intimate bearing on the purposes of the  new 
economic ass is tance program and on i ts  operations. The Agency 
f o r  Internat ional  Development w i l l  have a c r i t i c a l  role  i n  deter-  
mining the  s a l e s  agreements t o  be entered in to  under the  new Food 
f o r  Peace program and it w i l l  determine the  uses of a subs tan t i a l  
por t ion of the  currencies thus  generated. The manner i n  which 
food can be employed i n  economic development, the  r o l e  envisioned 
f o r  l o c a l  currency programs, and ce r ta in  policy changes i n  the 
operation of P.L. 480 are  summarized i n  the  chapter below on Food 
f o r  Peace. 

Peace Corps 

Authority f o r  a new Peace Corps i s  being requested i n  separate 
l eg i s la t ion .  Peace Corps Volunteers w i l l  provide the  s k i l l e d  man- 
power needed i n  many junior and middle-level posi t ions  abroad, 
u n t i l  nat ionals  of the  host country have been suf f i c ien t ly  t ra ined 
t o  hold these posi t ions .  The Peace Corps w i l l  be assigned t o  
p ro jec t s  selected f o r  t h e i r  contribution t o  economic and soc ia l  
development and t o  improved internat ional  understanding. 

Revised June 6, 1961 
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111. THE TOOL9 FOR ACTION (continued) 

B. Development Loans 

1. Introduction 

Development Loans wi l l  be the heart of the new program 
fo r  the Decade of Development. The basic tone and 
character of the new approach w i l l  be set by the 
emphasis being placed on loans, by the long term 
character of the lending program and by the policies 
and practices which wi l l  govern Development Loans. 

The Act for  International Development would authorize 
a long term program of dollar lending on terms t o  be 
adapted t o  the limited repayment capabilities of the 
l e s s  developed countries. The aggregate amount t o  be 
available fo r  such lending over the next f ive years 
would be approximately $8.8 billion. Of th i s  aggregate 
amunt, $go0 million financed by borrowings from the 
Treasury would be available for  new obligation beginning 
i n  FY 1962 and $1.6 bi l l ion  financed in the sanre manner 
would be available beginning i n  each of the next four 
years. I n  addition, approximately $300 million would 
be available fo r  lending i n  each of the f ive  years out 
of the proceeds of principal and interest payments on 
loans made i n  prior years under the Mutual Security 
and other programs. 

2. Purpose of Developr~ent Loane 

The purpose of Develop~nt  b a n s  i s  t o  support economic 
growth i n  the developing countries of the free world. 
The authorities provided under the new Act, and the 
policies am3 the operating =tho& which wi l l  be 
followed i n  practice, wi l l  a l l  focus on th i s  objective. 

What follows in th i s  Chapter i s  a description of each 
element of the Development Loan program and i t s  relation- 
ship t o  the requiremnts for  development. The discus- 
sion covers the reasons fo r  loans, long range funding 
authority through Treasury borrowing, the f'unding 
amunts proposed, contemplated lending policies, t e r m  
and conditions, and the manner i n  which projects and 
programs wi l l  be developed, appraised and carried out. 

3. Why bans?  

I n  his  message of March 22, 1961 on the new foreign 
economic assistance program, President Kennedy stressed 
the need f o r  special enphasis on Develop~nt  bans .  I n  
the statemnt of policy i n  the proposed Act, such loans 
are enphasized as a primary ins tnmmt for supporting 
economic growth. As the preceding chapter indicates, 
the projected loan conponent of the t o t a l  economic 
assistance program wi l l  r i se  both absolutely and as a 
proportion of the t o t a l  i n  FY 1962 and FY 1963. 

Loam tend to  minimize the sensitivities that  are often 
experienced i n  a donor-donee relationship. The remval 
of such sensi t iv i t ies  i s  also helpPul i n  creating a 
climate of discussion i n  which the requiremnts for  
d e v e l o p ~ n t  can be examined cooperatively. 

Experience shows that  the obligation t o  r epw i s  desirable 
from the point of view both of effective execution of 
an assistance program and satisfactory relations between 
providing and receiving countries. A loan transaction 
establishes a businesslike atmsphere i n  which economic 
and technical stsndards are taken into consideration en 
a matter of course. By establishing an environment of 
discussions from which the immediate problem of inter-  
national relations are minimized, the possibil i t ies for  
adhering t o  the economic and technical standards fo r  
development are enhanced. 

4. Long Term Funding 

The Act for  International Development would make loan 
f'un& available for  use over a period of f ive years. 
Firm assurance of adequate funding over a period of 
f ive  years i s  a central feature of the entire program 
fo r  the Decade of Develop~nt .  

The primary reason why long term funding i s  needed i s  
t o  permlt us t o  make long term commitments i n  support 
of country developmnt programs. As explained i n  
Chapter I1 above, it i s  v i t a l ly  i q o r t a n t  for us t o  
make such conmdtments i f  we are t o  persuade the recipient 
countries t o  adopt the long term approach which i s  
essential for  them t o  succeed i n  thei r  d e v e l o p ~ n t  
efforts. 



In  addition, a s  suggested i n  Chapter 11, long-term 
funding, and the a b i l i t y  which it provides t o  give long- 
term commitments, i s  a valuable tool  f o r  us  t o  use i n  
persuading other industr ia l ized nations t o  move t o  a 
long-term basis i n  t h e i r  own a i d  programs. 

Final ly,  long-term funding promotes the e f f i c i en t  use 
of our own funds. A s  long a s  Development Loans a r e  
administered on an annual basis ,  there w i l l  be strong 
pressures t o  use avai lable  funds within the f i s c a l  
year without su f f i c i en t  regard t o  the soundness of 
t h e i r  use. Under such circumstances, a i d  do l la rs  
cannot accomplish a s  much a s  the American taxpayer has 
a r i gh t  t o  expect of them. 

Long-range authori ty  would be used in d i f fe ren t  ways 
t o  deal  with d i f fe ren t  s i tuat ions:  

The s izable  population, s t r a t eg i c  locat ion and h is tory  
of t h i s  country give it an important position among the 
emerging nations of the Free World. Compared with most 
other l e s s  developed countries,  it possesses r e l a t i ve ly  
advanced business, governmental and i n t e l l e c tua l  
communities. Its p o l i t i c a l  processes a r e  f ree .  Against 
subs tan t ia l  domestic and external  obstacles.  it has 
demonstrated a w i l l  and capacity to  undertake the 
effort requind t o  mon toward Self-~UfJtaining g r h h -  
It ham prepared i t s  program of develop~lent with wide 
public and private par t ic ipat ion.  The reasonableness 
of the program has been confirmed by a variety of business, 
banking and academic leaders  from the West. 

I f  the new investment e s sen t i a l  t o  achievement of the 
program's goals is  t o  be made over the next f i ve  years,  
subs tan t ia l  financing i s  required from abroad on l i b e r a l  
terms which the nation can bear. Because the develop- 
ment program is a careful ly balanced one, a l l  parts 
should be carr ied out i n  the proper sequence. To 
undertake selected elements of the program now without 
assurances t ha t  subsequent par t s  w i l l  be undertaken in 
l a t e r  years would be a waste of the donors' and of the 
host country resources. 

In f i s c a l  years 1961 and 1962 subs tan t ia l  expenditures 
w i l l  need t o  be financed and a la rge  number of contracts 
f o r  long lead-time capi ta l  goods and projects  w i l l  need 
t o  be placed. 

Thus, i n  t h i s  country, the development c r i t e r i a  s e t  
fo r th  above a r e  met a s  f u l l y  a s  can be reasonably 
expected and a t  the same time needs a r e  subs tan t ia l  and 
urgent. It i s  proposed, therefore, t h a t  the  U.S., 

.using i t s  new development loan authori ty ,  would join 
with other industr ia l ized nations of the Free World in 
making a d t i - y e a r  commitment of funds which would meet 
a subs tan t ia l  pa r t  of that nat ion 's  foreign exchange 
requirements during the period of i ts  t h i r d  plan. 

Example 2 

A country d i s t inc t ive  in i ts  area f o r  s t a b i l i t y ,  con- 
servatism and the pro-Western or ientat ion of i ts  
leaders,  and f o r  a r e l a t i ve ly  high l eve l  of adminis- 
t r a t i ve  competence, has decided t o  embark on a five-year 
program of development within our next f i s c a l  year. It 
has sought assis tance from the  World Bank in preparing 
such a program. The prospects f o r  a reasonable long- 
range development program, while good, a r e  not ye t  
f u l l y  assured. 

The approach which would be taken here would f i r s t  
en t a i l  a technical study of the country's development 
progress and prospects and of i ts  accomplishments and 
problems i n  developing the new program. Decisions 
would then be made regarding any expert assis tance 
requested f o r  preparing the program and with respect 
t o  any changes required i n  the country's pol icies  and 
practices.  The prospects f o r  obtaining agreement t o  
the l a t t e r  w i l l  be improved by assurances t ha t  the  
United States  would be prepared t o  make a long-range 
funding commitment f o r  a development program i f  the  
program's framework proves t o  be reasonable and t he  
prospects good f o r  carrying it out. Only when there 
i s  a reasonable prospect tha t  development c r i t e r i a  a r e  
met would such a commitment be made. However, this 
countr~r 's performance thus f a r  i s  suf f ic ien t ly  encourag- 
ing t o  suggest that such a commitment in some form 
might well be appropriate before the  end of FY1962. 



In  this country the basis for  a long range cod tment  i s  
mre remte  then i n  either of the foregoing instances. 
However, the prospect of such a commitment could be of 
c r i t i c a l  importance i n  inducing t h i s  nation to begin the 
slow process of establishing economic order and a basis 
fo r  progress i n  i t s  haphazard economy. 

It has been a recipient of Defense Support and a variety 
of other forms of U.S. and European assistance over 
the y e s .  The countryf s economic policies t o  date have 
not been conducive t o  the most effective use of such aid 
or  indeed of i t s  own resources. Periodic foreign exchange 

cr ises  have led t o  recurrent operations in which the United 
States i n  recent years has joined with other countries t o  
provide emrgency financial help. The country has fa i led  
to deal with i t s  investment and development programs i n  
an orderly and consistent fashion. 

Concurrently with the making of future U.S. aid commit- 
ments, t h i s  country should be informed that it nust 
develop a reasonable and well considered approach t o  the 
stabil ization of its econoxqy, t o  i t s  development, and t o  
the establishnrent of an appropriate administrative and 
technical mechanism for  such purposes. I f  these con- 
dit ions were  met, the United States would be prepared to 
of fe r  a substantial long term financial commitment i n  
support of a reasonable development program i n  conjunction 
with other industria3ized countries. Technical assist-  
ance would be offered t o  support t h i s  effort.  There are 
men i n  responsible positions i n  t h i s  recipient country 
wfio would agree with th i s  approach, who have the capacity 
t o  respond t o  it, and whose position would be strength- 
ened by such a policy on our part. 

Here i s  an instance where an assured project of sub- 
s t an t i a l  financing three to f ive  years hence, subject t o  
basic internal measures, i s  essential  to Induce the 
beginnings of a necessary process of economic reorienta- 
tion. Without the promise of a substantial long term 
commitment, pol i t ica l  and military considerations are 
l ikely  t o  continue to require annual support to t h i s  
country of substantial dimensions for many years t o  come. 

The foregoing examples i l lus t ra te  the relat ion of long- 
range funding t o  long-term conmcltments. However, assured 
financing of development loans fo r  a f ive year period 
has other uses. I n  the past, it has been di f f icul t  t o  
adhere t o  sound economic and technical c r i t e r i a  i n  an 
annual f'unding environment. Ehmple 4 is a country i n  
which long-term funding wi l l  help inject  economic reason- 
ableness into a pol i t ica l ly  charged situation. 

Annual levels of aid have been provided t o  th i s  country 
for several years. While aid f'unds have financed 
investments of same value t o  the country's economy, 
they have done so i n  an environment i n  which 

the country's own resources were not being effectively or 
even fully used and where a rat ional  framework for under- 
taking new investment does not exist.  The fac t  that  
funds were provided on asi annual basis and that  no 
assurance could be given that  aid funds would be avail- 
able beyond the immediate f i s c a l  year created a situation 
i n  which it Became pol i t ica l ly  necessary t o  obligate 
substantial f'unds t o  t h i s  country before each f i s c a l  
year's funds vanished. Under these circumstances it was 
not possible t o  assure investment i n  the soundest 
activi t ies.  

A t  the present t i m e ,  certain outstanding cod tments  for  
specific projects s t i l l  remain t o  be fu l f i l led .  It i s  t o  
meet these prior commitments that supporting assistance 
wi l l  be progrp.amnaed for FY 1962. However, it wuld  be 
expected t o  decrease grant assistance as rapidly es 
feasible and t o  conununicate t h i s  fact  t o  the Govermnt. 
A t  the same t i m e ,  the Governmnt would be informed that  
funds wi l l  be available over the next f ive years t o  
assure substantial financing fo r  capital  investments 
which ultimately meet the standards of reasonableness 
of the new loan instrument. It i s  hoped that these two 
announcements i n  combination wi l l  induce the country t o  
focus greater attention on the hard problems of i t s  own 
development. Under th i s  arrangement the United States 
wi l l  not lack an alternative to the undesirable practice 
of providing a given mmunt of f'unds each f i s c a l  year 
regaxdless of the economic requirements for  such funds 
and the contribution they make t o  economic growth. 



5 .  Borrowing Authoritx 

The method which i s  proposed for  making available on a 
long term basis the major part, aggregating $7.3 billion, 
of the Amds which are t o  be used fo r  lending operations 
over the next f ive years i s  the provision t o  the new aid 
agency of borrowing authority. I n  addition, as set  forth 
i n  the IntPoductory section of t h i s  chapter, approxl- 
mately $300 million of funds fo r  lending operations are 
expected to be obtained i n  each year during the five- 
year period fromprincipal and interest  paymnts on 
prior loans. 

The proposed borrowing authority MUM give the President 
the right t o  issue notes for purchase by the Treasury i n  
the aggregate snmrnt indicated above over the five-year 
period beginning with FY 1962. The c u ~ w n t  of notes t o  
be issued within each year would be limited. Up t o  
$gOO million could be issued i n  FY 1962, and an addi- 
t ional  $1.6 bi l l ion could be issued i n  each of the 
succeeding four years. To the extent that  the issuing 
authority might not be used up i n  any year, the unused 
portion could be carried over t o  any succeeding year 
duringthe five-year period. The t e r m  and conditions of 
the notes would be determined by the President. 

Cowessional control over the five-year lending program 
would be exercised throughout i t s  l i f e  i n  several ways. 
Fi rs t ,  provisions i n  the i n i t i a l  legislation would phase 
the annual availabil i ty of Funds (as indicated in  the 
preceding paragraph), establish the c r i t e r i a  for  thei r  
use, require a subndssion t o  Congress of g.uarterly 
reports on lending operations, and require the estab- 
lishment of an interagency loan committee t o  f i x  basic 
terms and conditions for lending operations. 

Next, i n  accordance with procedures followed i n  presen- 
t ing  annual authorization programs, an annual presentation 

would be made t o  the authorizing conrmittees of the 
Cowess  aovering all development lending operations. 
This would include a report of the lending activit ies 
undertaken during the preceding year, on a country-by- 
country and transaction-by-transaction basis, and would 
indicate plane for prospective lending act iv i t ies  during 
the coming year. The authorizing connnittees would have 
the power t o  recommnd t o  the Congress any changes in  the 
lending c r i t e r i a  or other wdifications i n  the enabling 
legislation which might seem appropriate. The Congress 

xould have the  power to &ai l  or  terminate the borrow- 
ing authority a t  any t i m e .  

Moreover, an annual presentation of the lending program 
would be made t o  the appropriations connnittees of the 
Congress. Since the proposed legislation would subject 
the lending operations t o  the prwisions of the Govern- 
ment Corporations Control Act, the President would be 
required t o  present an annual budget for  the lending 
operations t o  these colamittees. Pursuant to Section 104 
of that  Act, which provides i n  part: 

"The budget prop- transwitted by the 
President t o  the Congress shal l  be con- 
sidered and legislation shall be enacted 
making necessary appropriations, as mey be 
authorized by l a w ,  making available for 
expenditure for  operating and administrative 
expenses such corporate fund6 or  other 
flnancial resources or  limiting the use 
thereof as the Cowess  msy determine and 
providing for  repayment of capital funds 
and the payment of dividends. " 

It would be necessary i n  each year for the appropriations 
conrmittees to recommnd, and for  Congress t o  pass, legis- 
lation authorizing the President t o  make expenditures i n  
accordance with the budget. 

Accordingly the Congress would retain i ts control over 
the Funds t o  be provided through borrowing authority. 
However, fromthe standpoint of the agency administering 
the program, there would be a vital difference between 
the procedure t o  be followed under the borroxing author- 
i t y  sy8tem and the procedure which is presently followed 
under an mual aid appropriation system. 

Under the present system, the  fiecutive Branch has no 
indication of the size of the f'unds which wi l l  be avail- 
able to it i n  future years. On the other hand, i f  the 
aid agency i s  provided with five-year borrariw authority, 
it wi l l  have a firm indication of the m u n t  of the Amds 
which can be conrmitted i n  future years. Although the 
an~~unt  of these future funds wil l  be subject t o  being 
reduced by the  Cowess,  the agency wi l l  nevertheless 
have a figure which it can use i n  i ts planning and i n  i t s  



negotiations with recipient countries. F'rom the 
sdministrative standpoint, t h i s  i s  a difference of 
the greatest Importance. 

I n  other words, the provision of the borrowing authority 
wi l l  constitute an exgression of intent on the part  of 
the  Congress t o  make the specified amount of funds 
available over the five-year period. Congress xill 
re ta in  the r ight  t o  change i t s  mind. Nevertheless, the 
existence of t h i s  expression of intent vill be of vital 
importance i n  helping the aid. agency to administer a 
10%-range development program. 

The same purpose could be accomplished by the technique 
of a nnilti-year appropriation. However, the technique 
of borrowing authority i s  better  adapted t o  an income- 
producing lending operation which will be used t o  . 

finance increases i n  productivity, and i n  fac t  has been 
the technique m a t  c o m n l y  used i n  the past fo r  
financing revolving loan funds. 

The following are examples of legislative authoriza- 
tions, currently i n  effect, for  financing with the 
borroving technique: 

Conrmodity Credit Corporation 
Defense Production Act of 1950 
Export-Import Bank of Washington 
Federal Deposit Insurance Corporation 
Farmers Home Administration 
St .  Lawrence Seaway Developinent Corporation 
Federal Home Loan Banks 
Federal National Mortgage Association 
Federal Savings and Loan Insurance -Corporation 
Housing and Home Finance Adrrdnistration 
Rural Electrification Administration 
Federal Ship br tgage Insurance Fund 
Federal C i v l l  Defense Act of 1950 
SmaU Business Administration 
Informational Media Guaranty Fund 
Veterans Dlrect Loan Program 
International Cooperation Administration 
Panama Canal 
Virgin Islands Corporation 
Distr ict  of Columbia 
Helium Act. as amended 
Area Redevelopment. Act of 1N1 
Tennessee Valley Authority 

This l i s t  includes, amng others, programs which engage 
i n  domestic lending on terms m r e  l ibera l  than the cost 
of mney t o  the U.S. Treasury, programs for international 
lending operations, and programs whose assets are not 
regularly maintained i n  tb short term through operating 
income. There i s  ample precedent for  applying the 
borroxing technique t o  the financing of development loans. 

6 .  The Level of Loan Funds 

a. Needs are not precisely calculable a t  t h i s  time 

The magnitude of the requirement for Development 
Loam is neither easi ly nor mechanicelly determinable. 
It would. be neither accurate nor consistent with the 
purposes of the new program t o  suggest that  the amunts 
requested represent precisely established needs. The 
proposed fuading represents the best judgment of mini- 
nnun nee& that  can be made a t  t h i s  t i m e .  It takes into 
consideration the impact tha t  past levels of development 
financinghave had on the gmwth of the l e s s  developed 
world and reflects  the conclusion that  substantielly 
m r e  i s  required i f  si@pificant progress i s  t o  be made. 
It also takes into consideration the expectation t h a t  
other capital-exporting countries w i l l  also make m r e  
funds available for  development purposes. 

Certainly the needs of the l e s s  developed countries 
are many t i r e s  greater than the financing now available 
fromthe United States and the res t  of the free world. 
But while the needs are vast, the c q a c i t y  t o  use funds 
effectively i s  much less.  The c q a c i t y  of the emerging 
countries t o  put new capital  t o  good use turns on factors 
which are d i f f icul t  to predict. These factors include 
the many self  help measures summarized i n  Chapter I1 and 
i n  the Annex. 

A t  the same time, the likelihood that  such self 
help measures xill be undertaken i s  often dependent on 
expectations as t o  thei r  outcome. Necessary actions are 
less  l ikely to be undertaken i f  the prospects for obtain- 
ing additional capital  are uncertain. 

An approach such as that  proposer3 for  development 
loans i s  based on an estimate of that  which can usefully 
be done. I t  does not mean that  the proposed loan capital  
actually w i l l  be used over any particular period of time. 



b. FY 1962 Funds requested stems from several facts. 

Some measure of the relation of the proposed funding 
requests to needs can be obtained by looking a t  FY 1962, 
the f i r s t  year of the program and the one for  which plans 
are m s t  advanced. 

It i s  clear that  the w s t  inmediate and largest 
claimant i n  FY 1962 wi l l  be India. Subject t o  Congres- 
sional action a substantial commitment has been offered 
t o  support India's Third Five-Year Plan. The commitment 
would be made i n  conjunction v i th  other Free World 
contributions. Appraisal of Pakistan's Second Five- 
Year Development Program suggests that  a large commit- 
ment could be used effectively there as well. Contri- 
butions to th i s  program wi l l  be considered at a second 
meeting of t'ne consortium on Pakistan t o  be held i n  
June 1961. 

Brazil, under a new govellunent dedicated t o  orderly 
financial management and t o  domestic measures directed 
toward a sound development program, i s  confronted with 
a degree of economic ins tabi l i ty  that  can be overcome 
only by an extraordinary infusion of external assistance. 
I n  conjunction with the International bbnetary Fund, the 
Export-Iqort Bank and Treasury Department hnds ,  the 
U.S. Government has also conrmitted, subject to  Congres- 
sional approval, $100 million t o  Brazil from the new 
development program. 

The probable loan commitments to  these three countries 
vill account for  a very large share of the financing 
s o w t  t h r o w  borrowing authority for FY 1 $ 2 .  I n  
addition, there are a t  l eas t  ten countries, some i n  each 
of the four major geographic arese, where need, planning 
and over-all importance wi l l  result  i n  significant loan 
requests. Mnally, there wi l l  be project propooals 
from same 39 other countries, some of which wi l l  very 
probably f u l f i l l  the new conditions app ly ix  t o  &evelo?- 
aent lending. 

c. Meeds beyond FY 1362 

While the deta i l s  of needs and country development 
capabilities beyond FY 1962 cannot be precisely pre- 
sented, the wisdom of a conrmitment by the United States 
covering the four subsequent years i n  the magnitude 

Ftrs t ,  >re know that the loan support for such - 
countries as India and Pakistan must continue a t  high 
levels fcr the inmediate future if thei r  efforts  are t o  
be successful. I n  these cases, it i s  possible t o  foresee 
the general level  of activi ty which it would be i n  our 
interest  t o  maintain. 

Second a t  the time of the Act of Bogota, Latin -, 
American countries were promised that development capital  
would be available t o  them more freely than previously. 
As they firm up the i r  plans and progr;rams, signlf icant 
8111ounts of development lending funds w i l l  be required t o  
meet our f a i r  share of thei r  legitimate and proven needs. 

Third, we know that  there are several important - 
countries which hwe previously received aid from us 
chiefly i n  the form of grants where we are proposing a 
sh i f t  t o  loans t o  the extent that  planning and other 
self  help measures are met. For th i s  approach t o  be 
ef'fective i n  these countries, we must have the capability 
to  make substantial development loans. idhile the 
awunts of lending are impossible t o  forecast, hope 
of achieving a significant permanent reduction i n  support- 
ing assistance rests  on being able t o  make substantial 
loans t o  these countriee. 

Fourth, it i s  already apparent that  such countries - 
aa Nigeria and Tunisia are approaching the point where 
meaningFul planning, social  progress and a good quality 
of public administration en t i t l e  then t o  serious con- 
sideration for  long term commitments. Unless we are i n  
a position t o  be able to respond i n  the reasonably near 
future t o  t h i s  kind of country, Ire shal l  f a i l  i n  o w  
efr"ort t o  use aid i n  the m s t  constructive and economical 
mesmer. Again, it i s  not possible t o  predict tile nuniber 
of cases where such comdtments can wisely be d e  over 
tke next few yews. But our capability t o  engage i n  a 
highly selective number of pr ior i ty  conrmitments mans 
%hat we must have a substential amunt of loaiiable funds 
available t o  us i n  the next few years. 

Fifth, and perhaps m s t  i q o r t a n t ,  even though we - 
cannot foresee precise loans several years ahead, lie 
know that  as we are successful in  making clear our 
determination t o  respond helpfully t o  those countries 



who help themselves, we shall confront - along with 
other Free World nations - an increasing number of 
countries in Africa, the Far East and the Middle East 
vhlch w i l l  have met our conditions. 

With the  types of s i tuat ions facing ue vhich have been 
outlined above, the requested increase i n  future lending 
capacity is conservative. 

7. Other Free World Contributions 

The pending proposals recognize th&external assistance 
needs of the l e s s  developed areas nei ther  can nor should 
be m e t  wholly fram U.S. sources. The revi tal izat ion of 
Western Ebropels industrialized economies has made it 
possible for them t o  provide substant ial ly increwed 
developnent financing on l i b e r a l  terms. One of the addi- 
t ional  d i f f i c u l t i e s  i n  estimating precisely the require- 
ments f a r  U.S. aid is the f a c t  t ha t  the funds uhich wi l l  
be forthccnning Pram Western Europe and international 
ins t i tu t ions  such a s  the SBRD and the  Inter-American 
Development Bank are  an essent ia l  element in the equation 
and tha t  this avai lab i l i ty  cannot be precisely estimated. 
But j u s t  a s  the inducement of greater  se l f  help and 
longer range perspectives in the l e s s  developed countries 
a re  essent ia l  elements of the  nev program, so i s  a con- 
certed e f f o r t  t o  induce the other industrialized nations 
t o  enlarge the i r  development financing. The methods by 
which t h i s  e f fo r t  i s  being and w i l l  be carried out a re  
outlined in Chapter V belw. 

I n  many instances, U.S. contributions t o  particular 
countries dill be contingent on increased contributions 
fram.other industrialized nations. In  same cases, the 
United Sta tes  may determine tha t  i t s  contribution should 
be a minor portion of the t o t a l  package. 

Mechanisms for  coor3inating assistance by the advanced 
nations and mult i lateral  lending agencies are e i ther  i n  
being or a re  being created. Already, consortia convened 
by the IBRD for  India and Pakistan are  beginning t o  
bear fruit. OECD i s  moving toward the day when i t s  
deliberations w i l l  pass beyond the  stage of exchanging 
information. 

8. Role of the  Wort-Impart Bank 

The proposed program asaumes tha t  the Export-Import Bank 
w i l l  play a c r i t i c a l  ro le  i n  the t o t a l  effort.  A s ignif icant  

portion of the Bank's t o t a l  c redi t  program w i l l  continue 
t o  consist of development loans. Roughly two-thirds of 
the t o t a l  i s  l i k e l y  t o  be available fo r  Latin American 
countries, it being a region i n  which the  Bank has found 
it possible through the years t o  focus a substant ial  part  
of i t s  lending. 

9. S C O D ~  of Lending 

Under the proposed provisions of the new legislat ion,  
the Agency for  International Development w i l l  be authorized 
t o  make loans or extend credi t s  t o  a variety of different  
types of borrowers, including foreign governments, other 
foreign public en t i t i e s ,  foreign individuals or private 
firms, U.S. individuals and corporations intending t o  
undertake productive investments abroad, and international 
organizations. 

Loan f'unds w i l l  be used for  whatever purposes and act ivi-  
t i e s  seem i n  part icular  instances t o  make the most 
effect ive contribution t o  economic growth. In  those 
re la t ive ly  few instances where it w i l l  appear tha t  a 
national development program a s  a whole i s  worthy of 
support, the c redi t s  extended i n  support of such a program 
may be used fo r  a range of purposes f r o m  the financing of 
general imports needed t o  maintain or expand economic 
ac t iv i t i e s  t o  the financing of specif ic  types of commodity 
imports intended for  fabricat ion in to  capi ta l  items t o  the 
financing of capi ta l  projects. m e r e  it does not seem 
appropriate t o  provide such broad support fo r  a national 
program, loans wi l l  be made fo r  selected capi ta l  projects 
or  i n  support of selected sector programs, such a s  pro- 
grams fo r  the  expansion of railway, i rr igat ion,  road or 
parer distr ibut ion systems. 

Thus, loan funds w i l l  usual ly f ind the i r  way in to  industry, 
power, transport,  agriculture and camrmmications. It 
should be recognized, however, t ha t  a country's growth 
might i n  some instances be more broadly and perhaps even 
more immediately stimulated by an improvement i n  educa- 
t ional ,  t raining or  other soc ia l  ins t i tu t ions  rather  than 
by the provision of a new highway. The new loan program 
might occasionally find tha t  i t s  resources would be best 

employed i n  connection with ac t iv i t i e s  connected with 
social  advancement. In  those instances where broad 
support of a national development program i s  undertaken 
and general imports i n  l i n e  with such programs are  



financed, many of these imports w i l l  f ind  the i r  way not 
just  in to  manufacturing plants, roads, i r r i ga t ion  systems 
and the l ike ,  but also in to  schools, hospitals and other 
soc ia l  ins t i tu t ions .  

10. Lending Policies  and Cr i te r ia  

The select ion of countries t o  which financing wi l l  be pro- 
vided and the ac t iv i t i e s  for  which financing w i l l  be pro- 
vided w i l l  r e f l e c t  p r io r i t y  judgments i n  accordance with 
the development c r i t e r i a  outlined above. 

This is not t o  say that judgments re la ted  t o  more immedi- 
a t e  foreign policy considerations w d d  have no impact on 
the selection of countries or a c t i v i t i e s  t o  be financed. 
On the  contrary, it suggests that it might be appropriate, 
within limited M s ,  t o  accord some countries p r io r i t y  
among those equally qualified i n  terms of development 
c r i t e r i a .  There may also be unusual cases where ass is t -  
ance t o  nations otherwise qualif ied would cause serious 
damage t o  our foreign policy. 

In  considering ac t iv i t i e s  t o  be financed by loans, the 
Agency fo r  International Development w i l l  be required by 
s t a tu t e  t o  take into account: 

whether financing could be obtained i n  whole 
or i n  par t  from other Free World sources 
on reasonable terms, 

the econamic and technical soundness of 
the ac t iv i ty  t o  be financed, 

whether the a c t i v i t y  gives reasonable promise 
of contributing t o  the development of economic 
resources or t o  the increase of productive 
capacities i n  furtherance of the purposes of 
this t i t l e ,  

the consistency of the a c t i v i t y  with, and 
i t s  relat ionship to ,  other development ac- 
t i v i t i e s  being undertaken or planned, and 
i ts  contribution t o  real izable long-range 
objectives, and 

the extent t o  which the recipient  country 
is sharing a responsiveness t o  the v i t a l  
economic, pol i t ica l ,  and sodial  concerns of 
i ts  people, and demonstrating a clear  

willingness t o  take effect ive self-help 
measures. Loans shall be made under this 
t i t l e  only upon a finding of reasonable 
prospects of repayment. 

11. Loan Terms and Conditions 

The terms and conditions on which development loans would be 
extended d i f f e r  markedly from prior practice under the Mutual 
Security Program i n  two major respectst all repayments w i l l  

4 be required i n  dol la rs  and the repayment terms for individual 
transactions w i l l  be based primarily on a judgment of the 
recipient country's overal l  capacity t o  repay rather than on 
the character of the a c t i v i t y  financed. 

a. Dollar Repasment 

The s h i f t  t o  dollar  repayment r e f l ec t s  the widespread 
view that the advantages of l oca l  currency repayment a re  out- 
weighed by its disadvantages. In many countries the United 
States now has mbstant ia l  holdings of foreign currencies 
which a re  f a r  beyond any of i t s  foreseeable needs, and it 
faces the prospect of h r t h e r  increases i n  these holdings. 
The accumulation of these holdings has already served t o  
create tensions and misunderstandings with host governments. 
While foreign currency balances a re  lega l ly  the property of 
the United States, they can only be used, by and large, in 
the country of issue. When these currencies a r e  spent, the 
budgeting procectures of the loca l  government and i t s  mone- 
ta ry  policies  must be adjusted t o  campensate fo r  such action. 
But the use of these currencies does not bring new resources 
t o  a s s i s t  the country's development. 

In proposing loans repayable i n  dollars ,  the new 
program recognizes that there a re  a var ie ty  of factors  
which bear on the debt service capacity of the developing 
countries. In  some cases the s ize  of a developing 
country's i n t e d  debt w i l l  bear on i ts foreign debt 
service capacity. One aim of the program w i l l  be t o  
improve the a b i l i t y  of a country t o  service i t s  debts 
overtime a s  it progresses i n  development. The type of 
ac t iv i ty  financed cannot be used exclusively t o  determine 
a country's capacity t o  repay. While same of the projects 
and programs t o  be financed w i l l  contribute d i r ec t ly  t o  
the foreign exchange earnings of the recipient countries, 
others w i l l  have an indi rec t  influence on the i r  capacity 



t o  service foreign debt by increasing the general level  
of economic activity.  As the economies of the less  
developed countries expand, they may find themselves 
bet ter  able t o  mbi l ize  domestic resources, and increase 
the i r  exports and foreign exchange earnings and be i n  a 
bet ter  position t o  repay dollar loans in the future. 

Accordingly, loans under the program would be made 
repayable i n  dollars, thcugh repayment would be over a 
long t e rn  period, up t o  f i f t y  years i n  some cases, wlth 
no repayment of principal i n  the earlyperiod of the 
loan. The deferment of principal payments might be for 
as long as ten years, so as t o  enable the country t o  
get the benefit of increased production resulting from 
the loan before it begins amrtization. Loans might be 
made a t  no interest  a t  all, o r  a t  nominal interest  rates, 
so as  not t o  burden the balances of payments. Terms of 
t h i s  sor t  are contunplated by the IDA and the new aid 
p r o m  could be developed along similar lines. Condi- 
tions should be flexible so that  terms appropriate to 
the particular programs and act iv i t ies  can be devised. 

T e r n  of loans appropriate for  assistance to  govern- 
~ n t s  may not generally be desirable when the Agency fo r  
International Development makes loans to private inves- 
t o r s  engaged i n  profit-making enterprises or  t o  autono- 
mus public agencies which operate on a prof i t  basis. 
The highly favorable terms contemplated for  loans t o  
g o v e m n t s  would make dollme available t o  private or 

i public ac t iv i t ies  of th i s  type a t  a rate of interest  f a r  
lower than i s  normally available f r o m  lending agencies, 
while the maturity would be f a r  too long i n  the case of 
a private business. Moreover, such enterprises may 
obtain part  of thei r  funds from local  mney markets i n  
which the interest  rates are greatly in excess of interest  
r a t e s  prevailing i n  the United States. Since it i s  one 
of the objectives of the program to promote private 
enterprise, some portion of the loans under the program 
should be made t o  private ent i t ies ,  but such loans should 
not give them unreasonable advantages in conpetition with 
other enterprises i n  the same country, or provide 
financing on the l ibera l  terme appropriate i n  government- 
to-government transactions. 

To deal with t h i s  situation A.I.D. should have f lexi-  
b i l i t y  t o  set  appropriate terms. Various devices could be 
used, such a6 l o w  made repayable i n  dollars a t  ra tes  com- 
parable t o  the Export-Import Bank rates,  or loans made t o  

governments on the usual terms of the A.I.D. program, 
wlth provisions for  relending t o  private ent i t ies  a t  
local  rates and with shorter maturities. The t e r m  and 
conditions of particular loans should be worked out in  
the specific case. 

12. Procedures 

Two fundamental attitudes w i l l  gpvern the manner in which 
loan proposals are evaluated and carried out. 

F i rs t ,  only those proposals wi l l  be considered t o  which 
local  authorities attach a high priori ty i n  thei r  own 
s c h e ~  of development and i n  which local interest  i s  
sufficient t o  warrant confidence i n  the success of the 
activity. 

Second, the focus of responsibility for  the origination, 
planning and conduct of an activity wi l l  be placed on the 
borrower. 

These requirewnte do not mean tha t  the new agency w i l l  
be passive and act  only on proposals presented t o  it. 
They mean that  many proposals must be turned down and 
that  preferable alternatives must frequently be suggested. 
It wi l l  often be necessary t o  provide technical assistance 
t o  the borrower for  the planning and conduct of develop- 
ment activi t ies.  However, no activity w i l l  be undertaken 
unless local  ef for t  and in teres t  i s  exhibited during the 
preparatory phases of the ac t iv i ty  and unless there i s  
evidence that  the hard tasks involved i n  carrying it out 
wi l l  be approached seriously. 

Proposals are expected t o  originate from a variety of 
public and private sources. Id  each case they w i l l  
initially be judged i n  terms of the c r i t e r i a  already 
outlined. 

Regional bureaus of the new Agency for International 
Development will,  with the assistance of the Agency's 
countm missions. d e t e r d m  whether or not self-help 
s k k s  have b6en met and whether proposals have - 
sufficiently high pr ior i t ies  i n  t o t a l  country schcmes 
for development t o  warrant serious consideration. 

I f  favorable judgments are made on these matters, pro- 
posals wi l l  then be subjected, as appropriate, t o  the 
detailed economic, technical and financial analyses 



required by law and amplified by administrative regula- 
tions. The regional bureaus w i l l  be assis ted i n  these 
analyses by the Office of Developent Financing, described 
i n  Chapter I V  below. The further  ro l e  of the Office of 
Development Planning i n  advising the Administrator of the 
Agency on the policies,  standards and practices governing 
the provision of loan assistance is  also described in 
Chapter I V .  

I n  the  case of each favorable evaluation involving sub- 
s t a n t i a l  amounts (those i n  excess of a f igure t o  be 
l a t e r  established), the Assistant Administrator of the 
regional bureau w i l l  recommend appropriate action t o  the  
Development Loan Committee, a s  described in  Chapter I V  
below. On the basis  of a detai led analysis of e ~ c h  
proposal, the Development Loan Committee w i l l  determine 
whether lending policies,  c r i t e r i a ,  and procedures have 
been met. I n  the case of loans below the threshold 
f igure,  authority f o r  approval w i l l  be vested i n  the 
Administrator. 

After a loan i s  approved, an individually tai lored loan 
agreement w i l l  be-prepared f o r  negotiation. \$!hen such 
neaotiations are concluded. the loan ameement w i l l  be 

Prior to t h i s  point, a plan f o r  implementation w i l l  be 
; evolved which w i l l  place upon the borrower a variety of 

responsibi l i t ies  t o  be car r ied  out in accordance with 
the loan agreement. These respons ib i l i t i es  may include 
the h i r ing  of consulting engineers, the  preparation of 
detai led specifications and drswings, the  issuance of 
tenders t o  b id  and the  award of p r6ckmen t  and 
construction contracts. The implementation plan t r i l l  
elso require the establishment of a work schedule and 
periodic reporting on progress. I t  w i l l  s e t  f o r th  the 
manner end purposes fo r  which funds are t o  be disbursed 
and es tab l i sh  the procedures f o r  disbursement. I n  the  
course of carrying out the act ivi ty,  the borrower w i l l  
be required t o  give not if icat ion t o  the Ynited States  
Governmen-L of proposed procurement so t ha t  interested 
U.S. suppliers w i l l  have an opportunity t o  bid. The 
borrower w i l l  a lso be required t o  establ ish l i m i t ~ t i o n s  
on the oceen shipment of goods t o  conform t o  the 50/50 
shipping requirement. 

:"hroughout the term of each l o m ,  the ~lppropriate 
iegional h e a u  of the Agency w i l l  police progress 
with respect to  procurement, construction, operetions 
and repayment. 

signed and an entry s inul tkeous ly  made on the  books of 
the Agency const i tut ing a formal obligation of funds. 
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C. Develolrment Grants 

1. Introduction. Development Grants will  sss is t  the lees- 
developed nntions to: (a) improve the educational, 
technical and professional s k i U  and abi l i t ies  of their  
peoples; (b) undertake program of social nfonn and 
development, including the control or eredicstion of 
major diseases; (c) improve and expand institutions 
and orgbnizations wZlich f'urther economic and soclal 
development; (d) formulate effective plane t o  achieve 
fesrcible development gc4.8; (e) identify the human and 
material resources which are available for development 
through general surveys and surveys of specific projects; 
and ( f )  i n  a limited number of extremely underdeveloped 
countries, establleh or improve basic physical fac i l l t i e s  
required for economic growth. In addition, th is  category of 
assistance w i l l  meet other needs requiring grant assistance, 
including the payment of handling, transportation, and 
renovation costs on property whlch i s  excess t o  the needs 
of agencies of the U. S. Government and which can be used 
for economic assistance purposes, payment of overseas 
freight for ccmmnodities donated by h e  rican voluntary 
agencies , aesistence t o  American schools abroad, and 
support of the bi la tera l  Atoms-foropeace program. 

To finance program under this Title, $389 million of 
obl lg~t iol ls l  authority (including $380 million of new 
authority and $9 miUon of unused authority fran the 
current year), to  remain available until expended, i s  
requested. Of th is  amount, approximately $259 million 
w i l l  be required to  cover the continuing costs of 
projects within the Development Grant category which 
have been ini t ia ted or camltted in FY 1961 or prior 
years. Another $5 million i s  required to pay the hazui- 
Ilng, transportation, renovation and other costs of 
excess property acquired f h m  agencies of the United 
States Govement. The remaining $125 million vill be 
used to finance new program and projects. The major 
share of t h b  last mount wi l l  be required to support 
deve lopn t  p r o m  i n  the newly indepelvient nations 
of Tropical Africa. 

The discussion M c h  foIlowa w i l l  cover the need for  
developnent grants, the criterie, to be applled t o  
requests of the recipient governments for assistance of 
th i s  type, the importance of no-year f W ,  and the 
appropriation requirements for FY 1962. There is also 
a description of the major types of requirements, 

including the major AmctIonU flelde in which Develop- 
ment Grant progame will  be proposed, with ex~mples of 
specif i c  projects and certain special repuirunenb such 
as those for  aid to Amarican schoale abroad. 

The Ned6 of the Develo~ing Natione. The problonre con- 
fronting the less-developed nations as they seek to 
achisve-progre~~ within a frsmework of fretWD&m defy 
solution by their  own unaided efforts. In the courrtries 
in the earl ler  stages of growth W c h  vill be the 
principal recipients of grant aid, the c r i t i c a l  bottle- 
neck8 - often of an importance greater than the Lack of 
ca ital for productive fac i l l t i e s  - are ozdinarily 
(aT -k of s-cimt of p e e  possessing 
technical, M C & ~ O ~  and IfBlS- S k i U  and abill- 
t ies ;  (b) lack of effective org8nlzatiollsl and h t i t u -  
tional forms in the flelde of g o y v n t ,  finance, 
conunerce and education; (c) lsck of knowledge of haman 
and material resources and of how to plan effectively 
for their  use; and (d) inadequacy of baeic fac i l l t i e s  - such as ~QIDmLnlcatIone, transport, p m r  and water - 
essential to the development of natural resources and 
the modernization of agriculture and Industry. 

Dweloping nations must also taks steps affecting the 
attitudes and nmtivatione of the l r  peoples. I f  individ- 
uals believe that they vill not share equitably in the 
benefits of progress, they will  ndke no willing contri- 
bution to progress. If they have no ewse of nationU 
identity or c d - b e n t  to a nat ioml puqose, they vill 
not work together in the national Interest. A greater 
measure of social justice and of national comltmbnt 
is requlred to stimulate development, t o  ensure pol l t ical  
stabil l ty,  and to meet legltiavrte social aspIratione. 

AFter the development of human resources and h t i t u t i o n e  
ha8 rached a certain stage, the drnrmnrla fo r  and the 
ab i l l ty  to absorb larger amounts of InvestDlent for  
incressing production incrcages sharply, and lack of 
capital , particularly of forelm exchknge, becancs the 
most c r i t i ca l  bottleneck. Thio does not muan that 
foreign technical assistsnce is no longer required. 
Countries, such as Mia, which have reached th i s  stage 
obviously s t i l l  requlre substantial technical assistance 
as well. But the 'bdx" of dhvelgFrment assistance ncd6 
has shifted From anpha8is uwn eocisl and e c o ~ c  



infrastructure to emphasie upon direct iaci l l t ies  for 
productioa. 

43. Criteria for Develogmcnt Grant6. Development Grant acti- 
vities are jointly supported by the United States and the 
cooperating goverment, with the latter bearing a sub- 
stantial, and usually the major, shme of the coet of the 
proep.col. In ordsr to assure effective p r o w e :  and 
utilization of the resources provided by both countries, 
criteria haye been established which must be taken into 
consideration in d e t e m b h g  the specific proereme and 
projects which will be carried out by -nt Chsnts 
activities. These cr i ter ia  mk: 

a. a Whe t heac  e of 
contributinn to the develaament of educationsl or 
other institutions and ~roFo*rma directed tarard 
social m m e e s .  ~ ~ y e r r p p d l l t s l  inmxmment or economic 
gruwth. The purpoee of this criterion i s  to make 
certain that the actid* contributes in a clew and 
specific nanner to the over-all objectives of the 
U. 6. develogment assistance progzam. 

b. Whether the activitv i s  consistent with other 
develaEPnental activities also be- undertaken or 
planned. Application of this criterion will help 
insure that Develapment Grant activities c l b ~ ~ l y  
relate to davehpwt  goals and are consistent with 
the priorit ies for  achieving these goals. The review 
of a proposed p r o m  or project should consider not 
only its relationship to other host government 
developmemt activities being undertaken or planned in 
the sane sector but also i t s  relationship to activities 
in other sectors. Thprience bas dexuonstreted that 
U. S. assistance and host country resources usually 
bring greater results when they are used for activi- 
t i es  whiah are gart of a weU-develaped long-term 
plan. The review shauld also consider whether the 
activlty proposed requires priori* attention a t  the 
tine proposed. Assistance which i s  focused upon the 
c r i t i ca l  bottlenecks to a-nt i s  of greater 
benefit than that which i s  related to other important, 
thou& less urgent, requirements. 

c. Whather the activity to be flzlesced i s  tecbnical&f 
snmd. The review of project proposals should take - 

into conside~tion the availability of trained 
personnel, r a w  materials, necessary supporting 
facilities, and the anticipated d d  for the addi- 
t iona l  goods or  services which a re  t o  be produced. 
I n  the  case of water or re la ted  land resource construc- 
t i on  projects  or  programs, it should consider whether 
the requirements of the proposed l eg i s l a t i on  a s  t o  a 
conputation of benefits and costs (made insofar as 
practicable in accordance with procedures established 
by the Bureau of the Budget), have been met. 

d. Whether the C O O D C ~ S ~ ~ ~ R  nstion or entity i s  taking 
or  rows sing to take adequate self-help measures. It 
i s  especially important that Deve lmnt  GTants en- 
caursge self-help measures by the less-dcveloped 
countries, and that they be directed t o  a s swhg  the 
success of these efforts. However, this criterion 
must be applied realistically and with judgment and 
tact. In samh cases it my be impossible to insist 
on peri?orm8nce before U. S. assistance i s  forthccsPing; 
instead we my accept expressions of intention *ere 
we belleve them to be sincere. Moreover, judgments ' as to the adequacy of self-help measures should take 
into account the stage of dwdopen t  of the country. 

e. Assistance anticiwted or avai2a,le from Fn?e W o r l d  
sources other than the United States. Other donors 
of assistance, such ae the United N a t i c a  or other 
multilateral agencies, are sometimes able to provide 
aid of a kitld not readiJy available in the U. S.; 
there are also occaeiona in which the recipient 
country prefers certain types of assistance to be 
prwided by such agencies. This mmy also be txue of 
bilateral assistance from other Free World sources. 
In revlaKing proposals, we should consider these 
possibilities and, *ere appropriate, encourage 
recipient countries to seek assistance fran these 
sources 

4. The bnmrtame of NcwYear Fuzde. An essential require- 
ment for the most efPective use of the cri ter ia  described 
abwe is the availabill* of new obligational authority 
bey& the end of the f lscal  paz in which the f l m b  are 
appropriated. me system of single-par appropriations 
used for grant funds in pa& years has plsced pressure 
on aid personnel to obligate f'unda @or to the erd of 



the fY.ac8l year or fbce the loss of the f'mds, with 
future Arnding in the subsequent fiecal year being uucer- 
tsin. JtxrtheFrnOx-8, since funis are usueJly not made 
amilsble for obligation in the Field before October 
or November, the four or five month hiatu8 in the availa- 
b i l i t y  of new fmda mkes obligaticm of prior year funis 
to covsr thia period both necessary ad prudent. The 
availability of no-year funda wwld substantially lessen 
the variety of presBUres which arise at the ad of a 
fiecal year to accept lower standards tbrn otherwise 
xauld be the caee. 

EQually important, the  a v a i l a b i l i t y  of no-year funds w i l l  
help t o  minimize the  t roublesme problem of past  years 
with respect  t o  annual country a id  levels.  The amount 
a country received i n  p r io r  years frequently was consid- 
ered t o  be an indicat ion of requirements i n  the  current  
year and the p r io r  pa t t e rn  of fbnding encouraged many 
countr ies  t o  argue t h a t  an increase or decrease i n  a i d  
was an indicat ion of U. S. favor or disfavor. Availabili-  
t y  of no-par  funding would reduce the significance of the  
a i d  l e v e l  i n  any par t i cu la r  year and should a s s i s t ,  
, therefore ,  i n  securing more e f fec t ive  use of fbnds. 

5. The Requirements f o r  FY 1962. The FP 1962 Development Grant 
authorizat ion and appropriation request i s  f o r  $389 mil l ion 
( including $9 million of unused au thor i ty  frm FP 1961), t o  
be used f o r  the purposes and under the  methods and c r i t e r i a  
described i n  the  preceding sections.  

Costa. Appmxbately $259 U c m  of the 
3 million xill be required to cover tha continuing "* BF-- 

costs in FT 1962 of projectsuhich have been initiated 
or c d t t e d  in FY 1961 or prior years. These re- 
quireme& result Aum the fact th8t maqy of the 
technical aesietaace or other t y p e  of projects uhich 
are naw included under Orslrte were xmt 
fully Auded at the autaet. Foo: exaaple, a joint. 
malsria aadication program in 6 country lmy require 
s ix  yeare to implement. Full obli@~tion of all the 
U. 8. contribution to the project a t  the autaet warld 
m e ~ t h a t t h e g r e a t c r p a r t o f t h e ~ w o u l d r e m a i n  
idle for years. Accardine;ly, the rcquimmmte 
for shorter periods hsve been Auded aut of each 
annual appropriation. In  addition, certain Qpse of 
costa cannot be obligatad a t  thc time a project 
agmanent ia signed. Where 6 project agreement calla 

for the provision of U. 8. Cimemmat employed tech- 
nicians over a pariod of yeare, funda requlmd for the 
gay ani related coats of these U. 8. Government 
technicians are, i n  accordance vith etasdsrd Govern- 
ment practice, appropristad i n  the year in -ah the 
pwen t s  are act* d e .  

The "continuing costa" cqonen t  ia the estknrte of 
minimal requirements in FY 1w for casrying forward 
existing projects for which Arrther fbmkbg i s  
required. This canputation ie baaed on camPitawnt6 
entered into in FY 1961 or prior years and exclrdee 
nen projects or proposed apmsions of existing 
projecta which arc not clear4 incorporated in 
presently egreed project plans. 

The reQuirement for contirmhg coeta i s  s t s td l  ae an 
eatin& since all existing projeota xill be M e w e d  
during the coming months for consistency w i t h  the 
criteria set  far* above and the new ePlphaeas of the 
p r o m .  As 6 nsult of this M e w ,  same of thaee 
projects vill be brought t o  6 close, othere xill be 
modified and s t i l l  others eqanded. Since these 
activities imrolye prior U. 8. cdlppitments, ad in 
order to avoid abrupt and wasteful tarmioertione or 
changes, negotiations w i t h  the coapersting caullltriee 
w i l l  be required. In  addition, the early return of 
techniciaas, while it lmy result i n  some saLesy saw- 
ing during the fiecal yesr, may sctuaUy increase 
technician costs during FY 1962 since the q s n a e  of 
returning a technician ad his Wmi3y to the U. 8. 

fPequently uccesde the saLary saved. 

The estimerte of continuing costs of &sting activi- 
t i es  for FY 1w by geographic regions i s  ae follow: 

Africa 
Far EBst 60.00 
N- East ad South Asia 73-31 
Latin lhnerica 17. P 
Ecrraps 3.84 
Inter-Regional Programe - 33.20 

Total World-wide 259- 00 
For all regions except Africa, continuing costs  a re  
e i t h e r  si,mificantly reduced or held t o  about t h e  
FY 1961 l e v e l  of costs.  The project ion f o r  Africa Is 
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higher than the amount for FY 1961 because a high 
proportion of projects in Txpical AFrica were 
initiated in FY lm, and the first year coete of 
a project Involving eubetantial technical meietance 
genera;Uy tud to be eiepificasWy lower than in sub- 
sequent years. 

b, Mew Program and b j e c t e .  Of the $389 -on 
program for Developnent Grants, appropdmately $125 
million i e  projected to be available for new program 
ad projecte, after deducting the requirements for 
contlmlng costs of present progr&~ and the $5 mill- 
ion nquired in connectIan with the use of non- 
a&culturrrl ucceee e. The prospect of theee 
new program should pruvide an important incentive 
to the recipient caurrtriee to inqrove their p- 
end pro- ard to W e  other self-help measuree. 

Iddtatiane on new mxmma. In view of the necde 
of the undardmloped countrlee ad of long-term 
U. 5. fareign polley requiremurbe, the amnut raquee- 
ted might bave been eat, a t  a higher level. The 
amount hae been Umited, however, in recoepition of 
a number of fbctora. Nrst, FY 1962 will be a 
transitional year durlng which a l l  d a t i n g  programs 
and projecte wlll be ecnrtinized in the Ught of the 
purpoeee, prioritlee @ crltsria of the new Act. 
Seoand, the applicatian of the new criterla frequent- 
ly will require *tar timb initially for project 
developlrant than heretofore. The entphasie on prano- 
ting comprehensivs a m d o p d i  plsslling ard p r o m  
ming, @ the ineietence on incrsased self-help will 
a l l  tend to Umit the rste of expansion ofthe p roam 
in BY 1962. -, the general unfbmillarity of the 
recipient caurtriee, and to a lereer extent U. S. 
field pereonnel, with the rmr prloritier and criteria 
will d* the idsntifioation of same film req;uiFe- 
m6nte. Fcrurth, ohangea in whde and enwhmir 
require recrui.hpant of a 8 d i t i d  numbera or new 
t y p e  of peraomel, eamh of rrhcm axe in rslativdLy 
ehort supply, ae mll ae changee in adminietratim 
procdmee which take time to effect. 

m e t ,  aeeietance in devobpment ~laxmlng ard reecnrrces 
, man~~ement will be streeeed. This includes ~ e i s t a n c e  
z in eetabliehlng the izlstitutione ad training the nun- 
pamr for national davalapnent planning; in estabushing 
eourcee of etatietics ad information on which planning 
depends; in eurveylng the requirenante of broad sector8 
of the e c o w  euch ae tramport, agriculture, cammi- 
catlans, industry ad pamr; in undartatlag prallminasy 
eurveye as to the OCOPQIICLC ardtechnlcal fsasiblllty of 
projects; in deeigning the fiaaacial mechanism of the 
econany in we~rs that will pramote growth without Inflation; 
and in ddveloping aclminbtrativs practicee vhich wlll maks 
poesible the more effactive review ard implamentation of 
programa once established. To dssy the leee-dsvalcrpad 
countrlee W e  aseietance could mll d e w  eiepiflcantly 
their reaching the point vhere sccelarated dcvelapn& is 
p s i b l e .  

Second, the mador share of the Aurtle avullable for new 
projecte over and abwe thoee m a a i r e d  for tA8mlm survs~e  
an3 related earvicee are llkaly t o  be u tUzed  in lhmical 
AFrica. In mrrqy of the indapudemt hPpical AFrican 
cauntriee meietance program were not initisted until 
late 1963 and are s t i l l  in a etage of urpansion ea need6 
are identified and implementation capscity i e  augnmted. 
Additional countrlee are expected to became independent 
in FY 1962. The importance of U. 5. econdmic aeeiatance 
t o  help the new African countrlee m o ~  in a democratic 
and econcmicafly eoud direction has been discweed naqg 
thee. Development Grant aseietance will be the 
inatnanent for meeting the moet urgent reqpiranente of 
naecent nationhood - pubUc admlniatratlon, axgansion 
of the educational base, supplematmy trainad mavower, 
basic econaanic facUt iee ,  dieease eradication, ard 
agricultural hprovamnte. It i e  eesential that we work 
with leadere in theee countrlee APm the very beglnuhg. 

PlM, in the countries outside Tropical Africa, total 
smmouate available, includiw contlnuin~ coekr, will 
roughly amzwdmate the amount available for c m l e  
yurpoeee in FY 1960 ad FY 1961, ad therefore w l l l  not 
result in a signlflcant increase in assistance. 

While major re-rhe have been IdentWed, the $125 
million hae nut been pmgmmd in advance. The general 
practice will be not to allocate it by caulltzy s a r l ~  in 
the fiscal year; eUocatiaae will be W e  ae progreme 



an8 projects are developed which meet the criteria for 
Development Grants. When camprehsnsive criteria, such 
as those described above, are appllad to aasistsnce 
requests, f lnn advance programhg of ALnde beccuues 
not only unnecessary but also undesirable. !he speci- 
f l c  identification of activities a d  requirements 
twelve to eighteen month6 in advance i s  unr&Ustic 
when applied to less-dmloped countries in  which 
government policies and budgets are undergoing contin- 
ual change and modification. M u r m o r e ,  aa new and 
improved infonoation becomes available, the projects 
which seem of highest priority msy be replaced 
by others which will be developed during the next 
eighteen months. 

It i s  essential that we retain f ludbi l i ty  to deal 
with eventualities as they arise i f  we are t o  have 
maximnrm impact upon the development of the recipient 
country. (Xu: abili ty t o  reepoIla t o  need when and in  
the form it arises i s  also of major importance to the 
success of our efforts to encourage better long-range 
planning and greater self-help efforts. I f  we are 
responsive to proposals which contribute to or axe 
associated with self-help and effective planning, 

1 incentives to further action wtll be increased. 

a. Educational, Technical and Professional R.aininpr. The 
shortage of sldlled mapower a t  all levels probably 
represents the single most cr i t ical  bottleneck facing 
a majority of less-developed countries. Propress i n  
al l  of the less-develoged nations is held back in 

' varying degrees by lack of technical, vocational, 
professional and managerial personnel, by widespread 
illiteracy, and by lack of adequate means for the 
dissemination and absorption of knowledge. These 

: aeflaiencies must be attacked by expanding and improv- 
ing basic education, vocational schools and prof es- 
sional training, by adult education through such m e a m  
as adult literacy courses, in-service training and 
agricultural extension, and by f8r-reaching, effective 
ccammraications media. 

Increw ed education and training unquestionably raises 
present l ~ e l s  of living by opening up new worlds of 
thought, social mobility and enjoyment. B r i n g i n g  

literacy to a peasant farmer i s  almost the equivalent 
of bringing sight to a blind man. Education therefore 
i s  in increasingly urgent demand by the peoples of the 
less-developed world as they seek social progress. 

Of  all the resources required for econolnic development, 
creation of sldlled and high level manparer requires 
the longest "lead time. I' Modern dame, parer stations 
and textile factories can be constructed within a few 
years i f  sldUs and capital are available. Huuever, 
it takes a mininerm of 10 years to develop the mamgm, 
the administrators, and the engineers required by the 
underdeveloped country. In acuue countries, the num- 
bers of doctors, engineera and professionally trained 
agriculturists can be counted on the fingers of both 
hande. 

Bast AfPica. In the four countries of British East 
Africa - Kenya, -, Ugam3.8 and Zanzibar - with 
a total popuJation of o m  22 million, the anrnral 
output of senior secondary school graduatee i s  only 
1600. This relative handful must provide the recruits 
t o  replace departing Britieh c iv i l  servants, the 
students for training as secondary teachers to expand 
the school system, and the clerks and junior manager 
ial personnel for the business caammmity. EQually 
important, these secondary school graduates make up 
the reservoir from which East Africa must draw i t s  
people for university and professional training in 
medicine, engineering, and science. Approximately 
one out of three children of prirna;ry echool age axe 
in school; less than one out of a hundred children 
of secondary school age am in school. 

East Africa, although lacking a comprehensive develop 
mart plan, has obvious priority requirements in  educa- 
tion which wtll be included i n  any plan subsequently 
developed. The East Aflricens themselvee axe fiaan- 
cing a large share of these requirements and the 
U. IG i s  also contributing significant financial and 
technical assistance. However, the problem i s  of 
such magnitude and of such urgency that f'urther 
external assistance on a substantial scale i s  required 

In 1960 the American Council on Education corducted 



a survey of the educational requirements of East 
Africa. This survey culminated in a Conference on 
Education in E a s t  Africa, which, af'ter a searching 
examination of the nee& and priorities, concluded 
that external aid should concentrate on breaking 
the educatioIlal bottleneck a t  the secondary eurf 
impnediate post-secondsry lmla. 

FolLxhg this Conference, specific priority re- 
ments for esch territory were agreed upon. Among 
the "continuing" priarity projects, begun in 1961 and 
roquirin@: m e r  support in 1962, axe conshct ion 
of secondary school facili t ies,  assistance in teacher 
training, construction a pwtial  staffing of a 
demomtration ccsnprehensive high school. for girls, 
and a project to supply 150 young American secoldary 
school teachers anl a tsam of senior educational 
experts to help develop new to speed up the 
training of African secondaxy school teachers. The 
EBst AfYicane are requesting f'urther assistance in 
1962 to help meet these aad other mutually identified 
a agreed priority requirements. 

Nigeria. I f  Nigeria, with i t s  35 million people, i s  
to  maintain over the next ten yews even the modest 
la te  of p w t h  of the past several years, a lapid 
expansion and u p w i n g  of its education system is 
needed. The educational requirements of Nigeria were 
the subject of an intensive study in 1959 and 1960 
by a team of senior educators fmn the U. S., the 
U. L, and Nigeria M e r  the l d e r s h i p  of 
Sir  Eric Ashby of Cembridge Vniversity. Their study 
included a detailed ucemination of Nigeria's require- 
ments for high level manpower i f  the country i s  to 
achieve a 4$ annual. increase in per capita incane 
during the decade. Their recaarmenrbtione included, 
emong others, a doubling of the number of prirPary 
school pupils, a quadrupling of the rarmber of students 
in the secondary schools, a fivefold expansion in the 
number of university students in Nigerian institutions, 
and a major program of in-service training to upgrade 
employed manpower. They estimated that i f  Nigeria 
were to have an adequate lnrmber of i t s  teachers to 
service i t s  secotlde;ry and higher educational facili- 
t ies  by 1970, it would be necessary for 600 men and 
m e n  each year for the next five yeam b be sent 
t o  overseas universities for trsining solely as 
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teachers, and that rou&ly 7,000 "imported teacher- 
years1' would be required over the decade to serve 
in senior Nigerian schools. The Ashby Report wae 
foltowsd by another intensive study on the financial 
implications of the recamendations, which had been 
only roughly estimated in the finet report. 

Both reports were carei'ully reviewed by the Federal 
Government of Nigeria which issued a White Paper in 
early 1961 commenting on the Ashby Report and general- 
ly accepting it as the master plan for the educational 
davebpment of Nigeria over the period 1961-1970. 
The three Regional GmemmeIlts, which have the primary 
responsibility for education in their areas, as w e l l  
as the Federal Government, have instituted a series 
of orgadzational changes and improvements for the 
purpose of implementing the p r o m  and for obtaining 
and coardinating the required external assistance. 

Implementation of the program will require a total 
capital e x p d t u r e  for the ten-year period of more 
than $2QO million a by 1970 the total annuaJ. 
recurring cost of servicing the educational s h c t u r e  
will be of the same order of magnitude. These re* 
ments are now being incorporated into an o v e r 4  
Nve-Year Plan due t o  be initiated in March, 1962. 
The financial problems facing Nigeria asd a mnaeure 
of its self-help axe idicated by the f8ct that it 
already has a high rate of internal tcucation with 
more than 20 percent of to ta l  receipts currently 
going to service the educational s h c t u r e .  

The U. D. initiated a significant p r o m  of aasis- 
tance for education and training in Nigeria i n  FY 
1961, but successful implementation of the program 
will require, to quote the White Paper, "a heavier 
shsre of the burden wen than a t  present to be 
carried by ,the Nigerian tqpayer, an3. there will hawe 
to be a large increase in aid frm outside Nigeria." 
The U. L anl the private foundations are expected t o  
increase their contributions, but the U. S. will have 
to be a major partner i f  the well-developed self-help 
effort of the Nigerians i s  t o  succeed. 

Nigeria offers a prime exmple of a systematic 
approach toward pm~noting both economic and education- 
al development. The preparation of the Nigerian 



Five-Year Plan will  be completed during the caurse 
of FY 1962, ary3. will  reLate the educational develop- 
ment progmm to the over-all plan for the development 
of the country. The U. S. should be prepared t o  
contribute substantially t o  the dtiLateral finan- 
c i a l  arrangements that KJU be needed to launch the 
p r o m  succeesfully. 

Cambodia. This country presents another case mere 
creditable ef'forts are being made to correct acute 
educational deficiencies. 20$ of i t s  revenues and 
4s of i t 6  GNP go into education, an unusua;lly high 
proportion for  a poar country. Idthough there i s  
no Long-term, comprehensive plan for development of 
the educational system, Cambodia has been trying to 
meet clearly demonstreted requirements, and U. S. 
assistance has been used in the attempt. 

In the decade of the 1 9 5 0 ' ~ ~  emphasis was placed on 
prhmry education. With the help of effective U. S. 
rrssistance it has been possible to expa.na the system 
so that  enrollment increased tenfold and &$ 
of primary age children are in school. However, 
secondary school deficiencies have hardly been 
touched. In a country of 5 million, there are only 
17,000 students enrollednad less than 400 graduates 
i n  the class of 1961. 

A t  present the greatest nee& for additional axternal 
assistance are for  general and vocational secoldary 
faci l i t ies ,  school books, training faci l i t ies  to 
increase the number axhi IIIQ~OYC the w t y  of 
prims;ry and secondary teachers, and schools for 
under-graduste engineera and sub-engbeering 
technicians. Reqpesta u n k r  consideration for assis- 
tance in FY 1962 for these activities, mostly fo r  
professional services, which will allevicrte the 
greatest bottlenecks to a balanced educational 
pymanid, t o t a l  approximately $6 -on. 

Tunisia. This importent N o r t h  African country also 
has a ccmprehensive progrsm for wrpanding educational 
opportunities. The 0ver-aJ.l economic devel-nt 
plan, i n  the process of fonmrlation, encampasses 
plane already &sting for particular sectors of the 
economy which, rrs it happcns, 61% best mticulated in 

the fields of education and human resources. A t  the 
same t h e ,  an ef'fort haa been made t o  identify nee& 
for specific sldlls i n  this process of growth throu& 
manpower planning, a technique which is being applled 
through a U. S. technical assistance project i n  
Wsia .  

A major goal is to prwlds prhazy school fac i l i t i e s  
for the entire school age population by 1969 and t o  
expsnd greatly the secanda;ry school f sc i l i t i e s  over 
this period. This w i l l  involve ext,cneive school con- 
struction, establishment of a system of n o d  schools 
for training primary teachera, and expansion of the 
u n i v m i t y  system to include a training college t o  
provlde teachers for the secondery level. The tote3 
capital cost of the progrem for the eight years, 
l?Y 1962-1969, i s  about $150 million. The U. S. haa 
been allocating approxhately $2 millton annually 
over the paat three y m  for support of earlier 
stages of th is  program, and future aid requirements 
w i l l  be ~ubstant ia l ly  greater because of the heavy 
demands on Tunisian financial resources genugted by 
the over-all development effort. 

A second high priori ty i s  vocational and technical 
training facil i t ies.  The govcllllpent has proposed t o  
establish ten training centers tl.urou&mutthe country 
aver the next two years, for  which $500,000 of U. S. 
assistance is under consideration in FY 1962. 

Third, the Government haa a 20-year plan to develop a 
national university. U. S. assistance is under cau- 
sideration for the departments of econmics, business 
and law. 

Other Countries. I n  many other unierdweloped natians 
there are s b l h r  urgent requiraPents for assistance 
which are aecampanied by the intense desires of the 
governments and the i r  peoples to *rove thei r  educa- 
t ional levels. This f ie ld  is up)ected to u t i l i ze  a 
greater share of Develogmrent Orants than any other in 
view of the obvious p r io r iw of these neede in econamic 
ard social dcvalop;nrant, the greater nil l inepess of msqy 
governrmcnts to exercise self-help in this field than in 
certain others, and planning already undarva;y or caw 
pleted in many countries. 



A~ricultural Credit. An example of a Development Grant 
program for the development of rural institutions is a 
pmpord to d m h p  an .eTlcultural credit ogstan in 
Uganda. Ertimrtad FP 1962 costs w x l d  be $550,000. Al- 
though the amount I 8  W, It uuuld eBtsb1l.h an in6tl- 
tutlonwhichwoaldpfopldathe a t b u l u r f o r t h e p h m t i n g  
of  camh crop8 by miboisknce fsrmcrr. When the instltu- 
eon 18 fully eetsbliubd and operating techniquer hava 
been provan, It v i J l  uilMbuts to the iacrersed market 
bg of cash cmpr azd broader servlcer to f ~ ~ l s r a  azd 
Tlw be- .tlf-m&&&g cud el ig ib le  for loan 
bg to mset I t 8  future rsquirementrr. 



The direction of these urban social changes into con- 
structive rather than dieruptive channel8 can be sig- 
nificantly sifected by ald program in the Devalopnent 
Grant category. 

Sevensl huudred working trade unioniete vill be brought 
t o  the United States and other countriee in FY 1962, 
as  in p e t  yeare, for training and obeervation taure. 
Thie provide8 an opportunity for people who are most 
w e e d  and moat sueceptible t o  dieruptive preesuree 
t o  learn a t  f i r s t  hand about means whereby the trade 
unions can improve conditiane of their manbere and 
labor and management can work together more efiec- 
tively . 
Working with l o c d  labor ministriee ePd tradc union- 
iete, activitiee in labor education and apprentice 
training also an being conducted ~ucceeefully in 
many countries. I n  other caeee, labor organizatione 
have been assisted in develops& of em-help h a -  
ing or other human improvement programs among their 
membership. 

The Induetrial Relations Institute of the University 
of Puerto FtLco, operated under ICA contract flnaaeing, 
haa becaane a focal point for training of non-ccammist 
trade unionists from all of Latin America. The Insti- 
tute is also being called on to conduct seminars in 
other Latin American educational institutions. The 
Aaian Labor Education Center, located a t  the University 
of The Phlllppines, perfonne a eimilar eervlce for 
the Far East and South Asia. 

Public Admlnietration. Assistance which i n c r e w s  
the effectiveness of government inetitutione i e  v i -  
tally required. Rapid and orderly econcdc and social 
developent rewires a machinery of government capable 
of performing a wide variety of di f f icul t  task8 such 
as collecting taxes, establishing a sound fiscal policy, 
operating a banking system and establishing sound mone- 
tary practices. 

Developnent Grant programs will  make mbetantid con- 
t r ibu t ion~ t o  the improva~ult of governmental and 
private institution8 in the lees developed countriee 
by providing expert advice, trsining and other 68- 
sietance in the development and application of eound 

maaagansnt concepte and the modernizetion of admlnie- 
trative proceduree end practicee, including financial 
planning, taxation a d  revenue collection, budget 
fomulation and f i e c d  control, and other activitiee 
which contribute t o  improved public ahinletration. 

Jc. ~evelarment ~lrmning. A crucial i n e t i t u t i o d  de- 
vtl-t reQuired in a modernizing society i e  the 
e&&li&raent of an effective propammhg and budget 
ing organization cegsble of deciding how large a total 
d e v e l ~ t  program the country needs and can afford; 
weighing the feaeibility and bgartance of pmposcd 
govement progreme and eliminating and choosing among 
than; evaluating the effect of governmeutal proJecte, 
laws,  regulekLone, and taxes on private econanic ac- 
t iv i t ies  and fmmbg them accorahgly; a d  planning 
what changes in institutions and precticee vill ac- 
celerate tha program and are feasible. 

One of the major emphases of the new aid program 
will be assisting in the establishment and strength- 
ening of planning organizations. A subetantial part 
of thle aeeietance will  be provided in tha form of 
grants t o  finsncs contract8 with American universities 
or private reeearch organiztrtiane. The need for im- 
proved deveb'pmt planning i e  realized more clearly 

( by the -fie-op* countries na th.. a few years 
ago. The aampLe of a few countriee such as India 
and Puerto Rico which have succeeeFullg applied cm- 
preheneive plrrnniog proceeeee baa now ioivinc* msny 
develmina countries of their need t o  do likewise. 
The e t e d  States is nuw receiving xnnnerous requeets 
for aeeietance in th is  field. 

Development Grant assistance to the planning organiza- 
tion of a cooperating government includes assistance in 
determining priority goals and in interrelating them; 
assistance in establishing the organization and pro- 
cedures for the collection of the basic economic, finan- 
cial, technological and educational information; as- 
sistance in surveying requirements of broad sectors of 
the economy such as agriculture, industry, transport, 
communications and power; assistance in designing finan- 
cial mechanisms which will promote growth without infla- 
tion; and assistance in the establishment of the admin- 
istrative practices for effective review and implementa- 
tion of programs. 



Afghanletan. Assistance of this  type i s  projected 
for Af'ghanistan for M t i a t l o n  in la te  FY 1961 or ear- 
ly FY 1962. A t  the request of the Royal Govennuent 
of Afghanistan, and subject to the findings of a sur- 
vey temu, it i s  proposed that the Unitcd States pro- 
vida a tesm of three t o  flve resident contract 
technicians, plus two short-tenn condtants ,  to as- 
s i s t  the Ministry of Planning in appreising Afghani- 
stan's future needs for plaMjng snd research. This 
t e e ~ n  would help strengthen the U s t r y  of Plannjng 
institutioaaJly by edPising on planning techniques 
and by training U s t r y  personnel. In addition, 
flve officials of the U s t r y  of Plaaniog would be 
sent t o  the United States each year t o  study econamic 
davelg~ment planning methods sad procedures. 

East Africa. A second il lustrative example i s  as- 
sistance to an Institute of Developuent Progmmlng, 
located in Uganda but serving eU. of East Af'rlca. 
IIZle Institute, as  a part of the University of East 
Africa, i s  to provide training in &velopnent plan- 
ning, conduct research, exchange information and ex- 
perience, and provide condta t ion  seMces upon 
request t o  APrican governments and business concerns. 
Funds have been requested to  finance a contract with 
an American acaacmic institution for a teaching, n- 
search and cond t ing  staff, teaching materials, 
twenty a d  regional scholarehips for Afrlcane and 
three amuaJ. foreign study grants for potential 
Bfricaa teaching sta;ff. Costs would to ta l  approxl- 
mat el^ $155,000 per yeer. 

w. The new Plailend six-yeer plan, and the 
organizaion of i t s  plamlng institution, the 198- 
tional Economic Developaent Board, need m h e r  h- 
provunent. Substantial additional help is required 
beyond that M c h  a slngle senior American econanist 
ha6 been able t o  provide aver the paot several years. 
A proposal i s  under consi&ration for aesistance 
uader a contract M c h  uould prwide for  both econo- 
mists and engineers and for participent tm. 
A U.S. study teem will v is i t  Thailand in the spring 
of 1961 and flnn project plans will be develogcd 
during and after the teem's visit. 

Liberia. In Liberia the United States i s  assisting 
the planning process through two related projects 
totaling $400,000 in FY 1$2. One provi&s advice 
in the establishment of a top-level policy body for 
econcanic planning and assistance i n  budgeting, both 
government-wl& and wlthin indiviaual departments. 
This project also assists Liberia in overall improve- 
ment of governmental organization and admlnlstration. 
The second project aims a t  strengthening the exlsting 
Liberian Bureau of Econcanic Research, which has re- 
sponsibllity for collection and analysis of dsta 
necessary t o  the developuent planning function. 

Tunisia. In January 1961 the Government of Tunisia 
established an organization t o  prepare and implement 
a long-range &velopmt plan. The U s t r y  of Plan 
and PYaance, under the leadershlp of a forceful and 
dedicated young Tunisian, has partislly staffed a 
planning offlce and preps3.ed preUminary three and 
ten-year overell programs. A U.S. survey teem i s  t o  
v i s i t  Tunisia in the l a te  summer t o  review Tunisia's 
progress in i t s  planning effort and t o  discuss future 
requirements in the light of these plans. The Govern- 
ment of Tunisia has expressed interest in working out 
arrangements for additional U.S. assistance in the 
planning process with the eurvey teem. 

/d. Resource Surveys and Feasibility Studies. The dearth 
of basic information c o n c e a  human and material 
resources is one of the greatest obstacles t o  realistic 
developuent planning i n  most of the less developed 

countries. Only a few countries have made population 
censuses or have adeqyate information concerning their 
land, mineral, water, forestry or human resources; yet 
the awilabl l i ty  of euch Information i s  a prerequisite 
t o  intelligent development prsnning. Even wfren basic 
resaurce information i s  awilable, t h e n  i s  oFten a 
lack of knowledge concerning the feasibility of epe- 
cific projects which are included in the developpent 
plan. Yet, wlthout such feasibility surveys, it i s  
difficult i f  not impossible t o  make rational &cisions 
concerning the allocation of resources and investment 
risks. The need is particularly acute in those in- 
stances in which external &velopcnt assistance i s  
sought. 



Examples 

Collection and Analysis of Basic Data. The United 
States ,  under an exist ing commitment, w i l l  provide 
technical assistance t o  the  Government of Tunisia 
i n  FY 1962 t o  carry out a comprehensive survey of 
manpower resources and requirements i n  the 300 
la rges t  enterprises i n  the country. 

Surveys of Msjor Natural Resources. A project  i s  
under way i n  Pakistan t o  investigate the  mineral re- 
sources of Pakistan and prepare &eralogical map$ 
f o r  fur ther  intensive prospecting and devel-t. 
The United States  has been requested t o  provide a 
team of seventeen geologists with supportin@; suppxes, 
at a cost  of $450,000 in FY 1962, t o  par t ic ipa te  in 
exploratory work and t o  tr& Pakistan geologists.  

Surveys of a Large Geoaraphical Area. Since 1956, 
the  United States  Governnat has been conduct% a 
multi-purpose project  t o  assist the Ethiopian Govern- 
ment t o  determine the  economic potent ial  of the land, 
water and other resources of the  Blue Nile River Basin. 
The project  provides f o r  a e r i a l  photography and map- 
ping geodetic control, and reconnaissance of the  hy- 
drology, geology, and economic development potent ials  
of the  Basin. I n  FY 1962, it would involve a team of 
47 technicians and the  obligation of $1,500,000 of 
D e v e l o p a t  Grant funds. 

Project Feasibility Surveys. Tunisia has requested 
the  Unlted S ta tes  t o  finance a study by an American 
englnee- consultin@; f i rm regarding the  econamic 
and technical f e a s i b i l i t y  of a nitrogen f e r t i l i z e r  
plant .  I f  the  requests were acted upon, the  M 1962 
cost of this survey would be $85,000. 

'e . Internal  Ref o m  and Social Developnent , Including 
Control and Eradication of Major Mseases. The pre- 
conditions fo r  econcolic growth include not only the 
human and i n s t i t u t i ona l  capaci t ies  of the society but  
a l so  the motivations and incentives which operate 
within the  society. I f  the  ordinary W v i d u a l  does 
not share equitably in the  f r u i t s  of growth, he wi l l  
make no willing contribution t o  it. Furthermore, 

lacking a stake i n  the process of evolutionary change, 
he may be a t t rac ted  t o  more violent methods of change. 
Cuba is a s t r ik ing  example of a country where there was 
a s ignif icant  annual growth r a t e  i n  GNP, but where there 
was a l so  a growing d ispar i ty  between the r i c h  and the 
poor and a widespread lack of social  just ice.  

Examples 

Land Reform and Rural Development. Since most develop- 
ing nations are predaminantly agr icu l tura l  and social  in- 
just ice i s  most apparent i n  ru ra l  areas, demands fo r  re- 
form often focus upon land reform and associated ru ra l  
development programs. These programs are designed t o  
bring about a more equitable dis tr ibut ion of income through 
providing land t o  small owners and operators; reducing the 
exorbitant ren ts  paid by tenant cul t ivators  and protecting 
them from arb i t ra ry  dispossession; increasing the wages and 
improving the l iv ing  and working conditions of farm labor- 
ers; and ass i s t ing  small landowners t o  secure c red i t  on 
reasonable terms, advice concerning farm management and 
practices, and assistance i n  marketing the i r  crops. Com- 
prehensive ru ra l  development programs a l so  include measures 
t o  upgrade educational and health standards and improve 
community f a c i l i t i e s ,  such as  vi l lage water supply and 
sanitation. 

Improvement of Livinp Conditions. Rapid urbanization i n  
the developing nations has resulted, i n  many cases, i n  a 
deter iorat ion of l iv ing  standards and the growth of slum 
areas i n  the c i t i e s .  Large numbers of workers crowd in to  
inadequate housing, overtax municipal water and sani tary 
f a c i l i t i e s ,  and compete for  the r e l a t i ve ly  few jobs which 
are  available i n  urban industries.  These workers often 
represent one of the most vo la t i le  and d issa t i s f ied  ele- 
ments i n  the po l i t i c a l  and social  s t ructure of the under- 
developed countries. Development Grant a c t i v i t i e s  can 
make a contribution t o  soc ia l  improvement by encouraging 
and ass i s t ing  the governments of these countries t o  pass 
labor leg is la t ion  which protects  the worker from exploita- 
t ion  and improves h i s  l i v ing  and working conditions; t o  
plan and construct low-cost housing and other necessary 
community f a c i l i t i e s ;  and t o  improve soc ia l  services i n  
the f i e l d  of health, chi ld welfare and r e l i e f .  



Disease Eradication. Perhaps the outstanding single 
social developnent need in many of the developin$ coun- 
t r i e s  18 the control or eradication of major endemic 
diseases and the general raising of health standards. 
Such programs have an understandably great psychological 
impact on the individual through improving his well 
being. In addition, they increase the effectiveness 
of the labor force, and they may also open up large 
land areas to productive use for the f i r s t  time. 

An outstan&Lng example of such a campaign i s  the world- 
vide malaria eradication campaign initiated by the WHO 
in 1955, and supported by the United States since i t s  
initiation. EIundreda of millions of people have bene- 
fl ted fran the campaign and geographic areas larger 
than many of the states of the United States have been 
opened up t o  cultivation for the f l r s t  time as  maJ.aria 
has been brought under control, 

M83811fS eradication m e t  be carried out vith 100s 
coverage of dvellings during the whole multi-year at- 
tack phase, or eradication vill f a i l .  A p r o m  short 
of to ta l  spraying, or with interruptions, not only 
f a l l s  to  interrupt the l i f e  cycle of the malaria psra- 
site,  but also rieks the developnent of m t y  on 
the part of the mosquitoes toward the insecticide. 

A l l  U.S. assistance to malaria eradication i s  coordi- 
nated with WBD and UlRTCEF'programs. The United States 
for several years has made grant contributions t o  the 
special ma'lnria eradication accounts of WHO and its 
regional ann in Latin America, the Pan American Health 
Organization. Our contributions t o  these organizations 
for malaria eradication proposed for FY 1962 financing 
are respectively $2.5 million and $2 million vith the 
contribution t o  PAEO being funded fran the I n t e r  
American Program for Social Progress. 

h r ren t ly  twenty-four eradication programs are re- 
ceivlng U.S. bilateral assistance. On the average the 
host governments are f i naucw about 60$ of to ta l  
costs -- primarily local coets. For U.S. support t o  
these progrsms in FY 1962, $22.6 million is  required 
in Develalplent Grant assistance end $5.9 million is 
required for the Latin American programs frcm the 
InterAmerican Progrm for Social Progress. 

Since malaria eradication i s  really an indivisible 
process that can regress when it does not progress 
toward coverage of eJ1 countries in the world, support 
has been requested by f o r e i s  g o v e m n t s  under the 
FY 1962 program to pelmit the start of eradication 
efforts i n  additional countries such as Pakistan and 
the United Arab Republic. 

Smallpox and yaws are examples of major diseases in  
Tropical Africa vhich could be brought under control. 
On the basis of successful experience on a pilot 
scale, it appears that both of these serious diseases 
could ceaee t o  be a problem 
ccmbined total  cost of less  

-/f, Assistance in the Wrovement of Basic EconaPnic Fa- 
ci l i t ies .  EconaPnic and social growth in many of the 
less  developed countries is being held back by the lack 
of basic transport, c d c a t i o n ,  water, power and 
other physical fac i l i t i es  of this  type. Crops cannot 
be moved t o  markets because of lack of roads; mineral 
deposits and forest resources cannat be developed be- 
cause of the absence of Inland transportation end port 
facili t ies;  effective administration of govelll~~ental 
end econcmic affalrs suffers frcm the inadequacy of 
camrmnication facili t ies;  eanitary and health standards 
in the c i t ies  are low due to lack of water. 

The construction of roads, dam, power stations and 
the Uke is  costly, requiring substantial amounts of 
foreign exchange for  &chIneG and materials vhich 
m a t  be jmuorted. Amthemre. these facili t ies.  
when ccmrplked, usually are n& directed to -&ate 
revenue production. The financing of these h p r t a n t  
projects, therefore, presents a dimcult problem for 
the less  developed countries. This 16 particularly 
true in countries vith extremely primitive ecancmies 
whlch have no capacity in the foreseeable Future to  
service loam repaysble in foreign exchange even on 
a long-tern basis. On the other hand, there i s  no 
prospect of their ever becaning s e l f - s u s t w  vithout 
adequate basic facili t ies.  It is for this  reason that 
Develo~plent Grants vill be provided to  that relatively 
Umited number of extremely underdeveloped nations 
vhich are not capable of servicin$ foreign loans to  
finance the cost of these projects. 



In Jordan, for example, Development Grants are needed 
f o r  two basic f a c i l i t i e s  -- roads and i rr igation.  Ap- 
proxhately $2.5 million wi l l  be required i n  FY 1962 
to  complete the second portion of the East Ghor 
irr igation project, as well as t o  in i t i a t e  the third 
and f ina l  phase. This project w i l l  bring water 
t o  same 30,000 acres vhich can be cultivated in%en- 
sively. Legislation has been passed t o  provide for  
distr ibution of land and to  prevent windfall prof l t s  
f o r  the  m e r s  of formerly ar id  land. 

Additionally, sane $700,000 i s  required in FY 1962 
fo r  grants t o  establish highway maintenance sta%ions 
on the mad system which has been constructed and 
improved by ICA programs wfiich have cost appro-tely 
$13 million since 1953. 

Jg. Inter-ReaLonal m e n s e s .  The Inter-Redond. Pro-, 
now financed from Teclmical Cooperation M d s ,  provides 
support on a worldwide basis for program, as distin- 
guished from administrative, ac t iv i t ies  of the assist-  
ance agency. It covers expenses mainly in the Unlted 
States, vhich it would be impracticable, fmm an ac- 
counting or other standpoint, to  fund on a country o r  
regional basis. Activities f a l l  generaJly into f l v e  
broad categories: Participant Support, Technical Con- 
sultation and Su port, Overseas Personnel Program, 
Program support f'Dep-ent of state)  lad mm staii. 
The f i r s t  two are carried out by ICA Washin@;ton per- 
sonnel or  the s t a f f s  of the participating agencies, 
o r  through special contractual o r  other ~ a n g e m e n t s .  
The Overseas Personnel Program is concerned principally 
with t- designed t o  Improve the perfonname of 
overseas technicians. Program Support pays fo r  the 
medical, camrmmications, custodial, f i s c a l  and other 
services supplied t o  ICA program personnel by the 
Department of State. The USRO (United States Repre- 
sentative t o  Regional ~rganizations) Staff deals with 
matters concerning OECD (organization fo r  Econarnic 
Cooperation and Development). Two principal changes 
are proposed i n  FY 1962: (a)  Development Research i s  
t o  become a separste authorization and appropriation 
t i t l e ;  and (b) worldwide support services for  the 
halaria Eradication and the Ccmmmity Water Supply 
Programs, exclusive of contributions t o  mult i lateral  
agencies, wi l l  be incorporated into the Inter-Regional 
Program. In FY 1962, a t o t a l  of $24.4 million wi l l  
be required for  continuing costs. 

7. Use of Non-Agricultural Excess Property. U.S. Government- 
owned property, of types appropriate fo r  c i a  use, hae 
been declared excess each year in emounte a v e r q i q  $2 
bi l l ion  on the basis of original acquisition cost. Sub- 
s tant ia l ly  a l l  of th is  excess property, which i s  gen- 
erated by the Department of Defense, i s  suitable for use 
by c iv i l ian  agencies i f  in  satisfactory condition. This 
annual average i s  expected t o  increase considerably mr 
the next f ive  years. The categories of greatest potential 
value t o  the  foreign ald program include tractors,  con- 
struction and road-building equipment, engines, machinery 
and machine tools, motor vehicles, s m a l l  cra f t  and msrine 
equipment, and general purpose machine tools wllich have 
been assembled fo r  issue as an integrated "package." 

Under e d s t l n g  legLslation, this excess property i s  avail- 
able fo r  use in the aid program without reimbursement t o  
the federal agency declaring it excess. In prior years 
only a emall fraction of this potential asset has been 
utl l lzed.  Acquisitions have increased in the  past year, 
but during the period FY 1958-1960 the average of acqui- 
s i t ion  was only $22 million annwdly. 

One of the major obstacles t o  greater u t i l iza t ion has been 
the  problem of matching avai labi l i t ies  with requirenents 
during the short time period allowed under the dispossl 
procedures. Lis ts  of excess items are circulated by the 
General Services Administration regional offlces t o  in- 
terested government ~ e n c i e s  which have a maximum of 45 
days, and frequently less,  in which t o  submit a cleim. 
A t  the end of the  circularization period, unclaimed items 
are available for  disposal through other channels or fo r  
sa le  t o  private bidders. It has been administratively 
d i f f i cu l t  t o  circulate the lists t o  the  f leld,  match the 
avai labi l i t ies  against known requirements, and submit 
the  c ldms back to the Vnited States within the limited 
time. The problem is  compounded by the d i f f icul ty  of 
accurate identification from the nomenclature provided on 
the l i s t s ,  particularly for personnel who are unfamiliar w i t h  
the terminology and who are located i n  four parts of the 
world, and by the understandable reluctance t o  take a chance 
on items i n  a questionable s ta te  of repair which might re- 
su l t  in  seriously delaying the implementation of a project. 

J It is therefore proposed t o  establish c e n t r a z e d  acqui- 
s i t ion  and marahallin& uni ts  on the  East Coast and West 
Coast which would be authorized t o  accept t i t l e  t o  ex- 
cess items which, in the  aid  agency's judgment and on the 



basis of policies, procedures, and c r i t e r i a  established 
t o  govern act iv i t ies  in connection with the excess pro- 
gram, are suitable for  assistance purposes, in advance 
of identification of firm requirements from the overseas 
missions foreign governments. Five million dollars 
i s  requested in FY 1962 for  funds to pay fo r  packing, 
hadling, inland transportation, renovation or  rehabili- 
tat ion and other related costs of property for  which an 
a id  program use is  anticipated. This mount would be 
used t o  establish a revolving fund, t o  be replenished, 
in general, fmrm country program Funds as requirements 
a.re identified and deliveries made from marshalliDg 
points. 

Although only a relatively small emount of a id  funds i s  
requested f o r  this program, i ts importance l i e s  in the 
fact  that we shall be using property which is in excess 
of the needs of the federal government t o  help achieve 
our econanic assistance objectives, without substantial 
expense t o  the American tqpayer.  

8. Aid to American Sponsored Schools Abroad. American span- 
aored schools &road have long made an effective contri- 
bution t o  the educational base in foreign countries and 
t o  the training of future leaders. They have also con- 
tributed to a bet ter  understanding of the United States. 

American sponsored elementsly, secondary and higher edu- 
cational insti tutions in twenty-seven countries have re- 
ceived a id  and assistance under the Mutual Security Act 
of 1954, as emended, under the W t h - W d t  Act (PL 402, 
80th Congress), and under the Agricultural M e  Develop- 
ment and Assistance Act (PL 480). 

For FY 1962, $4 million i s  proposed t o  provide funds for  
construction and equipent for  American sponsored higher 
educational insti tutions abroad. Priori ty i s  given t o  
those schools which are most l ikely t o  make a direct  and 
immediate contribution t o  economic developent, such as 
the American University of Beirut, inclucling its medical 
school, and its aff i l ia te  secondary school, the Inter- 
national College. 

9. Overseas Freight - Voluntary Relief Sumlies. The Over- 
seas Freight Program, by subsidizing the movement overseas 
of supplies donated t o  American voluntary agencies, fa- 

c i l i t a t es  and encourages people-to-people g i f t s  fmrm pri-  
vate Americans t o  needy persons abroad. These agencies, 
which are operat- in scme seventy countries, obtain 
their  major support from donations of cash and goods ob- 
tained in-ldnd from the American people. 

Before expending hnds  appropriated for th is  Purpose, firm 
assurances are obtained that the goods w i l l  be accorded 
duty-free entry and the costs of inland transportation 
frm ports of entry t o  ultimste points of distribution 
will be borne by the host governments or  other non-U.S. 
Govellrment sources. The American agencies for  thei r  
part bear the cost of solicitation, processing, wcwehous- 
ing, pscksging for export, and transportation t o  United 
States ports, plus the salaries and other administrative 
costs in maintaining f i e ld  representatives i n  the countries 
of reception t o  supenrlse distribution. The $2.8 nl l l lon 
requested to continue this support in FY 1962 fo r  the 
first time includes sh ipen t s  for Korea. 

10. Atans for  Peace. The Atoms for  Peace Program contributes 
to  the developent of programs in the peaceFul use of 
atcglic energy in l e s s  developed countries. Through the 
program the United States has demonstrated our policy of 
sharing the benefits possible from the peaceful use of 
atomic energy. Assistance has principally taken the form 
of graats fo r  atanic reactors, with smaller amounts for  
eqpiprnent and consultant senrlces. A t o t e l  of twenty- 
three reactors have been approved through FY 1961 of which 
eight are presently in operation. The U.S. offer t o  pro- 
vide atomic reactore expired on June 30, 1960, and the 
funds requested for  continuing operations in FY 1962 are 
principally t o  meet commitments made prior t o  June 30, 
1960. 

New act iv i t ies  for FY 1962 consist of plans for  the use 
of consultants in new areas and the provision of labora- 
tory, f ield,  and teaching equipent, such as radioisotopes, 
subcritical assemblies, and Cobalt 60 irradlcators. These 
items are needed t o  improve training in basic and applied 
nuclear science and technology, enlarge nuclear therapy 
and research f a c i l i t i e s  in hospitals and medlcal centers, 
and encourage the agricultural applications of nuclear 
enera .  

Total program requirements for FY 1962 are $2.0 million. 



FY 1962 Continuing Coste by Area, Country and Activity Field 

(1n thousands of dollare) 
Agriculture, Health Commuuity General - 

Forestry and Develop., Industry Public and 
Educa- and Sanita- Soc.Welfare and Adminis- Transpor- Miscel- 

IPotal t ion Fisheries t i on  & Housing Mining Labor t ra t ion  ta t ion  laneous 

I iilORLI,-!JIDE TOTAL 

FAR EAST 
Burma 
Cambodia 
Chins 
Indonesia 
Korea 
Philippines 
Thailand 
Vietnam 
Other 

NEAR EAST & SOUTH ASIA 
cYPn*s 
Greece 
Iran 
Iraq 
I s r ae l  
Jordan 
Lebanon 
Turkey 
U.A.R. 
Afghanistan 
India 
Pakistan 
Nepal 
Ceylon 
Regional Projects 
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FY 1962 Continuing Costs by Area, Country and Activity Field 

(1n thousands of dollars) 
Agriculture, Health Comunity General 
Forestry and Develop., Industry Public and 

Educa- and Sanita- Soc.Welfare and Adminis- Tranapor- Miscel- 
l b t a l  t ion Fisheries t ion & Housing Mining Labor t ra t ion  tat ion laneous 

AFRICA - 
Regional Projects 
Cameroun 
congo (Leopoldville ) 
momey 

Ivory Coast 
Mger 
Upper Volts 
Ethiopia 

ahana 
Liberia 
Libya 
Mrocco 

Fed.of Rhodesia & 

Senegal 
Sierra Leone 
Somali R%public 

svlan 
Togo 
Tunisia 
Equatorial S ts tes  

Congo (Brazzaville) 
Chad 
Gabon 
Guinea 

EUROPE 
Spain 
Yugoslavia 

1,500 
130 

350 
100 
120 

9 , a o  

2,190 
lo, 650 
2,500 
1,340 

14,200 
1,380 
1,810 
1,260 

360 
50 

900 
4,4m 

8,100 
500 

5,500 

300 



FY 1962 Continuing Costs by Area, Country and Activity Field 

(1n thousands of dollars)  
Agriculture, Health Community General 

Forestry and Develop., Industry Public and 
Educa- and Sanita- Soc . Welfare and Adminis- Trampor- Miscel- 

Total t ion  Fisheries t Ion 8s Housing Mining labor t ra t ion  ta t ion  laneous 

LATIN AMERICA 

Argentina 
Ib l iv ia  
Brazil 
Chile 
Colombia 

Costa R i c a  
Ecuador 
E l  Salvador 
Guatemala 
E a i t i  

Honduras 
Mexico 
Nicaragua 
Psaama 
hraguay 

Peru 
Uruguay 
Venezuela 
Rri t ish Guiana 
British Honduras 

Surinam 
W. Indies and East 

Caribbean 
Regional 
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However, lese than a dozen countries remain which can 
make a contribution t o  the canrmon defense but which 
cannot be expected t o  maintain acceptable economic 
levele, a t  least through FY 1962, and in same cases 
f o r  a longer period, without continued grant aid. 

j Their economies are beset by two interrelated pro- 
' blems - shortages of foreign exchange and budgetary 

I 
defici ts .  With substantial portions of the i r  =power 
in the armed forces and with e c o n d e s  dependent on 
exports of r a w  materials f o r  foreign exchange earnings, 
they are unable t o  pay with the i r  own resources f o r  the 
imported machinery and materials and consumer goods 
required t o  keep the i r  economies Functioning a t  
acceptable levels, Iarge military farces ~roduce sub- 
s t an t i a l  drains on the budmtarY resaurees of these 
countries. When added t o  the needs f o r  goveznmental 
outlays for education, health and public investment, 
the resulting requirements are beyond the i r  financial 
capabilities. 

The major part of thei r  Supporting Assistance i n  
FY 1962 w i l l  be programmed t o  finance the flow of 
essential  imports. The local  currency generated by 
the sales of these imports w i l l  in turn be used t o  
meet budgetary needs. In sane cases, the currency 
w i l l  be used f o r  support of military budgets and 
military canstruction while i n  others they w i l l  be 
employed t o  finance developerst projects. 

A few countries mey be able t o  diepenee completely 
with further Supporting Assistance af'ter F'Y 1962. 
Their transition t o  exclusive reliance for  further 
detnloprment on Food-for-Peace and develoge~ent lending 
f r o m  both the United States and other Free World 
sources, wi l l  be financed through terminal ep.ants of 
Supporting Aesistance in  FY 1962. 

The remaining countries i n  th is  grouping w i l l  probably 
continue t o  require some Supporting Assistance beyond 
FY 1962. In one case only does it now seem reasohable 
t o  anticipate the introduction of a long-range develop- 
ment program that wuuld pe&t the elimination of Sup 
porting Assistance, In the other cases it should be 
possible t o  reduce Supporting Assistance progressively 
and encourage its use increasingly f o r  development 
purpoees . 

b. Maintaining Access t o  U.S. Bases. In certain 
countries, U.S. a i r  and naval forces presently are 
uti l izing bases considered highly important, now and 
a t  least  f o r  the next several years, f o r  our defense. 
The existence of such bases in these countries expose 
them to possible Soviet retal iat ion.  In  same cases, 
they profess t o  be neutral in the cold-war conflict 
and therefore fee l  enti t led t o  special compensation 
fo r  the r isks brought a b u t  by the presence of U.S. 
bases. 

To provide U.S. forces continued access t o  these bases, 
it has been necessary f o r  the United States ei ther t o  
make specific c d t m e n t s  of assistance as part of the 
base-rights agreement or  otherwise t o  make clear that 
assistance wi l l  be forthccming. 

The countries i n  t h i s  category, all of which are 
less  developed countries, require a t o t a l  of 
about $60 million of Supporting Assistance for  
FY 1962 (approxLmately lo$ of the t o t a l  request. 

Other forms of U.S. assistance, particularly 
sales of surplus agricultural commodities under 
the Food for  Peace Program and Developnent Loans, 
are available t o  these countries t o  the extent 
they are able t o  meet the c r i t e r i a  for such 
assistance. 

c. Maintaininn Econcrmic Stability. Supporting Assistance 
programs total l ing e 2 . 5  million (14% of the to ta l  
estimate) are fo r  f ive  countries t o  help 
maintain the i r  econamic l i f e  u i th  some semblance of 
order. Four of them would be faced ui th  the d is t inct  
possibility of economic disintegration if such a id  
were not available. Their d i f f icul t ies  stem from 

! recent ruptures of external pol i t ica l  and financial  
relat iom, internal ins tabi l i ty  coupled in some in- 
stances with administrative incmpetence and mal- 

l attministration, and adverse trends in world markets, , 
For each of these states,  the snly l ikely  alternative 
t o  continued U.S. support is increased unrest and 
poli t ical  chaos, affecting not only the inhabitants 
of the s ta te  concerned, hut the peace and s t a b i l i t y  of 
the states surraundhg them. 



111 . THE ~ L S  FOR ACTION (continued) 

D . Supporting Assistance 

1. Intoduction. This category of U.S. economic aid i s  pro- 
vided primarily t o  promote urgent U.S. national security 
and foreign policy objectives in selected countries. 
Supporting Assistance, t o  be provided largely on a grant 
basis,  i s  proposed in those si tuat ions where development 
lending i n  adequate amounts would be inappropriate and 
where other forms of aid are insuff icient  t o  achieve our 
t o t a l  objectives. As countries prepare and begin the 
execution of sound programs fo r  economic growth, t he i r  
programs w i l l  be assis ted through development lending, 
and Supporting Assistance w i l l  be reduced or terminated. 
To provide Supporting Assistance t o  21 countries, $610 
million of obligational authority i s  requested for  FY 1962, 
including $581 million of new authority and $29 million 
of unused authority from the current year. 

2. Objectives. Programs of Supporting Assistance are de- 
signed t o  serve the following objectives: 

To enable countries t o  contbpe  t o  make specific contri- 
butions t o  the common defense by maintaining mil i tary 
forces tha t  can defend against external aggression, con- 
t r ibute  t o  the defense of a region, o r  maintain adequate 
internal  security. 

To maintain access t o  U S .  bases and t o  a s s i s t  the loca l  
government in dealing with economic or  other problems 
aris ing out of the existence of such bases. 

To maintain economic s t a b i l i t y  in countries whose press- 
ing economic needs surpass t h e i r  productive capabil i t ies .  

To provide an al ternat ive t o  Sino-Soviet bloc aid where 
such aid threatens a country's Mependence. 

The following discussion deals with each of these objectives in 
detai l :  

a. Assistance fo r  the Common Defense. About two-thirds of the 
proposed program of $610 m i o n  fo r  supporting assistance - - 
i s  f o r  eight countries on the- immediate periphery 
of the Sino-Soviet empire. In the l i g h t  of renewed C o d s t  
interference in Laos and the poss ib i l i ty  of Communist probes 
elsewhere, it i s  important t ha t  these countries continue t o  

maintain adequate mil i tary forces. These eight nations 
contribute t o  the Free World defense posture by: 

(1) Supporting forces capable of deterring external 
aggression. 

(2) Maintaining internal  security and opposing insur- 
rect ion and subversion by Communist bands. 

(3)  Granting U S .  r ights  t o  use of bases of s t ra teg ic  
importance and contributing t o  the loca l  defense 
of such bases. 

(4) Contributing t o  organizations f o r  collective 
security. Turkey and Greece are members of NATO; 
Turkey, I ran  and Pakistan of CENTO; Pakistan and 
Thailand, of SEATO. Furthermore, the United Sta tes  
has signed a mutual defense t r e a t y  with Korea. 
The effectiveness of these security organizations 
requires adequate combined forces i n  the member 
s ta tes .  

Vnder the new approach, lncreaeed enphsele will be placed 
on wrking - with these cauntriee to achieve economic 
growth. AS the i r  levels  of economic ac t iv i ty  r i se ,  they 
should be able increasingly t o  finance the  loca l  costs  of 
t h e i r  defense budgets out of domestic revenues plus the 
loca l  currency proceeds of our agricul tural  surplus pro- 
grams. These countries w i l l ,  therefore, be assisted with 
Development Loans as  they demonstrate t h e i r  capacity t o  
use such loans t o  accelerate long-term developmnt. I 
In  varyFng degrees, the l e s s  developed countries wlth sub- 
s t a n t i a l  mil i tary forces are pursuing economic policies  
which lead t o  increased production, a higher leve l  of 
economic ac t iv i ty ,  and r i s ing  standards of living. 
T h i s  improvement i s  not, however, taking place a t  an 
equal pace in all such countries. 

Several of tbeee countriee which have received eupportlng 
grants in the past appear to hsve msds eufflclent progreee 
t o  dispense with them completely beginning with F ' f  1962. 
They wil l ,  however, receive Development Grants and agri- 
cu l tura l  commodities. Their further  development will be 
fostered through loans. The t o t a l  amount of resources 
thus provided should be a t  l e a s t  equivalent t o  current 
leve ls  of U.S. assistance. 



" Since the primary problem of these countries is the  
maintenance of minimum leve ls  of e c o n d c  a c t i v i t y  
and of essential  government services, Supporting 
Assistance w i l l  be u t i l i zed  largely t o  flnance ( imports for  consumption and for  budget support. 

Supporting Assistance fo r  these countries is  
essential ly a matter of deal- with c r i t i c a l  s i tu-  
ations and using the time thus gained t o  stimulate a 
serious address t o  bssic  problem. One of these 
countries should be ready f o r  assistance exclusively 
through a development lending program by the end of 
FY 1962. 

d. Alternative t o  Camplete Dependence on the  Sino-Soviet 
Bloc. - 
I n  another group of countries, the primary U.S. 
objective i e  t o  prevent the absorption of weak netlone 
in to  the Communis t  bloc through growing e c o n d c  
dependence. Scnue $68 million is  needed f o r  these 
countries f o r  FY 1962. 

The governments of certain af these countries have 
been attempting t o  pursue neutral o r  independent 
policies, escheuing close pol i t ica l  association with 
e i the r  of the great  power blocs. They aspire t o  

higher standards of l iving,  but they have not ye t  
undertaken sustained e f fo r t s  t o  modernize their 
economic l i f e  a t  t h i s  time. They are  receiving a id  
on a t t rac t ive  terms from the Soviet Union and Corn- 

( -st C h i n a .  They have been offered advantage- i 
1 trade agreements a s  m11 a s  substant ial  financing 

f o r  projects such as roads, factories ,  and other 
highly v is ib le  enterprises. Acceptance of such 
offers  leads t o  the introduction of Soviet technicians, 
uidenin@; contacts with the SinoSovie t  bloc, dependence 
on the bloc f o r  foreign markets and ultimately, per- 
haps, t o  complete dependence. 

The United States  i s  not attempting t o  outbid the 
Communist  offers. Ue are attempting, houever, t o  
provide a id  f o r  usef'ul projects  t o  which the coun- 

' t r i e s  a re  part icularly attached. Our object i s  t o  
demonstrate our i n t e re s t  i n  making a constructive 
contribution t o  t h e i r  progress and t o  provide an 
al ternat ive to  exclusive reliance on Sino-Soviet 
aid. We should be prepared t o  help these countries 

\develop sound long range programs fo r  t h e i r  econcsnic 
and soc ia l  growth and t o  of fer  substant ial  develop- 
ment loans f o r  programs that we oan reasonably 
expect t o  be successfully implemented. 
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111. TOOLS FOR ACTION (Continued) 

E. Continrrencv Fund 

1. General P m s e s :  This is  a special  fund designed 
to meet urgent requirements which can be expected to 
a r i s e  during the course of the f i s c a l  year but  which 
cannot be provided fo r  in other aid categories because 
the  nature o r   the^ magnitude of the needs cannot be 
predicted. The emount requested is  $500 million. 

The most l i ke ly  requirement f o r  use of the Contingency 
Fund w i l l  be to provide additional aid to countries 
receiving Supporting Assistance. The level of Supporting 
Assistance has been held t o  an absolute minimum, f o r  the 
purpose of persuading the countries receiving such assist- 
ance t o  prepare long-term development programs, t o  under- 
take necessary measures of self-help, and thus to  qualify 
themselves to receive Development Loans. A s  a r e su l t  
these countries have been l e f t  with no margin t o  meet 
unexpected conditions which might a r i se  during the f i s c a l  
year, whether of a natural,  po l i t i ca l  o r  economic 
character. Kost of them have limited foreign exchange 
resources and l i t t l e  or no capacity to  finance in- 
creased budgetary requirements o r  increased imports. 

The needs of these countries, or  of other countries 
f o r  which Supporting Assistance does not now seem 
required, may increase beyond our present calculations 
as the r e su l t  of events beyond t h e i r  control o r  ours. 
Military budgets m a y  have to be expanded to meet 
threa ts  of in terna l  subversion or  external aggression. 
Assistance uUch i s  anticipated from other governments 
o r  from international agencies may not be forthcoming. 
Exports may f a l l  below expectations because of price 
declines. Internal  po l i t i ca l  c r i s e s  m a y  Interfere with 
tax  collections or necessitate large governmental ex- 
penditures. Natural d isas ters  may take unbearable t o l l s .  

I n  br ie f ,  Contingency Funds w i l l  be needed t o  meet 
requirements which are e i ther  completely unforeseen 
o r  which are  identified but without enough precision 
to warrant inclusion in one of the other categories. 

2. Use of C o n t i x q c y  Fund i n  FY 1961. The original  
authorization b i l l  f o r  the Mutual Security Program f o r  
FY 1961 made provision f o r  a Contingency Fund of $150 
million. However, as  a r e su l t  of the development of 
the Congo c r i s i s ,  the heightening of unrest in Latin 
America, and the occurrence of a disastrous earthquake 
in Chile, Congress voted i n  mid-l%O t o  increase the 
Contingency Fund t o  $250 million. Thereafter the Fund 
was further  increased when the President decided t o  
transfer to the Fund 350 million of mil i tary assistance 
funds to meet any new contingencies. I t  is clear  t ha t  
the en t i re  amount of the Fund w i l l  be exhausted by the 
end of the current f i s c a l  year e i ther  f o r  non-military 
or  mil i tary assistance requirements. 

In  addition t o  being used i n  the Congo, Contingency 
Funds f o r  FY 1961 were used fo r  grants t o  f i f t een  newly 
Independent African States  where it was considered 
essential  t o  inaugurate U.S. aid programs as soon as 
possible a f t e r  independence. They were used t o  provide 
extraordinary assistance t o  Turkey and Korea where new 
governments wished t o  introduce economic reforms and 
s tab i l iza t ion  programs. Other uses of these funds were 
t o  meet a portion of the costs  of an international con- 
sortium which was organized to support a. reform along 
l i be ra l  l i nes  of the Yugoslav foreign exchange and trading 
system; to  make an i n i t i a l  contribution i n  support of the 
Indus Basin Development Plan; t o  contribute to a mul t i la te ra l  
e f fo r t  t o  help Bolivia break out of a period of economic 
stagnation; and t o  finance an increase in our contribution 
t o  the United Nations Technical Assistance Program and 
Special Fund required a s  a r e su l t  of increases in pledges 
by other governments. Paxticularly acute economic cr i ses  
in Guatemala, Haiti, Honduras and Panarm a l l  led  t o  un- 
anticipated claims f o r  U.S. aseistance of a high order of 
urgency. A ser ies  of natural  d isss te rs  raoging frm the 
earthquake in Chile t o  floods i n  the Philippines and 
typhoons in East Pakistan cal led fo r  extraordinary 
assistance t o  help meet the cost  of r e l i e f  and rehabili- 
tation. A complete list of the programs authorized f o r  
funding from the Contingency Fund as of April 30, 1961 is  
shown in the accompanying table. 



ALLOCATION OF THE CONTINGENCY FUND FOR FP 1961 
A s  of April  30, 1961 

Thousands of ~ o u ' a r s )  

Cameroun 
Central Bfrican Fed. 
Congo (Leopoldville ) 
East  Afr ica  
Entente S t a t e s  
Ethiopia 
Ghana 
Guinea 
Liber ia  
Libya 
W a g a s y  
Mali 
Mauritania 
Morocco 
Nigeria 
Northern Rhodesia 
Senegal 
S i e r r a  &one 
Somalia 
Sudan 
Sudan 
Togo 
Tunisia 
Regional Technical 

Support 
Classif ied Project 

TOTAL 

NEBR EAST BM] SOUTH ASIA 

Cyprus 
Iraq 
Jordan 
Pakistan 
Pakistan 
Turkey 
UAR 

NEAR EBST AM) SOUTH ASIA (Continued) 

Yemen 
lndus Basin 
Regional 
Regional 

TOTAL 

FAR EAST 

Korea 
Philippines 
Classif ied 

projects  

TOTAL 

LATIN AMERICA 

Brazi l  
Bolivia 

'B r i t i sh  Guinea 
Chile 
Colombia 
Colombia 
Costa Rica 
Ecuador 
Ecuador 
Guatemala 
Guatemala 
Hai t i  
Honduras 
Panama 
Venezuela 
West Indiee Fed. 
Central American 

Bank 

TOTAL 



ALLOCATION OF THE CONTINGENCY PUM) FOR FY 1961 
As of April 30, 1961 

(In Thousands of ~ollars) 

Iceland SA 
Yugoslavia SA 
NATO Science Program SA 

NON-REGIONAL 

Aid to American Schools 
Abroad . 

Cuban Refugees 
Disaster Relief 
(world-wide) 

Freight Differentials 

Ocean Freight, Volun- 
tary Relief Agencies 

Project Hope 
Peace Corps 
UNTA & Special Fund 
Other Programs 

3. Possible Requirements in FY 1962. The coming fiscal 
year unquestionably w i l l  bring continued international 
tension. By overt- or covert aggression, the Soviet 
Union or Communist China may be expected to attempt to 
threaten one or another area of the Free World. Wherever 
crises may arise, the United States Government m t  have 
resources available with which to use Arnerican economic 
strength to buttress the desires of less fortunate 
nations to retain their freedom. 

Some types of situations which may call for the applica- 
tion of Contingency Funds in FY 1962 are the following: 

(1) Newly independent states may find themselves 
with insufficient resources to establish and 
maintain minirmun public services; 

(2) Countries may seek to lessen present depen- 
dence on the SinoSoviet bloc for external aid; 

(3) In the face of stepped-up hostilities or 
threats, countries may need economic assistance, 
as well as military materiel, to help them increase 
their military capabilities; 

(4) Countries may find it possible to introduce 
long-term economic reform or major stabilization 
programs but may be unable to do so without extra- 
ordinary financial assistance; 

( 5 )  Natural disasters - earthquakes, hurricanes, 
floods, fires - may warrant the provision of 
emergency funde to relieve suffering and to insure 
an orderly continuation of economic life; 

( 6 )  In cases where minimum anounts of assistance 
have been programmed, the actual requirements for 
assistance may be much higher; 

(7) In cases where firm U.S. conpnitments have been 
made to finance specific projects, work may proceed 
at a mare rapid pace than is now anticipated; 

(8) Actual negotiations of agreements to renew U.S. 
military base rights may reveal a need to increase 
U.S. aid above current estimates of requirements. 



4. Increased Need for  Contingency Funds. The President However, a t  l eas t  half of the Contingency Fund would be 
shodd be provided w i t h  greater la t i tude  to  meet unforeseen reserved by the President and subject to  a specific 
requirements f o r  U.S. economic assistance than has been determination by him prior t o  each commitment. An 
provided heretofore if he i s  to  be in a position to deal amount comparable to  that  appropriated f o r  FP 1961 could 
with whatever threats to world peace and a stable inter-  be committed, as heretofore, on the basis of a finding 
national order may ar ise .  Accordingly, it i s  proposed by the Administrator that  such use was required to  serve 
that  an amount of $500 million be made available, an  the purposes authorized by the Act. 
Fncrease of $250 million above FY 1961 appropriation. 
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111. THE IW)LS FOR ACTION (continued) 

F. Development Research 

An appropriation of $20 million is being requested for  f i s c a l  
year 1962 to begin a program of develapment research, Including 
the practical testing and application of its reeults. In  con- 
cept, m~ignitude and approach, th i s  will be an essentially new 
part of the development assistance progrem. Research and de- 
velopmnt srs familiar e l e ~ n t s  in many other governmental Bnd 
private activit ies,  and have proved thei r  worth in a wide 
variety of other fields. However, ue have never had a concerted, 
continuing, purposerul program of research designed t o  contribute 
the results of scientif ic Investigation to the i m p m v e ~ n t  and 
the direction of our ecancmlc assistance programe. 

I n  his Speclal Message on Foreign Aid of Mnrch 22, 1961, the 
President asked that  there be in i t i s ted  " a program of research, 
develcrpment and scientif ic evaluation t o  increase the effective- 
ness of our aid  effort." Earlier the Developnent Aesistemce 
-1 of the President's Science Advisory Committee had prepared 
recamendations on the applicability of scientific research and 
devel-nt to the problems of development assistance. The 
b l ' s  report recommends the creation of a unit within the 
d e v e l o p n t  assistance program to etinulste and f intensive 
research intended specifically to sssure the moat effective use 
of developmnt assistance resources. The proposal now being 
made follows in its major outlines the recammendations of the 
mnel. 

Within the framework of th new developlPent assistance progra~,  
research and i t s  application occupy a position which is more 
significsnt tban the monetary requireEnts might indicate. The 
Intent is to forge d e v e l o p ~ n t  assistance into a new tool, 
knowledgably and purposefully deslgmd to assist  "more tban balf 
the people of the less-developed natione I n t o  self-sustained 
econcmlc growth, while the res t  nuve substantially cloeer t o  ' 
the day when they, too, vill no longer have to depend upon out- 
side assistance." To do th i s  r e q u h s  the assembling of a body 
of knowledge which today is scattered and umvsluated. It is 
the role of research, here ss in other undertakings, whether 
public o r  private, t o  assemble such a body of lmowledge and to 
make possible its eff ic ient  and discriminating employment. 

1. The Role of Research 

The role of r e s e m h  and develaprpent in sssisting w 
anmd forces t o  ~ e t  the challsnges they srs facing is 
well-lmgwn. Similsrly, research in maqy f ie lds  is crucial 
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for the succese of efforts to explore the Iqysteries of 
e m .  Our government h a  Ini t i s ted  and supported msqy 
research programs that brve produced wide benefits for w 
population in agriculture, health and the uses of ~ruclear 
energy, t o  name only a few. Recently, it has becone a 
mstter of comnaon comiction that  the results of research, 
by both gmnnmnta l  and private or@nizatioae, play an 
important role in the rate of growth w economy enjoys. 
The most v l g o ~  and rapidly growiag induetries are 
cosPmronly those in which research and develapmellt plays a 
key role in making availsble new products and processes. 
Thraughaut the private sector, survival depende on the 
economies and new act iv i t ies  diecavered by continuing 
research. 

This Urge volume of research and developo~ent in govern- 
ment and private enterprise (costing bil l ions of dollars) 
provides results  that are sametime userul in the develop- 
ment assistance program. But very little of it i s  tailored 
specificslly to the problems and conditions encountered in 
the developtent assistance process or  in the countries we 
me aiding. Rence, the spill-aver of results  from ather 
research needs to be eupplemnted by research directed to 
the problems of assistance programs themselves. There i s  
an enormous pool of knowledge and mthods from which to 
draw in see- to advance econcmlc and social develaprpent 
in the newly emerging countries. The need is t o  w e  it in 
a systemstic and purposerul way. 

Not all probleme can be solved by research. Military 
strategy and tact ics  arc st i l l  essentially an despite 
the successrul use of research and develaprpent for  military 
purposes. The ssme can be said of managing a private 
conpany or  establishing policy for  the agricultural sector 
of the economy. What research can do i s  to enlarge the 
scope and diversity of the instrwmnts available for 
accomplishing a given task, and to cUr,tPy and interpret 
the alternatives among which humn judgent must be exer- 1 ised. Thus, research enlarges the nrnge of optlone open 
t o  decision-maker6 and increases the probability tht any 
given decision wi l l  hsve the result intended. 

2. The Prop;ram of D e v e m n t  Research 

If the Davelapmant Assistance pros rap^ ie  to achisve i t e  
gosle, it mt purposeRtlly se t  about the accuprrlatia of 
new or greater lmowledge in three broad arc-: the 
and natural r e s m e s  of the less Qveloged countries; tbs 
adaptation of available technology to untamiliar need6 and 
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circumstances; and the natun? of the linkage betmen 
material change and social change. 

Mom concretely, the role of the prog~sm be- proposed 
can be described in terms of the nature of the reset%-& 
to be encarrrged and the primkly functions to be performsd. 

a. Wture of Research to be Supported 

The D e w e m n t  Research Proepgm w l l l  focus on scienti- 
f i c  iuv~st igat ians  of benefit to the U.S. prorpram of 
develapl~ent aasistnnce.  he test d&G- be 
applied wlll be the degree to which a given research 
effor t  gives p r d s e  of providing results which can 
be usefu3lly applied in the assistance program i tse l f .  
The research progrsm wlll, therefore, emphrsize 
applied research. Brnrever desirable basic research 
on iseues or subJecte ~ a ~ r  be, the program will 
not be prepar%d to sponsor such activity unless this 
t e s t  of usefulness is net. Ikmver, ei ther baeic or 
applied research ~ a ~ r  in some instances require a long 
pariod to produce fully mature results. Wbere the 
probable usefulness to developnent assistance i s  
established, we m a t  be prepared t o  support sustained 
research efforts. 3 
The research to be undertaken m e t  often cut acraes 
t radi t iora l  clsssificatione of scientif ic howledge. 
This is om of the characteristic features of the 
develapll~nt process and of the research that i s  needed 

I 
to support it. It i s  more useful for th i s  reason to 
categorize the rese- to be done in term of the 
develapl~ental problems and opportunities it i s  address- 
ed to tban by the -as of lmowledge involved. - 
different kiads of =dge wlll need to be enlisted, 
and cnmralnication between tha different areas wlll 
be highly importsnt. Generally, the research wlll be 
in four broad categories : 

(1) The identification and modification of the 
factors in a society that determine the success 
or  failure of economic, social or  technological 
inamt ion ;  

(2)  he c o ~ c t i o n  or devebpmnt of scientif ic 
Monnrtion that  ha,^ been by-paesed or  fal len 
into disuse in cur am society, but is needed 
to advance modernization elsewhere; 

J (3) The simplification and adaptation of technolo- 
gies t o  fit conditions in the less  developed 
countries; and 

(4) The selective support of basic research. 

b. hnctione t o  be Performed 

The Development Research Program will perform three 
main functions: 

(1) A liaison Amction, by which research be- 
carried out through other governmental programe 
or under private auspices i s  reviewed and exam- 
ined so that results useful fo r  the a id  program 
are uncovered and usea to the mximum extent. 
This implies a clear- house activity which 
can be of help in guiding the growth of the 
cam~nunity of research fac i l i t i e s  aa wall 88 of 
benefit to the assistance program i tse l f .  

J (2) A support function, by which problem or  require- 
~ n t S  encountered in developnent assistance 
programs that can be usefWly made the subject 
of research are identified and research on them 
i s  encouraged and supported. This implies a 
readiness to strengthen exist- f ac i l i t i e s  where 
they weak, and to establish new ones as 
needed. 

J 
(3) An execution function, by which the results of 

relevant research applibation are made available 
to operating s taffs  and personnel in usable form 
snd a m  placed in operation where feasible. 
This will involve eerious attention to the large 
issue of training Future generations of personnel 
qualified to work in developnent assistance. It 
wlll also  an a feedback of actual f i e ld  exper-- 
ience to the people engaged in continu- research 
projects. 

3. Examples of Development Research 

A large m e r  of problems bwe been identified *re 
scientif ic investigation WDUld promise potenthUy useful 
results  fo r  the develapment assistance program. Indeed, 
it is estimsted that  several tiEs the amount, of m~ahy 
now be- requested could usef'ully be expended on valuable 



research during a f'ull year of the program. The modest 
amamt of $20 million is being requetsted fo r  f iecal  year 
1962 in order to begin the effor t  on an experimantal -is, 
to allow f o r  the need to proceed del lbera teu cad u l t h  
great ccrra a t  tbs  beginn-, and to enable better eatinates 
and prior i t lee  to be prepared as the progrem m s  foruarcl. 
A t  t h e  same time, t h i s  amount of funding i s  enough t o  
e s t a b l i s h  t h e  research e f f o r t  a s  a ser ious  and m b s t a n t i a l  
program, a coneideration which is vital t o  attracting the 
effor ts  of outstanding pereonnel snd Institutions. 

Some of the resesrch project8 t o  be undertaken would be 
deeigned t o  save money in exleting aselstance projects; 
others would provide materials, equipmnt or techniques' 
more directly valuable in operations in less  developed 
are- than anything preeently available; s t i l l  other8 
would be aimed a t  discavering the most effective of several 
approaches for  arr operatione in a number of activit iee 
abroad. A l l  research resulte would, directly or iodirect- 

I ly, aim a t  raising the developmental yield fram the fuod~ 
' expended as development aseietance . If l m p m d  ~ t h o d e  
I and techniques improved the developlaental yield by only 
''I one percent, the proposed h l o p l a e n t  Research Appropria- 

t ion would h ~ v e  paid for  i t se l f .  

Wny problems or  needs suitable for  research treatnrant 
euggest themselves. The following exemples are i l lus t ra-  
t ive  : 

a. Power: 

Research shcruld be undertaken to design and develop 
power supplies tai lored t o  neet the peculiar neeb  
and conditions of less  developed couatrles. Western 
countries typicrrlly h v e  hu@ and hishly capitalized 
e lect r ic  pnmr plants w i t h  interconnwtiog grids. 
In the less  developed areas such system canuot be 
prwlded for narqy yeare. There and lnexpeneive 
units  t o  eupply m m l l  amounts of pnmr could play a 
useful snd hporttut role. A Bma;U, elmple unit, able 
to run flvm l o a l l y  available -la rather thun from 
petroleum, would be a boon in maqy areas. 

Ekrny countries are only beginn- to develop a 
transport network t h ~ t  u l l l  be needed to support 
develogamt. The transport system to be provided 

ell require very large investnrant and wil l  often be 
heavily taxed t o  mnre the goods needed for  and 
produced- by developmnt. Decisians m e t  be m ~ &  on 
the inteneity, nmbs and location of transport fac i l i -  
t i e s  t o  be provided. These decieione must reflect  
judeppents Bbaut population growth and location, the 
amnurt and location of output, the character of goad 
to be moved, costs and efficiency of traneport, and 
a hoet of related iesues. Designing a trarrsport 
program t o  op?,imize the return AvrPn the resources put 
into it in the local  conditions i e  a highly diverse 
undertaking in which research can be of m a t  value. 

c . Health: 

It is eetabliehed that spraying DDT in concentration8 
of two grams per equare meter wil l  control mosquito 
carrier8 of malaria. Experience indicate8 that half 
th i s  concentration may be sufficient under certain 
conditians. If the lower cancentration were proven 
enough, the potential saving8 in malaria eradication 
program could mount to es mch as $50 millian a year. 

Education of sufficient medical personnel is one of 
the eeveral d i f f icul t  training probleme in many less 
developed countriee, eepecially thoae in  Africa. The 
use, t o  the maximum extent consietent with eafety and 
efficiency, of persons with low levels of mcdical 
training offers one source of re l ief .  Reeearch can 
aseis t  in  identifying the levels of training required, 
and the most effective deplayment of medical person- 
nel. 

e. Education: 

Thie 18 one of the moat important, expensive and time- 
consuming tasks required of the less developed 
countriee. For e a ~  educational levele, subjects 
and processee, new techniquee of imparting education 
may offer opportunitiee to epeed educational progress, 
to save money, or  t o  reduce the requirement8 for 
teachere. Reeearch can aesiet  in defining more pre- 
cisely the resulte to be anticipated and the new 
advances giving pramlee of e t i l l  bet ter  reeults. 



f . Laad redistribution : the haights  of practical experience. 

This is a social and poli t ical  requirement in a number 
of countries, if their  modernization i s  t o  go hand-in- 
haad vith social and polit ical  progress. Yet, harsty 
programs of land redistribution may disrupt established 
patterns and methods of agricultural production, thue 
reducing output and causing economic difficulty. 
Research on successful and unsuccessful land redistri-  
bution experience in  differing parts of the world can 
help highlight those approaches t o  the problem least 
l ikely to  cause economic disruption. 

g. Private Investment: 

In recent years, maqy countries have mounted programs 
t o  a t t ract  private foreign investrent. Research can 
help determine the techniques which hem been most 
successful in these efforts, at least cost. 

h. Small private enterprises : 

Many c m t r i e s  have adopted measures or created insti- 
tutions t o  encourage or assist the growth of smsll 
private enterprises . The most effective messures, 
involving the leas t  subsidy elements, can be evaluated 
through research. 

i. Identification and training of personnel: 

The identification and training of personnel who are 
effective In passing on approaches and techniques to 
citizens in aid-receiving countries is a most important 
task. Research can ass is t  in this job. 

4. Conduct of Research Activities 

The research unit  In the new economic aid egency will 
provide a connecting link, presently lacking, between 
development assistance operating units which encounter 
problems in their  l ine functions and the academlc and 
research canm~lnity which can shed l ight  on these problems. 
The connection is 8 c r u c i d  function In the effective 
definition, conduct and application of research. The 
researchers muat be kept in touch with aperating real i t ies  
to be responsive t o  their  requirements. On the other hand, 
the operating people nust be kept in touch with research 
approaches and results, and nust feed back to the researchers 

Fksearch in  th i s  country, is carried on in  universities, 
in independent research insti tutes,  in units aesociated 
directly with private industry and in agencies of the 
governrmcnt. The university, t o  a large extent, is dependent 
upon research for its ovn health, since in  the sciences 
the functions of research and teaching are insel?are;ble. 
Private industry posses sss unique appropriateness for 
certain forme of applied research, where an intinrate know- 
ledge of production processes be central t o  the useful 
conduct of research. 

The Agency for International Develgrment wwuld beccaae 
involved only at the scientif ic l iaison level with research 
fielda that are the responsibility of other agencies of the 
Federal Government. For example, i n  the f ie ld  of health 
there has recently been created, -In the Eational 
Insti tutes of Health, a Division of Internstianal Medical 
Research. Once a particular health problem wae identified 
as being a pressing matter for Developaent Assistance, it 
ccruldbe brought t o  th i s  organization with a request for 
help. Other questions r e h t e d  to Developnmnt Assistance 
are suited to the act ivi t ies  of the National Science 
Foundation, the Atomic Energy Conmlssion, and various 
divisions of the DepartEnts of Defense, Agriculture, 
Interior and Cammerce. 

In many iastances, the actual research and the studies of 
its applicaticm Muld be carried on by non-governmental 
bodies through grants or contracts. It is unlikely that  
internal research projects would be frequent, since there 
are many research centers already in being which are 

thoroughly capable of the research rewired. In such 
centers, there are expert research workers who are wel l  
acquainted with developmznt assistance programs. There 
are ample indications in  the r a r~~ rous  extra-curricular 
act ivi t ies  of the research connuunity that  many of i ts 
members are anxiaue t o  participate in the developnk?nt 
effort .  The role of research would be to s e m  as a 
central rallying point for  these research workers, t o  
provide the means whereby the highest priority research 
could be done, and t o  assure the effective use in the 
program of the research results. !l'hie role would include 
makfng grants for  strengthening existing iresearch f acili- 
t i e s  or establishing new on-, as needed. 

An edditional advantage of having the Agenty work princi- 



pdlly through outside research groups is that  universities, 
private foundations and private industry can frequently 
establish personal and inst i tutional relations with similar 
establishments in the less  developed countries in situations 
where a direct  governnrent body might be suspect or  unylelcame. 
These relations can and should include joint research pro- 
jects and the interchange of information on a continuing 
basis. Moreover, many of the scientists  and engineers most 
urgently needed fo r  the taske wil l  not leave the i r  university 
or  industrial  posts fo r  direct  govellnaent service. 

The Agency fo r  International Developent would, therefore, 
identify vhat research problem should receive the highest 
priori ty ae8 ascertain where the research can best be 
carried out. For the lmst part th i s  rill place the activi-  
t i e s  within the United States. 

Research act iv i t ies  conducted in or with the less  develaped 
cauntries wi l l  over the long term be even mre significant. 

encauraglng such activit ies,  the Agency wi l l  help to 
create within those countries a capacity to do their own 
research. Ultimstely research for  the countries of Asia, 
Lat in k r i c a  and Africa shauld be csrried on in and by 
those countries. Tfie estsblis&nt of research institutions 
in countries &road or  the conduct of research whose results  
are expected t o  be u n i q ~ l y  applicsbh for an a id  r e c e i m  
Country wi l l  n0nmJ.Q be Arnded from assistance Aurds. The 
research appropriation is t o  be used to support research 
whose results  are expected to be useful in more than a 
single country. 

Research carried out for  the Program wuuld be supported by 
grsnte or  contracts made by the A.I.D. In  certain cases in 
which another governmental agency i s  involved, it might 
provide same or all of the support through its own g m t  or 
contract mechanism. Well-tested procedures exist  for d i n g  
such contracts or grants f c r  research in our universities and 

i 
other laboratories. A valuable procedure has been to use 
outside consultants to analyze the research proposals and 
d c e  recom~endations on them to the govellnaent agency. In  
th i s  way, the agency i s  able to take f'ull advantage of nation- 
wide experience in the appropriate research f ie lds  as it 
exists in private faundations, in  industry, in universities 
end in the other research agencies of the govellnaent. 

5. Site of Activity 

The extent of a research and application activity appropriate 
within a given situation is subject t o  a vide variety of con- 
siderations. Within industry, and in most m j o r  departments 
of the gavenrment, complexity of operations end the likelihood 
that  they wi l l  be deeply affected by rapid change are conanon- 
ly reflected in large research expenditures, r ising as hQh 
as eight percent or ten percent of total revenues as shown in 
the accolnpaqying chart. On the national scale, investaent in 
research and developlaent i s  in the neighborhood of three 
percent of the Gross National Product. In  contrast, the sum 
sought here cames to about three quarters of one percent of 
the total eum sought for the Development Assistance P r o g r a m P o  
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III. TOOLS FDR ACTION (contirmeb) 

G. The Role of h r i c a n  Private Enterprise 

In the decentralized structure that characterizes the United 
States economic and social system, a large portion of the 
resources and eMlla available to us l i e s  in the private 
sector. I f  we are t o  approach a t ru ly  national effort  in 
assist ing the economic and social modernization of the less 
developed nations, we n u t  find and ut i l i ze  more effective 
meaus of enlisting these private resources. Private resources 
and s k i l l s  are not merely additional to those of the Federal 
Government; in saw cases they are different in kind and are 
therefore obtabable only outside of the government. 

In some countries, activit ies that  ass is t  economic develop- 
ment can be undertaken by American campanies on a purely 
business basis. In other countries, there may be economic 
act iv i t ies  of importance to econamic development goals which 
cannot be undertaken on a s t r i c t l y  business basis, even 
thou@ U.S. private enterprise mey be best qualified to 
undertake the task. In such cases, our government must be 
able to  provide special incentives, protection, or financial 
assistance which will mobilize U.S. business in the effor t .  

1. Plauning and Private Enterprise 

Private enterprise may gain dis t inct  advantages o r  incen- 
t ives f r m  the new emphasis on careful national planning 
by underdeveloped countries. Thus, 

a. Competent development planning, by emphasizing stat ie-  
t i c a l  information and a quantitative framework for 
future targets and goals, creates a more dependable 
environment for evaluating business opportunities and 
r isks than now exists  in ~llany less developed countries. 

b. Planning may define more exactly awi more reliably 
the fields of activity in which governnrent and private 
business, respectively, are expected to  provide the 

leadership and activity. 

c .  Careful planning faci l i ta tes  the t imely provision of 
publ ic ly4 inanced installations, such as roads, irri- 
gation fac i l i t i e s  or  power plants, which are important 
t o  the growth of private investment. To the extent 
development planning improves the use of resources for 
developnent, the basic fac i l i t i e s  to support a 

vigorous private sector are provided m r e  rapidly and 
effectively. 

d. The planning process forces the planners t o  recognize 
the size of the requirements for sustained economic 
growth, and the consequent necessity of enlist ing the 
forces of private enterprise in helping t o  meet these 
requirements. There are several instauces in which, as 
a well-nrlministered planning process hre moved forward, 
a progressively larger role has been alloted t o  private 
enterprise, both local  and foreign. 

2. Potential Contributions of U.S. Private Enterprise 

The contributions of U.S. private enterprise must be 
regarded as an important complement t o  publicly-funded 
economic assistance programs, but not as a substitute for 
them. These contributions are to be found in three main 
areas: capital  resources, htrman resources and iqrovement 
of inetitutians. 

a. Capital Resources 

The w l w e  of capital  resources potentially available 
throw U.S. private foreign investment i e  of course 
enormous - fa r  larger, in a l l  probability, than can 
ever be available in the form of publicly pro- 
vided amistame. Yet, large wlunres of private 
capital reeources wi l l  be transferred t o  the less  
developed countries anly as they reach the stage 
where economic advaucement, and particularly indus- 
trial growth, become well established. A t  that  stage, 
private foreign investment, with l i t t l e  or  no special 
govenment stimulation, can take on a progressively 
larger portion of the need for  injections of external 
resources, while a t  the same t+ (along with local  
private enterprise) helping t o  provide through taxes 
the mvemmental resources needed t o  support continued 
and expanded public activit ies.  A t  the early stage of 
growth, when the need i s  greatest for investment in 
education and public works, private foreign investment 
can f i l l  only a portion of the requirement for addi- 
t ional  capital. 

b. Humaa Resources 

Ehbodied in a private investment i s  a transplanting 
of managerial, professional and technological skills 
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which are of great significance to the process of 
economic growth. Since a private investment abroad 
is usually a permanent undertaking, private enter- 
prise is able to trsnsfer these skill8 in an orderly 
fashion and in proper sequence without the annual 
decisions and changes in policy that sometimes charac- 
terize a government aid program. Even more important 
is that private enterprise is probably in the best 
position to transplant and nurture the entrepreneurial 
approach - the capacity and disposition to conceive, 
organize and set into operation new business ventures 
that will prosper and grow. 

c. Institutional Changes 

U.S. private foreign investment nx%y also assist in 
the process of creating new institutional arrangements 
more hospitable to private growth. Iegal concepts 
and administration m ~ y  be improved or made clearer 
as a result. More standardized or regular pmcedures 
of commercial finance may be stimulated. Accounting 
and marketing practices may be improved. In some 
countries at a very early stage of economic develop 
ment, private foreign investment may provide the 
first instance of organized modern productive activity. 
Such basic institutions as the regular and disciplined 
use of time schedules may be introduced. 

3. Basic Pblicy on the Role of U.S. Private mterprise 

It must be a basic policy of administration of the 
development assistance program that actions aimed at 
providing incentives or protection to U.S. private enter- 
prise shall be for the objective of enlisting private 
American business in the public purpose of assisting 
economic growth in less developed countries. To the 
degree that special governmental incentives or financing 
devices are employed to this end, the businesses that 
use them are engaging in a public service, not merely a 
private one. 

The rehtionship thus established between governmental 
and private institutions is a delicate and difficult one. 
Because governmental measures, public  fund^ and national 
purposes are involved, the private businesses affected 
take on a special trust and subject themselves to the 
imposition of conditions. At the same time, the Govern- 
ment must avoid imposing conditions that will stifle or 

impede those very elements of private enterprise which 
are sought in providing special incentives. 

In order to enlist U.S. private enterprise in the develop- 
ment assistance task, the Government must have a selec- 
tion of instruments available for use in a variety of 
cases, ranging from those where the obstacles to private 
foreign invest~nt are slight to those where substantial 
Government inducements are required. The degree of 
selectivity in the choice of companies, pmjects and 
locations must be consonant with the degree of Government 
credit comitted. 

4. Forme of Participation by Private Ehterprise 

Four primary forms of participation by U.S. private 
enterprise are envisaged: 

a. Equity investment unaided by special Government 
provisions other than those nomally used, such as 
existing treaties, diplomatic protection, or t a x  
agreements; 

b. Equity investment aided by special governmental 
programs, including: 

1) Financial assistance in the feasibility study 
stage; 

2) Guaranties against political risks (and, under 
special and limited circumstances, against other 
risks); 

3 )  lending on tern not available from private 
sources ; 

c. Direct private lending to foreign enterprises under 
government guaranties against political risks (and, 
under special and limited circumstances, against 
other risks as well), in some cases accompanied by 
government lending to such foreign enterprise; and, 

d. Managerial, professional and organizational services 
under contract, sometimes pursuant to provisions 
that envisage later psr-ticipation in the project 
either by investment or by contractual services paid 
for by foreign owners. 
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5. Tools for Mobilizing the Participation of U.S. 
hlvate Enterprise 

An hportant element in the program will be the effectiveness 
of relationships - the bond of confidence and respect - that 
is established between our business community and the persons 
responsible for administering the development assistance 
program. 

The special instruments for mobilizing U.S. business contri- 
butions that are included in this presentation will operate 
in an environment that is shaped by other factors such as 
the quality and devotion of U.S. diplomatic representation; 
treaties of Friendship, Commerce and Navigation; and the tax 
treatment of U.S.. business earnings. The President's Tax 
Message to the Congress of April 20, 1961, has recommended 
a series of changes in our tax laws which are aimed at 
eliminating tax deferral for U.S. business investment in the 
industrialized parts of the world while retaining tax 
deferral for investment in the less developed parts of the 
world, thus making investment in the latter relatively more 
attractive. The actions, programs and policies of countriee 
receiving economic assistance are also of crucial importance 
to the ability and willingness of American business (and, 
indeed, of local private enterprise) to contribute effec- 
tively to the task. 

Four specific instruments aimed at mobilizing U.S. business 
participation are proposed for inclusion in the development 
assistance program: 

a. Guaranties 

Guaranties have been a part of the foreign economic 
assistance program since the beginning of the Marshall Plan 
in h o p e .  The guaranty authorities which are now in effect 
are of two types: guaranties (through ICA) up to a face 
amount of $1 billion of investments in less developed 
countries by U.S. persons or companies againat certain 
specuied risks (expropriation, inconvertibility of earnings 
or capital, and war damage); and guarantiee ( through DLF) up 
to a face amount of $100 million which can be extended with- 
out limit as to risks covered or as to nationality of the 
benefactor, provided that ordinary business risks of equity 
investment cannot be covered. It is now proposed that these 
g~aranty~authorities be consolidated into a single statutory 
provision, and that a consolidated reservo ( consisting 
rimarily of f'untis availabl'c from borrowing authmity of & 9.1 million provided by legislation of prior years and 

$I .1 million generated by the f ees charged in respect of in- 
vestment guaranties and in Bddition amounte to be transferred 
from Dm) be established for backing up guarantiee issued 
under both authorities. Certain mdificatione are to be 
made in both authorities in accordance with the following: 

(1) Guaranties against Specified Risks 

Authority ia requested to continue making guaran- 
ties of investments agaFnet specified risks up to a face 
amount of $1 billion. The outstandhg volume of exiating 
guaranties issued both by ICA and by DLF is to be included 
under this ceilhg. Provisions are to be included: 

(a) Expanding the risks which can be covered 
(which are now limited to expropriation, inconverti- 
bility of earnings and principal, and war damage) to 
include certain additional political risks, includhg 
acts of provincial and municipal governments as well 
as national governments in the country where the 
investment is located, sanctions hposed by other 
countries of the Free World (includhg the United 
States) which materially adversely affect an enter- 
prise, and insurrection, revolution and civil strife. 
It should be noted that the authority to issue 
expropriation guaranties has been construed by 113 
in the past to include authority to insure against 
losses due to breach of contract by the government 
of the country where the investment is located, ae 
well as losses due to action of a regulatory or 
revanue-producing nature where such action ia taken 
with expropriatory purpose. It is expected that the 
new aid agency will continue to insure agaFnet rieke 
of thia kind. 

(b) Eqmnding eligibility for apeclfied-risk 
guaranties to inalude U.S. citizen-owned foreign- 
chartered corporations. 

(c) Prod.ding greater fldbility in connection 
with the requirement that bilateral agreements be 
executed w i t h  host countries before investment 
guaranty program can be executed, so that it will 
no longer be necessary to include in such agreemsnta 
speouic provisions regsrding the mabrogation righta 
of the U.S. Ctovernmsnt. 

(d) Ctranting authority to mhnit dieputea with 
Fnveatore under guaranty contracts to arbitration. 



Authority i e  a l ~ o  requeeted, for uee in  exceptiondL 
circhmtancee, to guarsnty both equity and loan investmente 
against rleke of all kinde. Plie authority i e  to be limited 
to guarsntiee aggregating 8100 million in face amount. 

The all-risk guaranty authority w i t h  respect to 
equity investment8 i e  to be ueed only t o  insure against 
loeeee of inveetment (as oppoeed to  failuree to r a z e  
prof i te),  ad i e  to be ueed only op.an experimeatal bseie in 
unusual eitustione where cloee collaboration between govern- 
ment and private capital ie  called for. In some crreea, the 
regular guaranty prqgram outlined above ma;y be InadeQuste to 
cwer an equity imeetment which i e  attended by eerioue po- 
litical rieka. Thie mtry be true, for example, because of the 
difficulty in a particular case of defining the epecific 
r i e b  t o  be covered by the guaranty contrsct. If theee riehe 
are not clearly defined, the poeeibility wil l  exiet that a 
c l a i m  by the investor for recovery under the guaranty will  be 
reeieted. lhue the potenthl irmeetor cannot be pmvided 
with the requlred degree of certainty as to the extent of hie 
rioke and expoeuree t o  loee. 

The authority t o  ieeue all-risk guaranties might 
be used to  write a mre reliable guaranty on an equity in- 
vestment on a "ehare the loee" baeie . !&e U.8 . brermwmt 
and the investor could negotiate a t  the outset a percentage 
sp l i t  of any groee loee t o  be aeeumed by each of them. 
perreation to the inveetor would then be paid by the & v m -  
ment regardleee of the cause of lose, but such tzomemation 
would be limited t o  the agreed upon percentage aeeumed by 
the Qvenm!ent. 'Phie uee of the authority would be made only 
in  caeee where, becauee of polltical or economic coneidera- 
tione, the project vould have a priority which would q d i f y  
it for direct governmrnt lend-. Consequently, the use of 
the guaranty authority in this  manner would extend the aeeiet- 
ance funds by ad- to them mgueuantied private lmeetment 
fuode. A t  the same time, the uee of the authority would 
bring out the nmmgerhl and the technological competence of 
private enterpriee. 

!I!he all-rlak guaranty authority with respect to  
loan lqemtmente, if used a t  all, i e  likcwiee to be.ueed on 
an experimental baeie in unueual eitustione where, because 

way an t o  avoid the creation of debt mrnagement pr~bleme 
for U.B. Qvernment eecuritiee. 

!&ere are mrny inetancee where, notwlthetandlng the availe- 
bili ty of guarantiee under the propoed change8 in guaranty 
authority, private U.8. inveetrnent wil l  not be made in places 
ad in indmtriee where its exlatenee could contribute to the 
developnent proceee. In cambination with guarsntiee, or 
eeparate fYcm the, U.8. lending can, in same of theee in- 
etances, malre the v i ta l  difference between having a private 
iuveetment or not. Ioane to  private enterprieee eetabliehed 
by U.S. irmeetore ahroad can reduce the armnrnt of private 
ruPae exposed t o  r isk and raiee the potential profit antici- 
pated on the equity portion of the imeetment. The term on 
wdch lending occura can be varied eo se to provide the in- 
centive eff e d e  required. 

U.S. lending to 'encoucsge private iweetment in the lees 
develop& ares8 can be undertaken in dollare or, where local 
currencies are available for this  purpoee pursuant t o  pre- 
vious aeeietance opemtions, in foreign currenciee. Where 
l o d  currency lend- can be undertaken, one important 
effect i e  t o  ranave from the U.8. iweetor eetabliehing buei- 
nee8 operatione abmad the r isk of fore* currency devalua- 
tion. 

In erne caeee of clear hlgh priority, it may be necessary to 
depart eubetantially from commercial ad banking practicee 
in  grder to provide, t h m g h  lending, the support needed for 
private inve~tment. It m y  occnsiotnlly be neceeeary for 
government lending to provide whnt, by private 6-, 

would be an Inordinately high proportion of total capital 
requiremente in order to eucceed in arrang- for a private 
bueineee -. Whm such measures are required, the 
p m m m n t  muet have protection q i n e t  the poeeibility that 
the rste of return on the emsll proportion of equity invest- 
ment pmve Inordirrately high, thue m a t i n g  a saurce 
of embsrraesment. In these ~ p e c i a l  conditione, meam of 
participsthg in, or reducing, or dietributlng more widely, 
the initially high equity profit rates must be available. 
Theee wil l  be sought through such devices ag comertible 
debekturep and profit char- eecuritiea. 

of political or econamic considerations, the project would Such operrtione eometimte raiee chargee tht the private 
have r priority which vould qualify it for direct government character of the venture ie  be- dilutal; that the tram- 
lendlng. In any w e  vhere such a guaranty was iesued, the ac;tion i e  mieleaclbg. The juetificrrtion for unusually large 
portion of the loan which not covered by the U.8. Qoverrnnent gommment f lnanchl  ~ i c i p ; t i a n  i n  r private venture 
guaranty would be rt leaat 255 of the principsl amount there- abroad ie not t o  exhibit U.B. bueineee abroad, but lather i e  
of. In  every cane, the authority wauld be used in  such a la scam@= r given task M effectively ae n can. Uhere 



such unusual conditions are present, we should not 
delude ourselves or countries receiving our ass is t -  
ance that  "private enterprise i s  doing the job; " we 
are merely creating the best combination we can 
devise of private and public resources to accomplish 
a task i n  the public interest .  A t  the same time, 
where the task i s  i n  fac t  well done, there need be 
no hesitancy i n  asserting that  private ski l l s  and 
management have been a crucial part of the effort .  

c. Locating Investment Opportunities 

Many sound and useful investment possibil i t ies may 
exis t  i n  the less  developed countries which are never 
brought t o  l ight  due t o  lack of exploratory work. 
Governmental assistance t o  feas ibi l i ty  studies can 
be used t o  increase the volume and variety of U.S. 
private investment in  the less developed areas we 
are seeking t o  ass is t .  To increase the amount of 
exploratory work going on, there are already i n  pro- 
cess a number of professional studies i n  different 
countries, of. varying degrees of specificity, designed 
to collect  and make available useful information on 
investment possibil i t ies.  In some cases, f eas ib i l i ty  
studies of particular industries are being undertaken 
under contract. It i s  planned t o  increase the volume 
of t h i s  activi ty.  However, the hit iatLon of such a 
f eas ib i l i ty  study by the government suffers from 
certain d isabi l i t ies .  When the study i s  c q l e t e d ,  
it m u s t  be put t o  effective use i n  forming the basis 
for a private investment decision. It i s  d i f f icul t ,  
a t  best, fo r  the government t o  do the essentially 
promotional work which i s  necessary t o  interest  a 
particular private company i n  a particular prodect. 
Moreover, many companies follow the practice of 
c r i t i ca l ly  reviewing, or  redoing, the feas ibi l i ty  
study which has already been performed, even when 
there i s  no question as t o  the professional compe- 
tence of the work. Finally, even within a n a m w  
segment of a given industrial f ield,  different 
manufacturing processes or approaches may yield 
quite different results when tested for  economic 
and technical feas ibi l i ty  a t  a given location. 
Thus, a feas ibi l i ty  study can be fu l ly  useful only 
when tai lored specifically and i n  deta i l  to  the 
products, procedures and policies of a pa r t i cda r  
company considering an investment. 

Previously, the procedure has been followed of con- 
tracting investment studies only t o  private organi- 
zations that  would not benefit directly. In cases 
where the feas ibi l i ty  of an enterprise t o  be amaged 
under contract i s  concerned, the organization inves- 
t igating feas ibi l i ty  has been excluded from cowid- 
eration f o r  the l a t e r  contract. Mreover, because, 

@th few exceptions, public bidding procedures have 
been i n  force fo r  feas ibi l i ty  study contracts, 
there has beeri no way t o  respond positively t o  the 
in i t i a t ive  of a private company that would l ike  to 
explore the feas ibi l i ty  of a possible investment 
abroad, but does not f ee l  i t se l f  justified, on a 
purely bwiness basis, i n  providing the costs of 
the needed study. 

To meet these needs, the following s t e p  are  pro- 
posed: 

(1) A larger number and variety of feas ibi l i ty  
studies of particular investment poss ibi l i t ies  wi l l  
be ini t iated.  In executing these, preference w i l l  
be given, where possible, t o  contractors which 
indicate a positive interest  i n  undertaking the 
investment t o  be studied. Such contractors may, 
however, employ as  subcontractors prof essional 
organizations i n  a manner cornistent with thei r  
usual practice. 

(2) I n  order t o  respond positively to the in i t ia-  
t ive  of companies that  have an interest  i n  consid- 
ering an investment, but cannot just ify financing 
the needed investigation, a new experimental 
approach i s  proposed, to be called the Investment 
Survey Program. 

Under the new program, authority would be granted 
t o  enter into contracts with prospective investors 
pursuant t o  which the U.S. Government wuld pay up 
t o  50s of the costs of feas ibi l i ty  surveys t o  be 
undertaken by such prospective investors. Each 
contract would provide that  if the prodect t o  be 
surveyed was not undertaken by the investor, within 
a specified period of time f r m  the date of the in- 
i t i a t ion  of the survey, a l l  information, findings, 
samples and other materials developed in the couree 
of the survey vouid become the property of the U.S. 



Government. lhe Goverrmtent would have the right to 
dispose of such information and other materials in 
any manner it considered appropriate, by sale or 
othenrise. 

Ihe new Investment Survey Program would be limited 
to surveys of projects in non-extractive industries. 

Obligating authority of $5 million is being requested 
for the Investment Survey Program. 

d. Government Contractiq 

Were it is not possible or desirable to secure any 
private financial participation by American business 
in an aid-related activity abroad, the managerial, 
technological and professional skills of private 
enterprise can be secured through contracting. In 
the use of contracting techpiques, several'princi- 
ples will, so far as possible, be observed: 

(1) Preference will be given, where feasible and 
reasonable, to making assistance funds available to 
foreign governments for contracting with U.S. organi- 
zations. lhis w i l l  provide experience, for the for- 
eign organizations and individuals concerned, in the 
techniques a d  procedures for identification of pos- 
sible contractors, evaluation of their costs and com- 
petence against reasonable standards, and the actual 
mechanics of contract negotiation and administration. 
lhis procedure should also eliminate difficulty and 
confusion in contractual relationships. 

(2) Where possible, services under contracts should 
provide for the later conversion of a public invest- 
ment project into a privately-owned undertsking, 
with particular emphasis on a wide dispersion of 
local share ownership among the population. 
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111. TAE TOOLS HIR ACTION (continued) 

H. Contributions to International Orgenizaticwe 

A t o t a l  of $153.5 million i s  requested fo r  U.S. voluntary con- 
t r ibut ions t o  thir teen assistance programs of  mult i lateral  
organizations. A l l  of these programs are presently being 
carried forvard. Ten of them are undertaken within the 
Framework of the United Nations System; two are undertaken 
by Regional Organizations; one -- the Indus Waters Program -- 
i s  undertaken by an ad hoc consortium. With the exception 
of the NA!lD Science Program, the Promam for UIJ Military 
Operations in the Congo, the UN Buergency Force in 
Palestine, a d  the re l ie f  and refugee programs, these pro- 
grams are  in di rec t  support of the soc ia l  a d  economic devel- 
ogrment of the l e s s  developed countries. Our contributions 
t o  these p rogam,  along with steadily increasing contribu- 
t ions from other governments, add t o  the M s  which are 
available for  projects designed t o  develop econcnuic resources 
of the less-developed countries. 

These programs as well as the mult i lateral  organizations 
managing them were in i t ia ted  under U.S. leadership. Three 
of them, namely, the programs of the UIJ Relief and Works 
Agency for  Palestine Refugees, the UN Energency Force in 
Palestine, and the UN Military Operations in the Congo were 
in i t i a t ed  in  response t o  emergencies and are intended t o  
terminate when circumstances permit. The U.S. contributions 
t o  WHD for  the World-Wide Malaria Eradication and the World- 
Wide Waters Programs were in i t ia ted  in conjunction with U.S. 
programs in these f ie lds  and w i l l ,  of course, terminate when 
the specific problems are solved, i f  not before. The remain- 
ing Programs, with the exception of the UN P r o m  for  Eco- 
nomic Assistance to the Congo, are part  of the continuing 
ac t iv i t i e s  of the respective mult i lateral  organizations. 

In view of the universal need and demand for development 
assistance by the less  developed countries on the one hand, 
and in view of the widespread willingness of the developed 
countries t o  participate in meeting th i s  need on the other 
hand, it i s  natural that  the t o t a l  world-xi& assistance 
ef for t  has grown up as a mixture of b i la te ra l  and multi- 
l a t e r a l  programs. W t i l a t e r a l  organizations have b u i l t  the 
assistance objective into the i r  overal l  structure in a clear  
response t o  the existing and growing challenge of development, 
thereby increasing and strengthening the i r  own overall value 
and significance t o  member governments. This i s  the case 

with the United Nations whose Charter gives an important place 
to  the development objective, and it is  also true for  the 
Regional Organizations. In cases such as the consortium for  
the Indus Waters Program the development objective is, of 
course, absolutely central  to the organizational arrangements, 
with other objectives entering as by-products. 

The U.S. interest  in the mult i lateral  program i s  six-fold: 

(1) Strengthening the international organizations has value 
in i t s e l f ,  since the i r  aims l i e  in the direct  l i ne  of advance 
towards a stable international society of free and prospering 
nations; 

(2) Providing U.S. leadership in the development assistance 
programs of the international organizations strengthens over- 
all U.S. leadership in these organizations; 

(3) h l t i l a t e r a l  assistance programs represent one method 
suitable to en l i s t  increased resources from other developed 
countries, both in terms of money, lmowledge and scarce 
sk i i l s  ; 

(4) Certain elements of development assistance, e .g., those 
designed t o  lead to administrative reforms, w i l l  often be 
more readily accepted by the l e s s  developed countries and 
hence be more effective i f  given by mult i lateral  organiza- 
tions of which they are mcmbers; 

(5) Under certain circumstances, e.g., in the Congo, the U.S. 
have an overriding po l i t i ca l  and security interest  t o  

reduce the r i sk  of r iva l ry  inherent in b i l a t e ra l  progems; 

( 6 )  Some of the international organizations can be assigned 
significant functions i n  the broader planning of U.S. 
b i la te ra l  assistance. This w i l l  formally be the case with 
O A S  and is, of course, t rue in  a less  formal way with regard 
to the UN where a process of mutual consultation tends to 
improve both b i l a t e ra l  and mult i lateral  programs. As is  
indicated in Chapter V, increasing emphasis w i l l  be placed on 
stimulating Free World assistance efforts  through the 
Development Assistance Committee of the OECD. 

The balance of advantage between multilateral and b i h t e r a l  
programs i s  a dynamic one. The a s s i p e n t  of U.S. resources 
t o  the one or  t o  the other group is  a rnatter of changing 
objectives, effectiveness, and circumstances. The f l ex ib i l i t y  
inherent in the nixture of voluntary contributions included 
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CONTRIBUTIONS TO INTERNATIONAL ORGANIZATIONS 
PROPOSED F. Y. 1962 PROGRAM 

Total A. I. D. Program 
$ 2 9 2 1  Million 

International 
Organizat ions 

Total Contributions ... $ I58 Million 

Malaria NATO UN OAS IAEA, 
SCIENCE EMERGENCY l:ihp: 

FORCE 
WHO 

(World Wide 
Water S U D D ~  

a n d  Research) Revised June 6, 1961 
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in *is program cob the assessed c o n t r i b u t i ~  carried in the Pl~posed H 1962 Contributione to Internstianal O r g a n i z r t -  
budnrt o r  the k s s b P c n t  o r  State permits a wise and effec- (Figures in milllane or dollars) 
ti& nawpnent  Or this moving b&e . 

UnmED ~ O l C S :  
A sumnary tsble of contrlbutiom proposed to  be made to 
multils&ral organizations fo r  the c&lng f lscal  year l a  s e t  1. 
forth below. A detsilad $113tifl~8tion rm i~ or  the im 2. 
shovn in th i s  table is contdned in A p p d k k  C. 3 

4. 
5 
6. 
7. 
8. 
9. 

10. 

Ulmandegccia lAmd 
U.B. Congo - Military Operatiow 
U.H. Congo - Economic Assistance 
UmWA 
U.H. hergency Force 
U.H. C~IIAPUI'S Amd 

e m c a t i o n  
WBlD World-Wide Water Supply 
WBlD Medical Research 
IABA 

ll. OM Technical Cooparation 
12. Science Program 
13. Indue Waters 

*Excludes $4.85 millIan t o  be carried 
-rorward imrm FT 1961 cq,propriation. 
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111. THE TOOIS FOR ACTION (continued) 

I. Food f o r  Wace 

1. Program Objectives 

The i.eccmrmendations for the Food for  &ace Program have 
been separately transmitted t o  the Congress for  can- 
sideration by the Agricultural rather than the Foreign 
Pollcy C d t t e e s .  Nevertheless, Food for Wace i s  an 
integral  part of the whole foreign aid program. Food 
i s  a major and necessary component of the resources 
which the less developed countries need from abroad, 
but Food for Wacecannot be fully effective except i n  
conjunction wlth a broader program of foreign aid. 

Surplus agricultural conrmodities have made a v i t a l  
com5ribution t o  U. S. foreign assistance programs and 
should continue t o  do so. Even closer integration of 
Food fo r  Wace programs under the various t i t l e s  of the 
Agricultural Trade Developent and Assistance A c t  of 
1954 (P.L. 480) with overall country aid programs i s  
intended than has been done i n  the past. This wl l l  be 
greatly assisted by the long-term authority reqyested 
i n  the extension of P.L. 480 for  foreign currency sales, 
ccmPsodity grants and dollar credits. 

It is intended t o  use the authorities for special 
export programs in P.L. 480 t o  the Aill extent that  
surplus agricultural commdities can serve aid 
purposes without disrupting comnerdal markets. As 
a result ,  flm& are requested under this act  primarily 
f o r  non-food requirements and vill be needed only for 
those agricultural ccsmDodities vhich are not i n  surplus 
supply or el lgible for  sh ipen t  under P.L. 480. 

The food n e e a  of the l e s s  developed countries do not 
always match the availability of surplus crops. The 
Secretary of Agriculture i s  studylng this  problem and 
has already taken steps within exlsting farm support 
legislation t o  direct our great productive capabilities 
towards the production of the kinds of agricultural 
production most needed both a t  haw and abroad. 

Ihe principal econcrmic uses of W t e d  States food as part of 
the United States @d program t o  underdeveloped countries are: 

To permit increases of employment t o  occur more 
rapidly than the capacity of the country t o  produce food 
for the newly employed; 

t o  improve both the quantity and quality of diets  so 
as  t o  raise or increase hrrman productivity; 

t o  provide a reserve of food i n  the receiving countries, 
thus insuring against natural  catastrophies; 

t o  provide rel lef  for  the sick, fo r  the aged; 

t o  serve the pol l t ica l  purposes of foreign aid in 
special cases. 

In most countries, e f for ts  are being nmde t o  expand 
agricultural production a t  the same time as industrial  
production. With increasing agricultural and indus- 
trial employment, food conslmrption necessarily 
increases; employed workers, i f  they are t o  be 
effective, eat much more than the unemployed. But the 
expansion of agriculture i s  l lke ly  t o  be longer and 
more d i f f icul t  than that  of industry. Consequently, 
a country which wants t o  develop muat, in meny cases, 
r u n  a food defici t  or elee seriously cur t s i l  i t s  
d e v e l o p n t  plans. 

As one ex.aarple, food grain conrnrmption i n  India i s  
expected t o  increase from 75 million tone t o  more 
than 95 raUJlon tons during the th i rd  flm-year plan. 
Ihe present level  of production i s  73 mllllon tons. 
Despite the eatphasis given t o  agriculture i n  the 
th i rd  plan, there is  a Large probability that  Indian 
production wiJJ. increase by subatantially l e s s  than 
20 edlllon tons during the f lve  years. Cansequently, 
food frm abrosd is  an essent is l  ingredient of the 



plan; nut t o  recognize t h i s  i s  t o  jeopardize the prospects 
for e c o n d c  growth i n  India. Recognizing this ,  India has 
already contmcted under P.L. 480 for  f ive ndlllon tons of 
grain t o  establish a buffer stock t o  protect her population 
f r a m  the dangers of an unfavorable monsoon, and plane t o  
import an additional four mi.lllon tona in each of the f l r s t  
three years of the plan. 

With application of f e r t i l i ze r ,  increased irrigation, better  
seeds, improved production techniques and adequate motiva- 
tion, India expects t o  reduce i ts  food defici t  and perhaps 
ellmimate it entirely, though there i s  no assurance that  
the def ic i t  can be entirely ellmimated during the th i rd  
plan. Indla has been used here only as an example; other 
countries win incur food def ic i t s  as  a result  of industri- 
auza t ion  and our food suppUes can make an important con- 
tr ibution t o  expanding employment and incames. 

b. Productivity 

The prospects of developnent are  s l iept  unless labor, which 
i s  a country's greatest production resource, can increase 
the ef for t  it expends and the efficiency with which it 
works. Thus, even f r a u t h e  outset, consumption standards 
must increase. Frau the point of view of motivation, a 
worker must have the opportunity t o  improve the living 
standards of his f a m i l y 3  and, fram the point of v i e w  of 
h i s  own effectiveness, h i s  diet  must increase and improve. 
The increased food requirements of a developing country, 
therefore, cannot be measured simply i n  the terms of in- 
creasing employment but also in terms of increasing rea l  
wages t o  make the most effective use of employed labor. 

Furthemore, the Food for Peace Program can make important 
contributions t o  human productivity by providing school 
lunches and other supplementary male  f o r  young people. 

Fram the point of view of productivity, the  qml i ty  as w e l l  
as  the quantity of diets  must be improved, there being 
serious protein deflciencies i n  many of the l e s s  developed 
countries. Consequently, an important aspect of the Food 
f o r  Peace Program should be not only t o  increase the human 

consumption of grain but also t o  encourage the feeding 
of coarse grains t o  animals i n  order t o  increase the 
supply of milk and meat. 

c. Reserves 

Food f o r  Peace can make an important contribution t o  
econamic developnent by permitting the countries t o  
establish food reserves within t h e i r  own te r r i tor ies .  
Such reserves have several functions: 

(1) They can help t o  avoid the disruptive effects 
of famine. Without reserves, a country 
affJlcted with a famine has t o  face a choice 
of interns1 dleruption and misery oxing t o  the 
lack of food on the one hand or of using scarce 
foreign exchange in order t o  import food rather 
than the equiptent and materials needed for  i t s  
industrial  developtent; 

(2) With adequate reserve stocks, a country can 
face the r isks of dependence on imported food 
which are serious i n  a pol i t ica l ly  unstable 
wor.ld; 

(3) Reserve stocks can be used by the government 
as  a buffer stock t o  counteract the price 
fluctuations that  are l ikely t o  be particularly 
acute i n  many of the l e s s  developed countries; 

(4) Reserve stocks also permit a govermnent t o  
undertake land refonn measures which may 
involve temporary dislocations of doanestic 
production. 

(5) Reserve stocks can be used t o  further land 
settlement projects, ei ther on new i r r igat ion 
projects or for projects t o  rese t t le  displaced 
persons or refugees, by providing food for  the 
se t t l e r s  during the seasonal period when food 
production i s  nil while the land i s  prepared, 
seeded and cultivated and before it is  harvested 
and perhaps during the longer period of two years 
or more while the new se t t l e r s  are learning haw 



t o  f a r m  adequately under unfamiliar conditions. 

Relief frcun Mstress  

Food for  Peace cannot relieve the general s t a t e  of 
poverty tha t  a f f l i c t s  many of the less  developed countries. 
Nevertheless, it i s  being used by public and private 
organizations t o  a l levia te  conditions of extreme suffer- 
ing among children and the sick and the aged. There are 
opportunities for  the expansion of many of these pro- 
grams. 

Supporting Aid 

United States food can be used t o  serve the po l i t i ca l  
as  well a s  the developnental objectives of the aid pro- 
gram; t o  relieve natural  disasters  or, as  has been done 
i n  Tunisia and Morocco, t o  provide work r e l i e f  for  the 
unemployed. The avai labi l i ty  of abundant supplles of 
grain, flour, milk and other foods fo r  these programs 
has proved a major boon t o  the  recipients, and has 
substantially contributed t o  good U. S. relat ions with 
the governments concerned. 

Legislative Proposals 

Legislative authority f o r  the  Food for  Peace Program i s  con- 
tained i n  Ihe Agricultural Trade Developent and Assistance 
Act of 1954 (public I a w  480, as amended). The Agricultural 
Act of 1961, now under consideration by the  Agriculture 
Committees, contains proposed amendments t o  strengthen 
P.L. 480, t o  authorize i ts  operations on a longer term basis  
and t o  make the Act more effect ive i n  meeting world food 
de f i c i t s  and i n  promoting economic d e v e l o p n t .  T i t l e  I of 
the Act authorizes sales of U. S. surplus agricultural  
conmdities for  foreign currencies. T l t l e  I1 authorizes 
grants of conrmodities f o r  fandne re l ie f  and other extra- 
ordinary assistance, and, within certain limitations, 
grants t o  promote e&on&c developnent i n  underdeveloped 
countries. n t l e  111 of the Act authorizes donations of 
foods from CCC stocks t o  U. S. non-profit voluntary agencies 
and intergovernmental organizations fo r  f ree  distr ibution t o  
the needy abroad. Donations of food t o  the  needy i n  the 
U. S. and barter  transactions are also authorized under 
t h i s  Title. T i t l e  IV of the Act authorizes long-term supply 
contracts fo r  repayment i n  dollars  aver a maximum period of 

20 years. In undertaking these programs, reasonable pre- 
cautions must be taken t o  safeguard the usual marketings of 
the  United States a s  well a s  the commercial t rade of fr iendly 
countries. 

The proposed amendments t o  the A c t  include a f ive  year 
extension of Ti t les  I and I1 through December 31, 1966. 

d 
Authority t o  make grants of surplus ccmnnodities under T i t l e  
I1 t o  promote economlc developnent would also be extended 
fo r  t h i s  period. An additional authorization of $7.5 b i l l i on  
i s  proposed f o r  T i t l e  I, Kith an upper limit of $2.5 b i l l i on  
on the amount of sales agreements t o  be concluded I n  any 
calendar year. The present authorization of $300 million 
per calendar year for  T i t l e  I1 grant program would be 
continued -- a t o t a l  of $1.5 b i l l i on  i n  new authority f o r  
t h i s  f ive  year period. The l a w  imposes no l imits  of t ia 
or amount on T i t l e  I11 and T i t l e  IV donation and credit  
programs. 

These dollar  amouuts refer  t o  the cost of the ccmPaodities t o  
the Commodity C r e d i t  Corporation and ref lec t  domestic support 
prices, processing, storage, handling and transportation costs. 
However, the prices a t  which corrrmodities are sold abroad for  
dollars or foreign currencies ref lec t  generally lower world 
market prices. The market w l u e  of goods shipped has 
averaged about 70s of CCC cost. 

J 

Several substantive amendments are proposed t o  P. L. 480 
which are of importance t o  the a id  program: 

1. Amendment of section 104 i s  proposed t o  authorize 
the use of foreign currency loan repayments fo r  
any of the purposes authorized by that  section. 
They may now be used only for  the  payment of U.S. 
obligations, agricultural  market d e v e l o p n t  and 
educational exchange programs. In a small but 
increasing number of countries there i s  already 
an excess of currencies available for  these pur- 
poses making it desirable t o  clear  the  way f o r  
these currencies t o  be used for  the other special  
programs and purposes of mutual benefit already 
authorized. 

2.  Amendment of the  last p rwiso  of section 104 i s  
proposed t o  remove the-statutory barr ier  which now 
prevents the use for  programs of educational 



THE FINANCING OF U. S. AGRICULTURAL EXPORTS 

Total U.S. Agricultural Exports 

1958 1959 1960 
Colrndor Ywrr 

EXPORTS BY COMMODITY 
b l o n d o r  Yoar 1960 Percent 

Wheat 
(incl. Flour) 

Cotton 

Coarse 
Grains 

Soybeans 
and Oil 

444. , , 

. . . . . . . . . . . . . .  Rice 148 

Dairy 117 . . . . . . . . . . . . . . . . .  
Products 

lExcluding Ex-lm Bonk Iwnr ond Commodity Corporation crrditr 
Including bortrr tmnwctionr undw PL 480, Titlr UI 



developrrt , health, nutrition or sanitation of 
"country use" funds which are available for loan8 
or grants for econamic bcvelop~nt .  A t  prese&, these 
f'unds may be freely used for other programs which 
contribute t o  e c o n d c  developnt  which often have 
a lower priority i n  the country situation. 

3. Amendment of section 106 i s  proposed t o  return t o  
the President the selection of the countries with 
which there may be Tit le I or Title IV programs. 
The Secretary of Agriculture now has t h i s  authority 
as well as that over the kind and amount of ccm- 
modities t o  be included i n  each agreement. No 
change i n  the l a t t e r  control i s  proposed, but there 
i s  need for closer integration of Food for Peace 
programs with the deve lopn t  of o v e r a l l  assistance 
programs. 

4. A new section 110 i s  proposed authorizing the trans- 
fer  of surplus colrnnodities t o  national food reserves 
i n  underdeveloped countries. Theee reserves would 
be held under an agreement prwidlng that  they could 
be used either t o  meet emergency relief nee& or 
could be sold under conditions xhich w o u l d  not dis- 
rupt world markets, i n  which case payment would be 
made t o  the U. S. i n  local currency. 

5 .  Amendment of Tit le I1 i s  proposed t o  penult the use 
for programs under that  authority of aqy colrrmDdities 
determined by the Secretary of Agriculture t o  be i n  
surplus i n  accord with section 106, rather than the 
samewhat narrower range of c ~ o d i t i e s  found i n  CCC 
stocks. 

6. Changes i n  Title IY are proposed to permit sl ightly 
more flexlble credit t e r m  and t o  ensure that these 
credit sales are subject t o  the same policy guides 
and restrictions as the currency sales authorized 
by Tit le I. 

These changes wi l l  pennlt a number of improvements i n  Food 
for Peace operations both f r m t h e  point of view of expand- 
ing agricultural exports and f r m  that  of contributing t o  
foreign assistance objectives. 

3. The Scale of the Rogrem. 

'Ihe amount of food that  can be effectively used i n  the Food 
for Feace program depende on the extent t o  which it inter- 
feres with domestic production i n  receiving couutries and 
the extent t o  which it ccnnpetes with comrmercial export6 of 
the U. 8. and of other countries with whom! the United Statee 
hopes t o  maintain friendly relations. In fact, P.L. 480 
provides that reasmable precautions be taken t o  prevent 
shipnents under it from displacing usual U. S. marketinge 
or interfering wlth exports of friendly countries. 

lMs  means that  the size of Food for Peace program which 
use commercial channels (Title I currency sales and Tit le IV 
long term credits) depends on the amount by which the In- 
creasing demand for food and fiber i n  developing countries 
outpaces thei r  abi l i ty  t o  produce or earn foreign exchange 
t o  meet the need. Food supplied t o  a country i n  a strong 
foreign exchaqe poeition and with liberalized Imports vill 
inevitably interfere with domestic production or with 
comercia1 exports or both. On the other hand, a country 
that i s  industrializing or is on the road t o  induatrlaliza- 
t ion usually expands i t s  demands for  food i n  excess of 
dcnnestic production. Consequently, there i s  roan for Rmd 
for Peace i n  addition t o  both dcnnestic production and normal 
conmrcial imports. 

How much food a country can absorb cannot be estimated 
except i n  connection with the t o t a l  development program of 
which it i s  a part. fir food t o  be fully used t o  support 
developnent, it i s  desirable that  the United States should 
make canmdtlnents for several years i n  advance. Ho country 
i s  Ukely t o  take the r i sk  of adopting a develop~e& program 
which involves food requirements about which it i s  uncertain. 
!Bus increased integration of Food for Peace prog-3 with 
long-term foreign assistance planning should make posdble 
substantially increased exports of surplus agricultural 
cc~mnodities i n  support of develop&.  

For FY 1962, shipments under Title I of the Act are pro- 
jected a t  about $1.4 bil l ion a t  U.S. export market prices, 
approximately $1.9 bil l ion a t  CCC cost. This compares with 
estimated shipments of $1.2 billion in  FY 1961 or about 
e.7 bil l ion a t  CCC cost. Although several multi-year 
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P.L. 480 agreements have been concluded and more are under 
consideration, the projections include aPly the estimated 
value of shipnents expected during each year. For example, 
a four-year sales agreement covering $1,276 m i ~ o n  of wheat 
and r i ce  ( a t  U. 9. export market ualzre) was 8-d with 
India l a t e  i n  FY 1960. B e  FY 1961 and FY 1962 projections 
for  India include the amaunt of wheat and r ice  shlpnente 
expected during the first two years of the agreement. 

Ibese estimates are based on the assunrptian that a l l  agri- 
cultural ccmrmodities which are  e l ig lb le  for  sale  under 
P.L. 480 fi be provided under t ha t  A c t ,  t o  the ~mxlmum 
extent ccrmpatible with the legislation, t o  meet the require- 
ments of aid-receiving countries. In a number of cases 
this includes amounts which i n  1961 and e a e r  years were 
programed under the Mutual Security Program i n  accordance 
with Section 402. Section 402 of the Mutual Security 
requires that a mininm of $l75 mllUon of atherwise 
appropriated for  the Mutual Security Program for  FY 1961 
be used t o  finance the export and sale of U. S. surplus 
agrlculture.1 conmodities for  foreiep currencies. Since 
t h i s  requirement overlaps ahnost cmpletely with Ti t le  I 
of P.L. 480 and does not have a usual marketing8 require- 
ment, it does not contribute s ignlf lcantly t o  the expansion 
of agricultural exports and serves only t o  hamper aid pro- 
~gamdn@ and adndnistration. No ps r s l l e l  provision i s  pro- 
posed i n  the Act for  International Developent. 

This shift t o  reliance on P.L. 480 for  the  provision of 
surplus ccrmnodities t o  aid recipient cauntriee has caused 
a reduction in the e a t h a t e s  for  Supporting Assistance. 
The funds sought under the  supporting Assistance t i t l e  
w i l l  be needed ent i re ly  t o  finance imports of ccmrmodities 
not eUgible for  P. L. 480 financing. Should P.L. 480 be 
unable t o  finance the projected need of the Supporting 
Assistance countries for  surplus U. S. agricultural 
comsnodities, the requested appropriation for  Supporting 
Assistance vlll be inadequate t o  meet the foreiep pollcy 
and national security purposee for  which Supporting 
Assistance i s  requested. 

!Che scale of non-ccmnnercial Food f o r  Feace programa under 
Ti t le  I1 and Ti t le  111 of P.L. 480 i s  related priP3arily 
t o  administrative factors and col la te ra l  program require- 
ments. JWenaive adndnistrative arrangements are needed 
t o  distr ibute large amourrts of food direct ly t o  people 

throughout the  world on a basis of need or  work contribution. 
Such programs frequently also enta i l  substantial non-food 
costs. As administrative capacity increases and programe 
can be developed using the Peace Corps, local  currencies, 
and ather resources t o  combine with available food, such 
program ehould increase. 

Ti t le  11 of P. L. 480 authorizes grants of U. S. surplus 
camaodlties t o  underdeveloped countries t o  promote 
econondc d e v e l o r n t  in addition t o  that which can be 
accampllehed under Ti t le  I of the  Act .  B e s e  graats 
support school lunch programs, payments i n  kind for  road 
construction, irrigation, reforestation, and village 
impmvenrent projects, and other non-comercial developent 
programs. In F Y  1962, it i s  expected tha t  such developent 
programs involving the use of about $100 m i U o n  worth of 
colrmodlties ( a t  U. 9. export market value) can be undertaken 
under t h i s  authority. Ibe CCC cost of these commodities 
approxhmtes $220 million. 

Ti t le  111 authorizes dona t i a s  of surplus commodities t o  
American voluntary' agencies or t o  international organiza- 
t ions for  distribution t o  needy people abroad. W o n s  
of pounds of powdered loilk, flour, corn meal and edible o i l  
are shipped anrmally by URICEP, CARE, Church World Servlce, 
Catholic Wllef  e r v l c e  and a number of other agencies t o  
school children, expectant mothers and infants, refugees, 
residents of hospitals, orphanages, and other institutions, 
and needy famFlles in scmc 90 countries and areae. In FY 
1962 it i s  expected that the  CCC coat of coarrmoditiea used 
i n  these programs will exceed $2W miUon.  

4. Local Currency Sales 

B e  bulk of the  food provided w i l l  be sold for  the  
currencies of the  receiving countries. IBrt of these 
currencies w U l  be available for  various U. 9. agency 
expenditures i n  the country. P. L. 480 provides a t  l ea s t  
10s  of sales  receipts be nrrde available under appropria- 
t ions f o r m  purposes. In scune countries 258 or more 
of sales proceeds are so used. In others lO$ resulte in 
accumulation of excess currencies. These excesses are 
available for  special foreign currency programs, such as 
agricultural research, health research, and aid t o  American 
sponsored e chools . 



The remainder of the local currency proceede is also the legal 
property of the Unlted States and can be used i n  agreement with 
the purchasing government fo r  purposes of mutual benefit, 
including loans t o  U. 8. and certain other private enterprises 
i n  the country, the prc%nation of economic developnent and 
support of the camon defenae effort. 

United States poLlcy with respect t o  local  currencies available 
fo r  e c o n d c  development or the camnon defense i s  t o  m e  them 
t o  promote i n  the receiving countries the objectives of the 
foreign a id  program. In c u e s  where a country has a well-conceived 

4 
and well-budgeted developlrent program, and i e  meeting its defense 
camdtmenta, the United States could do no better than use the 
local cufiency proceeds t o  makc a grant t o  the country for  
general budget support. In other' cases, the  United States may 
fee l  that  i s  nee& t o  pr&e particular developnent or defenee 
a d l v l t i e e  which the country is unwilling t o  include i n  i ts 
budget. !he United States m y  then decide t o  devote i t s  local  
curremy receipts t o  such epecific screened projects. 

Onat cars mt be taken with tb momtary Impact of country 
use currencies. When the conmodities are shipped a d  the ealer 
proceeds collected, momy i s  withdram from the eco- of the 
purchasing country causing a deflationmy effect. To the extent 
that the econonly was already suffering from inflation t h i s  may 
be desirable. Quick expenditure of these M e  puts back into 
circulation money withbrawn ae a result  of the sale of the 
c d i t i e e ,  thw neutralizing the monetary effect. The 
expenditure of paet accuwlatiom, however, mcanm the re- 
introduction into the e c o n m  of money wi%h no corresponding 
increeee i n  goods available szd thus resembles the expenditure 
of newly created money. Frequently inf la t ionuy conditionr are 
euch that  paet a c c u m h t i o ~  cannot safely be spent until m 
program or  increased production generate a correspoxmling 
increase i n  goods. In most countries tb reletwe of rnler 
proceeds for  mutually bemfic ia l  puposes i r  now keeping pace 
with the generation of currency by new progmnm. 
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J. Ths Peacs Carps 

Recommndations fo r  tbs Paace Corps are baing wparetely trane- 
mittad to the Congrese. hrthelass,  the Peace Corps ie part 
of our whole national ef for t  to aid economic apd social  develop- 
nmnt abrord. It has en ingpartclrrt contribution to nmke in supple- 
nmnting aur other assistance prograzw. It w i l l  be coordinated 
with them t o  achieve the p a k s t  possible reeulte from the total 
U.S. assistance ef for t .  

Most of the less developed mtims face e m r e  shortages of 
trained manpower. They are urdert8king educational and train- 
ing progcams t o  meet thsse needs, but their progrems take a 
long tims to produce results. M a t  now, mmy d e v e l m n t  
ac t iv i t i e s  are held up for  lack of trained persolurl. Thia 
will continue to be the case f a r  at l eas t  two decades. 

The kchn ica l  a p e f i e  who have been sent abroad by the 
International Cooperation Administration h8ve grsnerally been 
aseigmd as advisors, so that thei r  special campskna could 
have the greatest "multiplier" effect. To soslre extent, 
"operational" personnal have also been provided by U3A, par- 
t icular ly  in Iatin America, *re they haw held position6 in 
the bi-national "servicioe" origiaally s e t  up by the Ins t i tu te  
of Inter-Amarican Affairs. 

T h  need fo r  man operational p e r s o d  - especially at lower 
admbhtra t ive  levels - hBB b e c m  increasingly apparent. 
Rmjects inithted or axpcrrdad with American assistance have 
often had to slow down because trained, middle-level personnal 
were not available locally. brewer, irrTS l l e w l y  independent 
nations of Africa and Ash, even ths normal educational and 
govel-~lmental function6 csnnot be continued - much less 
expan&d - without finding replacements for the w a n  
teachers and c i a  servants who prefer or  are encouraged to 
@ back to Europe. 

at the stafi of projects vhich ICA personnel have helpea 
dssiepl and m e ~ r  continue to advise, or which use eqpipment and 
supplies obtains13 through denlopnmt grants and loans. They 
can help distr ibute food i n  connection with special Food-for- 
Pcaoe projects. Thcg can provide skil led assistance on con- 
struction projects financed with local  currency loans, or they 
can be eqplcryea in development ac t iv i t i e s  t o  which the Unit& 
States provides no other development assistance. 

The Peace Corps w i l l  be important not solely as  a source of 
trained manpower. It w i l l  a lso be important as a means of 
international communication. By working abroad, in personal 
contact with people who, l ike  themselves, are outside of polit- 
i ca l  circles,  the Peace Carps Volunteers w i l l  have an unparal- 
leled opportunity to  learn how other societies work and t o  
explain how American society works. The very participation of 
young Americans in constructive, community-serving act iv i t ies  
abroad, the standards of performance they se t  for themselves 
and the values and at t i tudes that  they exemplify should have an 
important impact i n  helping t o  bring about the psychological and 
social changes which are necessary i f  the pace of economic growth 
i n  the underdeveloped countries i s  t o  be stepped up.. 

3. In i t ia t ion of Activities 

Peace Corps projects will only be urdertalren a t  the invitation 
of the host govemnrent. A maiber of projects have alresdy been 
startdl under the aathority of the hhtual Security Act of 1 9 9  
and b c u t i v e  Oldsr No. 1 w 4  of March, 1961. Additional proj- 
ec ts  are in varioue sta@Se-oi discussion negotiation. 

The Peace Corps pragoeals f o r  FY 1e will be fWly described 
in tbs Peace Corps presentation materials which an being 
aeparstely submittad. 

The Peace Corps thus kia a key role to p w .  Its umbers can 
be called upon by these developing nations to f i l l  tbs inrme- 
d h t e  personnel gaps in devtlapment activities. They can fill 
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The new approach t o  a id  dewlopnent uill require the creation of a 
new forsign assietance agency. The Agency fo r  International Dewl- 
opwnt w i l l  combine under the direct ion of a single A d m i n i s t r a t o r  
the present Uashington and f i e l d  openrtione of the International 
Cooperation Administration, the Development Loan Fund, the Food- 
for-Peace program i n  i ts  relat ions with other countries, the local  
oufiancy lending ac t iv i t i e s  of the Ekport-Import Bunk, the donation 
of non-agricultural surpluses f ran  stockpiles of excess coamnoditiee 
and equipment, and the related staff and program services now pro- 
d d e d  by the  Department of S ta te  and the International Cooperation 
Administration. These functions will be merged within a new organ- 
iza t ion  which has been designed t o  express the new concepts of the 
program and to  obtain the best use of the various foreign assis- 
tance tools  described in the preceding sections. The proposals f o r  
organization and administration s e t  for th  below w i l l  no doubt 
require some changes i n  the l i g h t  of experience but they indicate the 
framework necessary to accomplish the objectives of the aid program. 

Two of the new concepts are basic t o  the structure and ccaupoeition 
of the assistance agency. The firat concerns program planning f o r  
U.S. assistance. The s t a r t i ng  point of assistance e f fo r t s  will be 
the formulation, by the recipient nation, of a national developnent 
plan o r  pm- of pr ior i t ies .  a e r e v e r  possible, the dountr- 
program developed by the assistance agency w i l l  stem frcau, and 
lend support to,  established national dewlopen t  plans o r  p r o p m a  
of p r i o r i t i e s  and uill represent that portion of the country's t o t a l  
assistance needs d c h  the United Sta tes  believes that it can and 
should support. 

A l l  U.S. assistance ac t iv i t i e s  cannot be brought under t h i e  conoept 
immediately. Outstanding c d t m e n t s  will extend many exist ing 
projects f o r  two o r  three years. Furthermore, it will be months, 
and even years, before mang developing nations acquire the insti- 
tu t ional  capabil i ty t o  formulate meaningful plans f o r  t h e i r  own 
development. We must anticipate a t r ans i t i ond  period of two t o  
three years. The organizational structure, while ref lect ing the 
changing concepts of assistance, w i l l  a lso accommodate the inter-  
mediate needs of the t rans i t ion  period. 

The second concept underlying the organization is the importsnce of 
u t i l i z ing  the tools  of the aid program t o  f a c i l i t a t e  the growth of 
strong and viable ins t i tu t ions  a t  the country level.  Provision has 
been made through the organization f o r  directing assistance 
ac t iv i t i e s ,  including research efforts ,  toward t h i e  god .  

The new agency will be organized along geographical l ines.  Author- 
i t y  w i l l  be centered in strong regional bureaus in Washington, with 
appropriate delegationi t o  cmpetently s t s f fed  country missions, 
t o  assure that our a i d  will be ef fec t ive ly  and ef f ic ien t ly  geared 
t o  the p r io r i t y  needs of recipient nations. A c lear  demarcation 
between l i n e  authority, meted  in geographically based bureaus, 
and the staff f a c i l i t i e s  required t o  ahape policy and provide 
effect ive administrative support, w i l l  fix responsibi l i ty f o r  all 
phases of program ac t iv i ty  a t  one point in the structure - the 
Regional Fhmaus - thereby reducing delays in program prosecution 
resul t ing from widely dFfFused responsibi l i t ies .  

The Agency f o r  International Develo~~lent  will be an agency 
within the Department of State. The head of A.I.D. will have 
the t i t l e  of Administrator. He will have the s ta tus  of Under 
Secretary of S ta te  and will report d i r ec t ly  t o  the Secretary af 
State and the President. 

Central direct ion and responsibi l i ty f o r  the e c o n d c  assistance 
program will be fixed in the Administrator. He will be respon- 
s ib l e  f o r  the fonwlat ion and execution of the program. He will 
establ ish procedures f o r  maintaining continuing contact between 
the regional bureaus and country desks of A.I .D.  and those of 
the Department of State ,  and between a l l  elements of A.I .D.  and 
other appropriate sections and bureaus of the Department. 

The Agency f o r  International Developent vill canaiet oft 

- The Office of the Administrator 

- Four regional bureaus t o  carry out the program 

- Three program offices t o  assist the Administrator 
i n  dealing with broad functional areas and inter- 
regional programs 

- Four management staff off ices t o  a s s i s t  the Admin- 
i s t r a t o r  in managing the affairs of the Agency 

The chain of ccumnand will nm in a d i rec t  l i n e  frm the Admin- 
i s t r a t o r  t o  the Assistant Administrators in charge of the 
regional bureaus, and thence through the Ambassadors t o  the 

J 
Chiefs of the Country Missions. Line authority, therefore will 
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be vested in the Regional Bureaus. The program and staff 
offices will provide guidance, assistance, and administrative 
support to the Administrator and the Assistant Administrators 
in the performance of the Agency's mission. 

1. The Office of the Administrator 

The Administrator's immediate office will include two 
Deputy Administrators, the Program Review and Coordination 
Staff, the International Developent Organization Staff, 
and the Information and Congressional Liaison Staff. 

1 The Proaam Review and Coordination Staff vlll assist the 
Administrator in the formulation and presentation of the 
agency's program policies and budget and in the allocation 
of funds among the various parts of the organization. It 
will be responsible for establishing guidelines for the 
Regional Bureaus in developing programs, for reviewing 
program submissions, and for recommending to the Adminis- 
trator an appropriate allocation of resources among the 
various regional and program units. 

The International Development Organizations Staff will 
provide specialized assistance to the Administrator in 
connection with the Agency's relations with private and 
international development agencies. 

As a general rule, primary responsibility for A.I.D. 
relationships with the work of the multilateral agencies 
w i l l  be assigned to the appropriate geographic or func- 
tional unit. Relationships with the Inter-American 
Development Bank, for example, will be assigned to the 
Regional Bureau for Latin America. The Office for Devel- 
opment Financing will be responsible for A.I.D. relation- 
ships with the international financial institutions 
including the World Bank and its affiliates. 

The International Development Organizations Staff will 
monitor these arrangements and assist the Administrator 
in relationships with world-wide organizations on A.I.D. 
matters which are not assigned to a regional or functional 
unit. It will also provide a central point of contact 
within the Agency for private organizations engaged in 
international development and assistance work. It will 
supervise the work of the Agency's representative to 
USRO, and will provide liaison with other Departmental 
offices and bureaus concerned with multilateral 

organizations including the Bureau of International Organi- 
zations. 

The Information and Conaressional Liaison Staff will be 
reeponsible for preparing and making available to the public 
information concerning the nature and purposes of inter- 
national developent activities performed by the Agency at 
hame and abroad. It will serve ae the primary channel for 
obtaining and transmitting replies to Congressional corres- 
pondence and inquiries, with two exceptions: program 
matters will be reserved to the Program Review and Coordin- 
ation Staff, and legislative clearance matters will be 
reserved to the General Counsel. It will serve as the point 
of contact with USIA and the information offices of other 
federal agencies engaged in international activities, prepare 
the Agency's Annual Report, set the theme and tone of other 
publications or exhibits, and receive and distribute within 
the Agency reports and publications furnished by Congress. 

The Administrator will also be Chairman of the Development 
Loan Committee. This Committee will have four additional 
members : 

- The Chairman of the Export-Import Bank 
- The Assistant Secretary of State for Economic 

Affairs 

- An Assistant Secretary of the Treasury 
- The Director of the Office of Development 

Financing 

The Committee will establish under the direction of the 
President standards and-criteria for the Agency's develop 
ment loan operations in accordance with the foreign and 
financial policies of the United States. 

Regional Bureaus, each under an Assistant Administrator, will 
be established for the Far East, the Near East and South Asia, 
Latin America, and Africa and Europe. 

The Assistant Administrators, through the Ambassadors and the 
Directors of A.I.D. Missions, will be responsible for plannig, 
conducting, and reporting on the program of the Agency within 
their respective Regions. Regional programs will be J 



administered according t o  objectives, standards, and policies  
established by the Administrator with the assistance of the 
several program and s t a f f  offices. The internal  organization 
of each of the Regional Bureaus w i l l  be adapted t o  the 
specif ic  requirements of i t s  respective program and workload. 
Each Bureau wi l l ,  however, be equipped t o  carry out four 
functions: 

The f i r s t ,  and perhaps the most important of these h c -  
t ions  i s  f o d a t i n g -  the pat tern of U.S. assistance 
programs. This process w i l l  involve both the review and 
analysis of national development plans, of programs of 
p r io r i t i e s  proposed by the governments of recipient  
countries, and the review and analysis of f i e l d  rec- 
ommendations fo r  programs of U.S. assistance. Consider- 
ing the contributions which other agencies and countries 
propose t o  make, and taking in to  account U.S. foreign 
policy objectives, each Bureau w i l l  prepare and transmit 
t o  the Administrator an annual program document covering 
a l l  proposed Agency ac t iv i t i e s  fo r  each country i n  i t s  
region. Policies  and standards fo r  U.S. assistance 
programs w i l l  be established by the Administrator. The 
Assistant'Administrators w i l l  work closely with the 
Assistant Secretaries of S ta te  i n  charge of Regional 
Bureaus and the appropriate A.I.D. program offices i n  

. formulating the annual program documents. 

The second function i s  the direct ion and implementation 
of approved projects and programs. Staff competence i n  
development financing and technical assistance, including 
such s k i l l s  a s  those i n  the f i e ld s  of engineering, 
education, public health, public administration, labor and 
agriculture, a s  well a s  spec ia l i s t s  i n  lending and con- 
t rac t ing  operations, w i l l  be required t o  a s s i s t  the 
Assistant Administrator i n  monitoring the conduct and d 3. 
performance bf authorized projects and i n  evaluating the  
adequacy of i n s t i t u t iona l  arrangements and procedures. 

The th i rd  function i s  t o  provide expert advice on 
individual country and regional developent, and t o  
expedite, follow through, and report upon specif ic  action 
items in i t i a t ed  by the Mission Director. T h i s  function 
includes relationships with appropriate regional multi- 
l a t e r a l  organizations. 

The fourth function of the Regional Bureau w i l l  be t o  
provide the necessary administrative and support servicee 
tha t  a re  not centralized i n  the headquarters service and 
support s ta f fs .  The Bureau w i l l  provide assistance t o  
country Mission Directors i n  the establishment of new 
mission offices, the adjustment of mission administrative 
and service elements t o  trends i n  workload, and the closing 
of off ices upon the cessation of country act ivi ty.  

Concepts similar t o  those outlined above for  the Regional 
Bureau w i l l  be followed i n  organizing the country missions. 
The basic corganization of each mission w i l l  consist of a 
small s t a f f  concerned with program planning, and accounting, 
administrative and log i s t i ca l  support. Additional personnel 
w i l l  be added only when needed for  specific project or pro- 
gram ac t iv i t ies .  No attempt w i l l  be made t o  maintain 
"balanced1' structures, but only such personnel a s  a re  required 
t o  support the part icular  portions of country development 
plans t o  be carried out by the Agency. T h i s  policy e h d d  
resul t  i n  a reduction i n  personnel a t  established missions 
once outstanding project commitments have been met and the 
Regional Bureaus have completed the i r  reviews of current 
operations i n  t he  l i g h t  of the revised concepts of assistance. 

In the f i e ld ,  country missions w i l l  report t o  the Ambassadors. 
Operational responsibi l i ty w i l l  be vested i n  Miseion Direc- 
tors. 

Country leve l  administrative support w i l l  be integrated by 
assigning responsibi l i ty e i ther  t o  the h b a s s y  or  t o  the 
Mission. These assignments w i l l  be made on a basis of 
country-by-country review and w i l l  be funded by reimburse- 
ment t o  the administering agency. 

The Promam Offices 

Program Offices, each under a Director, w i l l  be established 
for  Development Financing, Development Research and Assist- 
ance, and Commodity Assistance. 

The Office of Develorment Financing wi l l  be responsible 
fo r  advising the Administrator on policies, standards and 
practices governing the provision of capi ta l  assistance 
through loans, guarantees, and grants i n  the prosecution of 
the Agency's development objectives. On the  basis  of dele- 
gations promulgated by the Administrator, it wi l l  review 



capi ta l  assistance proposals prepared in the Regional Bureaus 
t o  assure confonaance with standards and policies established 
by the Administrator and the Development Loan Committee. 

The Office wi l l  a s s i s t  the Assistant Administrators jn 
choosing, from the varioua al ternat ives available, the most 
appropriate methods of financing proposed projects.  In this 
connectSon it uill seek t o  create a favorable environment 
fo r  the at t ract ion of private capi ta l  through the u t i l i -  
zation of guaranties, intermediate credit ins t i tu t ions ,  and 
other techniques. It w i l l  a lso a s s i s t  the Administrator and 
the Program Review and Coordination Staff i n  allocating funds 4 available f o r  capital  financing and wil l  a l so  coordinate the 
loan programs of the Agency with those of other lendlng 
ins t i tu t ions  and agencies. 

The Office w i l l  provide, on request, h i m  specialised 
engineering and f inancial  s t a f f  required by the Assistant 
Bdministrators fo r  the purpose of assisting them in the 
develo~ment or appraisal of particular pro jects  . 
The Office of Development Research and Assistance w i l l  be 
responsible f o r  identifying major barriers t o  developent  
within the l e s s  developed nations, giving part icular  emphasis 
t o  the braad and general problems having t o  do with tech- 
nological and educational factors ,  and the role af e c o n d c ,  
social ,  and po l i t i ca l  inst i tut ions.  It wi l l  evaluate the 
techniques of i n s t i t u t iona l  developent and of the develop- 
ment process, drawing upon the operational experience of 
agencies engaged in development act ivi t ies .  

The Office wi l l  foxmulate research requirements and speci- 
f ica t ions  and arrange f o r  the conduct of research projects 
aimed a t  breaking down the barr iers  of developent. Research 
projects w i l l  be undertaken e i ther  direct ly o r  by contract 
with universi t ies  o r  other ins t i tu t ions  and agencies. A s  
research findings are tes ted  and become available fo r  f i e l d  
application, t h i s  Office w i l l  suggest the best ways of 
incorporating them in to  national d e v e l o p n t  plans and 
country development programs t o  f ac i l i t a t e  the achievement 
of Agency objectives. Part icular  attention w i l l  be given t o  
the best vaya of providing assistance t o  countries in form- 
ulat ing t h e i r  ovn development plans. 

Finally, the Office w i l l  provide professional and technical 
leadership and overall guidance t o  the Regional Bureaus in 
mstters relat ing t o  the development and u t i l i za t ion  of 
human resources; w i l l  maintain l i a i son  with the a c a d d c  and 
scientific ccanmunity; and wi l l  lend specialized professional 
s t a f f  t o  the Regional Bureaus when needed t o  supplement 
Regional s t a f f s  a t  various stages of project planning, 
execution and evaluation. 

The Office of Ccnuaodity Assistance w i l l  be responsible f o r  
recommending policies, standards and c r i t e r i a ,  and improved 
practices governing the varioue types of ccamnodity ass i s t -  
ance, both project and non-project, agricul tural  and non- 
agricul tural ,  available t o  the International Developent 
Program. This includes responsibi l i ty f o r  providing guidance 
on problems of commodity supply management. The Office wi l l  
recommend system fo r  commodity program authorization and 
implementation documents. It will a c t  a s  a clearing hause 
t o  assure the optimum ut i l iza t ion  i n  the program of excess 
U.S. Government personal property. 

The Offiae of Ccamnodity Assistance w i l l  assist in a s s u r h g  
that small business enterprises part icipate equitably in 
furnishing commodities and services financed by the Agency. 
It w i l l  advise the Administrator and Assistant Administrators 
on policies and practices a s  t o  oversem shipping and use of 
water transportation f o r  commodity movements t o  comply with 
exist ing l a m  and regulations. The Office w i l l  a l so  be 
responsible f o r  s e t t i ng  up appropriate machinery t o  enable 
private importers and governments t o  f imace  caaaercial ccm- 
modity procurement through ccmmrercial banking f a c i l i t i e s .  

J The Office w i l l  serve as the focal  point f o r  the Agency's 
responsibi l i t ies  under the Food-for-Peace program. It vill 
together with the Department of Agriculture and in a c c o r d ~ c e  
with approved A.I.D. country programs, 

(a) formulate sa les  agreements under T i t l e  I (Foreign 
Currency Sales) and Ti t le  I V  (~ong-term Do- Credit 
Sales) of Public Law 480; and 

(b) arrange gmnt a id  f o r  disaster reUef  and f o r  feeding 
needy populations under T i t l e  I1 of PI., 480. 



The Office will provide A.I.D. representation on the Inter- 
Agency Committee on Food-for-Peace and maintain liaison with 
the Director of Food-for-Peace in the Executive Office of the 
President and register and maintain official contacts with 
private U.S. nonprofit voluntary agencies which receive U.S. 
Qovernment assistance under PL 480. 

4. The Management Staff Offices 

The management staff offices will include the Office of the 
General C O U ~ S ~ ~ ,  the Office of the Controller, the Office of 
Personnel Administration, and the Office of Management Services. 

The General Counsel will be the chief legal officer of the 
Agency. He will advise the Administrator concerning the 
interpretation and application of the basic statutes con- 
trolling the operations of the Agency and formulate the 
Agency's position on legislative proposals.. The Office of 
the General Counsel will provide central legal services. It 
will also provide decentralized .legal services through assign- 
ment of attorneys to other Agency offices as needed and 
participate in the development of standards governing the 
tramaction of Agency bueiness through contracts, agreements, 
and other instruments which commit Agency resources. 

The Controller will be the Agency's principal fiscal officer. 
He will, by setting standards and controls, and conducting 
accounting, audit, budget, and investigative operations, 
provide the financial management tools designed to give 
maximum assistance to the execution of the Agency's mission, 
while assuring integrity of operations. 

Accounting functions include maintenance of both general and 
budgetary accounts, asset custody, financial reporting, 
receipt and disbursement of both U.S. and foreign currencies, 
examination of disbursement documents, and development of 
accounting systems and procedures. 

The audit functions will include selective internal auditing, 
selective audit of cost-type contracts, field audit of develop- 
ment financing operations, and audit review of project 
assistance. These activities will provide a constructive 
Mependent appraisal of internal operations and compliance 
with agency policies,including the performance of contractors, 
importers, and recipient country participants. 

The Office will perform a variety of agency-wide service 
ari6 support activities related to the budget, including the '' 

translation of program decisions into prescribed budgetary 
format. 

Investigations will be conducted to verify or disprove 
alleged or suspected wrongdoing, improper, or unethical 
behavior, and conflicts of interest on the part of Agency 
personnel, contractors, and other firms or persons engaged 
in the development program. 

The Office of Personnel Administration will be responsible 
for providing the Agency with adequate numbers of competent 
personnel. It will be responsible for personnel selection, 
placement, developent and training, compensation and allow- 
ances, promotion, performance, and separation. It will 
de-relop and install personnel systems, procedures, and 
reports which facilitate effective personnel utilization and 
evaluation; establish practices for dealing with employee 
relations and grievances; and determine suitability for employ- 
ment, conducting security investigations and issuing security 
clearances. The Office of Personnel Administration will 
provide decentralized personnel services through assignment 
of personnel staff to other agency offices as needed. 

The Office will also conduct for the Administrator surveys 
and studies of Agency organization, structure, and relation- 
ships, so as to define patterns of responsibility and 
accountability, and will develop and maintain a system of 
organizational directives through which the Administrator 
controls Agency organization and administration patterns. 
As a part of its over-all responsibility for manpower and 
organization, the Office of Personnel Administration will 
provide the leadership and administrative support for the 
Agency's evaluation program. 

The Office of Manaaement Services will be responsible for pro- 
viding supporting administrative and technical services in 
Washington and it will set stmdards and procedures for the 
provision of supporting services in the field. Administrative 
services to be provided include: systems and procedures 
analysis, office services and paperwork management, automa$ic 
data processing, statistical analysis and reporting, head- 
quarters contracting (nonpro j ect ) , procurement, supply and 
property management, space and utilities management, 



conuaunications and mail, t ravel  and transportation, and 
print- and graphic arts .  

In  addition, the Office wil l  provide the Regional Bureaus 
with support and service in two specialized technical areas. 
These include participant training, where the Office wi l l  
perform the ministerial functions associated with the 
transportation and personal arrangements fo r  foreign 
trainees: contract administration. where the Office w i l l  
provide a focal point fo r  the d e v k q m n t  of standardized 
contract processes. 

B . Administration 
Detailed administrative procedures for  the conduct of the 
Agency's business wi l l  be established after the organization 
has been created. These procedures w i l l  be developed to 
implement the organizational concepts described,In the pre- 
ceding sections. Certain key aspects of administration are 
discussed in the following paragraphs. 

1. Personnel Administration 

Success of United States ef for ts  in  assisting countries 
to obtain maximum growth wi l l  depend largely upon the 
Agency's abi l i ty  to maintain a professional staff  with 
high standards of motivation and performance. To t h i s  
end, the personnel system will  provide naximum f lex ib i l i ty  
in obtaining the best personnel available, whether within 
or without the Federel service. In addition to its own 
technical s taf f ,  A.1 .D. wi l l  mobilize personnel resources 
by short-term employment, by arrangement with other gov- 
ernment agencies, and by contracts with private institutions. 
The position of personnel administration is given greater 
s ta tus  and weight in the new agency so that  more emphasis 
and attention w i l l  be given t o  personnel selection, train- 
ing and placement. 

Section 527 of the Mutual Security Act of 1954, aa amended, 
provides fo r  the appointment and assignment in the assist- 
ance agency of personnel of other U.S. Government agencies, 
use of the provisions of the Foreign Service Act to  appoint 
and assign Foreign Service Reserve Officers, Foreign Ser- 
vice Staff and alien clerks and employees, and compensation 
of a specified number of personnel employed in the United 
States without regard to the provisions of the Classifi- 
cation Act of 1949. These basic authorities should be 

extended. 

After a careful review of these and other features of 
the current personnel situation, it has been decided that 
the developent of a separate career system f o r  A.I.D. 
personnel is unnecessary and undesirable. Instead, it is 
proposed that  the authorities i n  the blutual Security Act be 
retained as an Interim step in the development of an inte- 
grated foreign affa i rs  system embracing both the assistance 
and nonassistance parts  of the State Department. In the 
meantime, the personnel systems of the State Department and 
A.I.D. wi l l  be administered in such a way aa to  assure 
consistency of policies and standards, t o  f a c i l i t a t e  inter- 
change of personnel, and yet  t o  provide the decentralized 
operations necessary t o  accommodate the requirements of each. 
Interchange of assignments among State Department and A.I.D. 
personnel w i l l  be increased to  broaden the scope and per- 
spective of each, add to the base of qualified personnel, and 
improve working relationships both in the f i e l d  and in Washington. 

In  the past,  hen foreign assistance act iv i t ies  have undergone 
reorganization, new administrations have been given discre- 
tionary authority to  select  all of those employees who would 
be carried over. A.I.D. wi l l  rely primarily on established 
laws and regulations affecting transfers of governmental activi ty;  
existing authorities properly used are adequate fo r  the selec- 
tion and transfer of personnel who are well qualified fo r  
positions in the new agency, without the disruptive influences 
inherent in former reorganizations. However, discretion idbe-  
requested to f i l l  up to 85 key positions in Washington. Thia 
authority together with the special authority to  be provided 
for  the selection of top mission personnel should give the 
Administrator sufficient f l ex ib i l i ty  in staff- key positions. 

J ~ e r s o n s  f o r  these excepted positions will be selected on a 
merit basis. Employees of the agencies abolished or superseded 
by th i s  proposed legislat ion ma. be selected t o  f i l l  some of 
these new positions, depending on thei r  relat ive qualifications . 
Those employees who are not so selected wi l l  be given thei r  
r ights under existing laws and regulations to compete fo r  any 
remaining positions for  which they are qualified. Also, the 
proposed legislat ion provides a selection-out system f o r  Foreign 
Service Reserve Officers similar t o  that  now in effect  f o r  
Foreign Service Officers. 



The proposed leg is la t ion  provides for  twelve statutory posi- 
tions. This i s  an increase of four over the number of such 
position8 currently authorized. Although the s i tuat ions are 
not d i rec t ly  comparable, the increase r e su l t s  primarily from 
the inclusion i n  t h i s  category of the Assistant Administrators 
in charge of the Regional Bureaus. The leg is la t ion  authorizes 
s ix ty  posftions a t  r a t e s  higher than those provided fo r  grade 
15 of the general schedule established by the Classification 
Act of 1949 - 55 fo r  A.1 .D. and f i v e  t o  enable the Department 
of State t o  coordinate mil i tary and economic assistance pro- 
grame. The 55 fo r  A.I.D. represents an increase of nine 
over similar positions authorized in the Mutual Security Act 
allocated t o  the functions which wi l l  i n  the future be per- 
formed by A.I.D. These additional positions are required 
because of the need t o  s t a f f  the top positions i n  the new 
research and developent program and t o  strengthen the 
personnel and financial management functions. It  is also 
contemplated tha t  an average of thirty-two positions wi l l  be 
within the regional off ices f i l l e d  i n  under the Foreign 
Service Act a t  r a t e s  higher than those provided f o r  CS15. The 
current average number so f i l l e d  is 20 and these positions w i l l  
be used t o  enable the Regional Bureaus t o  carry the additional 
respons ib i l i t ies  described above. 

2 .Promam Formulation end Control 

Achievement of the Agency's objectives requires a programming 
system which accommodates all of the Agency's ac t iv i t i e s  so 
tha t  the several uni t s  of the organization can work i n  effec- 
t i v e  relationship. The basis  of the programming system w i l l  
be the programs f o r  each of the countries in which the Agency 
operates. A s  a general rule,  all work undertaken o r  ac t iv i t i e s  
pursued by the Agency w i l l  be scheduled i n  advance and approved 
by the Administrator, e i ther  d i r ec t ly  o r  by delegation. 

I n  addition to providing the Administrator with the necessaqr 
control of Agency ac t iv i t ies ,  the country programs w i l l  s u p  
port  the Agency's budget and thereby provide the necessary 
controls f o r  the President and the Congress. The programming 
system wi l l ,  through the integrat ion of accounting procedures 
and defini t ions,  also provide the basis  f o r  reporting progress 
and keeping top management informed of the s ta tus  of current 
operations. The basic uni t  of measurement w i l l  be dollars  of 
cost.  

3. Financial Management 

The integration of foreign assistance functions described in 
the foregoing sections wi l l  eliminate many of the problems 
associated with f inancial  management in the past. Account- 
ab i l i ty  fo r  managing the f i s c a l  aspects of the assistance 
progrm w i l l ,  i n  the future,  r e s t  with a single Administra- 
tor. This wi l l  make it possible t o  consolidate the f inancial  
management functions under one roof and t o  simplify the  cum- 
bersome procedures of the past. 

Within the Agency f inancia l  management ac t iv i t i e s  w i l l  be 
centralized under a Controller. The Controller w i l l  report  
direct ly to the P-dministrator and wi l l  provide him with an 
independent judgment on efficiency, economy, and in tegr i ty  
of operations. 

The Controller, among h i s  other duties, w i l l  be responsible 
f o r  developing, ins ta l l ing  and when necessary revising an 
integrated system of accounts and procedures t o  assure proper 
control and u t i l i za t ion  of the Agency's resources. This 

4 system together with the program control procedures described 
above w i l l  keep the Administrator f u l l y  informed with respect 
t o  the efficiency and effectiveness of the Agency's operation. 

It  is essential  tha t  the Adninistrator have the capability t o  
assess periodically the substantive quality of progress made 
and r e su l t s  achieved under the various programs of the Agency. 
Several par t s  of the organization will part icipate in the 
evaluation process. The Assistant Administrators wi l l  be 
responsible for  continuously reviewing, evaluating, and 
reporting upon the operations in the i r  respective regions. 
The Office of Developent Research and .4ssistance wi l l  be 
responsible f o r  evaluating the degree t o  which the Agency is 
accomplishing i ts long-run objectives, part icularly with 
respect to f a c i l i t a t i n g  the growth of strong national ins t i -  
tutions in recipient  countries. 

An important par t  of the assessment process involves measure- 
ment of managerial performance a t  all levels ,  down to and 
including the country and project levels.  This ac t iv i ty  w i l l  



be carried out by specially selected evaluation teams, des- 
ignated for the Administrator by the Director of the Office of 
Personnel Administration on an ad hoc basis, and assigned to 
review the results obtained under specific projects, under 
specific country plans, and occasionally along specific, and 
cross-cutting, functional lines of activity. Whenever pos- 
sible, the evaluation teams will apply objective tests and 
measurements to program achievements and deficiencies. They 
will advise the Administrator, through their reports, on 
opportunities for and methods of strengthening managerial 
performance and improving management systems and relationships. 
Evaluation teama will use data produced by the Agency's fin- 
ancial management, accounting, and statistical reporting 
syatems. Such information will be augmented, by direct on- 
site observation, interview, and discussion with Agency staff, 
contractors, and country participants. 

5. Business Participation 

The new program concepts call for a greater participation of 
the private sector in the foreign assistance effort. The 
Office of Development Financing will provide a central point 
within the Agency for contacts with private investment 
interests and for encouraging the utilization of private 
capital in development projects. 

The proposed legislation states the Congressional intent that 
American small business fims shall be given optimum oppor- 
tunity to participate equitably in the furnishing of com- 
modities and services financed with funds made available 
through the Act for International Development. Primary 
responsibility for implementation of this provision will rest 
with the Agency's line officers - the Assistant Administrators. 
In order to assist them in this effort, a central clearing 
house will be established within the Office of Commodity Assist- 
ance to provide a systematic flow of advance information to 
small business describing proposed purchases under the Agency's 
programs. 

The Office of Commodity Assistance will also be responsible 
for providing prospectivepurchasers in nations and areas 
receiving assistance with information concerning commodities 
and services available from U.S. small business fims, and 
for maintaining appropriate collaboration with other Federal 
and private organizations interested in facilitating small 
business participation in the development effort. 

C. Relationships with Other A~encies 

The Agency for International Development will combine in one 
agency the major existing agencies and programs of foreign 
assistance and integrate in one operation the major tools of 
assistance - capital financing, development research and 
assistance, and food and other commodity supply. The Agency 
will be organized primarily along geographical lines to assure 
coordinated and responsive assistance to the developing countries 
in terns of their own needs and priorities. However, A.I.D. 
will, in its planning and programming, seek the advice of dam- 
estic departments and agencies which have competence in fields 
related to development and utilize the eervices of such depart- 
ments and agencies and their expert8 and technicians on a 
reimbursable basis, just as it doe6 'the services of State gov- 
ernments and private agencies. These srrangementa will continue 
to be based on agreements and contracts entered into by A.I.D. 
and the appropriate Federal agency. Thie combined and integrated 
approach to international developent will bring the several 
aspects of assistance into focus at the points it is needed and 
can be used best and it will avoid the confusion and inefficiency 
of multiple planning, representation, and operations. 

D. The Administrative Budget 

The administratiw budget proposed for fiscal year 1962 is 
keyed to the trzrnsitional nature of the operations of the B.I.D. 
during this period, This budget has been developed to cover only 
the annualization in fiscal year 1962 of the levels of admini- 
strative employment expected to be reached by the cnd of the 
fiscal year 1961 in functions of the predecessor agencies which 
will be carried on in some form by the A.I.D. As the specFfic 
manpower requirements are developed in line with the new 
operational concepts and the organizational structure of the 
A.I.D., and as the present distinctions between the administrative 
and program categories of expenses are re-epmined, it is anti- 
cipated that there may be a change in the requirements for 
administrative funds. Furthermore, an expanded operational 
requirement in Africa and Latin America, the expanded develop- 
ment lending functions, and the administration of foreign 
cusrency programs formerly the responsibility of the -01%- 
Import Bank may well lead to additional manpower requirements 
which c q o t  be met within the limits of this budget. Additional 
administrative funds and staff which may be required during the 
fiscal year 1962 for any of the foregoing reasons are proposed 
to be provided through the transfer authority contained in 



CJo 
Section &f the proposed Act for International Development 
of 1961. This authority will be used sparingly and only when it 
is determined by the ~dministrator to be essential to the carry- 
ing out of the functions and programs of the A.I.D. 

The administrative functione of the predecessor agencies, which 
have been considered for purposes of this budget as correspond- 
ing to those of A.I.D., are: (1) the International Cooperation 
Administration (Section /+ll(b) of the Mutual Security Act, as 
amended); (2) the Development Loan Fund; (3) the related econ- 
omic arcsistance functions of the Department of State (Section 
a1 (c) of the Mutual Security Act, amended)t and (L) the 
Office of the Inspector General and Comptroller (Section 533 A 
of the Mutual Security Act amended). Of the former Mutual 
Security functions of the department of State the Public Infonn- 
ation functions and some portions of the program coordination' 
and presentation functione fall within the scope of A.I.D. 
Those which do not fall within the scope of A.I.D. and, accord- 
ingly, have been excluded from the comparative fiscal year 1960 
and 1961 figures in the accompanying table are (1) program 
coordination and presentation of other assistance programs; 
(2) program policy and review; (3) United States representation - 
NATO and European Reglonal Organizations; (4) Refugee and 
Migration Program j and (5) Mutual Defense Assistance Control. 
Henceforth, these functions will be budgeted as regular activities 
of the Department of State. 

Amounts are shown for fiscal years 1960 and 1961 in the 
accompa+ng table of the funds of the predecessor agencies 
to the A.I.D. used for the camparable fktions carried on by 
those agencies. During fiscal year 1961, the administrative 
expense funds appropriated for the predecessor agencies were 
increased through transfer from other Mutual Security funds 
under the authority of Section 501 and 551 of the Mutual 
Security Act of 1954, as amended. These transfers were neces- 
sary to provide for the costs of the increased compensation of 
Federal employees; additioyl expansion of African operations; 
acceleration of social and economic development activities in 
Lath America; more comprehensive administration of programs 
under Section /+l6 of the Agricultural Act of 1949, as amended; 
and other unbudgeted contingency needs, including the Peace 
Corps and the President's Task Force on Foreign Economic 
Assistance. Funds so transferred amounted to $361,000 for the 
Mutual Security functions of the Department of State and 
$5,650,000 for the International Cooperation Administration. 
Of this latter amount $500,000 was transferred to the Peace 
Corps for its administrative expenses. 

The budget proposed for the fiscal year 1962 administrative 
expenses of the A.I.D., under the authority of Section 636 of 
the proposed Act for International Development of 1961, is 
$51,550,000, consisting of $51,000,000 new obllgational authority 
plua the unobligated prior year balances of the administrative 
funds of the predecessor agencies to the A.I.D., estimated at 
$550,000. This budget covers the estimated cost of personnel 
compensation and benefits and supporting services and facilities 
for the staffing levels shown in the accompanying table. 



COMPARATIVE SUMMAKY OF PREDECESSOR COMPOISEIYT AGENCIES 

WORLD-WIDE POSITIONS m OELIGATIOT03 

1960 ~ c t u a l  1961 Estimate 1962 Estimate . . Obligations U.S. Obligations U.S. Obligations 
Poe it ions ($000) Posit ions (woo) Positions ($000) 

WaHRJGTOR: 
International Cooperat ion Administration 1,575 $16,599 1,668 $18,148 - - 
Developnent Loan ~ u n d  124 1,690 160 1,692 - - 
Department of State: 

Program Coordination and Public Information 47 483 49 582 - - 
Inspector General and Comptroller 93 527 56 915 - 

Agency for  International Developnent - - - - 1,933 k 3 , G  

Total 

OVERSEAS: 
Internat tonal Cooperat ion Administration 
Developnent Loan Fmd 
Department of State: 
Program Coordination and Public Information 
Inspector General and Comptroller 

Agency fo r  International Development 

Total 

TOTAL: 
International Cooperat ion Adminietration 
Development Loan Fund 
Department of State: 
Program Coordination and Public Information 
Inspector General and Comptroller 

Agency for  International Developnt  

+ Excludes $7,762,000 fo r  f i sca l  year 1960 and $7,726,000 fo r  the f iecal  year 1961 expenses of former Mutual Security functions being trans- 
ferred t o  the  Department of State in f i sca l  year 1962. 

100 A 



* FREE WORLZ . 
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V. Mobillzing Free World Contributions 

A. The Problem of Deflning "Aid" 

Although the United States, other industrialized countries, and 
a number of international organisations have been assisting 
underdeveloped countries fo r  some years, there i s  no agresmsnt 
as to  what constitutes I1aidt1. There is no doubt that  export 
credits on commercial terms do remalt in the transfer of more 
real  resources to a developing country than it could afford to  
pay for currently. An excessive reliance on shortr and medium- 
term export credits  m q ,  however, delay rather than ass is t  the 
developsnt process, either by forcing premature r e p p e n t  or  

"4 by contributing to a balancbof-payments cr is is .  I n  the l a t t e r  
case, the extension of commercial or  off ic ia l  debts fa l l ing 
due through new consolidation credits may  pennit the maintenance 

1 or  re-ption of a pace of development which would otherwise 
be drastically curtailed or  terminated entirely. Any definition 

I of Wdn, however, should be limited to  financing made available 
on terms more l ibe ra l  than those available in the commercial 
market. 

Recognizing that  there is  no international egreanent on w h a t  to 
include in l lddr ,  the following data and discussion are limited 
to the portion of total o f f i c ia l  capital flows from other f ree  
world industrialized countries which unquestionably must be 
included in the cattsgory of Itaid" - fet grants and gross loans 
of over f ive  years original matur i tpA 

Even f ive  years ago, the total flows of grants and long-term 
loans from other f ree  world industrialized countries directly 
to less  developed countries mounted to a . 9  billion. I n  recent 
years more donor countries huve entered the scene, and same of 
the former colonial powers huve extended bilateral  assistance 
to additional countries. By 1959, the flow of grants and long- 
tonu loans from other f ree  world industrialized countries to 

w e  would prafer to limit  naidn to loans of over ten  yeare 
original maturity, as being clearly better than what is obtain- 
able on the market. A t  this time, however, no e ta t is t ica l  data 
are available on this basis. Furthermore, it i s  impossible 
to show with eny degree of accuracy long term loans net  of 
amortization psyments since, in the only available s t a t i s t i ca l  
data, dl of f ic ia l  amortization payments are lumped together. 
This is  perhaps l e s s  of a problsm than appears, since what is 
significant f o r  economic d e v e l o p a t  on the  part of l e s s  
developed countries is  =gy development assistance. 

l e s s  developed countries had increased more than 5M - to  .)1.5 
billion. During the same four year period, economic assietance 
to developing countries from international organizations rose 
from $0.3 to  &.4 billion. 

B. International Coordination of Sources of Aid: The Job fo r  
the Future. 

Coordination is  necessary to  m a k e  the most effective use of aid. 

International coordination of aid can be thought ofm two 
levels. A t  the level  of the recipient country, it is  desirable 
accompaniment to a davelopent plmor program of the recipient 
country. Coordination among various aid donors, end betmen 
them and the recipient country, is necessary i f  the m a t  efficient  
use i s  t o  be made of the external resource6 involved. 

A t  the m r e  general level, there l a  a place for coordination 
m n g  aid donors, i n  order t o  insure that  the t o t a l  v o l m  of 
resources t o  be made available by the industrialized countries 
as Bid t o  the less developed countries is sufficient, and that  
it i s  madc available on appropriate terms. 

1. Coordination a t  the Country Level 

a. The Central Role of Planning. For a country bent on 
economic development, appropriate steps must be taken t o  make the 
most effective use of i t s  resources through conscious planning. 
This may be i n  greater or i n  lesser detail. 

Whatever degree of de ta i l  the planning proceaa of a particular 
country entails, an essential part of it xiU be decisions on 
how aid is to be used. There cannot be any rea l  coordination of 
aid without conscious decision lllahing on the part  of the 
recipient government, whether or not th i s  is enbodied i n  sor~cthing 
called a "five yeax developmnt plann. Once the basic decisions 
have been reached as to the uses t o  be made of the country's own 
resources, external. aid, whether from one or m r e  donor coun- 
t r i e s  or  from international insti tutions,  can be f i t t e d  in. Only 
rarely are the foreign resources m r e  than a fraction of the 
to ta l .  Even when they form an important part  of the resources 
devoted t o  dcvelopmnt, much of the effectiveness of thei r  use 
w i l l  depend on vhst happens i n  the res t  of the econoqy. Hence, 
effective coordination nust ttabe place i n  and x i th  the recipient 
country. (1f the recipient i s  less developed adnrinlstratively 
as well as econodcally, som direct  coordination of its activi- 
t i e s  among aid donors be appropriate, at leas t  to the extent 



of exchanging infonnetion i n  activities to prevent wasteful 
overlapping.) 

The need fo r  active coordination of aid has been increased 
by two developments--an increased number of d d  donors, and a 
broader geographic distr ibution of countries aided by each. 

b. Increased Number of Aid Donors. In  many countries i n  
the past, the U.S. wae the only, or the only ma.ior, aid donor. 
The few other aid donors ten&-to l imit  m k  of the i r  assistance 
t o  thei r  colonies or associated areas where, generally speaking, 
the U.S. wae not involved. I n  a number of recipient countries 
i n  the past the only other donor of significance wae the 
International Bank fo r  Reconstruction and Development (IBRD) . 
With t h i s  inst i tut ion,  coordination has been good, i n  dew of 
the presence on the IBRD of a U.S. Director, and of the internal 
U.S. coordinating machinery provided in  the National Advisory 
Council (NAC), i n  which the U.S. position on all loans is 
determined. Now, i n  part  as a resul t  of the ef for t  t o  secure 
an increase in the assistance t o  the less  developed countries 
and a uore equitable distribution of the aid burden, m r e  donors 
are contributing more aid t o  more recipients. Problem of 
coordination are thereby increased. 

c. Greater Dispersal of Aid Recipients. The problem of 
coordination has increased as more of the less  developed areas 
achieved independence. On the one hand, the U.S. has-been asked 
i n  maqy cases t o  provide help i n  achieving the i r  d e v e l o p ~ n t  
goals--or help i n  determininc what reasonable developnrnt goals 
might be. I n  m e t  cases the former metropole i s  continuing t o  
aid the newly-independent country, and some de-e of coordina- 
t ion  of aid ef for ts  is therefore essential.  

A number of the other aid donors are now beginning t o  ass i s t  
other less  developed countries where they had not previously 
been involved. In  par t  t h i s  mey resul t  from some decline i n  the 
amunt of assistance granted t o  former colonial areaa, with a 
consequent sh i f t  i n  the locus of a id  t o  other l e s s  developed 
countries. I n  part  it i s  the direct  result  of efforte i n  the 
Development Assistance Group (DU) and elsewhere, with the U.S., 
the IBRD or another principal donor actively seeking the part ici-  
pation of other industrialized countries i n  assist ing a part i-  
cuLar developing country. Each of these trends, whether se l f -  
generated or  the resul t  of discussions b i la tera l ly  or  i n  
international forums, increases the need for  coordination. Each 
makes it clear tha t  the necessary degree of coordination can 
take p lme  only i n  the recipient country. 

d. Coordinating Technical Assietance Ac t id t i e s  . 
This problem i s  larger i n  scope and yet In some respects more 
manageable. Although the amounts of money involved are rela- 
t ive ly  small by comparison with capital  assistance, more donor 
agencies are involved. hren within a single donor country, 
there may be a number of agencies providing some form of 
technical aesistance t o  developing countries. In addition, 
there has tended t o  be inadequate coordination among the 
various UN and other international agencies providing 
technical aesistance. As a result ,  the technical sdvice 
which a developing country has received has frequently 
borne l i t t l e  relationship t o  a rational assessment of i t s  
needs. Rather, the assistance extended t o  a developing 
country has often been the result  of the availabil i ty a t  a 
particular t i m e  t o  a technical assistance agency of particu- 
lar indidduals with particular skil ls .  A coordination of 
the various national and international technical assistance 
act iv i t ies  was undertaken a t  the th i rd  meeting of the DM 
in  Washington i n  October 1960. This was followed by a 
meeting i n  Washington i n  February of t h i s  year of experts 
from the principal national and international agencies 
offering technical assistance. The fourth meeting of DM, 
i n  London in  March 1961, adopted a resolution t o  establish 
a Working Croup t o  serve as  a forum for  the exchange of 
information and t o  prepare studies of the technical ass is t -  
ance act iv i t ies  of members. 

Obviously the exchange of informtion on technical assistance 
requests received by the various agencies can contribute t o  
eliminating unnecessary conflict and overlapping. I n  some areas, 
the U.N. can play a useful coordinating role. A prerequisite 
t o  such a role would appear t o  be a greater degree of central 
direction and control of the various, often-competing Specialized 
Agencies of the U.N. which offer technical assistance t o  lees 
developed countries. It i s  also anticipated that  the discussions 
amng technical assietance experts of the donor countries w i l l  
continue i n  the Technical Assistance Working G n n q  of the Dffi. 
Once again, however, the only coordination which, i n  the l a s t  
analysis, i s  meaningful i s  tha t  which t a i lo r s  the technical 
assistance employed t o  the needs of the individual developing 
countries. Ideally, a national development plsn should specify 
the areaa in which technical assistance i s  required. Failing 
th i s ,  stepe should be taken within the  developing country t o  
seek t o  make the best use of t o t a l  technical assistance avail- 
ab i l i t i e s  by eliminating conflicts and overlapping. 

As one element of the new approach, the U. S. wi l l  contribute t o  
t h i s  process of simplification and coordination by incorporating 



a l l  sources of technical and capi ta l  assistance i n  the  single 
aid agency. This should help t o  reduce the  confusion on the  
part of the newly independent countries, which i n  t h e  psst 
have been faced Kith a variety of U.B. sources of assistance. 

2. Coordination among Donors. 

a. Increasing the Total Flow of Aid. 

There are certain areas In which coordination d i rec t ly  among the  
aid donors i s  appropriate. The principal purpose for  which the  
Development Assistance Group was established early l a s t  year 
was t o  Insure tha t  the resources made available by the  
industrlallzed countries a s  a id  t o  the l e s s  developed countries 
are large enough, and t ha t  they are made available on the  r ight  
terma. 

Total a id  from other industrialized countries t o  developing 
countries has been substantial. Details are given l a t e r  i n  
t h i s  section. 

We do not know what the t o t a l  needs of the  l e s s  developed 
countries for  outside assistance are. It i s  quite clear, how- 
ever, t ha t  more can be used effectively. The volume of a s s i s t -  
ance tha t  can be used effect ively i s  increased i f  enough of it 
i s  made available on "soft" terms--that i s ,  i f  the repayment 
burden i s  not too  Large i n  the early years. 

This involves ef for ts  on the  part of aid-giving countries t o  
learn from each other 's  experience. It involves decisions as 
t o  what t y p e  of new legislat ion or action may be necessary i n  
order t o  ef fec t  ins t i tu t ional  changes t o  make aid available i n  
the  form needed. It involves efforts  t o  secure a more equitable 
distr ibution among aid donors of the  burden of aid. (This does 
not mean "equitable sharing" of a id  t o  any part icular  recipient - 
country. It i s  l lke ly  tha t  many recipients Ki l l  continue t o  
receive most of t h e i r  aid from one o r  two donors. What i s  
important i s  the  equitable sharing of the  total aid burden.) 

b. Sharing the  Burden of an Increased Aid Program. Pro- 
gress was made on these ef for ts  i n  the  most recent meeting of the  
kvelopment Assistance Group which was held i n  London. Members 
of the  Group agreed t o  recommend t o  t h e i r  governments tha t  they 
should make it t h e i r  common objective t o  secure an expansion of 
the aggregste volume of resources made available t o  less  developed 
countries. There was agreement on the  need for  assistance 
provided on an assured and continuing basis; on the need for  a 
larger  proportion of t o t a l  capi ta l  outflow i n  the form of grants 

or of loans on favorable t e r n ;  on a periodic review of both the 
amount and nature of t h e i r  contributions t o  a id  program; and 
on a study of the principles which should govern sn equitable 
sharing of contributions t o  the ccmmron a id  effort .  

I n  i t s  proposals t o  the  other members of the  Group on the  l a s t  
point, the U.S. Delegation recognized tha t  there vas no simple 
formula t o  cover fair-sharing. lIbe benefits of an effective a id  
program are  joint and indivisible. They accrue t o  each member 
from the scale and quality of the t o t a l  program--not i n  propor- 
t i o n  t o  the member,'@ oun contribution. !he principles which have 
came t o  be accepted i n  our awn countries as f a i r  and reasonable 
should be applied t o  sharing the  t o t a l  program. These principles 
can be br ief ly  stated. B e  contribution of each should be i n  
relat ion t o  h i s  capacity t o  pay. lIbe wealthier nations should 
contribute a larger  fract ion of t h e i r  income than those less  
well off. The contribution of each country t o  economic aid must 
take Pull  account of i t s  contribution t o  other common endeavors 
such as the joint  defense. 

c. Inrproving the  T e r n  of Aid. The developing countries 
can use more outside assistance effectively i f  more of it i s  
made available on terms which do not impose an excessive repay- 
ment burden i n  the ea r l i e r  years. A large volume of medium-term 
export credits,  for  example, may p r d d e  the external resources 
t o  accelerate development fo r  a brief period. Soon, however, 
the sharply-increased debt service requirements are l ike ly  t o  
lead t o  a slow-down of developuent, a foreign exchange cr i s i s ,  
or  both. 

Few of the capital-exporting countries have had the legislat ive 
or ins t i tu t ional  framework t o  extend much r e a l  "aid", a s  it has 
been defined above. For a few of them the  principal g o v e m n t  
financial ac t iv i ty  i n  t h i s  f l e l d  was t o  guarantee private export 
credits.  Others have had small grant a id  programs, and no other 
ac t iv i t ies .  S t i l l  others have extended most of t h e i r  "aid" 
through international agencies (which does not show up i n  the 
b i l a t e r a l  a id  data given ear l ie r ) .  

Thanks i n  large part t o  ac t iv i t i e s  by the U.S. i n  DAG and by the  
IBRD i n  the various "consortia" discussed below, t h i s  problem 
i s  now more generally understood. Some donor countries which 
have been extending a considerable amount of o f f i c i a l  financing 
t o  less  developed countries are taking the necessary admlnistra- 
t i v e  steps or  seeking the  legislat ion necessary t o  insure tha t  a 
larger proportion of the t o t a l  i s  lpade available as grants or  
long-term loans, and t ha t  appropriate portions of the  loans have 
low in teres t  rates. 



3. Organizing for Future Action. 

a. Developnt  Assistance Coprmittee. In seeking t o  glve 
form and substance t o  these principles, steps are being taken i n  
several areas. Ihe Developnent Assistance Group, for example, 
agreed on the appointment of a permanent Chalnnan and Vice Chair-  
man and t o  representation by senior officials, i n  order t o  
strengthen the coordinating work of the Group. It i s  contem- 
plated that the high level officials  w i l l  be available t o  meet 
on c a l l  of the (American) Chainnan t o  handle problems as they 
arise. 

Future meetings of the DAG (and of the successor Developnt  
Assistance Canmclttee of the OECD) will  continue t o  address the 
problems of expanding the ccmmron aid effort and of insuring that  
a larger proportion of the t o t a l  capital flow i s  made available 
on terms appropriate t o  the ecou4mic and financial position of 
the developing country. In addition, the D M  should prove t o  be 
an appropriate f o r m  t o  seek an area of agreement on other 
matters directly related t o  developnent. For example, the 
countries i n  the inter-American system agreed l a s t  year a t  Bogota 
that  a number of se l f  help internal measures were necessary i f  
d e v e l o p n t  were t o  succeed. Aid can provide an invaluable 
incentive t o  a government i n  facing the perhaps unpleaeant 
inmediate poli t ical  consequences of, say, the belt-tightening 
measures which may be necessaryto stop an inflation. Such an 
incentive may be null if ied i f  other capital-exporting countries, 
perhaps motivated by short -run camercial considerations, extend 
financing (perhaps on inappropriately short-term) without regard 
t o  d e v e l o p &  requirements or t o  the wishes of the government 
of the country involved t o  put the i r  house i n  order. Elsewhere 
i n  t h i s  presentation the importance of the incentive effects of 
aid are stressed, together with an explanation of the reasons 
why econcmdc conditions attached t o  aid are necessary. The KW 
should provide a f o r m  i n  which agreement can be sought on cr i -  
t e r i a t o  govern such e c d c  conditions. It i s  most important 
tha t  any "conditions" attached t o  aid are those which wi l l  
f ac i l i t a t e  the developnent process, and not the pol i t ica l  or 
cannercia1 advantage of the "aid donor." 

b. "Consortia" of Aid Donors. Leadership i n  another area 
a t  this level of coordination among donors has been taken by the 
DID. Under i t s  auspices the major countries which have been 
assisting India i n  i t s  d e v e l o p n t  have been assenibled on four 
occasians t o  discuss the i r  contributions t o  the Indian Second 
and Third Plans. A similar "cansortium" of aid donors t o  
Wbistan i s  expected t o  convene i n  June for the second ti*. 
Although the consortium i s  an association of aid donors, it 
mtets and acts with specific reference t o  a d e v e l o p n t  plan 

prepared end presented t o  the Bank by a developing country. 
The role of coordination i s ,  therefore, s t i l l  essentially 
performed by the developing country. A t  the same time, the 
discussions i n  the consortium meetings conform t o  the objec- 
t ives set forth for the Developnent Assistance Group--that i s ,  
t o  seek agreement i n  more general terms on the total volume of 
aid and on the t e r n  on which it i s  made available. 

The Bank also took the lead i n  arranging for the international 
financing of the  Indus Waters developmnt program. lZlis included 
agreements on plens and financing by India and Pakistan and long- 
term financing connnitments totall ing $900 mllllon by the IBRD, 
Australia, C a n a d a ,  Germany, New Zealand and the United Kingdom 
as well as the U.S. The U.R. Econcrmic Cammission for  Asia and 
the Far East (EcAFE) was instrumental i n  working up a program 
of continuing assistance t o  the d e v e l o p n t  of the Mekong Mver 
Basin and the riparian countries--Laos, Thailand, Cambodia, 
and Vietnam--by eleven other countries (including four less 
developed countries) and eight U10 agencies. 

There have been other efforts  on the part of capital-exporting 
countries t o  coordinate the i r  efforts with respect t o  individual 
developing countries. Most frequently these have taken the 
form of concerted action t o  put together a "package" of s id  t o  
rescue a developing country from financial diff icult ies which 
might result i n  defaults on obligations due i t s  creditors, and 
t o  support a financial stabilization program which wi l l  make 
possible future develo-nt . Frequently these have included the  
appropriate international organi zations, which have scmetimes 
taken the lead i n  seeking t h i s  agr-nt. For example, the  
United States i s  now engaging i n  discussions with the Inter- 
national Monetary mmd (=) and the principal European credi- 
tors  of Brazil i n  order t o  work out a program which wi l l  pelmdt 
a continued flow of trade and hence maintain the tempo of 
developnt .  The OEZC and the IMF have been instrumental i n  
putting together "aid packages" i n  support of stabilization pro- 
gram i n  Spain, Turkey and YbgosLavia in the l a s t  three yeare. 
Other stabillzation program aid ccrmnitmente have been worked out 
by the PIF for  Argentina and Iran, with participation by the 
U.S. and other countries. !he United States has engaged i n  
discussions with individual aid donors i n  a continuing effort  
t o  interest  others i n  the problana of particular aid recipiente 
where we have been carrying most of the burden. A par t ia l  l i n t  
of coordinated efforts  i n  providing assistance for d e v e l o p n t  
or stabillzation programs follorm. 



Partial  List of Coordinated Efforts i n  Providi 
Assistance for Developant or Stabilization Prog%a 

Total "Packaue" 
Date Country Aegie Participating Countries Millions of Eokars 

Development P ~ o ~ ~ ~ I u E  

1961 Bolivia IDB IDB, U.S., Germany 10.5 
1958-60 India IBRD IBRD, U.S., U.K., Canada, Germany, 

Japan. 
634 

(Secod 5-year Plan) 
1961 India IBRD IBRD, U.S., U.K., Germany, Japan, 

( Third 5-Year plan) Canada and possibly other countries. 
Y 

1960 Indus Waters IERD IBRD, U.S., U.K., Australia, 9 
(~nd i a ,  ~ak i s t an )  C a n a d a ,  Germany, Mew Zealand, 

Pakistan, India. 
1958 Mekong River ECAFE U.S., Canada, fiance, New Zealand, 6.5 

(Laos, Cambodia, U.K., Australia, Japan, India, Iran, 
Viet Nam, Thailand) Israel ,  Rep. of China; and 8 U.N. agencies, 

including U.M. Special Fund end 
UNTAB. 

1960-61 Pakistan IBRD IBRD, U.S., U.K., Germsny, Japan, Canada Y 

Stabilization Programs 

1959 Argentina 

1961 Brazil 

Iran 
Spain 
Turkey 

Turkey 
Yugoslavia 

IMF IMF, U.S., U.K., Germany, France, Italy, 
Switzerland, Belgium, Metherlands, Sweden. - - U.S., U.K., Austria, Belgium, France, 
Germany, I taly,  Netherlands, Sweden, 
Switzerland g . 

IMF U.S. and IMF. 
IME' & OmC IMF, European Fund, U.S. 
IME'& OEEC IME', U.S., OEEC countries 

as individual countries. 
IME' & OEEC IMF, Wopean Fund, U.S. 
IMF IME', U.S., Austria, Italy, 

Germmy, France, Netherlands, 
Switzerland, U.K., Private G e r m  
Banks. 

g Under study end negotiation. 



C. A Report on the Past and Present 

1. The International Capital Assistance Agencies 

a. International Bank f o r  Reconstruction and Development. 
Up u n t i l  the present t h e  the only international organization 
which has extended real ly  substantial amounts of capital  aseiet-  
ance t o  less  developed countries i s  the IBRD. I n  the l a s t  two 
years disbursements on IBRD loans t o  less  developed countries 
have been over $300 million per year. ( ~ e w  commitments were over 
$500 million l a s t   ear.) The proportion of a r ising level  of 
t o t a l  loans going t o  lees developed countries continues t o  r i se ,  
amounting t o  almost two-thirds in  the past f ive years. Geo- 
graphically, the bulk of conrmitments continued t o  be *in Asia, 
but Africa accounted fo r  almost one-third of the Bank's new loan 
commitments last year. There has also been increased lending in  
Latin America. The purposes for  which Bank loans were made 
shared the usual concentration on basic f ac i l i t i e s .  Over the 
years approximately a third of i t s  development loans have been 
for e lec t r ic  parer; a third, fo r  transport improve~nt  -- r a i l -  
ways, highways, a i r ,  waterways and pipelines; and a third, fo r  
general developnent purposes, including agriculture, especially 
irrigation, and industry, especially s t ee l  production. 

b . International Finance Corporation (IBRD-A~~ i l i a t e )  . 
Since i t s  establishmnt in  1956, the IFC has rPerde 36 lnvestmnts 
to ta l l ing .$5 million i n  17 &&tries. Seventy-five percent of 
the investnrente have been i n  9 member countries i n  Latin h r i c a .  
I n  l$O the IFC made 13 investments, aggregating the equivalent 
of $18.6 million or  eome $8.4 million above 1959. Of the pro- 
jects i n  which IFC invested during 1$0, eight are owned and 
managed by residents of the country where the project i s  located, 
four are joint enterprises of local  and foreign ownership and 
nrulagement; and one is a subsidiary of a foreign firm. Seven 
of these investments were mede i n  countries where the IFC had 
not previously invested. 

c . International Deve lop~nt  Assoc3.ation. The IDA began 
operations on ITovember 8, 1960, and had not made loans Sy 
the end of the year. The i n i t i a l  subscription t o  the IDA i s  
$1 bi l l ion,  with the economically stronger countries paying i n  
$763 million, a l l  i n  gold or convertible currencies; and the 
less  developed countries $237 million, 93 percent of which 
would be i n  national currencies. As of April 27, 1961, there 
were & IDA mmbers and IDA subscriptions arr~unted to $862.84 
million. 

d. I n t e r - h r i c a n  Developmerrt Bank. The newly created 
IDB did not make any loans un t i l  early 1961. However, by the 
end of 1960 the Bank had received 194 applicatiorsfor laans 
and 174 inquiries. Three-fourthe of the applications came from 
private agencies or  individuals and one-fourth from public 
agencies. A t  the end of the year, the Bank had 91 applications 
i n  an active statue, involving about $200 million i n  loan 
requests. Remaining applications were "on f i l e "  , including 
eome that m y  lend themselves t o  financing through the Inter-  
llmerican Fund for  Social Progress. (As of the end of April 
1961, the IDB had msde 10 loans to ta l l ing $50.25 million, of 
which ?%O. 75 ndllion was i n  dollars .) 

e. mC Overseae Developmnt Fund. The Oversem Develop- 
mnt  Fund, established by the European Economic Comrmnity t o  
provide &t economic i s i s t a n c e  t o  overseas meas ses&ciated 
with the Comn Ekket  , .made i t s  f i r e t  conanitments in  1958. 
Through the end of 1960, eome $120 million had been committed 
t o  specific projects (over 115 of the t o t a l  Fund of $581.3 mil- 
lion over the five-year period t o  1363), but only 3 million had 
been disbursed. The f i r s t  two yeme were devoted t o  establishing 
the administrative mchinery and developing prozecta. Assistance 
from t h i s  Fund i s  intended t o  be complementary t o  the direct  
contributions of the responsible member states. The types of 
projects which mey be financed by the Fund include "infra- 
structure" protects , e . g. , hospitals, teaching and technical 
establishments, and inst i tut ions for  the promtion of pro- 
fessional ac t iv i t i e s  amng the population - and economic projects 
of general interest .  

2. Technical Assistance Agencies. 

a. The B m k s .  One of the important functions of the IBRD, 
and OIE of the prospective functions of the IDB, i s  t o  furnish 
technical assistance t o  member countries. The IBRD has, over 
the years, undertaken a series of basic economic survezs, 
resulting i n  a series of volumes which are an essential  basis 
for d e v e l o p ~ n t  programs. The IDB despatched a special techni-  
ca l  assistance mission t o  Bollvia i n  1 $ 0 ,  and plane have been 
completed to send other missions t o  Haiti, Honduras, Paraguay 
and E l  Salvador. Both inst i tut ions are expected t o  a ss i s t  with 
development planning. The IBRD has for some years engaged in  
advanced training of economic development off ic ia ls  from member 
countries. 

b .  'Jnited Xations Technical .2ssistmce Actjvit ies. The 
technical assistance act iv i t ies  of the United Natfons are 
carried out through the U.N. Regular and Expanded Technical 



Asgistance Program and the United Nations Special Fund. The 
former has been a source of funds for  technical assistance, 
and i s  financed by voluntary contributions t o  a special assist-  
ance account mintained by the Secretary General of the 
United Nations. Funas are allocated from the central account 
t o  each of the specialized agencies which actually provlde the 
technical assistance. 

The Special Fund was established i n  1959 to ass i s t  less  
developed countries in  preliminary steps of d e v e l o p n t  pro- 
jects. Unlike the Expanded Technical Assistance Programs (ETAP) , 
the Special Fund concentrates on relat ively large projects. It 
provides assistance in  the form of preinvestment surveys, aid t o  
research or training institutions, and demonstration and pi lo t  
projects. The SHcial  Fund i s  financed by voluntary contribu- 
tions of governments, and may also receive donations from non- 
governmental sources. I t s  primary objective I s  to  f a c i l i t a t e  
new capital  investment in the less  developed areas. 

The ac t iv i t i e s  In the f i e ld  of technical assistance by the 
specialized agencies are financed both out of their regular 
budgets for  which member countries are assessed and fo r  special 
projects, from funds made available through ETAP. The special- 
ized agencies provide technical assistance in their specialized 
areas of, e . g. ,agricultural product ion, vocat i d  training, 
health and sanitation, and education. 

c.  Organization of h r i c a n  States. The Technical 
Cooperation Program of the Organization of b r i c a n  States i s  a 
cooperative technical aid program, on a nniltilateral, regional 
basis ,  supported by voluntary contributione from twenty-one 
member nations of the OM. This program affords technicians and 
students fromthe merher countries the opportunity to work 
together toward the solution of conmPn problem. The principal 
technique i s  a program of regional training centers. The 
principal problems addressed have been .8gricultural production, 
public and business adndnistration, teacher training, s t a t i s -  
t i c a l  techniques, and social welfare programa,etc. 

The importance of these ac t iv i t ies  cannot be measured i n  t e r m  
of dollar volume. The cost of providing technical assistance 
is by no means a basis for  comparison with the vastly greater 
cost of capital  assistance. The expenditures of capital  aesist-  
ance and technical assistance agencies are not directly com- 
parable. The tables which follow, however, give dollar value 
of technical assistance i n  order t o  i l lus t ra te  the gross orders 
of magnitude involved. 

Although the dollar amounts i n  technical aesistance are relat ively 
e e l ,  these finance a wide variety of individual ac t iv i t ies .  
The problem of coordination of the technical assistance 
act iv l t les  of international agencies and other f'ree world donor 
countries with the similar ac t iv l t ies  of the United States lnay 
therefore be a m r e  complex problem than that  of coordinating 
capital  assistance. This problem i s  discuesed i n  greater de ta i l  
below. 

Capital and Technical Assistance to  Less Developed Countries by 
International Agencies 

(~isbursements or Expenditures h i s )  
(Figures i n  millions of dollars) 

Capital Assistance - 
I n t l .  Bank for Recon. & 

Develop~nt  181 279 347 
I n t l .  Finance Carp. - 1 1 
I n t l .  Development Assn. - - - 
Inter-American Devel. Bank - - - 
EEC Overseae Devel. Fund - - - 
Technical Assistance 

United Nations agencies g n.a. 104 99 

Organization of h r i c a n  
States 7 8 9 

+ Less than $500,000 

g Includes re l ief  agencies as well as regulax and expanded 
Technical Assistance Program, specialized agencies, and'Um 
Special F'und. 

Data on several of the OAS agencies, comprising perhaps half 
of the total expenditures, are on a f i sca l  rather than a calendar 
year baeis. 

3. Other Free World Countries. 

A considerable rider of other f ree  world countries have been 
extending economic assistance to l ess  developed countries for  
several years. The largest auounts have been those fromthe 
European metropoles t o  thei r  overseas t e r r i to r i e s  or t o  s ta tes  



with which they are, or previously had been; associated. 
Through agencies such as the Colombo Plan, additional countries 
have found that  they could be of help t o  developing countries. 
In the Colombo Plan context, even some of the recipient 
countries have found that they were i n  a position t o  extend 
certain types of technical assistance, for  example, t o  other 
less  developed countries. 

This section i s  limited t o  a brief survey of the existing pro- 
grams of the other free world industrialized countries. In 
most cases, the grant figures include same financing of tech- 
nical  assistance or related activit ies.  In view of the 
variety of such activit ies,  l i t t l e  that  i s  meaningful could 
be said in t h i s  brief survey. Attention is rather devoted t o  
the nature of the capital  export programs which the other 
donor countries have including, as  appropriate, mention of 
inst i tut ions,  types of assistance extended, or direct  ion of 
aid. Since the description i s  of existing inst i tut ions and 
types of financing made available t o  less  developed countries, 
it covers ac t iv i t i e s  which do not constitute "aid" as  defined 
above. 

Official Bilateral  Granta end Long-Term Loans 
t o  Less Developed Countries 

(Figurea i n  lnilliona of d o u s )  
DISB- 

Grenta Loans -- Granta Loans -- 
Grants Loma -- Grenta 

Australia 40 -- ?g 
Austria 
Belgium 
Canada 
Denmark 
France 
G e m  
Italy 
Japan. 
Netherlands 
New ZesZand 
Norway 
Portugal 
Sweden 
Switzerland 
United Kingdom 

United States 1,742 322 1,871 414 1,581 7& 1,641 739 

Notes: Data cover only bi la tera l  economic assistance grants 
(net) and groas new loans with an original maturity of m r e  than 
f ive  y e a s .  For the U.S. only, net grants include the.net 'increase 
i n  U.S. holdings of local  currencies resulting from PL Ti t le  
I sales, not yet allocated t o  country-use grants or loans or used 
fo r  U.S. purposes. Excluded from t h i s  table are loans with an 
original maturity of five years or less,  consolidation credits of 
whatever terms, and off set t ing entries for anvrtization payments 
received. Also excluded are government subscriptions to ,  assess- 
ments by, and voluntary contributions by governments t o  inter- 
national organizations. The data therefore understate the true 
t o t a l  a id  effort of some countries. 
Conversion t o  dollars made a t  prevailing exchhge rates.  
Sources: OEEC, "The Flow of Financial Resources t o  Countries in  
Course of Economic Development, 1956-1959," tables 2(a) t o  2(d), 
py. 11 - 17; except for  Australia and New Zealand, fromUN, "Inter- 
national Economic Aesistance to the Less Developed Countries," 
New York, 1961. (~/3395/~ev. l ,  Sales No. 61. 11. ~ . 2 ) ,  pp. 21, 26, 
and from informetion from those two governments.  or these two 
countries, the data are fo r  f i s c a l  years. ) 



Country Prognrms 

Australia. The principal beneficiarieo of Australia's 
program f o r  economic assistance to less  developed arean are  i t e  
overseas t e r r i to r i e s  i n  Oceania and the participants i n  the 
Colombo Plan.  Australian Assistance has included training i n  
Australia of students from less  developed areM, sending 
Australian experts t o  less  developed are-, providing technical 
equipment and capital  aid. 

The bulk of Australian assistance has been i n  the form cf grants 
for  the sclministration and development of Papua and the Trust 
Territory of New Guinea. About one sixth has been capital  and 
technical assistance extended through the Colombo Plan. 

AustrU. The Austrian a id  program is still relat ively smsll, 
although consideration is being given t o  its expansion. New 
long term Losne of $4 million over the past four years were m r e  
than balanced by m r t i z a t i o n  receipts on earl ier  loans of $9 
million. I n  addition, o f f i c i a l  consolidation credits were 
extended t o  Greece and Turkey. The Austrian Govelpment has slso 
sponsored the  vork of a rimer of experts i n  the lese developed 
countries a.ud h m  granted scholarships to students from these 
areas f o r  study i n  Austria. 

Belgium. Belgltui aid funda are, i n  principle, AiUy con- 
vert ible and not specifically reserved fo r  expenditures fo r  

, goods and services of Belgium origin. A substantial part of the 
assistance extended by Belgium i n  the past mre i n  the form of 
grant budgetary support fo r  the  Congo and Ruanda-Urundi. A 
part  of the proceeds of the "Loterie Coloniale", organized i n  
Belgium, a re  transferred to these areas i n  the form of grants. 
The Belgtum pro am also includes l o w  a t  favorable ra tes  of 
interest  of 2-3$ and 3 percent. Loan guarantees have been 
an impart& form of assistance pmvided t o  these ter r i tor ies .  
A major form of assistance provided by Belgiumis the guarantee 
by the Belgian Government of loane raised by African ter r i tor ies ,  
mstly i n  Belgium i t s e l f .  By the  en8 of 1959, the totsl of 
guaranteed b a n s  outstanding m u n t e d  to $170 million. 

Caaada. The Canadian program for aasistanee to leas developed - 
areas - almost exclusively grant a id  - hss been channelled pri-  
marily through the Cobmbo Plan, Comlmealth Technical Assist- 
ance, and the West Indies Program. I n  addition Canada h w  made 
special grants f o r  the purchase of food stuffs.  The necessary 
funds are  appropriated eg~lually. 

Denmark. Although there are no special inst i tut ional  pro- 

visions f o r  the Dnnlsh aid program, the question of p a r t i d -  
pation of Scandinavian countries i n  the economic develoglaent 
of the lese developed countries is receiving coneideraWlon i n  
the Hordic Council. Dennnrk, aa its other Scanbinavlqn 
neighbors, has enpheeized technical assistance and oontributions 
to multilateral agencies aa the technique by which it can make 
a contribution. It hsa also rmde contributions thmugh loans 
t o  etabillzation program and hsa participated t n  consolidstion 
agreements by extending credits  from four to seven years a t  ra tes  
of interest  from 2-1/4 t o  3-1/2 percent. 

France. The French aid program i s  relat ively large. It 
emphasizes grants for  both current and development expenditures. 
It I s  concentrated almost entirely on Algeria, overseas ter- 
r i to r i e s  and areas having special relationship t o  bance. The 
main types of off ic ia l  financial flow between France and the 
res t  of the franc area are ( a )  certain direct  administrative 
expenditures met from the French metropolitan budget, (b) grants 
for  specific purposes ( in  particular, advances t o  price stabiliza- 
t ion f'unds for  tropical products) and grants t o  cover current 
def ic i t s  i n  local budgets, (c) direct investmeht expenditures met 
out of the metropolitan budget, (d)  granta t o  local  authorities 
for investment purposes, (8) loans for investment purposes, and 
( f )  cash advances frcnn the metropolitan 'l 'reamy t o  local  ' l 'reamy 
departments. The flow of public funde t o  l e s s  developed countries 
outside the franc area has been limited. 

Germany. The German prograurfor assisting the less  de- 
v e l o p e ~ t r l e s  was based priah~rily on goverm~ent-guaranteed 
private export credits, stme of which were refinanced as  long- 
term of f i c i a l  loans when they f e l l  due. The sharply increased 
program proposed fo r  1961-1962 w i l l  s tress in addition long-term 
loans (same very long-term) t o  be extended through the Kreditan- 
s t a l t  f'uer Wiederaufbau ( ~ e c o n s t ~ c t i o n  Finence Corporation). 
Soa~e of these long-term loans are provided a t  very low ra tes  af 
interest. "Finance credits", or non-project loans, are in 
principle provided t o  less  developed countries with no condition 
other than a prohibition on procurement in the Soviet bloc. 

It*; I ta ly  is no* considering the establishment of an 
agency t o  e h o w n  as the "Ital ien National Cnmmu~lity f o r  Inter-  
national Technical Assistance". This w i l l  promote b i l a t e ra l  and 
d t i l a t e r a l  technical cooperation with the l e s s  developed areas. 
In addition, the I ta l ian  Government haa extended loans, consoli- , 
dation credits, grants and other assistance t o  these areaa. The 
interest  rates on Government lomu granted in 1 s 8  and 1959 were 
3 percent fo r  the bulk of the loens and 5-3/4 percent fo r  some 
loans. The greater part of I ta l ian  export credits is financed by 
a public inst i tut ion,  the Wdiocredito. 



OTHER FREE W O R L D  BILATERAL ASSISTANCE T O  
U N D E R D E V E L O P E D  C O U N T R I E S *  

( Billions af Dollars ) 

Total 1956-59= $5.1 Billion 
Germanv 0.1 /Other 0.4 

Calendar Years 
* Excludes loans under 5 years, consolidated credits of whatever term and contributions to International Organizations. IBRD. UNTA,(llc. 



Japan. The progrem developed by the Government of Japan 
for  assist ing less  developed areas comprises grants and 
credits generslly t ied  to the purchase of Japanese goode and 
services. Losne are made thraugh the Japanese Export-Import 
Bank. In  addition, an Overseas Econcanlc Cooperation Fund is 
being established t o  provide supplementary financing for  
urgent projects in less  developed countries which are not 
el lgible for financing through the Japanese &port-Import Bank. 
Jspea is a lso  engaged in providing technical assistance t o  2' 
countries m d  ter r i tor ies  of Asia, Af'rica and Latin America. 

The Netherlands. Most of the grants and loans extended 
by the Netherlands were directed t o  the overseas ter r i tor ies  
of the Kingdoan of the Netherlands. Assistance has been extended 
in the form of grants t o  coyer local  budget deficits, and th i s  
has provided for  general government act iv i t ies  directed toward 
the developrent of econcrmic aad social inf tas tncture  and the 
encouragement of primary industry. The loans extended have 
been at ra tes  of interest below current laarket rates and for  
periods of more then 25 years. In addition t o  aid extended t o  
the overseas part of the Netherlands Kingdom, it has extended 
t o  other countries consolidation credits for periods of four 
t o  seven years. 

New Zealand. New Zealand has been engaged for s- time 
i n  providing capital aid and teclmlcal aesistance t o  countries 
and t e r r i to r i es  of Southeast Asia participating in the Colcmbo 
Plan, and t o  the Pacific Island terr i tor ies .  The assistance t o  
the Paclfic Island terr i tor ies  has been in  the form of grants 
t o  cover local  budget defici ts  and t o  finance specific &melop- 
ment projects. It also includes proceeds realized frcm govern- 
ment trading act iv i t ies  which are made available for  econcrmic 
d e v e l o ~ n t ,  and net expenditury on government operated inter- 
island shipping semices. 

l a r g & g  
. Assistance extended by Norway has been chamelled 
ough the Norwegian Foundation of Assistance t o  

Underdeveloped Countries which was established in 1952. In 
addition t o  a small loan t o  Turkey a t  5-3/4 percent and a con- 
solidation credit  t o  Spain, the major part of the Borwegian aid 
program has been the establishment of a fishery cnmmunity 
developnent project in the State of Kierala in India, and a 
contribution t o  the Scandinavian medical center in Korea. 

of which are long-term, without specified terms of repapent 
and completely free of interest. The res t  have generally 
been a t  rates below the market rates. 

Sveden. Swedish assistance t o  less  developed countries has 
been extended principally through milt i lateral  agencies. Aside 
fromthree consolidation cre&its in 1959, its enall b i la tera l  
d d  program ha6 been nainly In the form of grmts .  It hw 
participate& in  the Scandinavian Medical Center in  Korea, and 
engaged in  various bi la tera l  technical assistance activit ies.  

Switzerland. The contribution of Switzerlad t o  less 
develop& countries has been i n  the form of contributions to 
milti lateral  agencies, I-, and consolidation credits. The 
l a t t e r  have been repayable from four t o  seven years with Interest 
rates varying between 2-3/4 t o  3-1/2 percent. The Swiss are 
understood to be preparing a considerably expanded aid program. 

United Kingdom. Official b i l a te ra l  aid extended by the 
United Kingdom t o  less  developed are-  ha^ been a l m s t  equally 
divided between grants and long-term loans. Expenditures are 
nmde either from sums allocated from particular Ministries or 
by specific legislation. With one exception, loans and grants 
are i n  fully convertible sterl ing and m y  be used for imparts 
from sny source or for local expenditure. The exception is 
loans under Section 3 of the Export Guarantee Act, which narst 
be used for United Kingdom goods ad services. The m e t  
important contribution to economic development in  the colonial 
area6 has been made under the authority of the Colonial Develop- 
ment and Welfare Act. This A c t  provides for grants and long 
term loam mainly for  public development program. Most of the 
assistance extended by the United Kingdom has been t o  colonies 
or ~ n i b e r s  of the Conmpnwealth. 

Portugal. All aid extended by Portugal, with the excep- 
t ion of smal l  bi la tera l  loans t o  Turkey, has been provided t o  
its overseas provincee. This has included grants and losne,some 
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V I .  The Lmpact of Economic Assistance on the United 
States  Economy 

The ef fec t  of U.S. programs of economic assistance on 
the United States domestic economy are  of several kinds, 
and may occur over varying periods of time. In the 
past  years, the concern w a s  often with the contribution 
of foreign a i d  transactions to  inflationary pressures 
a t  home, the ef fec ts  of foreign a id  on the Federal 
budget position, and the impact of foreign assistance 
on levels  of consumption and on the output and markets 
of part icular  domestic industries. During the years 
since the foreign economic aid programs have been i n  
operation, a number of detai led and informative studies 
of these and re la ted  ef fec ts  have been made both in- 
side a@ outside the Federal Government. &) 

These evaluations of foreign a id  from the viewpoint 
of t h e i r  impact on the U.S. econonly considered the 
aggregate e f fec ts  of economic and military assistance 
t o  other nations. With the sharper dist inct ion be- 
tween these two forms and objectives of foreign 
assistance which i s  par t  of the new approach t o  aid, 
the  present concern is l imited t o  the impact of 
economic assistance only on the domestic econoqy. We 
are, therefore, considering a program *hich, measured 
by the t o t a l  value of resources being transferred 
abroad, i s  much smaller than the combined economic 
and mil i tary assistance program of previous years. 

The economic assistance program now being presented 
t o t a l s  $2.7 b i l l i on  i n  appropriation and lending 
authority requests f o r  obligation beginning i n  f i s c a l  
year 1962. This represents about one half of one 
percent of our gross national product, less  than three 
percent of the t o t a l  requested Federal Budget f o r  

l/ See. i n  ~ a r t i c u l a r .  The Boreien Aid Pronrams and a - 

the ~ n i i e d  ~ i a t e s  Econow, 
by the National Flar 

- 
Report 

Fiscal  Year 1962, and around $15 per person on the 
average f o r  each member of our population. Xqresaed 
in these terms, the amounts proposed f o r  development 
acrsistance are seen t o  be modest compared fa the promiae 
of the program and the importance of the issues at stake. 
These resources are but. a t i ny  f rac t ion  of the produc- 
t i ve  power of our econoqy. 

A t  a time when the output of the U.S. econoqy is  reduced 
by recession, and when domestic productive capacity - 
even ignoring the current leve ls  of unemployment -- i s  
well below i t s  potential,  the resources devoted t o  
development assistance w i l l  create no d i f f i cu l t i e s  of 
supply or  of inflat ionary pressures, There will be no 
adverse e f fec ts  on e i the r  the overall l eve l  of employ- 
ment or on employnent in labor swplm areas. & the 
contrary, the proposed program can make a small but 
helpful. contribution t o  the f u l l e r  development and 
u t i l i za t ion  of domestic productive capabil i t ies  and t o  
domestic employment. In fact ,  if the a id  program were 
discontinued, a t  l e a s t  several hundred thousand people 
would be thrown out of work. 

On the supply side, only one signif icant  l imi ta t ion  i s  
expected t o  be encountered. This will be the avail- 
a b i l i t y  of t rained and experienced men and women who 
have the a b i l i t y  t o  operate programs of development 
assistance with f u l l  effectiveness, par t icu lar ly  i n  
advisory roles t o  help other nations mobilize t h e i r  
own resources t o  be t te r  advantage i n  seeking economic 
and social  development. The diversion of such scarce 
human resources from present domestic occupations in to  
the new program may e n t a i l  some sacr i f ice  t o  the 
domestic econonly, but an intensive training program t o  
increase the supply of these crucial  people could be of 
s ignif icant  longer-range benefit  t o  our own econoqy. 

The primary focus a t  present in evaluating the impact of 
the new program of development assistance on the U. S. 
econonly re la tes  t o  a re la t ive ly  new problem f o r  the 
United Sta tes  - our serious balance of payments and gold 
outflow. 

united Sta tes  Econoq &d 
Department of S ta te ,  April 

the ~ u t u d ~ ~  securi ty 
1959. 
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A. The Current U. S. Balance of Payments Problem. 

Transfers of economic assistance t o  other nations i s  one of 
a la rge  number of transactions which affect  the U. S. 
balance of payments. The heavy and persistent def ic i t  
in the  U. S. balance of payments during the past  three 
years has focused public and governmental attention on 
this element of our economic position in amanner not ex- 
perienced by this country for  nearly a generation. The 
d e f i c i t  was much too large t o  be sustained for  a pro- 
t rac ted  period and effective actions t o  reduce i ts  s ize  
and consequences have been in i t ia ted .  The President's 
message t o  the Congress of February 6, 1961, outlined 
the principal  measures now being pursued by the Federal 
Government unilateral ly,  through ef for t s  t o  a f fec t  the 
actions of our own citizens, and ' in  concert with other 
countries and international inst i tut ions.  

1, Present Policies. 

Within the broad range of actions being taken t o  
reduce our foreign defici t ,  and our outflow of gold, 
the executive branch has in s t i t u t ed  vigorous measures 
t o  review the contributions of Federal Government 
programs t o  the defici t .  Included i n  these measures 
a re  a continuation and strengthening of steps t o  insur'e 
t h a t  our economic assistance t o  newly developing 
countries does not create a major source of dollar  
t ransfers  t o  countries which are  i n  process of making 
regular additions t o  t he i r  internationdl reserves. 
To th i s  end, beginning December 5, 1960, commodity 
procurement, financed by economic assistan e funds 
was excluded from 19 specified c o u n t r i e s 2  T h i s  
provision will be maintained u n t i l  reasonable over- 
all equilibrium in  the U. S. balance of payments has 

1/ Australia, Austria, Belgium, Canada, Denmark, - 
France, Germany, I ta ly ,  Japan, Luxembourg, Monaco, 
Netherlands, New Zealand, Nomay, South Bfrica, Sweden, 
Switzerland, the United Kingdom, and Hong Kong. 

been achieved. Exceptions may be made t o  avoid im- 
pairing eseential  U. S. objectives under foreign 
assistance programs. It is anticipated tha t  the 
general resu l t  of t h i s  policy will be as  follows i n  
the period immediately ahead; 

a. Procurement of manufactured goods from funds 
provided un&r economic assistance program w i l l  
be v i r tua l ly  confined t o  the United States ,  ex- 
cept t o  the extent manufactured goods are  purchased 
abroad from countries other than the 19 l i s t e d  
above; 

b. Procurement or provision of agricul tural  com- 
modities under these programs will, as i n  the past, 
be almost wholly from United States  sources; 

c. Procurement of non-agricultural crude materials, 
which are provided abroad mainly from l e s s  developed 
countries, will be determined by price and supply 
conditions; 

d. Existing preferential  provisions i n  favor of 
the use of U. S. shipping and other services w i l l  
be continued. 

In  addition, it i s  expected t h a t  in the planning and 
design of specific programs of a s s i s t h c e  in the f ield,  
U.S. representatives will as f a r  as  possible provide 
fo r  procurement of types of commodities which are 
available on competitive terms from the United States. 
Moreover, a "borrow where you buyn policy i s  t o  be 
encouraged with respect t o  manufactured goods. 

2. Effects on the Balance of Payments 

It i s  often not understood tha t  the preponderance of 
U.S. economic assistance funds are; and always have 
been, used d i rec t ly  fo r  the purchase of goods and 
services -in the  United States. For example, it i s  
estimated tha t  during the past  f ive  calendar years 



the proportion of gross economic assistance funds 
(including surplus agricul tural  commodity ~rograms) 
used d i r ec t ly  for  the purchase of U. S. goods and 
services has not, i n  any one year, f a l l en  below two 
thirds of the  gross foreign economic aid provided, 
even a t  times when more l i b e r a l  policies were i n  
e f fec t  governing sources of procurement. To the 
degree foreign aid funds are used d i rec t ly  f o r  
procurement of United States  goods and services, 
the economic aid program exercises no d i rec t  
influence on the U. S. balance of payments; the 
r e su l t  i s  essential ly the same as though the a id  
were provided d i rec t ly  i n  kind. Existing procure- 
ment procedures, used for  many years under economic 
assistance programs, remain important i n  order t o  
u t i l i z e  commercial channels f o r  providing goods 
and services t o  the maximum extent possible, but 
the net e f fec t  on the U. S. balance of payments 
i s  neutral.  

The economic assistance not used d i rec t ly  f o r  pur- 
chase of U.S. goods and services i s  disbursed i n  
f ive  situations. 

(a) Cash grants t o  individual recipient  countries 
where the regular procurement provisions and 
policies are impractical i f  the objectives of the 
assistance are t o  be achieved; 

(b) Cash loans t o  development banks whose methods 
of operation make procedures aimed a t  res t r ic t ing  
procurement t o  the U.S. very d i f f i cu l t ;  

(c) Voluntary contributions t o  internat ional  
organizations under economic assistance 
appropriations; 

(d) Cases in which for  special  reasons "off shore" 
procurement is  indicated as necessary; and 

(e) Payments in dollars  (where and t o  the extent 
US-use loca l  currencies cannot be used o r  are not 
available) f o r  administrative expenses, e i ther  
through purchasing foreign currencies o r  by making 
d i rec t  dol lar  payments. 

It i s  these transactions tha t  form the principal initial 
source of contribution t o  the U.S. foreign de f i c i t  
arising from disbursements out of economic assistance 
funds. For the f i r s t  four transactions, the i n i t i a l  
impact on the payments side of the ledger can be measured 
quite accurately. For administrative payments financed 
by dollars,  the disposal of the dollars  by the i r  recipients 
- including Americans stationed abroad - is  very d i f f i cu l t  
t o  know accurately. 

Even fo r  the i n i t i a l  t ransfers  of dollars t ha t  can be 
measured exactly, however, problems of interpretat ion 
arise. 

(a) Most of the l e s s  developed'countries are 
chronically short of foreign exchange and use 
whatever ava i lab i l i t ies  they have t o  finance more 
imports. When they receive dollars by one of the 
transactions s e t  out above, some of them may very 
quickly be used t o  pay f o r  additional purchases of 
U.S. goods and services. 

(b) Many U. S. goods contain an imported element, 
and the U. S. exports noted above thus are not all 
net gain. Moreover, foreign source goods procured 
under the program may also contain an element pro- 
duced i n  the United States. 

S t i l l ,  the function of economic a id  funds i n i t i a l l y  
transferred i n  cash t o  recipients of our assistance 
may in par t  be merely t o  finance U. S. exports 
indirect ly rather  than directly. 

3. A Different Perspective 

Viewed in another perspective, U.S. economic assistance 
disbursements contribute t o  the ,U. S . foreign def ic i t  
o n l y t o  the extent they resul t  in ,  or lead to,  a r i s e  
i n  dollar holdings (which may be converted in to  ,gold 
holdings) of those countries whose balance of payments 
surplus i s  the counterpart of the U. S. def ic i t .  These 
countries are vi r tua l ly  confined t o  some of the major 
industrialized nations of Western &ope and Japan. 



The econamic assistance programs of the United 
States contribute in the first instance to the 
growth in dollar holdings of these countries in 
one of two ways: 

1. by dFrect dollar transf era to residents 
of those countries in payment for offshore 
commodity purchases under econamic assistance 
programs; and, 

2. by transfers to those countries fran 
other (less developed) foreign areas which 
have initially received foreign econcanic 
assistance dollars through cash grants or 
loans, or through "off &oret! procurement 
transactions. 

The contribution of economic assistance programs to 
the U.S. balance of payments deficit is ths smaller 
than the total direct and immediate transfers of 
dollars to all foreign holders. Under the policies 
and procedure6 now in force, and to be continued for 
the time being, the first of these two sources of 
dollar "leakageB will be greatly reduced, as payments 
under previous programs and commitanents to European 
suppliers are liquidated. A tighter control over 
cash grants to individual c~untries~under present 
procedures should also reduce sanewhat the leakage 
under the second method outlined above. 

One f'urther factor must be mentioned, however - a 
consideration on which it is impossible to be precise. 
This is what is sometimes designated as the problem 
of "additi0nality.u It is possible to imagine, for 
a given aid-receiving cauntry, a situation in uhich 
the introduction of U.S. procurement restriction8 
results in all our econamic aid funds being spent for 
U.S. goods. At the same time, houever, a larger portion 
than before of the country's own resources might be 
used to buy goods elsehere, so that the total struc- 
ture of the camtry's imports d d  remain unchanged. 
In such a case, the shift in U.S. procurement policy 
w d d  not have created any additional U.S. sales; it 
w d d  merely have revised the pattern of financing. 
More U.S. exports d d  be financed through U.S. aid, 
but less would be financed by other means. On the 
other hand, there are cases in which it is believed 
the shift in procurement policy resulted in net 

added sales of U.S. goods - sometimes virtually to the 
M l  extent of the increase in U.S. purchases financed from 
aid funds. 

On the whole, therefore, the conclusion is merited that 
(1) the initial transfers of dollars to foreign holders 
is larger than the net contribution of econamic as- 
sistance to our balance of payments deficit, because 
some of the initial dollar transfers return directly 
and immediately to the United States, and (2) the effect 
of the tighter procurement policy nou in operation can 
be overestimated, but it i~ serving significantly to in- 
crease U.S. sales abroad. 

4. The Over-All Im~act 

With these factors in mid, it is estimated that initial 
direct transfers of foreign aid dollars to &. foreign 
holders (including those in the less developed coun- 
tries) will not exceed 20 percent of gross disburse- 
ments under the program now being presented. The net 
contribution of aid dollar disbursements to the growth 
in dollar (or gold) holdings of countries which now have 
balance of payments ~urpluses will be lover than this 
percentage, and may be between 10 and 15 percent of 
gross disbursements. Consequently, disbursements of 
funds under the new program are expected to contribute 
in the range of $300 million to $400 million to the 
balance of payments deficit - a significantly lower level 
than has obtained in the past several yeara. It should 
be observed that these effects fran moneys now being 
requested will occur during a period of several years 
as actual expenditures take place. Mewhile, as die- 
bursements occur against both new ard previous obliga- 
tions, the full improvement based on recent measures to 
protect otar balance of payments will be progressively 
realized. 

It is of interest also that dollar collectiona of interest 
and principal payments on old loans originating in econcmn- 
ic assistance programs contimae to flw in. Theae re- 
ceipts are now quite large and cane mainly fran European 
countries aided by the Marshall Plan. 

B. The Lower Ran- Effects 

Insofar aa the development assistance programs reach their 
objective, a major r e d t  will be the establishment of more 
viable, vigoraus and productive economies in the lees developed 
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areas of the world. Over an extended period of time, t h i s  re- 
sult  wi l l  bring about a major revision i n  the world economy. 
In both size and nature, markets and sources of supply for  the 
free world's international trade wi l l  be altered i n  a funda- 
mental way. The para l le l  challenge of larger markets and 
sherper competition vill ar ise  i n  the l e s s  developed world as 
the l e s s  developed countries successively reach the stage of 
sustained economio growth. 

As this occurs, problems of adjustment wi l l  occur fo r  some 
industrial  sectors or geographic regions i n  our own economy. 
By the same token, opportunities for  more vigorous growth and 
higher level  ac t iv i ty  wi l l  be presented t o  other domestic 
sectors and regions which can take advantage of the larger ax- 
port markets made available. This l a t t e r  factor i s  i l lus t ra t -  
ed by the data in the f i r s t  of the following tables, showing 
much higher U.S. exports t o  highly developed than t o  l e s s  
developed countries. There wi l l  thus be presented the famil- 
iar problem of adjustment t o  changing economic conditions in 
a time of dynamic evolution which has been a characteristic 
of the U.S. economy, i n  response t o  domestic developments, 
through i t s  recent history, Adjustment t o  sh i f t s  stemming 
f r o m  abroad i s  fundamentally no different f r o m  adjustment t o  
the domestic changes that  have become an integral part  of our 
system. I f  our domestic economy i s  vigorous, healthy and ade- 
quately expanding, the problems of adjustment can be met with 
confidence and ~moothly. 

C. Historical Information Concerning the Impact of Economic 
Assistance Promams on the United States Economg 

This section presents historical  information on the effects  of 
economic assistance programs on the United States economy. The 
f i r s t  portion includes s ix  Tables bearing on the ICA program up 
to  the end of December 1960. The second portion comprises rele- 
vant textual and tabular information on the impact of operations 
of the Development Loan Fund t o  the end of February 1961. 

In  both instances, it shuuld be remembered that actual expendi- 
tures for  economic assistance ac t iv i t i e s  typically take place a 
considerable time a f t e r  the corresponding obligations are incur- 
red. Consequently, the new limitations designed t o  r e s t r i c t  
procurement t o  the United States, which were placed i n  effect 
for the DLF i n  October 1959 and for I C A  i n  December 1960, are 
not reflected in the I C A  data through December 1960 and are only 
beginning to  be reflected for  DLF. These new policies w i l l  be 
reflected in  expenditures that wi l l  occur during the coming two 
years. 



1. Impact of ICA Program through December 1960 
Table 1 - 

INTENSITY OF U.S. TRADE FELATIONS IN 1960 
AS MEASURED BY 

U.S. EXPORTS FZR CAPITA OF THE COUNTRY OF DESTINATION 

HIGHLY llElELOPED COUNTRlES 

Canada 
Netherlands 
U.K. 
Germany (incl. Saar) 
Japan 
Belgium-Luxembourg 

I;ESS IIEVEIX)PED COUNTRIES 

Iran 
Egypt 
Indonesia 
Pakistan 
India 

Thailand 
Burma 
Ceylon 
Ethiopia 
Ghana 

U.S. 
Exports 
1960 

/$ Millions) 

$ 3,698.5 
711.1 

1,406.9 
1,067.0 
1,328.4 
435.4 

117.4 
150.4 
83.2 
168.6 
639.7 

61.6 
8.3 
14.3 
7.3 
17.0 

U.S. Exports 
Per Capita of 
Country of 
Destination 
(Dollars) 

Table 2 

TREND OF ICA c-TY PKOC-T 
APRIL 30, 1948 - DECNBEEi 31, 1960 

(Millions of Dollare) 

Total all Progl.ams 
Total lkpend. Percent 

Cammodity in in 
Fiscal Years Exuendituree U. S, U.S. 

Cumulative to 
December 31 , 1960 # 20,013 $13,072 65.3 

Note: The data are for ICA comodity procurement only, and do 
not include procurement fram DLF or other funds 



TOT&, ALL COMMDDITIES 

Total, Principal  Commodities 

Machinery & Equipment 
Cotton 
Iron & Stee l  
Petroleum 
Fabricated Basic Texti les  
Bread Grains 
Chemicals 
Fe r t i l i z e r s  
Motor Vehicles 
s'%ar 
Coal 
A i r  & Rail Transportation 

Equipment 
Total Principal  Cammodities 
B c l .  Bread Grains & Cotton 

Table 3 

I C A  COMMODITY EXPENDITURES 
TOTAL AND PRINCIPAL COMMODITIES, BY FISCAL PEgR 

ICA Cammodity Expenditures Percent of Total Procured i n  U.S. 
(Millions of Dollars) 

19L9- 19L9- 



Table 4 

PRINCIPAL COMMODITIES PROCURED OFFSWOAE 
UNDER ICA PROGUMS 

(Millions of Dollars) 

FP 1956 FP 1957 FP 1958 FY 1959 Fp 

Total All Offahore Procurement 

Total, Principal Offshore Commodities 

Iron and Steel Mill Products 
Machinery and Equipment 
Petroleum and Products 
Fabricated Basic Textiles 
Chemicals and Related Products 
Fertilizer 
Sugar and Related Products 
Motor Vehicles, Engines and Parts 
Non-Ferrous Metals 
Cement and Other Non-Metallic Minerals 
Pulp and Paper 
Lumber and Maxufactures 



Table 5 

Grand t o t a l  - 
All Countries 

Total - 
Pr inc ipa l  
Countries 

Korea 
Vietnam 
Turkey 
Pakistan 
Thailand 
India  
Spain 
China ( ~ a i u a n )  
Cambodia 
Iran 

PRINCIPAL PROGRAM COUNTRIES 
r n T H  

SUBSTANTIAL, OFFSHORE PROCUREMENT ZXPlWDITUFLES 
UNIIW ICA PROGKAMS 

(expenditures i n  mil l ions of dol lars)  

F i sca l  Years 

( 1 s t  half) 
Total O f f -  Total O f f -  Total O f f -  Total O f f -  Total Off- Total O f f -  
Cammod- Shore Commod- Shore Cammod- Shore Commod- Shore Commod- Shore Cammod- Shore 
i t i e s  i t i e s  i t i e s  i t i e s  i t i e s  i t i e s  



I C A  Ocean ShippFnB: Policy and Freight Coste 

Legislation governing the programs of ICA and its 
predecessors has fo r  many years required that a t  
l e a s t  50 percent of the gross tonnage of goods f i -  
nanced by the a id  program be shipped on U.S. f l ag  
vessels. I n  January 1961, this policy was further  
tightened by administrative action t o  implement in- 
s truct ions t o  reduce the ef fec t  of the a id  program 
on the U.S. payments position. The new act ion pro- 
vides that: 

1. The ocean shipping costs of a l l  item8 
procured from Mutual Security funds u i U  be 
e l ig ib le  for  ICA financing only i f  transported 
on U.S. f l ag  vessels,  except where foreign 
vessels e re  required t o  assure timely delivery 
of the goods and provided such exceptions have 
prior  approval f r o m  Washington. 

2. Under existing leg is la t ion ,  a t  l e a s t  
50 percent o f ,  the  tonnage of goods financed by 
ICA w i l l  s t i l l  have t o  be shipped on U.S. f lag  
vessels. 

3, Thus, aid receiving countries can continue 
t o  ship up t o  50 percent of t he  gross tonnage 
of aid-financed goods on non4.S. ships, but 
(other than under the exception noted above) ICA 
no longer w i l l  provide financing fo r  the n0n-U.S. 
f l a g  shipping so used. Thus, aid receiving coun- 
t r i e s  must now use the i r  own resources t o  meet 
such coats of non-U.S.  flag shipping. 

The following table summarizes ocean shipping ex- 
penditures of I C I ;  

Table 6 

Summary of ICA Freight Account 
April 1948 through June 1960 

(millions of dollars) 

April 19.48 through Fisca l  Year - 
June 1959 1960 

Freight FOB/FAS U.S. Foreim U.S. Foreign - 
~ a a i s  

- 
Flag Flag Total Flag Flag Total 
Pay- Pay- Pay- Pay- Pay- Pay- 
ments ments ments ments ments ments 

Near East & South 
Asia 59 49 108 6 12 18 

Latin America 9 5 14 1 3 4 

Inactive Closed 
Accounts 18 - 18 - - - 

Total Dollar 
Preight 
Cost *1,171 490 1,661 45 39 84 

Note: These f igures represent payments from ocean f re ight  i n  dol- 
lars by ICA. However, a large proportion of ICA-financed 
ccmodit ies  shipped on foreign f l ag  vessels were carried 
a t  no cost t o  the program since ICA Regulations prohibit 
the payment of f re ight  for  shipments on a foreign f l a g  
vessel going t o  i ts o m  country. 



2. Impact of Develomnent Loan Fund Operations through 
February 1961 

a. Source of Procurement 

I n  October of 1959, the DLF launched a new policy of 
placing primary emphasis on the procurement of United 
States  goods and services under i t s  loans. Prior  t o  
this date, so l ic i ta t ion  of quotations throughout the 
f r ee  world was permitted for  equipment being financed by 
DLF loans. An analysis of disbursements under these 
ea r l i e r  loans, conducted i n  mid-1960, indicated that 
.Q percent of the goods and services were being procured 
i n  the U.S., despite the allowance of global procurement. 
Since placing primary emphasis on the purchase of U.S. 
goods and services, the Fund has made loans and commit- 
ments to ta l ing  $1032.3 million through February, 1961. 
O f  t h i s  amount, $149.0 million w i l l  be used t o  finance 
loca l  costs  within the foreign countries, and $70.4 m i l -  
l i on  has been made available t o  development lending ins t i -  
tut ions fo r  reloaning i n  much smaller amounts. Here, 
since only the larger  sub-loans require U.S. procurement, 
the percentage of purchases tha t  w i l l  be from the U.S. i s  
indeterminable. Of the remaining $812.9 million i n  loans 
and commitments which w i l l  be f o r  foreign exchange costs, 
it i s  estimated that 86.2 percent w i l l  be used fo r  pro- 
curement of U.S. goods and services a s  indicated i n  the 
following table: 

DEVELOPMENT LOAN FUND 

ESTIMATED PROCURFMENT I N  UNITED STATFS 
FROM LOANS ANI) COMMIRlENTS 

oct. 20, 1959 t o  Feb. 
( i n  millions of U.S. 

Total 
Amount 

A. Loans and C d t m e n t s  
fo r  Foreim Exchawe 
Costs - 
1. Entirely for  foreign 

exchange costs.... $ 707.4 

2. Foreign exchange 
costs  i n  portions 
of other loans & 
allocations.. . . . . . 105.5 

~ o t a l . .  . . . . . . . . . . 8 812.9 

B. Other Loans and Commit- 
ments 

1, For development 
banks 70.4 

2. For l oca l  costs  149.0 

28, 1961 
dollars) 

Estimated 
Amount For 
U.S. 
Procurement 

637.3 

63.5 - 
700.8 

Percent 
Estimated 
U.S. 
Procurement 

Total Losns & 
Allocations 



O f  the great ly reduced amount of offshore procurement t o  
be undertaken under loans executgd since the change of 
emphasis toward U.S. procurement, much was necessitated 
during the period of t ransi t ion t o  the new policy because 
proprietory procurement from other countries was involved 
i n  many of the projects, cost ly planning was already well 
along based on th i rd  country equipment, and, i n  sane 
cases, tenders were already issued on a global basis. 
These t rans i t ional  factors  have now largely disappeared. 

b. Procurement Procedures 

With large developmental projects, such as  those financed 
by the DLF, a considerable period generally elapses be- 
tween the time the project i s  approved and the time orders 
t o  be financed by the loan are actually placed. a f t e r  the 
loan is approved the borrower normally must prepare de- 
t a i l ed  specifications and issue tenders f o r  equipment and 
materials needed on the project. In  many cases engineer- 
ing  services must also be procured. The DLF a t  this time 
takes steps t o  insure that U.S. business a t  large i s  pr* 
vided with information and opportunity t o  make a quota- 
t i on  on any procurement financed by DLF. Prior t o  the 
placement of orders, DLF obtains a deecription of the 
goods t o  be purchased and the manner of submitting quota- 
t ions  t o  the purchaser, allowing sufficient time fo r  po- 
t e n t i a l  U.S. suppliers t o  obtain additional information 
from the purchaser and offer a quotation. T h i s  informa- 
t i on  i s  then disseminated t o  American suppliers through 
Department of Commerce publications. The DLF requires 
tha t  the price paid fo r  goods and services "should nor- 
mally approximate the lowest competitive price fo r  the 
e l ig ib le  items procured, quality, time and cost of de- 
livery, a d  other factors  con~ ide red .~  

c. Policies fo r  Considering Effects on U.S. Econcrmg 

DLF policies are based on i t s  legislation. Paragraph (b) 
of Section 202 of the Mutual Security Act, which se t s  
fo r th  the DLJ?'s general authority, reads in par t  as fol- 
lows: 

"The Fund is hereby authorized to  make loans, 
credits ,  or guarantees, ....... to or with 
such nations, organizations, persons or  other 
en t i t i e s ,  and on such terms and conditions, 
as it may determine, taking in to  account (1) 
whether financing could be obtained in whole 

or in part  from other f r ee  world sources on 
reasonable terms, (2) the economic and tech- 
n ica l  soundness of the ac t iv i ty  t o  be financed, 
(3 )  whether the ac t iv i ty  i s  reasonable promise. 
of contributing t o  the developent of economic 
resources of f ree  economic ins t i tu t ions  or  to  
the increase of productive capacities in fur- 
therance of the purposes of this t i t l e ,  and ( 4 )  
the possible adverse ef fec ts  upon the economy 
of the United States with special reference 
t o  areas of substantial labor surplus, of the 
ac t iv i ty  and the financing operation or  trans- 
action in~olved..........~ 

In implementing this l a s t  requirement, the DLF examines 
such factors  aa the types of equipment t o  be procured under 
the loan, and whether the anticipated output of the project 
w i l l  be exported in competition with U.S. exports. Where 
a possible adverse impact i s  foreseen, the DLF s t a f f  con- 
d t s  with other interested U.S. agencies such as  Agricul- 
ture, Treasury, Commerce, State, ICA, and the Department of 
the Interior. Each recommendation presented t o  the Board 
of Directors of the DLF includes a section indicating the 
impact of the proposed loan on the U.S. economy. The Board 
i t s e l f  considers this question, and i f  the loan i s  approved 
by the Board, it i s  then reviewed by the National Advisory 
Council in International Monetary and FFnancial Problemsj 
where fieasury, State, Commerce, the Federal Reserve Board, 
and the Export-Import Bank, along with such non-voting 
participants a s  Agriculture, and the Bureau of the Etudget, 
can a lso  focus on possible adverse ef fec ts  of the loan. 

The experience of DLF indicates tha t  project@ most l i ke ly  
to  have some possible adverse ef fec t  on the U.S. economy 
f a l l  within certain categories of food and agriculture and 
certain industries such a s  texti les .  In  the f i e l d  of food 
and agriculture, D U  loans have been made f o r  such projects 
as  land developent i n  Ceylon, i r r iga t ion  f a c i l i t i e s  in 
Morocco, ground water remowl i n  Pakistan, a canning and 
freezing plant in the United Arab Republic, assistance fo r  
the fishing industry i n  Taiwan, and financing a bank tha t  
wi l l  provide agricultural  c redi t  i n  Jordan. Directly or in- 
directly, most such projects w i l l  a s s i s t  the borrower in in- 
creasing output of agricultural  products needed t o  meet 
r i s ing  in ternal  demand which could not be met by imports 
because of foreign exchange stringencies. A s  such, they 
contribute t o  the growth of the country's economy without 
adversely affecting ours. Two examples of loans i n  which 



the ac t iv i ty  involved raised questions of possible 
nadverae effects" were a cotton text i le  mill  i n  Sudan, 
and the Ingalle-Taiwan Ship Building loan in Taiwan. 

In  the case of the Sudan T&ile H i l l ,  the LILF, in 
evaluating the project, carefully examined whether it 
might lead t o  a loss  of markets for  U.S. products or 
create additional competition for  U.S. business in third 
areas. It was found that  this project (a) would not 
reduce imports from the United States since Sudan was 
not an importer of t ex t i l e s  from th i s  country; and (b) 
would supply only the domestic market i n  Sudan and not 
lead t o  exports which might compete u i th  U.S. exports. 
Only a f t e r  arriving a t  these findings and f u l l  conaider- 
ation by the DLF Board, were the loam made. 

The Ingalla-Taiwan loan involved DLF financing and a 
DLF guarantee of private financing fo r  expanding ship 
building f a c i l i t i e s  in Taiwan. The DLF proceeded sdth 
this project only a f t e r  checking ui th  interested part ies 
and ascertaining that  private U.S. ship building interests 
(Shipbuilders Council of America) had no objections. 

d. ;tmpact on the U.S. Economy and Balance of Pamnentg 

The Development Loan Fund has fo r  sametime now i n  its o p e  
ations paid close attention t o  the impact on the U.S. bal- 
ance of payments. Since the change of policy t o  place prima- 
ry emphasis on the procurement of U.S. gooda and servicee, 
in October 1959, the MZ has been reducing the adverse Im- 
pact of U.S. international cayments by stipulating that  the 
proceeds of a large part of i t s  loma go dl rec t ly  t o  U.S. 
suppliers so that  U.S. equipment and services are exported. 
Thus, besides avoiding an adverse impact on payments, DLF 
activity also provides a stimulant t o  the damestic economy 
i n  supporting the production of goods for  export. Often, in 
the developing countries, where the U.S. facea competition 
fo r  goods and services from other camtr ies  and where for- 
eign exchange is  so limited, the availabil i ty of DLF fi- 
nancing resul ts  in the placing of procurement orders in the 
United States. Each time this happen$, the output of U.S. 
b u s h a s  and the opportunities for  U.S. labor are increased. 

The procurement generated by DLF act iv i ty  effects  many seg- 
ments of the U.S. economy. A typical DLF transaction in- 
volved a credit  of approxhately $1,700,000 t o  finance 
diesel e lec t r ic  locomotives f o r  Taiwan. This contract was 
l e t  t o  a major U.S. locomotive manufacturer who in turn 
spent approximately 50 percent of the dollars f o r  goods 
supplied by over 1,250 production mppliera whose plants 
are located i n  32 states. More than 65 percent of these 
supplying firms employ less  than 500 workers, and 40 per- 
cent have l e s s  than 100 employees. 
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B. Two Conditions for Self-Help 

In judging the adequacy of a country's measures t o  move i t s e l f  
along the path of ecancanic and social  modernization, two main 
factors must be kept i n  ndnd: 

Were economic assistance i s  justif ied for short-run 
p o u t i c a l  or military reasons, the standards that  can be 
set for self-help measures of an econcanic sort cannot be 
very hi*. The objectives may be t o  fuxnlsh aid i n  return 
for base rights, or t o  provide econondc support for  a 
friendly regime which it i s  judged miat not surrrive without 
it or t o  inject  resources t o  enable a Alendly cauntry t o  
support a larger military establishment than it could provide 
on i t s  own. In these circumstances, "supporting" assistance 
i s  t o  be used. It may take the form of general financing 
for  imports or of financing particular projects. But it i s  
possible that the net effect o f t h e  added resources provided 
w i l l  be merely t o  support consumption a t  a given level; there 
may be no larger use of resources for developent, as con- 
trasted t o  current, purposes than would have obtained i n  the 
absence of assistance. We should and will, even i n  these 
conditiane, seek t o  help the recipient countries move toward 
mobillzing for developuent. In sme such caees, our encour- 
aganent can be important, even decisive. In others a tradi-  
t ional  rullng group m y  res is t  the  changes needed t o  embark 
on a deve lopn t  course of t m l y  national scope. But i n  a l l  
these instances, we must recognize that  we cannot make de- 
velopnelrt programs and performance the central cr i ter ia  i n  
deterndning our econcmic assistance. 

In many other cases, the canditione requiring eupporting 
assistance w i l l  be absent. Developnent c r i t e r i a  then w i l l  
apply. And self-help toward developnent wi l l  be the majar 
factors coneidered. Wen developllent i s  the objective, 
neither we nor the aid receiving country can wish mere 
support for  an immediately higher standard of current con- 
suacptian. !hat would be an endless and expensive course for  
us and would be counter-productive for the countries receiv- 
ing our assistance. raising standards of llvlng beyond 
whet the countries themselves can now prwide, this course 
w o u l d  prcenote dependence on outside ald and would be l lkely 
t o  generate difficult ies i n  our relatianships. Our approach 
must be the  converse of this.  'Ihe net result of the added 
resources we furnish must,  as  far as we can insure it, result 

i n  an addition t o  the resources used fo r  raising productive 
power in the context of a modernizing social and pol l t ica l  
structure. 

J&cond. - We must determine the stage a t  which the country 
stands economically, socially and polltically, and evaluate 
the scale of assistance, and the time w e r  which it i s  
requested, i n  relation t o  the country's own resources. 

Any country a t  any level  of economic developnent has, or 
can quite rapidly arrange, a virtually inexhaustible capacity 
t o  absorb goods and services that  go directly and immediately 
t o  raising levels of Uving. But the ab i l l ty  t o  create 
hi@er and more efficient  productive capacity - and t o  absorb 
added resources t o  this end - i s  quite another matter and is 
much more Ilmited. It i s  t h i s  capability that  developnent 
assistance i s  aimed a t  expanding. 

For countries a t  an early stage of developnent, whose ab i l l ty  
t o  mobilize the i r  own resources t o  d e v e l o p a t  ends i s  very 
low and whose capacity t o  absorb outside aid for t h i s  purpose 
i s  also W t e d ,  no question of mry large or low-range - 
commitments of k i s & c e  arises, so long as deveiopent cr i -  
t e r i a  are applled rigorously. In these cases, aseistance must 
aim primarily t o  help i n  developing human resources and an 
insti tutional structure which wi l l  provide the basis for  moving 
over the threshold into serious developent measures. An 
occasional large project may be given aseistance on i t s  own 
merits as being clearly high prlori ty and dist inctly valuable 
even in  the absence of a full-range of coordinated measures t o  
achieve sustained growth. 

For other countries the capacity t o  absorb outside resources 
i s  both large and sustained. In these cases, our ab i l l ty  t o  
cormit large sum6 of money w e r  a period of years can play an 
important role in shaping programs, i n  making them possible, 
and i n  determining the i r  pace and direction. Wen countries 
have reached a stage of sophistication where the i r  planning, 
msnagerial and administrative capacities are hi&, our ass is t -  
ance goes directly or lndlrectly t o  support the i r  whole 
program of developnent, not merely the project w i t h  which 
assistance i s  identified. Hence in these cases we must  - as 
we have been and are i n  India - be concerned with the ade- 
quacy and direction of the i r  developnent effort  i n  the aggre- 
gate, as well as with the details  of projects. 

The standards se t  for developnent c r i t e r i a  w i l l  thus have a 
range of variation. For supporting assistance they wi l l  have 
minimum application. A t  the other extreme, they wi l l  be 



h l a e s t  for  countries w h e n  eubstantial absorptiva capacity 
for  developmclrt hae been bui l t  up and where there is reeeon 
fo r  the  United Statse to consider colllDiting large resources 
over a period of yeere. Between these uctnmas l i e  a range 
of possibil i t ies u k r e  dsvslopm=nt cr i ter ia  w i l l  apply, but 
not am brosdly or as rigorously. 

C. Mobilizing RumM Resources 

!Fhe countries which are economicdlly the least developed am 
usually the ones vi th  the greatest need t o  invest in huamm 
resources (in order t o  satis* cel-tain of the major prc- 
conditione fo r  econcmic growth). A t  the senre the, the i r  
project& cspecity to mclke international npaymnts over the 
long run is law or  obscure (and hence they need t o  receive a6 
grants mch b m l o p m e n t  assiBtaace as cun nrnr be o b t a i d ) .  

/ The important, non-econamic pre-conditions for economic ercrwl;h 
are of three gel led  k i d s :  

1. Polit ical  Stsbil i ty snd a Reliable A ~ ~ a r a t u a  of 
Covernmant 

Saificlent c i v i l  peace mrst premil In a newly deodloplng 
country to permit the setting of goale, developmant of plans 
and an orderly execution of private and public ecomonic 
enbeam. lacking a strong goverrmrtnt with capacity to ~ b l -  
l i z e  publlc support, e national econnqf KU1 enjoy limited 
production fran existing l a d  or  plant, Fram ccim?rce, from 
speculative investment. There w i l l  be a tendency for  both 
sk i l l s  and capital to seek refuge i n  other lands. The hue- 
bantling of manpower resources In the public interest, the 
constructiva inveetnrcnt of capital, and the nobillzing of a l l  
elements of orderly economLc devclapment occur only In a aon- 
text of rule under law *re both people end property are 
relatively secure. 

More than peace and internal security is required. A nuchln- 
ery of gover-nt must exist  or be uniler construction. Even 
where tb private sector plqw the larest role i n  economic 
develalpllent, there a m  d W i c u l t  tasks vhich only a central 
gwcrmmnt can perform; namely, collection of tsxes aui 
mmagment of a s d  f iecal policy; eekblishnmit of a 
central banking syatem and souad molact;arg practices; plan- 
ning financing (frepntly with imparted capital) the basic 
lnfr~18tructura laceded by the carntry if eecodLary inveetnrsnt 
is t o  follow; operation of other eeeential government ser- 
vices - education and healtb programs, agricultural ex%eosioq 

E c o ~ c  aeeietanct t o  a t ta in  the nscessar~~ levels of c i a  
ordsr, pol i t ical  leaderehip anb public admlnietration laqy be 
W e s t  in umunt but hi- productive in preparing the way 
f o r  e c o d c  growth. 

2. Adaquate EbnpoMr and Organizstiom 

Another major pre-condition fo r  national e c o d c  growth is 
hsvlng enough mrkere vbo are healthy enough, vho a m  well 
enough clothsd and housed, and uho have enough education, 
trsining adl mansgerlal adl elltnprsneurlal coqetence, t o  
make opt- productive use of the nation's avsilsble techno- 
logy and physical capital. 

In far of tha l ess  &vsloped countribs is there e shortcrgP of 
unskilled labor. In  maqy, the progress of important develop- 
nmnt projects is held up because the mapower is in thh wrong 
place, or  beceuee of dieesee ar becauee of severe shortages of 
hauelng, food or other conmmr goods and services. AltbOugh 
t h e e  are often classified as consunqrt;ion acpenbituree, th4y 
met ,  in q eituatiom, be classified a6 iwlestnrnt e x p e a -  
m e .  They makt possible through ins,ravcd hmmn capital, an 
expanding future flow of  good^ aui eervlces. 

~ u c a t i o n  and colamullcation en preenlnent examples of combined 
consumption-with-iwestmtnt activit ies.  ! b y  u n ~ s t i o n s b l y  
raie present levels of living, opening up vbole mr mrlde of 
thought, social intercourse and enjoymeut. They contribute 
very directly and important4 to economic growth. I n  nunjr 
countries, ewnomic adl social development is seriously 1iaYlt.d 
by the present l o w  levels of education and c ~ i c a t i o n .  
Frogreee is held back by wi&epredt i l l l terscy,  by a restricted 
flaw of infomation, and by lack of technical, vocationdl, 
professional and -rial training. There is thum a major 
dmlapment task fo r  thc schools and athsr educational Insti- 
tutione. There is also a major task for the extenelon ear- 
vices and other kinds of adult education, for  on-the- job 
training in idustry, governmnt and other enplaying or&- 
t iom.  n?nrtlopment assistance to ducat ion elrl e cation 
thus hae a high priority in our progrsms, eepecia;lly those to 
the leas t  advanced countries. 

Related closely t o  luvestmtnt in education and ccumunlcation 
i s  imrastmtnt i n  estsbliehlng and improving arganizatione. 

A society nuat be organized to be f'ul.ly productive. It mst 



f o r  example have such organizations a s  markets, t r anspor ta t ion  
and communication systems (not just f a c i l i t i e s )  entre-  
preneuria l  and labor  organizations, f i n a n c i a l  i n s t i t u t i o n s ,  
cooperatives, schools and un ivers i t i e s .  Only a f t e r  such 
organizations a re  operating e f f e c t i v e l y  i s  economic growth 
l i k e l y  t o  accelerate.  Thus, building and improving 
organizations i s  a l s o  an important a rea  f o r  development 
ass is tance.  

3 .  Opportunity and Social Jus t i ce  

The pre-conditions f o r  economic growth include not 
only how people a r e  governed, t h e i r  capac i t i es  f o r  work, 
and how t h e i r  a c t i v i t i e s  a r e  organized, but a l s o  what 
motivates them t o  economic action. 

Some s o c i e t i e s  can only be energized t o  economic growth 
by making fundamental psychological, s o c i a l  and 
i n s t i t u t i o n a l  changes. In others,  t h e  motive fo rces  and 
opportuni t ies  f o r  ac t ion  are  a l ready adequate. 

For example, it i s  important f o r  economic growth t h a t  
the re  be a general popular understanding of t h e  physical 
world and one's own s o c i e t y  and of de l ibe ra te ly  bringing 
about needed changes i n  both. I n  some countries,  this 
appreciat ion e x i s t s  widely. In other countr ies  the  pos i t ive  
values of t r a d i t i o n a l  outlooks and re la t ionsh ips ,  and the 
f e a r  of t h e  i n s e c u r i t i e s  impl ic i t  i n  change, may combine 
t o  bu i ld  deep-seated res is tance t o  any modernization t h a t  
is  more than superf ic ia l .  Development a c t i v i t i e s  i n  
education, communication, community development and other  
f i e l d s  can bring about a wider understanding and appreciation 
of t h e  engineering approach t o  solving economic and s o c i a l  
problems, based on s c i e n t i f i c  research and application. They 
can open up opportuni t ies  f o r  s tudy in s c i e n t i f i c  research 
and technological change. They can help t o  e s t a b l i s h  
t r a d i t i o n s  of evaluation of a c t i v i t i e s  and people on the  
basis  of objective measurements of the r e s u l t s  of de l ibe ra te  
act ions  - a bas i s  f o r  evaluation t h a t  makes a strong appeal 
t o  those concerned about s o c i a l  jus t i ce .  

Similarly,  i n  some countries adequate incent ives  t o  
a g r i c u l t u r a l  progress may already e x i s t ,  and all t h a t  l acks  
may be improved equipment and s k i l l s .  But i n  others,  t h e  
rewards f o r  greater  production a re  diver ted t o  landlord and 
moneylender. Only if these s o c i a l  conditions change w i l l  
t he  incent ives  t o  increase a g r i c u l t u r a l  production be strong. 
This may well  indicate  the  need f o r  a wide range of r u r a l  

reform, from land r e d i s t r i b u t i o n  and t i t l e  r e g i s t r a t i o n  
t o  the  establishment of c r e d i t  cooperatives. 

I n  some countries,  occupational mobili ty i s  high, 
and society  can have the benef i t  of wide choice among 
those most qua l i f i ed  t o  hold important positions.  
hrployment and promotions can then go t o  those who 
perform best, wi th  equa l i ty  of opportunity providing 
strong motivation f o r  maximum learning and performance. 
Elsewhere preference goes t o  r e l a t i v e s  and fr iends,  o r  
t o  members of o n e f s  v i l l age  o r  he red i ta ry  caste. Cer ta in  
r a c i a l  groups o r  s o c i a l  c lasses ,  o r  even woman i n  general 
f i n d  advanced education and many occupations closed t o  
them. Social  l e g i s l a t i o n  and c e r t a i n  types of develop- 
ment projects  may help bring the reforms which a r e  needed 
both t o  maximize production and t o  increase s o c i a l  jus t i ce .  

I n  some countries,  a sense of nat ional  unity, of 
agreed purposes and procedures, of l o y a l t y  t o  common 
values, has brought about a l a r g e  measure of psychological, 
s o c i a l  and p o l i t i c a l  cohesion. This i s  espec ia l ly  t r u e  
where there  i s  popular understanding of, pa r t i c ipa t ion  i n  
deciding and general agreement with, na t iona l  development 
goals and a c t i v i t i e s .  This, of course, r e l a t e s  t o  t h e  
stage of p o l i t i c a l  development of the  nat ion and t o  the  
extent  and forms of governmental respons ib i l i ty  and 
responsiveness t o  t h e  people. 

Where soc ie ty  is  fragmented along ethnic ,  l i n g u i s t i c ,  
re l igious  o r  t r i b a l  l i n e s ,  cooperation i n  important develop: 
ment e f f o r t s  is  almost impossible t o  achieve. 

Most of the  measures t h a t  need t o  be taken, and 
most of t h s  investment required, a re  b a s i c a l l y  the  
respons ib i l i ty  of t h e  government and people of the  newly 
developing country. Unless they accept u l t imate ly  the  
respons ib i l i ty  t o  take leadership and mobilize f u l l y  t h e i r  
own resources, development ass is tance from abroad may be 
l a r g e l y  s t e r i l e .  

D. Mobilizing Economic Resources 

1. Development Programming 

Once successful s t eps  a r e  taken t o  improve and 
mobilize a country 's  human resources,  the  t ask  of 
spec i f i ca l ly  organizing an intensive and continuing a t t a c k  
on the development problem can be mounted. Development 



progTammiq in the sense intended here, i s  a proceee, not 
an event. I t s  end product i s  substantial improvement i n  
the actual performance of achieving econoPdc growth, and 
o d y  incidentally the creation of documente called plans. 

J B f e c t i w  develo-t plamlzq requlres four h m c t i o ~ :  

Fl rs t  - Ihe collection of aa accurate and rel iable - 
factual  i n f o w t i o n  aa can be obtained on the pwt and 
present operation of the economy; 

& c o d  - Ihe imtgLnative analysie, end evaluation of - 
theae data, in order t o  draw conclusions and establish 
al ternati& courses of action f o r  the f'uture; 

'l!hlrd - A fonrm for consideration of alternative - 
courses of action, and a procedure by which explici t  
deciaicme are reached; 

Fourth - A mechanism fo r  executing theae decieioae, fo r  
monitoring the i r  execution, and for  feeding back Into the 
collection, an@ysis, and evaluation of the data the actual 
reaulte, a6 contracted t o  the anticipated results. 

These functions must be carried out at many l e w l a  of 
government and in a number of f ie lds  - at the national, 
pravincial and local levels; for  aggregate program and f w  
p r o m  in education, i n  particular induetrial sectors, in 
service8 euch aa traneportatlon. 

'me statement by national leaders of the country's goals, 
four or  flve or  eight yeare hence, i n  each of the f ie lds  - the 
gavernrment programs tha t  wi l l  be necessary, the expansicm of 
privete ac t iv i ty  that i s  anticipated, and the results  that 
v i l l  be obtained - i s  a necessary A.emework f o r  year-to-year 
budgeting of specific gaverment programs, but it m y  also 
e e m  a broader purpose. Ihe nation's leaders should canbine 
these sector goals in to  a statement of the nation's purposes 
and philosophy aiEd a t  capturing the public' e lmaglnation. 
In a ner and not very unlted country, the announcement and 
proeecution of a d e v e l o p n t  program may help t o  create the 
feeling that  the corntry i e  going scambere. It may draw the 
people of the towns and villages toward national unity and 
in to  the national effort.  

A govenmat c a m  decide upon i t s  t o t a l  public 
program of expenditures and act iv i t ies  without conaidering 

the necessify and desirabil i ty of speciflc projects of 
expenditures and activit iee.  On the other hand, it cannot 
decide on the desirabil i ty of speciflc proposals without 
considering how great the cost of all the proposal i s ,  and 
whether the t o t a l  progrem can be afforded. lh ia  is the 
budgeting process, which the United States Executive Bfanch 
and the Congress, aa w e l l  aa our s t a t e  and local unlts of 
gavemutent, face every year. It is even more ccauplex and 
denanding i n  newly developing countries than i n  a couutry 
l ike  the U t e d  States. 

In a country where change has i n  the paat been l i t t l e  
and slow, where resources are scarce, and where an effort  
i s  now being made t o  secure rapid change, one part of the 
change may not jibe with another. Wansportation or puwer 
m y  be inadequate; teachers may not be available t o  s taf f  
the new echoola; inadequate allowance may have been made fo r  
the increased demand fo r  imports. If a country has not yet 
developed a flexible induetrial  syatem and a large reserve 
of hmnm aldlla, the need t o  flt together the measures for  
change i s  urgent and complex. 

If developuent progrannnlng i s  t o  be carried out 
effectively, there muat be ~ ~ ~ c h l n e r y  and procedure tha t  
make possible many evaluations and comparisons. 

a. It must be determined whether each proposed govern- 
mental project i s  capable of being operated a f t e r  it i s  
constmcted. There must be a reasonable expectation that  
the M i c a 1  resources wi l l  be available and tha t  the 
manpower can be obtained or trained. Allowance must be 
msde for  the fact tha t  many other goverrrmental projects are 
undoubtedly going t o  be attempted a t  the same time and tha t  
prlvate ac t iv i ty  wi l l  compete for the same sk i l l s  and 
resources needed fo r  the public sect*. 

b. EBch part of the program must take account of the 
complementary projects it w i l l  require. I f  a factory i s  
buil t ,  the need for  new roads or expansion of existing 
roads and an adequste supply of r a w  materials i s  obvious. 
It i s  more diff icult  t o  ensure tha t  f a c i l i t i e s  are started 
in time, end that  long last ing fac i l i t ies ,  such as pawer, and 
water are developed i n  the l ight  of conditions f a r  enough i n  
advance so that  it wi l l  not be necessary t o  rebuild or  expand 
t h e m  a t  unnecessary cost soon af ter  they are ccnnpleted. 

c. The separate parts o f t h e  developuent program must, 
together, embody the beat use of the resources available fo r  
developuent purposes. k s s  imprtant  projects should not be 



included while more importent ones are amitted for lack of 
funds, or lack of foreign exchange, or lack of a sufficient 
number of trsined men t o  do them a l l .  

mese t h e  considerations require efficient government- 
wide budgeting. Canparisone must he made for  both developnent 
expenditures and current expenditures, so that, for example, 
road projects are apprsised relat ive t o  dams or  agricultural 
developnent projects, and one ministry1 s t o t a l  budget i s  
revised relative t o  enother ministry's. 

3. A Balancing Process 

Total developnent expenditures (pubUc and private) 
should be as great as the country cen carry out and can a 
afford. Governmental developmental expenditures should not 
be so great that  more useful end desirable private investment 
expenditures are excluded for lack of flnances or  foreign 
exchange or of physical resources or msnpawer. On the other 
hand, the desire t o  leave room for private investment should 
not be carried t o  the point where more important public 
d e v e l o p n t a l  expenditures are neglected. 

4. A Continuing Process 

I/ No developnent p r o m  can be pLanaed i n  i t s  
details  for five years i n  advance. Forelgu exchange 
receipts may lag, requiring adjustment of foreign purchases. 
New foreign a ld  may becane available. Even i s  such changes 
do not occur, diff icult ies i n  the physi-1 execution of the 
program wi l l  arise. 

J m e  heart of d e v e l o m t  ulannixw i s  the annual m- 
paratian of a gmramental budset and accam~~~gyinu measures 
M c h  take into account what was accCrrnDUshed l a s t  year, 
what fai led of ccmroletion and what can or must be done 
t h i s  year iniorder that  somethim else shall nut be delayed 
next ye ar or t hre e years hence: what were the reasons for 

eauate -ce in s o l p e t  war 
mas be remedied. 

This entire set  of procedures i s  what i s  meant by 
developnent progranaPing. 

Whether or nut a camprehensive national developwxt 
program i s  in force or i n  process of establishment, a 

wide range of governmental actions and pollcies affect the 
use of national resources for  d e v e l o p n t  purposes. The 
effectiveness with which decisions on these matters are 
made i s  an Important factor i n  self-help. 

Some order of pr ior i t ies  wi l l  be needed t o  insure 
that  f i r s t  things are done f l r s t .  It i s  not unusual t o  v 
find that the supply of e lect r ic  power has not kept pace 
with the growth of industrial  requirements or that  
plants are working b e l w  capacity because the country 
cannut afford t o  import raw materials. In a period 
of dymmlc growth, such bottlenecks can he avoided only 
by looking several years ahead. This may be i l lustrated 
by the fai lure t o  s t a r t  a new s teel  plant during India's 
Mrst  Five-Year Plan. Although t o t a l  output rose a 
respectable 18$ (owing largely t o  good crops from favorable 
monsoons), the fai lure t o  s t a r t  a new s teel  m i l l  during the 
First PLan has held back the ra te  of growth during the 
Second Plan, because so much s teel  had t o  be imported. 
me  resulting acute shortage of foreign exchange has meant 
that sane industries had t o  operate b e l w  capacity for 
want of r a w  materials. 

J E. Obstacles t o  EPfective Development Progr81111Pin& 
and Execution 

Among the principal obstacles are the following: 

Inertia. For example, a Finance Ministry a* - 
whose central function during a colonial period was t o  
prewnt wastein deta l l  - t o  insure that three desks 
were not purchased, when two would do - w i l l  not 
rapidly ehift i t s  focus t o  complex dynsmic problems 
of use of the nation's hlrmsn and econamlc resources. 

b. Cling- t o  old prerogatives. A Mnance 
Mnistry which i t s e l f  Is not adapted t o  long-range develop- 
ment wi l l  nevertheless resent knd hinder the interference of 
any other agency in the budgeting process. So also wi l l  
other ministries, which have beccaae accustcmaed t o  deciding 
on the  project^ they wl l l  advocate, and csrrylng the i r  
request directly t o  the parliament or the prime ndnister, 
jwt BB the M u l o w  departments of the United States Govern- 
ment carried them directly t o  the Congress unt i l  the 1920's. 

c. =reme reluctance t o  yield or share authority. 
Authorityhas a significance i n  underdeveloped countries 
quite different from that  which it has i n  the M t e d  States. 



For a minister to  share h i s  authority with a cent ra l  
budgeting agency may const i tute  a ref lect ion on h i s  personal 
integri ty.  For someone e l s e  t o  check on whether a project  
f o r  which an agency head i s  responsible i s  being carr ied 
out on schedule maybe an equally great  ref lect ion on him. 
&en f o r  an o f f i c i a l  to admit t h a t  he is not competent to 
decide on a question without obtaining andlysis and advice 
from h i s  subordinates i s  often d i f f i cu l t .  Consequently 
the establishment of the most effect ive development machinery 
meets with emotional resis tances t h a t  we do not f u l l y  real ize.  

We should be mindful of our d i f f i cu l t i e s  when our Federal 
government operated from 1789 u n t i l  the 1920's without a 
cent ra l  budgeting procedure. We need not be surprised i f  
the economically underdeveloped countries have not devised 
the necessary machinery in a decade or  so, i n  view of our 
i n e r t i a  which persis ted f o r  a century and a third. 

F. From Aid to Trade in Economic Development 

Beyond the f a c t  t ha t  underdeveloped countries do not 
save enough t o  finance the f i r s t  s teps of their  development, 
they do not export enough t o  pay f o r  the imports of equip- 
ment and materials t ha t  a re  required f o r  growth. Bnd since 
these inports  cannot be produced a t  home, the i n i t i a l  
expansion of output is  almost cer ta in  t o  increase imports more 
rapidly than output. Unless t h i s  i s  anticipated the r e s u l t  
is a l l  too famil iar  - a balance of payments c r i s i s .  

The foreign exchange problem wiU be more t ractable,  
i f  a country can enlarge the world market fo r  the products it 
already produces, f o r  it i s  usually quicker and cheaper t o  
expand old industr ies  than to create  new ones. But the 
problem of supporting in te rna l  gorwth by means of external 
trade i s  a c r i t i c a l  one f o r  underdeveloped countries. Even 
a f t e r  the growth process i s  well begun so that  ex t ra  output 
can be spared from consumption, world markets w i l l  simply 
not  absorb a very much la rger  volume of the t rad i t iona l  
exports which underdeveloped countries aLready produce. 

I n  tryina to e x w r t  more of the same thines underdevelowd 
countries face  two major obstacles which are  larnelv beyond 
the i r  control: 

a. Expansion of such trade depends on the willingness 
of the developed countries t o  accept a greater volume of the 
type of imports ( for  example, t e x t i l e s  and non-ferrous metal) 
t h a t  underdeveloped countries already supply. 

b. A second constraint  is imposed by the f a c t  tha t ,  even 
with no new re s t r i c t i on  on trade, world demand fo r  agr icu l tura l  
products and other primary conrmodities grows much l e s s  rapidly 
than the import requirements of the developing country. 

Except f o r  a few items, l i k e  petroleum and some non- 
ferrous metals, the developing countries cannot possibly 
earn enough t o  finance t h e i r  imports of equipment and 
materials by offering a l a rge r  supply of t h e i r  t rad i t iona l  
exports on the world market. T h i s  i s  because the world 
price i s  depressed ra ther  quickly when much l a rge r  , 
supplies of tea,  jute, rubber and t i n  f o r  example, are  
pressed on the market. I f  ex t ra  supplies are  thrown on 
the market f o r  what they bring, the addit ional  earnings may 
not j u s t i fy  the cost. While a single country may capture 
a l a rge r  share of exist ing markets, the t o t a l  world market 
f o r  the t rad i t iona l  exports of developing countries i s  
too narrow t o  allow them t o  support in te rna l  growth by 
external  trade. 

Unless a country ~ l a n s  its investment propram with a , ~  
eve on its fu ture  im~ort reauirenents. it is verv l i k e l g  / 
t o  face a mountina foreinn trade def ic i t .  New projects  
requiring imported materials  only make a bad s i tua t ion  
worse. Diversification i n t o  new industr ies  i s  usually the 
key t o  both export expansion and the reduction of import 
requirements. While t h i s  i s  no excuse f o r  allouing 
t r a d i t i o d  exports t o  stagnate, the s trategy of economic 
developent  must of ten embrace infant  industries.  Since 
the object is not self-sufficiency, new export-producing 
industr ies  serve the same purpose a s  those which save 
imports . 

The venture in to  d ivers i f ica t ion  wiU have i ts  own 
burden, -- the production costs of new industr ies  w i l l  
generally be higher than the pr ice  of imports f o r  a t  
l e a s t  a few years. This comparison between estimated 
domestic costs  and the price of imports may be of some 
help in deciding which new industr ies  should be given 
priori ty.  The country's endowment i n  natural  and human 
resources, i ts readiness f o r  new technique and in- 
novation and the s ize of i ts  domestic markets, wiU help 
determine which industr ies  should be undertaken f i r s t .  

The consequences of t a r i f f  protection can be moderated 
by recognizing the implication of high cost  industr ies  
f o r  export policy. I f  a country uses i t s  resources f o r  



high-cost production to save inports,  it can afford t o  take 
lower prices f o r  exports in exchange f o r  inports.  Once a 
country i s  protectFng high-cost infant industries, the t e s t  
of how much it should export i s  not the price of inports,  but 
the domestic cost of import substitutes. Economic development 
policy, therefore, should not sanction high-cost Industries t o  
save inports without promoting exports a t  the same time. 

G. Exchange Rats Policy 

While it i s  recognized tha t  underdeveloped countries 
need outside assistance, pers i s ten t  balance of payments 
problems can usually be relieved by adjusting the exchange 
r a t e  and controlling inflat ion.  Unrealistic exchange ra tes  
have three cost ly consequences: exports are neglected; 
imports are underpriced; and favoritism flourishes because 
private t raders  receive w i n d f a l l  gains. 

a. Htmenr e f f i c i en t  its own production may be, a 
country cannot s e l l  its exports If they are ovarpriced be- 
cause of an unrea l i s t ic  exchange rate. Adjusting the r a t e  
provides the same spur t o  exports a s  a subsidy, but  on a 
broader and more permanent baais .  

b. An unrea l i s t ic  exchange r a t e  underprices imports 
compared with domestic costs.  This discourages infant  in- 
dustr ies  because of low import costs  with the r e su l t  that 
inport  demand greatly exceeds export supply. To cope with 
the shortage of foreign exchange, inports  are licensed and 
government off icials  are i n  the posi t ion of handing out 
favors t o  the l u c e  few who are privileged t o  buy in the 
cheap foreign market. Picking and choosing among traders, 
denying a l icense t o  one and granting a valuable favor t o  
another i s  one of the most dFfficul t  administrative tasks in 
the world. 

c. Those who obtaFn a l icense receive a windfall 
p ro f i t  which should go t o  the government. Almost inevitably 
the system discriminates against small enterprise which i s  
forced t o  the black market f o r  imports of raw materials and 
spare parts .  

H. Regional Trade 

A large countrg (India, fo r  example) can jus t i fy  
diversif icat ion f o r  home market use that small countries can- 
not afford. A single plant  of the  scale required t o  produce 
competitively in many branches of metallurgy, engineering 

and chemicals i s  beyond the needs of a small country, and it 
i s  unlikely t o  be able t o  export a t  competitive prices. 
It i s  possible t h a t  the problem can be resolved if a group 
of countries organize a Free Trade Area or Customs Union. 
Diversification t o  serve a wider market can overcome the 
excessive cost of small plants  while avoiding a threa t  of 
disasterous price reductions from pushing t rad i t ional  
exports too f a r  in ine l a s t i c  world markets. 

The problem of regionalism i s  t ha t  the importing 
country will often have t o  pay prices f o r  partner exports 
t ha t  a re  higher than competitive world prices. It i s  worth- 
while t o  buy imports on l e s s  favorable terms only Ff a country 
can, also, export t o  the regional market on more favorable 
terms. But t h i s  i s  a provisional answer which ju s t i f i e s  
the venture only Ff, a s  experience i s  gained, the costs  of 
infant  industries can be brought down. I f  regional trade 
blocs become a monopolistic device f o r  protecting each 
country's high cost industry, the ecanomic development of 
the reglon will suffer.  

I. The R a t e  of Savings J 

A country receiving aid must be prepared to take 
steps which will insure not only tha t  i t s  own resources are 
used fully, but also t h a t  the process of growth becomes 
self-sustaining without continued dependence on assistance. 
A small increase in per capita consumption serves t o  e n l i s t  
the mass of people in the task of modedzat ion  both by 
providing incentives and improving the physical strength 
of those who formerly l ived on the margin of starvation. 
But the extra incomes generated by new investments of a l l  
types also provide an opportunity t o  increase the nat ion 's  
savlngs. Price policies  and t ax  measures t o  secure extra 
savlngs from higher incomes are  one major t e s t  of a success- 
ful development e f for t .  

Modernization of an underdevelooed countrv i s  

economic development, it i s  essential  t o  avoid inf ia t ion  and 
i s  a measure of the self-help required t o  make effect ive 
use of foreign assistance. 

Since foreign capi ta l  w i l l  provide only a minor par t  
of the to t a l  investment t h a t  i s  required f o r  successful 
development, growth can become self-sustaining only a s  the 



develophg country devotes a la rger  proportion of i t s  own 
income t o  investment. 

1. Sources of National Savlngs 

There are several sources 
investment r 

1 )  Savings from personal 

2) Revemre from taxee. 

3) Undistributed p ro f i t s  
enterprise 

of M s  f o r  

income. 

of private 

4) Earnings from public sector investments. 

The greater the volume of volunteuy eavinge, the 
lese will be the need f o r  tame.  Smal l  saving8 need t o  be 
encauraged and mobilized fo r  demlopnent purpoeee. In  poor 
countries the income t ax  r a re ly  yields enough revenue. 
Consequently, excise taxes are often a useful means of 
restraiuing consumption and achieving a more productive use 
of l b i t e d  capital.  

2. Prof i t s  a s  Savings 

There are many p i t f a l l s  in the way of providing 
savings which are adequate t o  sustain development d t h o u t  
continued dependence on foreign assistance. One of the most 
common is the temptation f o r  governments t o  control prices. 
Price control often suppresses p ro f i t s  and has a perverse 
e f fec t  on both revenue and business savings. 

Financing economic development w i l l  be a good deal  
easier  if it i s  recogxized tha t  p ro f i t s  are an inportant 
source of %he surpluses needed t o  sustain development - and 
this applies equally t o  the public and private sectors. 

Higher corporate prof i te  increase revenue in three 
w e :  f i r s t ,  f r an  the d i rec t  tax on corporate profi te;  
eecond, f r a t h e  d i rec t  tax on dividends distributed t o  
ehareholdere; and, th i rd ,  frorm the excise on consurer 
expenditures. In addition, p r o f i t s  are a source of personal 
eavFngs by shareholders and business savings tha t  are plowed 
back in to  investment. When the public revenue and private 
savings out of p ro f i t s  are summed up, it will be found t h a t  
the consumption component of p r o f i t s  can be held to  quite  

mbor proportions. 

3. Operating Public Enterprieee 

I f  private i m e t o r e  can be a t t rac ted  t o  the 
pr ior i ty  induetriee, the great  bulk of prof i te  can be eavsd 
e i the r  i n  the  form of gavernmant rem~nre o r  private savinge. 
By conpaxieon, large plb l ic  eector i w e e t ~ n t e  tha t  do not 
produce comparable eurplueee c lear ly  cannot prwldc the asma 
kind of help for  euetained devalopnent . 

Public sector investment may be undertaken fo r  a 
variety of reasons.. For example, private capital  may be un- 
willing t o  i nme t  i t e  limited eavinge i n  project8 requiring 
eevaral yeare t o  complete, sad sametlnee offering uncertain 
bueineee proepecte a f t e r  tha t .  It ha8 been found tha t  p lb l ic  
sector investment often stFrrmlates a private investment 
boom. WithFn l imi ts ,  the one complements the other. But 
public investments i n  productive enterprises will serve the 
economy l e s s  sa t i s fac tor i ly  than private enterprise unless 
prices are se t  t o  cover f u l l  costs and produce comparable 
surpluses. Public enterprise, f o r  example, should repay the 
capi ta l  ( i n  loca l  currency) it uses a t  the business r a t e  of 
i n t e re s t  rather  than the subsidized r a t e  on government loans. 

It is a l so  indispensable that public corporations 
ehauld s e t  up proper accounting procedures and publish 
current reports which show t h e i r  cost8 and earnings i n  a 
form that can be understood. And they can scarcely be 
expected t o  follow price pol ic ies  consistent with the 
d ic ta tes  of economic development, unless they are given 
clear  and complete Instruct ion on price policy. 

J. Price Policy and Misuse of Resources 

Prices a f fec t  not only the r a t e  of savings, but 
also the use of resources. Underpricing of essential  items, 
such as coal, s t ee l  and e l ec t r i c  power, e i ther  by public 
enterprise or by price controls, leads t o  the misuse of 
resources. By making production of essentials  l e s s  profi ta-  
b le  than production of non-essentials, resources are diverted 
away from those sectors of the economy where extra production 
i s  most needed. As a r e su l t  of i t s  own policy, the govern- 
ment my be pushed in to  allocations and d i rec t  control of 
supplies which are d i f f i c u l t  t o  manage a s  w e l l  as  they 
would be regulated by the market. 

Moreover, it should not be supposed tha t  a 



government can determine what the allocations should be 
unless it has a realistic set of prices. In such basic 
issues as the choice of techniques, alternative sources of 
power and substitute materials, there is sinply no basis for 
h o w  which alternative is cheaper, unless prices measure 
the cost of scarce resources. 

dK. Small hterprise 

Encowqemnt of smsll enterprise is worthvfiila 
first, because it is one important way to develop a country's 
resources more effectively; second, because it is essential 
to develop an entrepreneurial middle clam in samb countries; 
and, third, b e w e  it can help to restrain the monopoly 
power of a family or political dynastiee. 

Small enterprise serves as a seedbed for 
larger and more efficient firms and a source of future 
business leaders. 

A country can raise its consumption by cottage- 
type industries that specialize and increase trade within local 
regions. This can be a force in breaking down ancient 
traditions which discourage work and maintain status. Local 
industries help to modernize the rural sector by substituting 
monetary transactions for barter. 

Iacal industry elicits savlnge that would not be 
avsilable to the organized eectors of modern Industry in more 
distant centers and by m&ing greater use of local msterials 
and facilities. It helps to avoid overcrowding of large 
urban centers, and thua can save investment in transport and 
other facilities. 

Some types of modern industry require large- 
scale operations to avoid excessively high costs. But even 
in these cases, a policy of sub-contracting to small enterprise 
may often save the and money. 

One useful step to encourage small enterprise is 
to make raw materials, including imports, available at market 
prices. Small enterprise is likely to suffer unfairly from 
allocations and import licensing either because it is crowded 
away by big producers or cannot afford the %ontactsU with the 
W s t r y  in charge. 

An underdeveloped country can scarcely afford, 
however, to subsidize small firms, if they use more capital 

than large-scale industry to produce the sems volume of out- 
put. Confusion on this score has arisen because it is ueudUy 
true that smnll firme employ more labor than large firme to 
accomplish the sams obJective. The serious error lie8 in the 
inference that a firm & use less capital because it uses 
more labor. It has been established for a number of modern 
industries that, by comparieon with large enterprise, smsll 
firme use more capital as well aa more labor per unit of 
output. 

L. The Broader Problem of Elastic Supplies 

Underdeveloped countries need a great many thFngs J 

besides capital. These include all the things which cause 
change to spread throughout the econow. More foreign aid, 
by itself, does not suffice. It can be counter-productive. 
In a developed country, expansion of one Industry, auto- 
matically stimulates expansion of others to supply raw 
msterials and spare parte. A new demand for mschinsry brlngs 
forth extra supplies of coal, steel, electric power and 
trarisport. Denrar-d for automobiles stpulates production of 
textiles, rubber, carbon black and peoline. In a less- 
develped country there is a pronounced tendency for imports 
to rise rather than for the process of Industrial diversi- 
ficationto feed on Indigenous supplies. Establishment of 
new industries has still broader objectives - namely, to 
create an environment favorable to still wider and deeper 
modernization. This requires entrepreneurs, savings, 
skilled workers and, above all, government policies which 
foster savings, Innovation and enterprise. 

While foreign assistance will never provide 
more than a minor part of the investment required to 
modernize an undeveloped country, its contribution during 
the next decade will vary widely from country to country. 

M. w o r t  Requirements 

If a country is already growing at a 
respectable rate, except for interruptions caused by its 
foreign deficits, it will do well to have a hard look at its 
import requirements several years ahead. Even establish- 
ment of new consumer goods industries to save imports is 
likely to cause balance of payments disorder if the new 
industries require imports of raw materials. Although 
balance of payments projections can never be very accurate, / 
they do provide some basis for a more realistic evaluation 
of new w o r t  requirements. The United States will have 



dif f icul ty  supporting coneistent e c o n d c  d e v e l o p n t  by 
losns t o  a country that  haa not seriously considered the 
implication i n  depth of i t s  future import nee& and 
export proepecta. 

Por scme countries where external financing i s  
only rrnLT@nal t o  the country's t o t a l  savings, our concern 
with i t e  "plspe" fo r  dcvelopmnt m y  be largely with the 
bslaace of psymente impllcatiane of i t s  new investments. 

A t  the other extreme, where foreign assistance bulks larger 
i n  relation t o  the country's own savings, we are necessarily 
concerned that  the country's plana and policies should 
insure the self-help required t o  increase output and put 
expansion on a self-sustaining basis. I n  addition t o  export 
expaneion and investment t o  save imports, t h i s  meana tha t  
the country can becme econcanically independent and sustain 
i t s  d e v e l o p n t  only as it devotes a larger proportion of 
i t s  own inccspe t o  new investment. 
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AID FRQM THE COMMUNIST B I B  

Unlike the situation several years ago, the countries of the 
SinoSoviet bloc are now making a considerable effort to 
extend their influence Fn the less developed countries by 
giving large amounts of economic and technical assistance. 
Beginning in 1954 with a credit of $U -on to 
bfghanistan, the annual total of bloc aid commitments to the 
less developed countries reached $1.165 billion in 1960 
with a cumulative total since 1954 of $3.6 hillion. Of this 
total 20 percent had been actually drawn down by the end 
of 1960 and an additional 40'percent obligated by earmarking 
for specific projects. These amounts are for economic and 
technical assistance alone and do not include military aid, 
nor aid to other Communist countries. The total number of 
countries that were recipients of bloc aid was 24 by the 
end of 1960 and of this total three, the United Arab 
Republic, India, and Monesia accounted for almost two 
W d s  of a l l  grants and credits. ALSO by the end of 1960, 
a total of 6,510 economic technicians from the bloc countries 
were Fn the less developed countries of the non-Communist 
world working as advisors, engineers, technicians and con- 
staction and agricultural workers. 

This large effort represents a very significant extension of 
Comnunist influence to the leas developed countries. It is 
obvious that the Soviet Union, Communist China and the Soviet 
satellites in Eastern Europe recognize in this program an 
opportunity to tie the less developed countries more closely 
to them and extend their own influence in these countries 
through trade agreements, aid to projects desired by the 
recipient countries and the presence of Cormrmnist bloc techni- 
cians. On the whole, it would appear that the aid of the 
C o d s t  bloc countries has been negotiated and administered 
with skill, speed and sensitivity. There seems to be a 
growing receptivity to aid from the Communist bloc even among 
countries close to the United States which desire the benefits 
of aid and at the same t h e  wish to reduce what they regard 
as drawbacks of an exclusive tie with the United States. The 
increasing influence of Communist bloc aid is felt in key 
economic sectors of some countries, in the close trade ties 
established with the bloc under the aid agreements, in the 
presence of Communist advisors Fn important ministries and in 
a tendency Fn some quarters to look to the Communist 

experience as a model for economic development. 

Assistance from the bloc countries has consisted mostly of 
long-term advance codtments of specific amounts of aid with 
actual projects and terms of repayment negotiated later. 
There have been some outright grants but these have been far 
less prominent than credits for which partial repayment at 
least is made Fn commodities. These credits usually call for 
repayment in 12 annual hstallments with 2.5 percent interest 
and Fn some cases provision for deferment of the start of 
repayment until the project has been completed. There is 
normally annual negotiation regarding the nature and price of 
the goods to be shipped Fn repayment and generally these have 
been priced at about world market prices. The ability of the 
bloc countries to enter into long-term commitments has been 
an important advantage to them. 

The aid projects themselves have usually been addressed to 
important sectors of the economy and often executed Fn full 
by bloc personnel with provision for training of local 
personnel to replace them. Usually there have been no de- 
tailed requirements for the economic justification of indi- 
vidual projects. These have been selected because of their 
politico-economic impact and the high priority given to 
them by the recipient country, 

Although there have been some instances of difficulty Fn the 
negotiation and execution of the bloc aid agreements, there 
is no general evidence that they have run into serious delays 
and it would seem that speed in concluding agreements and 
putting them into effect has been a principal objective of 
the bloc countries. It can be assumed, however, that the 
bloc countries will encounter some of the same nationalistic, 
neutralist and bureaucratic sentiments and difficulties the 
United States h s  met, but so far these have not been a 
major problem. 

This large Conununist economic and technical effort Fn the 
less developed countries is obviously a development of major 
importance that the United States cannot ignore. It rein- 
forces the need for a major United States effort in these 
countries, bearing Fn nrind, however, that the United States 
is not merely responding to Communist initiatives but 
carrying forward a program that has its own importance. In 
fact, the eff~rts of the Communist bloc nations have followed 
those of the United States and reflect to that extent a 
recognition that the United States has used good political 
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judgment in attaching such importance over the past decade 
and more to'economic and technical aid to the less developed 
countries. 

Growing c o d s t  bloc aid to the less developed countries 
of the non-Communist world offers several dangers to the 
United States. If any of these countries were to be 
dependent only on the Communist bloc for its foreign aid 
this would give cause for concern as it could set the stage 
for a political take-over. The large numbers of bloc aid 
personnel are an obvious means of extending Communist 
influence to other countries, even though most bloc 
personnel have confined themselves to their proper fields of 
activity. The total effect of the bloc aid effort, together 
with evidences of achievement by the bloc countries at home, 
is to enhance the image presented by the Communist bloc and 
inCrease the attractiveness of the Communist model to 
countries groping for a method of rapid economic and social 
improvement. 

It is important that the United States, in its desire to J offset these dangers, not engage in a frantic competition 
to outbid the bloc's offers of aid or seek to prevent 
oountries from accepting aid that w i l l  help them. To 
react this way would involve us in waste, draw us into an 
undignified posture and open us to the charge of not being 
synpathetic to the economic development of other countries 
except on our own political terms. The size and effective- 
ness of the c o d s t  effort are reasons for concern and 
self-examination but not alarm. They emphasize the need 
for the United States to make its aid as effective as 
possible, timely, vigorous and responsive to short-term 
as well as long-term considerations. Lf we do these things 
and our actions are constructive and politically wise the 
aid coming from the communist bloc should not worry us. 
The increasingly effective bloc effort is a challenge and 
a reminder to the United States that it cannot afford to 
make anything less than a major effort, designed and 
administered in such a way as to achieve maximum results 
of the right kind. 
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THE STATUS AND USE aF LOCAL C m C S  

1. Introduction 

Assets in the currencies of countries receiving U.S. economic 
aid arise from several different kinds of aid transactions. 
Sometimes these assets are technically owned by the United 
States; in other cases they are owned by the aided govern- 
ment. In a l l  cases, .the use of such currencies to s q p ~ r t  
economic programs in the aid receiving countries is subject 
to the approval of the U.S. Government. A smaller portion 
of the local currencies arising from aid transactions are 
reserved for U.S. Government needs in the countries 
concerned. 

The use and hportance of local currencies in the assistance 
programs is subject to very wide misunderstanding. The pro- 
grams which generate these local currencies take the form 
of mpplyLng cglrmodities to the aid recipient countries. 
local currencies are generated f'rcm~ eale of the camodities 
in the local market. The original supply of ~(~~~~odities, 
undsr terms that avoid dollar payment immediately or later, 
adds to the total available resources of the receiving 
country. The local currencies generated do not add to the 
country's wealth - they are rather a potentidl claim on 
that wealth. Aid - meaning a transfer of real resources - 
is provided through the initial provision of commodities. 
The later use of local currency for a given purpose msy 
change the pattern or direction of the cauntry's spePding 
and selfhelp, but it is not assistance. 

There is sometimes a tendency to count U.S. aid twice when 
it results in local currency accumulations: Once when 
commodities are supplied and a second time when the resulting 
local currency is released. This often causes misunderstand- 
ing and occasionally leads to friction. 

A more serious problem, however, arises in relation to the 
size and geographic distribution of local currencies 
generated by aid transactions, especially those actually 
owned by the United States. These currencies, primarily 
those generated by sale of surplus agricultural commodities 

in the local economy. These conditions create a double 
source of friction and Uficulty in U.S. relations with the 
countries where such holdhgs are large: 

(1) As the total volume of U.S.-owned local assets 
increases with the provision of added assistance, 
the U.S. Government comes into ownership of an 
embarrassingly large amount of the foreign 
government's currency. The question arises whether 
any foreign power should have as large command over 
local resources as this situation hplies. 

(2) Large loans, made and payable in local currency, to 
local borrowers (including the government) place the 
U.S. Government in the position of one of the largest 
lenders of the country's currency. This in itself 
can create political difficulties, Moreover, the 
later payment of principal and interest to the U.S. 
exacerbates the problem by raising U.S. Government 
holdhgs still further. 

A year ago a group of distinguished consultants submitted a 
report on this matter to the Under Secretary of State. A 
series of recommendations were made to cope with this problem, 
including a greater effort to generate wider understanding of 
the subject and several steps to reduce the embarrassing 
accunrulations. The new program proposes to implement these 
recommendations to the mxhutn extent feasible . 

2. Authorizing Statutes 

Foreign currency proceeds owned or controlled by the U.S. have 
been acquired, in mfor part, pursuant to provisions contained 
in two statutes: (1) The Mutual Security Act of 1954, as 

and (2) the Agricultural Trade Development and 
Bssistaace Act of 1954; as amended (P.L. 480). The ktual 
Security Act which authorizes foreign aid operations in 
fl 1961, contains provisions coveringr (1) Counterpart 
deposits by countries receivLng commodity grants and (2) 
proceeds from sales of surplus agricultural commodities 
pursuant to Section 402 of the Act. Title I of the Agri- 
cultural Trade Development and Assistance Act authorizing 
operations in FY 1961 provides for the sale of surplus 

for foreign currencies, are h e a m  concentrated in a few 
countries. This concentration is likely to continue and v m b l e m  of Excess Accumulation of U.S.-Owned Local 
increase. Moreover, most of the releases of these currencies Furrencies, Findings and Recommendations Submitted to 
under present provisions are for loans to foreign borrowers %he Under Secretary of State by Consultants on Inter- 

national Finance and Economic Problems, April 4, 1960. 



agricultural commodities for foreign currency. Title I1 of 
the Act provides for the grant of surplus agricultural 
commodities which in some instances generate local 
currencies. Moreover, under the terms of FY 1961 legis- 
lation, foreign currency repayments of DLF loans are 
available for reprogranrming by that agency and local 
currencies accruing from the sales of surplus Government 
property and repayments of other loans are available for U.S. 
uses. The legislative proposals for FY 1962 contemplate 
that foreign currencies will be generated by some of the 
foreign aid activities, including the Food for Peace 
program. 

3. Usefulness of Forelm Currencies 

Foreign currency is used to advantage in the aid program 
to influence the direction of the participating country's 
self -help efforts . 
The usage of foreign currency is restricted in many cases 
by International agreements and by the status and nature 
of the economies on which it is a claim. 

The major portion of US.-owned local currency is 
generated by sales of surplus agricultural commodities 
that are largely concessional. These sales become 
concessional because (a) the commodities represent 
amounts in excess of normal exports which the U.S. can 
sell on commercial terms (i. e., against dollar payments), 
and (b) the sales are made to countries which the foreign 
aid program is see- to assist in economic development 
or where important U.S. political objectives are involved. 
Under these circumstances the country purchasing the 
commodities seeks to lllinimize the real cost of their 
purchases in the form of export of its resources. As a 
result substantial amounts of foreign currencies are 
restricted by the sales agreements so that they can only 
be loaned or granted to the purchasing country for 
economic development. 

Virtually all of the currencies are inconvertible under 
the laws and regulations of the purchasing countries. 
This means they cannot be freely used to buy goods in 
third countries. Neither can they be exchanged for an- 
other currency which we may be able to use. Similarly, 
a country which limits convertibility of its currency 
is usually unwilling to accept its own currency in payment, 
in any large amount, for exports, which represent a net 

drain on the country. M e e d  the largest amounts of 
currency accrue in less developed countries where the use 
of large amounts of local currency for programs which are, 
not of mutual interest might significantly drain scarce 
resources and result in pressure for increased U.S. aid. 

In this regard, it should be pointed out that granting or 
lending a country its own currency under Public Law 480 
and the Mutual Security Act does not provide it with 
additional external resources as dollar payments do. No 
labor, capital equipment, or materials are provided which 
the country did not have before, unless productive 
capacity is underemployed, which is unusual in these 
countries. Additional economic resources from outside a 
country's borders can only be furnished in the form of 
goods or dollars or other convertible currencies to be 
used for the purchase of goods. Thus, a country's own 
currencies are not a substitute for dollars in the U.S. 
assistance programs for that country. In some countries, 
this local currency is of marginal value to aid agency 
objectives, although there is a need for the dollar 
commodities which generate such local currency. 

The usefulness of local currencies is closely related to 
the country's monetary situation and to other economic 
considerations. Where M a t i o n  threatens or already 
exists, unrestrained use of large balances of such 
funds would be contrary to the objectives of helping in 
maintaidng or building up the economy of the aid 
recipient country. In some instances the country may 
prefer to expand its currency through its own internal 
methods rather than to borrow U.S.-owned local currency 
with the obligation to repay both principal and interest. 
To the extent that countries follow this practice, the 
usefulness of currency available only for loans is in- 
hibited. 

Despite the restrictions and limitations related to the 
use of foreign currencies, the device of generating local 
currencies by means of commodity imports and the mutual 
determination of usage generally helps in assuring 
cooperation of the host country in the aid program and in 
hfluencbg the use of the physical resources available 
in the country. In many of the less developed countries, 
it is the most effective and practical method of ob- 
tajning revenues to finance government operations. 



4. Ownership and Uses of Foreign Currencies 

From the standpoint of the i r  custody and management, 
l oca l  currencies are classified in two  categories: 
US.-owned and U.S. controlled. U.S.-owned currencies 
belong t o  t h i s  government and are deposited in Treasury 
Department accounts. The general purposes f o r  which they 
nay be used are agreed t o  in sales agreements and grant 
agreements. U.S.-controlled currencies are deposited 
in the accounts of and owned by the aid recipient 
countries and, although t h e k  use i s  subject t o  agree- 
ment of the U.S., such currencies are not available f o r  
d i r ec t  use by the U.S. U.S.-owned currencies include 
those generated under T i t l e  I of P.L. 480, those 
generated under Section 402 of the  Mutual Security 
kt, that part (UP t o  10%) of cauntergsrt re=- 
f o r  U.S. uses. US.-controlled currencies include all 
counterpart deposits other than the small portion 
reserved f o r  U.S. uses and t he  M t e d  amount of 
currency generated under T i t l e  11: of P.L. 480. 

U.S.-owned currencies are divided between those available 
f o r  U.S. uses and those available f o r  country uses. The 
country-use currencies are committed by the terms of the 
international agreements under which they are generated 
t o  be used on a loan or grant basis for mutually bene- 
f i c i a l  purposes within the country by agreement with 
i t s  government. Approximately 75 percent of the t o t a l  
US.-owned currency ava i l ab i l i t i e s  are earmarked f o r  
country uses. 

U S  .-use currencies, on the other hand, are available 
for  purposes of U S .  agencies without further approval 
of the other government. They are  used t o  pay for  
overseas ac t iv i t i e s  of many agencies of the U S .  
Government. These ac t iv i t i e s  include diplomatic 
representation, the construction, maintenance and 
operation of defense establishment, adadnistration of 
assistance and informational ac t iv i t ies  and many other 
programs. U.S. Government agencies normally purchase 
these currencies from the U.S. Treasury t o  meet the* 
requirements. In some instances, the Congress. 
appropriates funds which can only be used f o r  the 
purchase of such currencies. 

5. Country Uses ,of Foreign Currencies 

(1) Counterpart 

Vountierpartn i s  t h a t  loca l  currency deposited 
in a special account by the government r ece idng  
grant aid. The amount of counterpart deposited 
in most cases i s  the equivalent of the proceeds 
received by the aid-r,ecipient government from 
-01% and l oca l  s a l e  in the country. I n  other 
cases, it i s  the commensurate value in loca l  
currency of commodity assistance or  cash grants. 

That portion of counterpart which i s  not trans- 
ferred t o  U.S. Treasury accounts f o r  U S .  uses 
i s  owned by the aid-recipient country and re- 
maFns in i t s  custody. It i s  available only f o r  
uses w e d  to by the U.8. and the other country. 
The U.8.  mey agree t o  the use of such counterpart 
to carry out any purposes of the a i d  program 

w e  counterpart i s  available f o r  a broad range 
of purposes, there are some legielat ivc and 
pollcy restr ict lone on its uee. It ccuanot be 
used fo r  ret iranant  of debts of f o r e l m  govern- 
ments. It has almost invariably been used f o r  
the d l rec t  benefit of the country in which 
generated rather than fo r  triangular trans- 
actions. (Upon the terndnation of the U.S. 
aid program in  a country, the unencumbered 
balances my not be used without the approval 
of Congress.) 

(2) P.L. b80, Tit le  I1 

U.S.-controlled foreign currency nay be 
generated by operations authorized by T i t l e  
11: of P .L. 480. Although transactians under 
this T i t l e  have nomhally been g u t s  t o  d isas ter  
areas, on occasion the recipient countries may 
dis t r ibute  such cormnodities by sale a t  reduced 
prices t o  the consumers. Ih these cases, the 
foreign currency i s  deposited in a special 
country-owned account and i s  used f o r  purposes 
which muet be agreed t o  by the U.S. !L%e pro- 
gramming and usage of these funds norr!dly 
follow the procedures which govern counterpart 
opekations . 

a. U.S.-Controlled Currencies 



b . U .S . -Owned Currencies 
(1) P.L. 480 - Title I 

P.L. 480, Title I currencies are the proceeds 
of sales of U.S. surplus agricultural commodities 
in foreign countries under the authority of 
P.L. 480, the Agricultural Trade Development 
and Assistance Act. 

Section 104 of P.L. 480 lists a variety of pur- 
poses for which these Title I currencies may be 
used. Broadly speaking, the various uses of 
these currencies may be divided into those for 
U.S. benefit and those for foreign country benefit. 
The purposes specifically related to the aid 
program (country uses) are: subsection 104(c) 
for purposes related to the common defense, subsection 
lOb(e) for grants and loans to governmsnts for 
economic development, subsection 104(g) for 
loans to private enterprise for economic develop- 
ment, and subsection lO4(d) for procurement of 
goods and sehces for export to other friendly 
countries. Subsection 104(d) has been used only 
to a limited extent. 

Title I currencies are generally available for 
these country-use purposes without resort to 
the requirement that they be purchased with 
appropriated dollare. The largest portion of 
such currencies la available only on a loan 
baele and may not ordiaarily be used for grants 
without dollar reimbursement. However, in some 
cases - grants under lOb(e) to promote economic 
development - the Budget Bureau may waive the 
requh-ement for dollar reimbursement when it 
d e t e d e s  that such reimbursement would be 
inappropriate or inconsistent with the purposes 
of Title I of P .L. 480, 

In addition to the restriction against use of 
such currencies for grants to foreign countries 
without dollar reimbursement, there are other 
limitations on the use of these currencies: 
(1) The Cooley Amendment requires that a 
substantial portion of the currencies be allo- 
cated for loans to U.S. and foreign business 
firms. Such loans may be made to foreign firms 

only where they will aid in lncreaelng markets 
for U.S. egrlcultural products. Cwley Amend- 
ment loans to American or foreign borrowers 
may not be made for the manufacture of any 
products to be exported to the US. in competi- 
tinn with U.S. produced goods or for the 
production of any commodity to be marketed in 
competition with U.S. agricultural commodities 
or their production; (2) Certain of the author- 
ized uses may be carried out only in amounts 
specified in appropriation acts; (3) Since 
these currencies are not generated by Mutual 
Security activities, they may or may not be 
available in countries receiving Mutual Security 
assistance; (4) Present legislation precludes 
use of the currencies for programs in the fields 
of health or education unless such amounts are 
specified in appropriation acts. 

During the fiscal year 1961, all of the local 
currency available for foreign benefit was 
administered by Mutual Security Program agencies 
and by the Export-mort Bank. Mutual Security 
agencies (ICA and the Defense ~epartment) 
administered funds used for 104(g), 104(d) and 
l04(c) purposes as well as the grant segment of 
l04(e) funds; the Export-Inport Bank was 
responsible for the loan segment of l04(e) funds. 
The budget for FY 1962 purposes that the new 
foreign aid agency administer all of the local 
currencies available for country use -- lOb(g), 
lOb(e), 104(d) -- and that the Department of 
Defense administer local currency available for 
country military uses -- 104(c). The foreign 
aid agency will also exercise a coordination 
function with respect to the usage of P.L. 480 
currencies by other agencies when such usage 
has a direct or supplementary effect on economic 
development plans. The agency will discharge this 
economic coordinating responsibility when sales 
agreements are negotiated. 

(2) Section 402, Mutual Security Act 

Local currencies have been generated from sales 
of slllcplue agricultural cammoditiee under authority 



of Section 402 of the Mutual Security Act of 
1954 and its predecessor, Section 5.50 of the 
Mutual Security Act of 1951. Section 402 has re- 
quired that a minFmum amount of funds appropriated 
for Mutual Security each year be used for such 
sales ($175 million Fn FY 1961). These foreign 
currencies are owned by the U.S. and under terms 
of the law, they are available only for the purposes 
of the Mutual Security Act, with particular emphasis 
on those purposes of Title I, P.L. 480, which are 
Fn harmony with the purposes of the MS Act. The 
general purposes for which Section 402 currencies 
will be used are normally agreed upon at the tFme 
of the sale of commodities, and under terms of the 
sales agreements are normally available only for use 
Fn the country Fn which generated. 

SFnce it has not been possible to meet the requlre- 
ments of Section 402 through direct sales of surplus 
agricultural connnodities to aid recipients, it has 
been necessary to resort to lrtriangularN trade trans- 
actions. Under this procedure, surplus agricultural 
commodities have been sold to industrial nations 
which do not receive foreign aid, e.g., Great 
Britain, France, Italy, Gemnany; the proceeds of such 
sales have then been made available to aid receiving 
countries for the purpose of purchasing industrial 
commodities. 

6. U.S .-Owned Foreign Currencies for U.S. Uses 

The U.S. use currencies are Fncluded Fn this presentation 
Fn order to give a more comprehensive view of the status 
of all U.S.-owned and U.S.-controlled foreign currencies 
arising out of economic assistance programs. Although 
policy with respect to use of these currencies does not 
rest with the foreign aid agency and such funds are not 
under the agency's control, a large share of them are 
geherated through the aid program. In addition, the 
agency w i l l  exercise a coordinating responsibility on the 
uses of these currencies which may have an effect on the 
countrysf economic development programs. 

Currencies available for U.S. -use accrue from many sources, 
Fncluding chiefly the sales proceeds under Title I of 
P.L. 480 which are not reserved for foreign country 
benefit as part of the aid program. Other sources Fn- 
clude con$ributions of foreign governments to the 

administrative expenses of military advisory assistance 
groups, the receipts of the informational media guaran- 
tee fund derived from the sale of U.S. publications 
abroad, W r e s t  on deposits of currency funds, the 
disposal of surplus property, and similar operations. 

As is indicated Fn the table below, estimated availa- 
bilities for U.S. uses will remain approdmately level 
during FY 1961 and FP 1962 at about $1.1 billion. 
W e  this gross amount is available, a considerable part 
of it cannot be used to meet regular U.S. Government 
needs shce much of it is Fn "excessn currencies. An 
fIexcess" currency situation exlsts when the availability 
of a country's currency is Fn excess of U.S. requlrements 
for this currency. 

A projection of availabUties and requlrements indicates 
that a prospective excess condition will exlst Fn smen 
countries in J?Y 1962. They arer Burma, India, Israel, 
Pakistan, Poland, United Arab Republic, and Yugoslavia. 
These currencies, which are not available to meet our 
needs Fn other countries, are estimated at $750,000,000 
for FP 1962. 

A further lhitation on the use of this $1.1 billion 
equivalent availability is the exlsting restriction on 
the use of same of these currencies. nRestrictedu 
currencies have had conditions placed on their use by 
international agreement or by Marmal understanding 
Fn connection with such agreements, which require their 
use for particular U.S. purposes. Such currencies are 
not, therefore, available to finance other or general 
U.S. activities. Currencies which are not in %xcessn 
but which are ''restrictedn amount to approxhately 
$43,OOO,OG€l Fn J?Y 1962. The amount of such restricted 
currencies has declhed substantially since agreements 
with restrictions on U.S. uses are no longer negotiated. 

These U.S.-use currencies are available for general sale 
by the Treasury to Federal agencies for meet- foreign 
currency costs of agency programs. Normally, when an 
agency requires foreign currencies to carry out its 
activities, it must, under existing regulations, seek to 
buy such currencies from the Treasury Department. If that 
Department has the specifically requested currencies 
available, it sells them to the agency by charging the 
agency's appropriations accordingly. Lf the particular 
foreign currencies required are not available, they must 



be purchssed through regular c m e r c i a l  channels. 

A l l  currencies purchased by agencies frcsn the Treasury 
with the i r  regular dollar appropriations or  with special 
appropriations provided t o  purchase these currencies 
are reflected i n  the budget as dollar receipts and 
expenditures. The dollar proceeds from Treasury sales 
are either credited t o  the miscellaneous receipts of the 
Treaeurg or  t o  various revolving funds or  appropriations 
as  authorized by law.  Public Law 480 requires the dollar 
proceeds fram sale of Public Law 480 currencies t o  be 
credited t o  the Commodity C r e d i t  Corporation. Setlee 
of currencies received from the operations of the 
infonnetioml media guarantee Pund are credited t o  that 
M, and currencies obtained through the sale of 
military equipnent under the Mutual Security Act are 
credited t o  the mi l i ta ry  assistance appropriation. 

Be indicated above, the supply of currencies available 
in the Treasury for  sale t o  agencies t o  meet the i r  
regular needs and special program needs is  estimated 
t o  be appro~dmately $1.1 bill ion.  However, because of 
"excess" and "restricted" currencies, only about 
$300 million ten be used to meet regular operating 
needs. 

7. Measuring the Value of Local Currencies 

Great difficulty is encountered in proaucing global 
tables which provide at the same time a res l i s t i c  
statement in dollar equivalents of the cost of past 
programs, the vtrlue of current commitments, and the 
future usefulness of bsLsnces on hand of a varlety of 
cwreacies from countries which range frcan primitive 
quasi-barter econcanies t o  relatively advanced types of 

econcanies involved in complex international credit 
arrangements . 
Regardless of the rates used -- the current market 
trading rate, the off lc ia l  exchange ra te  recognized by 
the government, or  en average of the rates a t  which 
the transactions have taken place -- the conversion 
of other currencies t o  dollar equivtrlents tends to be 
misleading especially when euch conversions are used 
t o  evduate t o t a l  availabil i t ies or cumulative transactions. 
The deceptive nature of such conversions is  due t o  a 
number of factore -- the difference between true 
purchasing power and quoted or  derived rates, the rapid 
changes in exchange rates when inflationary pressures 
&st or  when a small volume of export-import transac- 
tions establish the rates, the differences in price 
levels between countries, and so forth. 

The dollar equivalent values of U.8.-owned currencies 
other than Section 402 currency canform t o  U.8. 
Tre8m.q accounts and reports on these currencies. 
The dollar equivalents of these currencies are ob- 
tained by using monthly average transaction rates. 
m e  dollar equivalents of country owned currencies 
end Section 402 currency have been calculated by 
using a weighted average of the rates appearing in 
various agreements under which the currencies were 
generated. Although the tables thus represent the cost 
or price of the c m o d i t i e s  received by participating 
countries, the dollar equivalents may or  mgy not be 
a good measure of the dollar d u e  of foreign currencies 
t o  the a id  program a t  the time such currencies are 
being used, since price levels and exchange rates 
are frequently subject t o  rapid changes. The value 
of inconvertible local currency i s  elusive and 
difficult t o  measure and can only be established at 
the time of actual usage. 



SUMARY - UNI!tED STArnS-OWNED OR CONTROLtED FORIEM CURRENCIES FOR COUNTRY USE 

Depoeit~, Obligations, and Unobligated Depoeite by Region 

(1n millione of dollare equivalent) 
Oblinatione Estimated Eetimated Estimated Ee timated - 

or Unobligated Eetimated Obligatione or Unobligated Estimated Obligations or Unobligated 
Region and Type of Depoeits Comnitmente Depoeite Depoeite Comaltments Depoeite Deposits Commitments Depoeite 
Foreign Currency FY 1960 FY 1 ! & 1  6/30/60 FY 1961 FY 1961 6/30/61 FY 1962 1962 6/30/62 

Europe - Total \ 

Country-Ovned 

Africa - Total 
Country-Owned 

Near East - Tbtal 
Country-Owned 
U.S. -Owned 

South Aeia - Total 
Country-Owned 

Far East - Total 
Country-Owned 

Latin America - Total 
Country-Owned 

WANDTOTAZ, 

Country-Owned 
U.S. -Owned 



S W Y  - UNITED STATES-OWNED FOREIGN CURRENCIES AVAILABLE FOR U.S. USES 

Supply, Purchases or  Uses by U.S. Agencies and Cash Balances by Region 

(1n millions of U.S. dollars  equivalent) 
FY 1960 Actual FY 1961 Est imte  FY 1962 Estimate 

Purchases Cash Purchases Cash Purchases Cash 
or  Uses by Balance or  Uses by Balance o r  Uses by Balance 

Reuion Supply U . S. Agencies 6/30/60 Supply U .S. Agencies 6/30/61 Supply U. S. A~encies 6/30/62 

Near Fast 84.0 27.6 56.4 144.0 45.4 98.6 151.6 45.5 106.1 

South Asia 135 6 21.3 114.3 395.2 22.5. 372.7 452.5 27.6 424.9 

Europe 323.6 161.8 161.8 402.7 164.1 238.6 337.4 99.2 238.2 

Africa 0.8 0.1 0.7 3.5 3.5 4.2 4.0 0.2 

La t in  America 22.9 13.9 9.0 44.4 25.0 19.4 60.1 21.2 38.9 

Other 10.5 10.5 1.7 1.0 0.7 2.3 0.9 1.4 

GRANDTOTAL 652.9 285.6 367.3 1080. g 324.9 756.0 1111.9 265.8 846.1 

-- - - -- 

Source: U.S. Treaeury Department, Bureau of Account~. 
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APPENDIX C 

Contributions t o  International Organizations 

&nunary Table FP 1962 
Proposed 

(millions of 
dollars)  

UNITED NATIONS: 

1. UNTB and Special Fund 40 .O 
2. U.N. Congo - U i t a r y  Operations , 27.0 
3. U.N. Congo - Economic Assistance 35.0 
4. m-ui.A 13.39 
5. U. N. Emergency Force 1.8 
6 .  U.N. Children's Fund 12.0 
7. WHO - Malaria Eradication 2 -5 
8. WHO - Worldnide Water Supply .4 
9. WHO - Medical Research .5 

10. IXEA 75 

Sub Total - (133.3) 

ll. QAS Technical Cooperation 
12. NATO Science Program 
13. k d u s  Waters 

CrRAM) TOTAL 153.50 

Noes  not include $4.85 million requested t o  be 
reappropriated. 

1. UNITED NATIONS EXPANDED TECHNICAL ASSISTANCE 
PROGRAM AND SPECIAL E'UND 

FY 1960 Contribution $30.00 million 
FP 1961 Contribution $36.45 -on 
FY 1962 Request $40.00 million 

Description 

The Udted  Nations Expanded Technical Assistance Program was 
created by a General Assembly resolution in 1950 t o  provide 
technical assistance f o r  the economic development of under- 
developed countries. The Program provldes experts, fellow- 
ships, and demonstration supplies and equipment t o  countries 
a t  t he i r  request through the Specialized Agencies of the  
United Nations, the International A t d c  Energy Agency, 
and, in certain f i e ld s ,  through the United Nations i t s e l f .  
The basic philosophy i s  t o  help countries t o  help them- 
selves. 

Assistance i s  provided Fn the f i e l d s  of agriculture, 
public health, education, community development, lndustr l-  
al production, publlc administration, labor productivity 
and c i v i l  aviation. 

The program i s  financed by voluntary contributions from 
some 80 governments t o  a central  fund. These funds are  
allocated to the part icipat ing Agencies t o  carry out 
projects  requested by the underdeveloped countries. The 
Program as s i s t s  over 100 countries and t e r r i t o r i e s  by 
providhg approxAmately 1,500 experts and 2,000 fellowships. 
The Program has been operating a t  a l eve l  of about $30 t o  
$35 mllllon annually. 

The Special Fund was created by the Twelfth General 
Assembly a s  a r e s u l t  of United Sta tes  i n i t i a t i v e  and be- 
gan operations in January of 1959. 

The Special Fund undertakes basic m e y s ,  research and 
t raining projects  necessary f o r  economic developmnt . The 
Fund i s  not an internat ional  capi ta l  development fund, but 
ra ther  finances preinvestment projects.  Surveys of water, 
mineral, s o i l  and power resources and the s e t t h g  up of 
technological training centers are typical  projects  the 
Fund will make possible. It i s  contemplated tha t ,  wherever 
possible, projects  will be carried out on a regional rather  
than a country basis.  A combined annual goal of $150,000,000 
has been s e t  f o r  the Technical Assistance and Special Fund 



Pr ograme . 
United Statea Interest 

Among the basic foreign policy objectives of the United 
States are: 

a) Assisting the 'economic developnent of less-developed 
countries. 

b) Strengthening the United Natione. These programs 
further both objectivee. As a part of its leadership in 
the United Nations, the United States has etrongly supported 
the technical aseistance activities of the United Nations. 
The concrete value of cooperation through international 
organizatione becomes clearly apparent to the peoples of 
underdeveloped countries in technical assistance activities. 
A by-product of this is to attract them to the Free World. 

The United States has found many advantages in supporting 
multilateral assistance in addition to its own bilateral 
programs. Sharing costs of the programs with over 80 other 
countries is more economical than bearing the cost alone. 
Utilization of the United Nations pool of manpower and 
traFning resources helps speed peaceful economic development. 
Faperts from international agencies in fields wbich may be 
domestically sensitive sametFmes have easier entree than 
experts under bilateral arrangements. 

Coordination with Bilateral Program 

Assistance is provided by the United Nations agencies on 
the basis of requests fram countries. The program pro- 
posals are discussed by the Technical Assistance Board 
Resident Representative with the U.S. Operations Iflesion 
to insure that there is no duplication between the two 
programs. As projects are carried out, there is an exchange 
of Information bath in the field and at headquarters to 
assure active cooperation between the two programs. A 
similar procedure also a m e s  to the Special Fund. 

Proposed U.S . Contribution 

from other governments will amount to approhtely $60 
million, calling for a U .S . contribution of $40 million in 
flilfillment of this pledge. If pledges from other govern- 
ments exceed this G u n t i  so that a larger U.S. contri- 
bution is called for, additional funds would be secured 
from other Foreign hid funds. 

For calendar year 1961, the U.S. contribution, at 40% of 
total government contributions to the two programs, in- 
cluding assessed and audited local cost contributions to 
the central fund, is estimated at $36.45 million. Govern- 
ment contributions have increased sharply durFng the last 
two years and indications are that they m i l l ,  continue to 
increase, calling for a U.S. contribution of $40 million 
~n 1962. 

In view of the U.S. initiative in the establlshmentof the 
Special Fund and contin\ring interest in the Expanded Program, 
it is considered essential that this Government be in a 
position to contribute toward the total goal of $150 
million for the combined programs. 

It is proposed that the United States Delegation to the 
Pled- Conference, a c h  will be held durFng the 16th 
General Assembly, be authorized to offer a United States 
contribution for 1962 of 40% of total contributions toward 
the goal of $150 million. It is estimated that pledges 

1 SO 



UNITED NATIONS EXPANDED TECHNICAL ASSISTANCE PROaRAM 
AM3 SPECIAL FUND 

Contribution by Calendar Year 
(In dollars) 

1959 
Special. Yund 

1960 
Special huLd 

Estimated 1961, , - Special. hu?d Country 

Australla 
Brazil 
Canada 
Denmark 
France 
Germany 
India 
I t a l y  
Japan 
Netherlands 
Norway 
Sweden 
Switzerland 
USSR 
United Khgdom 
Venezuela 

Subtotal 

Other Governments 

Subtotal 

United States 

TOTAL 

h u n t  includes U.S. matching of assessed and audited local  costs f o r  1960 and 1961. 



UN 

FA0 

ICAO 

no 

ITU 

UNESCO 

WHO 

WMO 

Subtotal 

lBRD 

TOTAL 

Asia and 
Far East 

$10,872,550 

6,628,565 

2,179,300 

5,904,590 

2,160,800 

8,218,800 

849,lOO 

- 

UNITED ~ I A T ~ S  SPECIAL FUND 
Allocations Regicm and Agency 

approved a?of A p N  30, 1961 

Latin Mddle 
America Europe East - 

$ 4,796,000 - $ 2,678,800 

18,176,83 $ 2,625,650 7,870,708 

844,600 - 1,063,400 

3,347,600 1,860,675 3,on,ooo 



UNITED NATIONS EXPANDED TECHNICAL ASSISTANCE PROGM 
Calendar Years 1961-1962 

Suxnmary by Agency and Geographic Region 
(Dollars In Thousands) 

By Region 

AdmMstrative 
and Operatianal 

Program Costs TOTAL - 
Africa 20,088 

Asia and the Far East 19,371 

Latin America 15,599 

Europe 3,688 

Mddle East 10,760 

Inter-Regional 1,477 

TOW 70,983 

ILO 7,396 

ITU 1,397 

UNESCO n, 8 D  

WHO 12,022 1,325 13,347 



2. and 3. UNITED NATIONS - Congo 

FP 1961 Contribution $64.96 million 
FY 1962 Request $62.00 million 

(a) U.N. Military Operations $27.00 million 
(b) U.N. Economic Assistance $35.00 -on 

For details, see the Congo section Fn the classified 
volume on Africa. 

4. UNITED NATIONS FELIEF AM) WORILS AGENCY 
FOR PALESTrn REFUGEES (UNRWA) 

FP 1960 Contribution $23.00 million 
FP 1961 Contribution $16.50 million 
FP 1962 Request (new appropriation) $13.35 million 

Description of Promam 

During 1960 the situation with respect to the Paleatine 
Arab refugees remained substantially unchanged. Neither 
Israel nor the ~ r a b  States showed a disposition to arrive at a 
mutually acceptable settlement of the problem Fn accordance 
d t h  pertinent United Nations resolutions. The United States, 
and other members of the United Nations, have supported 
paragraph ll of UN Resolution 194 (111) giving the ref'ugeee 
the option of repatriation to their homes or compensation 
precedent to resettlement elsewhere. Meantime, -1s 
staggering responsibility for the conthued care of the now 
over one million Palestine Arab refugees has continued. 

UNRWA s mandate was extended by UN Resolution 1456 (XIV) of 
December, 1958, to June 30, 1963, with the proviso that the 
Agencyf s future beyond that date be considered at the 16th 
General Assembly which meets in the Autumn of 1961. In an 
effort to enhance the employment potential of at least the 
younger refugees, UNRWA has embarked upon a bold and construc- 
tive expanded vocational training program. It has also begun 
a vigorous effort to rectify refugee relief rolls in order 
to Fnsure that thoee refugees legitimately entitled to 
relief assistance receive their due. 

Though kept quiescent as a result of UNRMfs effective dis- 
charge of its assigned responsibility to look after the wel- 
fare of the Palestine Arab ref'ugee comnunity, the refugee 
problem remains one of the moat volatile and potentially 
disruptive factors affecting the political stability of the 
Near East region. 

Specific Considerations 

Section 407 of the Mutual Security Act, as amended Fn 1960, 
provides inter m a :  -- 

"...In deterndning whether or not to contFnue furmishing 
assistance for Palestine ref'ugees in the Near Eaet, the 
President shall take Fnto account whether Israel and 
the Arab host governments are talcing steps toward the 



resettlement and repatriation of such refugees. It Is 
the sense of the Congress that the earliest possible 
rectlficatlon should be made of the Palestine refugee 
rolls in order to assure that only bona fFde refugeea 
whose need and eligibility for relief have been 
certified shall receive aid fromthe Agency and the 
President in determining whether or not to make 
United States contributions to the Agency should 
take into consideration the extant and success of , 
efforts by the Agency and the host governments to 
rectify such relief rolls..." 

Additionally, the House of Representatives Appropriations 
Canmdttee, in its report on the Mutual Security Appropriations 
Act for FP 1961, urged the Department of State to make a 
contribution of Title 11 Publlc Law 480 food commodities to 
DNR.WA directing that FP this were done, a corresponding dollar 
amount of the total UNRkU appropriation should be placed in 
reserve. 

The Secretary of State, under delegation of the President, 
had detenrdned that it was In the best interests of the 
United States to continue to furnish assistance to UNRhX in 
FP 1961 despite the regrettable fact that neither Israel nor 
the Arab host countries had yet taken effective steps toward 
the repatriation or resettlement of Palesthe Arab refugees. 
The Secretary of State's pertinent determination also took 
into account the gratFfylng progress that had been made 
during the past year in rectFfying UNRWA relief rolls and the 
arrangements worked out with UNRMA to allow a portion of the 
United States contribution to be made in Title I1 Public Law 
480 food conmaoditles. 

-gee Statistics 

It has been estimated that in 1948, at the time the refugees 
fled from their homes, the population of Palestine was about 
30% urban and 70% rural. Over 2/3 of the urban refugee 
population, I. e. 20% of the total population, became self- 
supporting in other Arab countries almost irmnediately, 
possessing as they did skills of uae to those countries. 
The remaining 7580% were farmers, unskiYed workers, 
children, the aged and the sick. It is these groups that now 
form the bulk of the older refugees dependent on UNRWA. 

As of June 30, 1960, there were 1,120,889 Arab refugees 
registered wlth UNRU. Of this number, 849,634 received full 
rations. -- Geographically, the refugees were distributed 

as follows: 

Name of Country 

Jordan 

Gaza 

Lebanon 

Syria 

Refugees Receiving 
Rations 

576,156 

242,756 

114,079 

105,654 

No Rations 

37,587 

12,786 

l4,m 

8,864 

Total Number 
of Refugees 

613,743 

255,542 

128,194 

14,518 

About 388 of the refugees currently live in UNRWA- 
administered ref'ugee centers, although the average varies 
frm country to country. Thus, in the Syrian or northern 
region of the United Arab Republic only 17% live in such 
DlKMA centers; in Gaza an estimated 60% llve in such centers. 
At present, operates 58 refugee centers, viz., 25 in 
Jordan, 16 In Lebanon, 9 in Syria, and 8 In Gaza. There is 
an estimated annual Increase of between 30-35,000 refugee 
children per year, and some 4.57,000 of the total. number of 
reflrgees are 15 years of age or younger. 

Relief Assistance 

U N R W 1 s  principal activity continues to be rellef assistance 
to the refugee population in the form of subsistence, shelter, 
welfare and health care. Percentage-wise, the DNRFUL budgets 
have in recent years allocated approxhately 43% for rations, 
8% for shelter and camps, 2% for welfare services, and 8% 
for health services. The basic monthly dry ration per 
person remains 1,500 calories in summer and 1,600 calories 
in blFnter. 79% of the total calorie content consists of 
flour, 5% of pulses, 5% of sugar, l$ of rice and/or burguol, 
and 7% of oil and fats. Special rations, over and above 
basic rations, are issued to non-hospitalized pulmonary 
tuberculosis patients, while supplementary ndlk rations are 
issued to babies under one year of age, to children 1 to 15 
years old, to pregnant women, and to nursing mothers and 
Bick persons on medical recomndation. Blankets, kerosene 
and soap are also Included in the ration distribution. The 
total average cost per refugee for all services rendered 
by UNRWA has been no more than $34 per year, or about 94 
a day. 



The basic ration currently being distributed includes U.S.- 
provided Title I1 P.L. 480 flour and rice. 

Rehabilitation Program 

UNRWA rehabilitation programs to date have consisted largely 
of small-scale economic assistance extended to families and 
individuals, and subsidization of self-support opportunities. 
6% of the UNRW budget has customarily been allocated for 
such self-support assistance, although failure to meet UNGJRA 
total budgets Fn recent years has compelled the Agency to 
reduce its self-support programs. 

Vocational Training 

In his Report to the 15th Session of the General Assembly, 
presented Fn the Fall of 1960, the UNRFLA Director proposed a 
bold new program to expand approximately six-fold UNKM I s 
present vocational training capability over a period of 
three years. UNR'KA presently operates 7 vocational tr-g 
centers, with an annual graduating capacity of about 400. 
The UNRWA Director proposes that by the end of the three-year 
period, UMIWL1s graduate vocational traMng capacity be in- 
creased to 2500. This is to be done Fn two phases, viz., 
Phase 1, to be carried out in 1961 and 1962, consisting of 
building 5 new vocational traMng centers; and Phase 2, 
to be carried out in 1963, consisting of doubling the 
existing vocational training capacity at 6 of the schools. 
Cost estimates for the specific vocational training program 
presented by the m9iWI Training Director are as follows: 

Total UNRM Budget $40,600,000 $39,334,000 $41,240,000 

Vocational TrainFng 
Component 4,000,000 2,366,000 2,839,000 

The UNRWA Director is well on his way to obtaining the funds 
needed for this purpose in 1961, and has already received 
contributions from World Refugee Year sources amounting 
to approximately $34 million. 

The Director's proposed expanded vocational training program 
represents an imaginative, positive and constructive step. 
The specialized skills which will be taught to the refugees 
remain at a premium in the less-developed Near East econonly, 
as evidenced by the fact that 95% of UNRWfs recent 

vocational training school graduates had already been 
offered employment by the the they were ready to graduate. 
These skills should facilitate greatly the refugees1 ability 
to make a positive contribution to the growth of the 
economies of the Near Eastern countries. The training 
facilities which w i l l  be b u t  under the program represent 
infrastructure of permanent value to the Near East area, 
irrespective of whether or not UNRWA is continued after 
1963. 

The percentage ratiD of refugees which w i l l  be handled by 
the proposed expanded program is admittedly not as high as 
some might wish relative to the size of the refugee 
community. Clearly, however, it is reastic in terms of 
an attainable goal in the three-year span for which it was 
developed and which corresponds to IlNRWA1s approved mandate. 
Further expansion of vocational training in the future is 
certaMy possible if present goals are achieved, if UNRWA 
continues after 1963, and if the absorptive capacity of the 
Near East area for such trained persons continues to warrant 
an increase. 

Rectification of UNRWA Relief Rolls 

In past years there has been some criticism that DNRWA 
refugee relief rolls included names of deceased persons and 
that many ration cards were improperly held. During 1960 
UNRNA has undertaken a vigorous program to rectify these 
relief rolls. Its Mtial effort has centered in Jordan, 
where over 1/3 of the refugees are located and where the 
problem has been most acute. In this endeavor, UNRMA has 
enjoyed the active cooperation of the Jordanian Government. 
UNRWl has steadily and patiently sought to educate the 
refugee coromunity to an appreciation of the fact that the 
basic purpose of rectification is to insure that all 
deserving and ellgible refugees receive their just rations. 
Slow but gratFfyLng progress is being made. UNRhX has 
adopted a procedure in Jordan whereby one ellgible refugee 
child is inscribed on the ration llsts for every deceased 
refugee reported. It has to date been possible to delete 
4,000 names from the ration llsts Fn Jordan, although it 
should be recognized that complete rectification be 
expected to increase the over-all Size of the XSts inview 
of the excess of births over deaths. 

In addition, the UNRWL means test is in effect whereby 
refugees earning EL5 or its equivalent are removed from 
ration rolls. Despite the steady increase in the number of 
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refugees regietered wlth UNF&?A, UNRWA hae muclng the paet t e n  
yeare bean able to delete  aver 188,000 m m ~ e  f ~ u n  i ts  ro l l s .  
lJNRWle ra t ion  l i s t  when it aeeumed reaponeibillty f o r  the  
refugeee in 1950 included 957,000 refugeee, the total nambar 
now receiving ration8 ie 867,505, a net decreaee of about 
90,000. 

Inclueion of T l t l e  II P.L. 480 Food Cannnodltiee in 

In accodance with the House Colmnittee on Appropriations1 
requeet,,arrangemente were worked out withUNRWA whereby a 
T i t l e  II P.L. 480 food commodity component uaa included in 
the United Sta tes  Fiscal  Year 1961 contribution t o  UNRWA. 
This consisted of 85,000 tons of f lour  and 4,000 t o m  of 
r i c e  w i t h  an estimated world market value of $ 6 4  million. 
AccordFnglg, $64 -on of the Fisca l  Year 1961 
contribution appropriatloq wae not ueed and uae placed in 
reaerve. O f  this amount $4,850,000 ramains, the balance 
h a w  been transferred f b r  other uses to m e t  increaeed 
Deparhent of State  and ICA adminietrative expenses due to 
Congreseional action on the  Pay Act. It i e  requested t h a t  
the unobligated balance be reappropriated as p a r t  of the 
United States  Mecal Year 1962 contribution to UM1WA. 

It i s  preeently contemplated to again include $6-3 million 
NO& of Ti t l e  II P.L. 480, food commodities in the U.S. 
aid t o  UNRSU. A camparative table of the United Sta tes  
Mscal  Year 1961 and proposed 1962 contributions to UMWL 
follower 

Proposed United Statee Contribution t o  UNRW. 

Program level  $23 million $24.7 million 
Appropriation ($16.5 million) $13.35 milllon 
Reappropriatian - ($4-85 -on) 
PI,-480 ($6.5 million) ($6.5 million) 

Unobligated balance $6.5 million 
Transfer to ICA and 
Department of S ta te  
adminietrative eqenses  $1.6 million 

Balance $4.9 Irdllion, reappropriation of ublch 
i s  requested fo r  FY 1962 
(see above), 

1 57 

A s  in previous years, the United Statee contribution will be 
aubject to the 70%-30% matching fol.lmila. Additionally, the 
$1,652,000 of the propoeed caeh contribution f o r  the UIWU 
vocational traMng program will be ecFfical l  earmarked 
f o r  t h l e  purpoae. FlmJly, in acco-e pmcedent 
which the United Statee m e  able t o  s e t  in Fiecal  Yea. 1961 
of paylng a portion of i t 8  caeh contribution t o  ONRkSA in 
loca l  currency, it i e  hoped that  $3 nrillion of the 
appropriation request f o r  Fiscal  Sear 1962 can be paid t o  
UNRWA in W.S. uses" Egyptian pounde. 

Should baeic agreement be reached in the coming year on 
repatr iat ion o r  resettlement, fundhg requirements f o r  
the Immediate future would necesearily r i s e  sharply. 
Whether o r  not the present p o l i t i c a l  c W t e  in the Near 
East area i e  l i ke ly  to make such a g r e m t  possible cannot 
now be forecast  with arry certainty. 



5. UNITED NATIONS EMERGENCP FQRCE (UNEF) 

FP 1960 Contribution 
FP 1961 Contribution 
FP 1962 Request 

$3.50 million 
$3.20 million 
$1.80 million 

Description 

UNEF i s  an international force drawn from seven member s ta tes  
of the United Nations, none of which i s  a permanent member of 
the Security Council. I t s  current strength remains a t  about 
5,300 officers and men. It was established by the General 
Assembly in November 1956 to  maintain the armistice agreement 
between the United Arab Republlc and Is rael  a f t e r  the Suez 
c r i s i s .  

U n i t s  of the Force are stationed in the Gaza str ip,  along the 
Israeli-Egyptian border and a t  the entrance to the Gulf of 
Aqaba. These areas are patrolled by the Force on a 24 hour 
basis by foot, motor vehicle and reconnaissance a h c r a f t  t o  
prevent or  investfgate incidents in this region. 

U.S. Interest  

The maintenance of international peace and security every- 
where i s  a basic foreign policy objectiye of the United 
,States. This objective is  of paramount lnportance in the 
Near East because of the vital nature of tha t  area's resources 
t o  the defense needs of our NATO U e s  and because of Soviet 
pressures in this area. 

UNEF i s  a collective reeponsibility of all UN members, who 
are assessed f o r  i ts cost on the UN budget scale of assess- 
ment. Ib view of United States in teres ts  in maintaining 
a successful UNEF and in maintaining stabil i%y in the area, 
we have in the past offered voluntary assistance beyond our 
regular assessed share. The effect  of this voluntary 
assistance has been to reduce the assessment of the U.N. 
member s ta tes  l eas t  able t o  pay and is  essential t o  keerp the 
Force in operatfon. 

In large measure the peace and relat ive order this disputed 
and troubled region has enjoyed since 1956 are due t o  the 
presence of UNEF. During i t s  period of operation the danger 
of host i l i t ies  has been measurably reduced. There has been 
only one serious incident in the area of operation s h e  i t s  
presence. This occurred in July, 1957, when a raiding party, 
i l legal ly  attempt- t o  cross the border, was intercepted 
by a UNEF patrol. 

Proposed U.S. Contribution 

For calendar year 1961, the General Asembly approved a 
budget. of $19 million for  UNEF. The United States offered 
a voluntary contribution of $1.8 million tovard this cost, 
wbject  to  the appropriqtion of f'unds by the Congress. This 
voluntary contribution, plus a voluntary contribution of 
$135,000 from the United Kingdom, will be applied to reduce 
by 5C% the assessments of member s ta tes  l eas t  able t o  pay. 

The voluntary U.S . contribution of $1.8 million, when added 
to our assessment of $6,U5,518 f o r  the 1961 TJNEF budget 
would mean U.S. support of the authorized expenditures a t  
a level  of 4 . 6 6  percent. The assessment has been requested 
as  a part of the appropriation nContributions t o  Ibter- 
national Organizationsn which i s  a pa r t  of the State 
Department budget. 



6. UNITED NATIONS CIEIJJIRENtS FUND (UNICEF) 

FY 1960 Contribution 
FY 1961 Cmtrlbution 
FY 1962 Request 

$12.00 ndllion 
$12.00 lllilllon 
$12.00 million 

Description 

The United Nations Childrents Fund (UNICEF) was established 
by the General Assembly in 1946 t o  provide emergency r e l i e f  
f o r  children in Europe following World W a r  II. With 
recovery in Europe, the General Assembly in 1950 directed 
a s W t  in emphasis from emergency aid to program of long 
term benefi t  f o r  children in economically underdeveloped 
areas. Of the estimated one b i l l i o n  children in the 
world, 750 million Uve in these underdeveloped areas. . 

UNICEF i s  governed by a 30 nation Executive Board which meets 
twice a year t o  s e t  poUcy, consider requests, a l locate aid, 
evaluate resu l t s ,  and es tabl i sh  the  annual adrrdnistrative 
budget. The U.S. has always been a member of the Executive 
Board. The actual  day t o  day operation of UNICEF i s  the 
responsibility of the Executive Director who i s  appointed 
by the Secretary General of the UN. 

Ald p d d e d  by UNICEF has been given maMy in the f i e ld s  of 
health, nut r i t ion  and social  welfare. Other agencies within 
the  UN farrdly have responsibilities in these f i e l d s  and close 
cooperative relationships have been developed between UNICEF 
and the World Health Organization (WHO), the Food and 
Agriculture Organization (FAO), and the UN Bureau of Social 
AffaFrs. This cooperation not only avoids dupUcation but 
assures that available internat ianal  resources are used in 
the mst effect ive ways to a s s i s t  governnents applyLng f o r  
aid. UNICEF I s  principal function i s  t o  provide essent ia l  
suppUes and technical equipment not available within 
assis ted countries. The other agencies, each within i t s  
f i e l d  of campetence, provide technical advice required by 
governments in planning the  projects,  and also in many 
instances provide experts t o  the governments f o r  l M t e d  
periods of time to help carry them out. UNICEF does not 
approve aid f o r  a project  u n t i l  it has the technical advice 
and approval of the other U.N. agency o r  agencies involved. 
This assures UNICEF that the project  i s  t e c M c a l l y  sound and 
a t  the sams time i s  helpful t o  the other agencbs in 
advancing their work. 

UNICEF and the other UN agencies also coordinate t h e i r  
ac t iv i t i e s  with b i l a t e ra l  a id  given by various governments 
f o r  program d i r ec t ly  or  indi rec t ly  affect ing children. 

A l l  projects are the primary responsibi l i ty of assis ted 
governments. UNICEF's resources cannot meet all needs but 
by careful select ion it has been able t o  help many govern- 
ments willing and able t o  accept the main responsibi l i ty f o r  
act ion t o  improve the conditions of children. UNICEF 
projects  are geared t o  the special requirements of a country 
and i ts  people and are designed to prepare governments t o  
continue the projects a f t e r  UNICEF a id  i s  terndnated. 

U.S. In teres t  

UNICEF i s  principal ly engaged in ass is t ing  governments in 
underdeveloped areas to Improve health, welfare and 
nut r i t ional  standards. It also influences governments 
t o  establ lah sound addmistrat ive and operational 
processes which will enable them t o  expand, perfect,  and 
carry out sound program of permanent services. These 
ac t iv i t i e s  contribute to U.S. Interests  in stlnniiating 
economic and soc ia l  progress in developing areas. Our 
i n t e r e s t  is also served by the f a c t  t ha t  assis ted govern- 
ments appreciate the leadership which the U.S. exercises 
in i t s  support of UNICEF' s humanitarian program. 

In  1960 about 55 Illillion children and mothers benefitted from 
UNICEF aided projects including: 33 million children and 
mothers protected against malaria, 15 Illillion children 
vaccinated against tuberculosis, over 2 mllllon children and 
mothers t reated f o r  yaws, almost 2 million chi ldrent rea ted  
f o r  trachoma and re la ted  eye diseases, 500,000 children and 
mothers t reated f o r  leprosy, and 3.5 ndll ion children and 
mothers received da i ly  ndlk rat ions.  The t o t a l  of these 
item exceeda 55 million persons since some children 
benefited fran more than one type of project.  Additional 
millions of persons gained from services provided a t  
maternal and child welfare centers and hospitals equlpped 
with UNICEF supplled materials. 

The 416 projects currently being assisted by UNICEF In 104 
countries o r  t e r r i t o r i e s  are a s  follousr 
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Interest of Other Participants 

All contributions to UNICEF are made on a voluntary basis 
and have increased regularly over the years. In 1954, 
$13.6 million was contributed by 60 governments. In 1960, 
contributiona and pledges from 98 governments amounted to 
$25 million. The U.S. has gradually been decreasing the 
percentage of its contribution from 72% Fn 1952 to 46% in 
1961. A further decrease to M is being proposed for 
1962. 

In 1960 assisted governments made codtments t o t a u  
$78.4 million in the form of local faclllties, services, 
and supplies for carrying out UNICEF programs. These 
so-cued local contributions are not %atched" by the 
United States but they represent a vital element in the 
UNICEF program. They enable UNICEF resources to go farther 
and assure that each project is flmLy rooted in the country 
as a basic responsibility of the local government. This is 
hportant in connection with the comdtments to continue 
programs after UNICEF aid has ceased, 

In addition to government contributions, UNICEF receives 
support from private sources. Income from these sources 
amounted to appro~dmately $1.9 million in 1960. 

Proposed U.S . Contribution 
It is proposed that $12 ndllion be appropriated for 
contribution to UNICEF1s CY 1962 program. This is the 
same amount that was appropriated in FY 1960 and FP 1961. 
Because ~f increased contributions from other governments 
and UNICEF1 s new procedures whereby resources are put into 
more rapid use, the UNICEF program will be able to expand 
in 1962 without an increased contribution from the U.S. 

The U.S. Department of Agriculture has been making dried 
sldm lllilk available to UNICEF on a grant basis since 1955 
under the authority of Title 111, P.L. 480. In FP 1960 
such donation to UNICEF amounted to 40,255,732 pounds. 
This was far below donations in previous years due to a 
shortage of surplus milk. In FP 1961' it is q e c t e d  that 
donatione will exceed 90 million pounds. Donations of 
dried sldm ndlk have been in addition to cash contributions 
to UNICEF and have not been included in arridng at the 
ratio of U.S. contributions to contributions from other 
governments. Canadasand Switzerland have also been making 
substantial contributiona of dried nd lk  to UNI(=EF in 
addition to their cash contributions. 

The 1962 UNICEF forecast calls for a $2 millian increase 
in program allocations to a $28.5 million total of which 
76% is earmarked for disease control and nutrition 
projects. In addition to program allocations, the 
Executive Board makes allocatians for the operational 
services and the adminlstratlve budgets. The operational 
services expenditure for 1961 is estimated at $2.2 million 
and the administrative expenditure for 1961 is estimated at 
$1.8 million. These expenditures are expected to show but 
a slight increase for 1962. 



UNITED NATIONS CmREN'S FONJJ 

Program Allocations by Area and Tgpe of Activlty 

(In thousands of US dollars) 

Actual Allocations Target Program Program Forecast 
Calendar Yew 1960 Calendar Year 1961 Calendar Year 1962 

Area Amount Percent Amount Percent Amount Percent 

MI%- 2,981 11.5 4,100 15.5 5,200 18.2 
A s i a  6,692 25.9 8,000 30.2 8,300 29.1 
Eastern Mediterranean 4,007 15.5 3,800 14.3 4,100 14.4 
m o p e  1,385 5.4 1,000 3.8 900 3 2 
The Americas ::3d 29.7 7,700 29.0 8,100 28.4 
Interregional 12 .O 900 3.4 900 3.2 
Undefined (Emergencies) 3.8 3.5 

TOTAlS 255ki i8k8 mr8 i?K8 

Includes allocation f o r  Fish Oil Capsules and Freight on powdered milk In an amount of $2,220,000 wllich 
on inrplementation will be charged to  th'e respective countries. 

Actual Allocations Tareet Pronram Proeram Forecast 
Calendar Year 1960 calendar y e 4  1961 ~ a l e i d a r  Year 1962 

Activity Amount Percent Amount Percent Bmount Percent 

Health Services 4,684 18.1 5,400 20.4 4,400 15.4 
FamUy and Child Welfare 

Services 4ll 1.6 600 2.3 800 2.8 
Diseaee Control 12,195 47.2 llJ500 43.4 12,200 
Nutrition 

42.8 
6,826 26.4 7,500 28.3 9,400 33.0 

Health and Nutrition aspects 
of Primary Education 157 0.6 500 1.9 700 2.5 

Aid fo r  Project Preparation 
and T r W g  Survey 43 0.2 - - - - 

m r g e n c y  A I ~  1,538 5.9 1,000 3.7 1,000 3.5 - - - 



UNITED NATIONS CIITLDRENS FUM] 

CASH CONTRIBUTIONS BY GOVERNMENTS 
(in Dollars) 

Country 1957 1958 1959 1960 a/ 
Australia 501,760 501,760 501,760 537,600 
Brazil 505, us 982,364 1,544,017 2,448,496 
Canada 668,615 669,063 679,073 670,751 
Colombia 256,446 255,587 255,298 504,906 
France 1,071,428 738,095 740, 000 748,240 
Germany, Fed. Rep. 380,952 476,190 523,810 595,238 
M a  335,781 377,708 595,281 714,867 
 ran 200,000 200,000 425,635 469,224 
I ta ly  96,000 96,000 288,800 480,000 
MCO 300,000 300,000 532,319 5U, 353 
New Zealand 182,000 210,000 210,000 210,000 
PhillppFnes 90,000 95,500 134,762 175,775 
Sweden 212,355 212,355 260,618 260,618 . 
Switzerland 234,000 269,100 269,100 
Turkey 107,143 160,m 186,071 
USSR 500,000 500,000 500,000 

Z% 
United Kingdom 

500,000 
616,000 658,000 658,000 

Yugoslavia 
938,000 

200,000 200,000 200,000 200,000 

Subtotal 6,457,895 6,902,436 8,504,544 10,485,834 

Pravisional, Including contributions receivable. 

la, 



PROGRAM SDMMAEE ($ in ~housandsl 

FY 1960 Estimate FY 1961 Proposed FY 1962 
12,000 12,000 12,000 

Government Contributions to UNICEF 

Calendar 
Year 

United 
States - Other - 

5 -3 

6.6 

7.8 

8.2 

9.9 

11.0 

13.0 

LL.1 

15.3 

U.S. 
Percentage 

-. -- 

d Estimates. 



7. MALARIA ~ I C A T I O N  PROQRBM OF THE WORLD HEALTH ORCLBNIZATION 

lT 1960 Contribution 
FP 1961 Contribution 
FP 1962 Request 

$5.00 mil l ion 
5.50 million 
2 .50 million 

Description of Program 

The Worldwide Malaria Eradication program i s  a cooperative 
campaign being undertaken by almost 100 countries and 
t e r r i t o r i e s  in conjunction w i t h  t he  World Health Organization, 
the  Pan American Health Organization, the  United Nations 
Children's Fund and the Internat ional  Cooperation Adrninls- 
t rat ion.  The ultimate goal of t he  campaign is t o  eradicate 
malaria from areas in which 1.25 b i l l i on  people a re  or have 
u n t i l  recently been exposed t o  malaria infection. There is  
cumulative evidence tha t  malaria eradication programs i n  
malarious are- a r e  an essent ia l  fac tor  in preparing the  
w a y  f o r  soc ia l  and economic development. 

'Pypes of Assistance Provided by WHO* 

The WHO mainly provides ar trains technical-personnel and 
engages in research and standardization act ivi t ies .  
(Supplies and equipment a re  f o r  t he  most part provided 
mul t i la te ra l ly  by UNICEF and b i l a t e ra l ly  by ICA]. WHO 
assigns profeseianal malaria s t a f f  t o  country or regional 
program t o  work with national counterpart personnel. It 
promotes training of required nat ional  personnel through 
fellowships, t rave l  grants, seminars, and assiatance t o  
internat ional  t raining centers. Standards are s e t  f o r  
malaria eradication which a re  applied by national programs 
including techniques f o r  spraying, epidemiology, entomology 
and parasitology. The WIIO a l so  sponsors or aeeiste  
research needed t o  support f i e l d  programs, sometimes in 
cooperation with the  U. S. Public Health Service, includiog 
research on antimalarial drugs, resis tance to Fnsecticidee 
in mosquitoes, and f i e l d  trials of insecticides. 

U. S. h t e r e s t  

I n  view of its mult i lateral  nature, the WHO is able t o  play 
the key ro l e  in coordinating the  ef for t s  of the many 
member nationa undertaking malaria eradication programs. 
This coordination takes many f o m ,  such as sponsoring 
meetings of directors  of national malaria eradication 
campaigns; stimulating establishment of Fnter-country 

168 

rlrrlar coordination barde; eattfng of a t m l a r d ~ ;  facili- 
tating exchange of infomtion; aml encaruaLSing neighbor- 
ing rrsur to uadsrtabs arrdicatian csqpaigrrs e ~ ~ 4 .  

The mul t i la te ra l  agencies are able t o  c a l l  on the technical 
personnel and s k i l l s  of many countries in the  international 
campaign, In 1960, WHO eqloyed about 425 professional 
anti-malaria s t a f f  in the f i e l d  and a t  headquarters. WHO 
has assigned technical personnel to  a s s i s t  malaria eradica- 
t ion  program in 75 countries and te r r i tor ies .  

SOIW countries prefer  t o  receive assistance from a d t i -  
l a t e r a l  agency. It is  a shared e f fo r t  and a genuine form 
of international cooperation, d n c e  all countries make 
some contribution and part icipate in the overal l  agency 
direction. This i s  the single la rges t  program in which 
NHO, including its regional office, the Pan American 
Sanitary Bureau, is engaging - f a r  reaching in conception, 
scope and effect.  Supporting the WE0 contributes t o  our 
foreign policy objectives of strengthening the  UN and i ts  
specialized agencies. 

One of the  most recent reports on the progress of malaria 
eradication is from Mexico. This country, which i s  receiv- 
ing assistance from WHO/PAHO and UNICEF, in 1956 had 2.5 
million mal.arFa caaes and 250,000 deaths; by 1960 it had 
only 1,400 cases and no deaths. Reports. a t  the U t h  World 
Health Assembly during February 1961 were similarly en- 
couraging. A s  a result mainly of training ac t iv i t ies ,  the 
number of professional malaria s t a f f  in the  worldwide 
campaign increased from 1,400 i n  1959 t o  2,400 in 1960. 

In t e r n  of trends Fn programs, WEIO and a lso  ICA are now 
emphaeizhg assistance in developing e f f i c i en t  administra- 
t i o n  of country programs and in evaluating the results 
achieved. UHO has several evaluation teams t o  a s s i s t  
oountries Fn doing th is .  WHO and ICA have agreed on the 
concept of undertaking npre-eradicationn programs in par ts  
of Africa where eradication is  becoming a technically 
feasible long term goal. 



Cooperation of Mult i lateral  and Bi la te ra l  Agencies 

The WHO (including i t s  PAHO branch), ICA, and UNICEF have 
developed close l i a i son  and working relationships in order 
t o  ensure tha t  mult i lateral  and b i l a t e r a l  assistance ef for t s  
are r ea l ly  complementary with best  use of funds and personnel. 
The malaria campaign is genuinely a cooperative one in which 
all part icipat ing agencies are making essent ia l  contributions. 

Proposed U. S. Contribution 

A t  the request of the U.S., the 14th World Health Assembly put 
the financing of the WHO malaria eradication program on a more 
stable and orderly basis by providing t h a t  the f i e l d  costs of 
the program should be progressively integrated in to  the regular 
assessment budget over a three-year period, 1962-1964. I n  
addition, the Health Assembly accepted another U.S. proposal 
t h a t  henceforth administrative costs  of the program should be 
paid from the regular WHO budget. The estimated 1962 expendi- 
tures  of WHO are about $5.6 million, of which $2.8 million will 
be paid from the regular WHO assessment budget, In view of 
these provisions fo r  systematically broadening the support f o r  
the WHO program from other member nations, it seems reasonable 
f o r  the U. S. t o  make a somewhat reduced voluntary contribution 
of $2.5 million in 1962. 

The related malaria eradication program of the PAHO, f o r  which 
$2 million i s  proposed f o r  FY 1962, will be funded from the 
Inter-American Program f o r  Social Progress. 

8. COMMOMTY WATER SUPPLY PROGRdM OF THE WORLD HEALTH ORGAE'I- 
ZATION 

FY 1960 Contribution 
FY 1961 Contribution 
FY 1962 Request 

Description of Program 

$ .30 million 
.18 million 
.40 million 

There ie evidence of growing intereet in underdeveloped 
countriee and 4x1 international lemtbg agencies in putting 
substantial sums in to  community water supply programs. 
Reports of delegates t o  the World Health Assemblies, 
most recently the a t h  Health Assembly, 1961, indicate 
t h a t  an increasing number of underdeveloped countries, 
including India, are beginning t o  accord a high p r io r i t y  
t o  t he i r  c o m i t y  water supply programs. The WHO i s  
now acting as &ecutive Agency f o r  two Special Fund 
projects in India, one re la t ing  t o  the Calcutta water 
supply system and the other t o  developing a school f o r  
sanitary engineers. 

U. S. In teres t  

Since 1958, the United States, in cooperation with certain 
other countries, has taken a leading par t  in WHO meetings 
in stimulating and encouraging increased ac t iv i t i e s  by 
the  WHO and by l e s s  developed nations i n  water supply; 
development. In order t o  a s s i s t  in t h i s  process, the 
U.S. i n  1960 and 1961 has made s d  voluntary contri- 
butions to  WHO f o r  t h i s  purpose. A s  national and inter-  
national funds,become increasingly available f o r  water 
supply construction, a necessary complement i s  tha t  
technical assistance be available before, during, and 
following the construction stage. This technical ass i s t -  
ance r e l a t e s  both t o  technological aspects, and also t o  
the organizational, administrative, legal ,  f i s c a l  and 
management aspects of water supply development, and i s  
necessary t o  ensure tha t  projects  are soundly conceived 
and implemented. 



of national inetitutiona adl the actual. consWtion  of syatanur. 

Both the WEEO a d i  ICA have conclu&ed that technical aasistsnce The relate¶ p r o m  in Latin Amsrica, administerdl by the Rsn 
can generally be met  effective in  this field i f  it concentrates h ~ f i c a n  Health *mzstion, the Re - Branch, 

zationa a c h  cm promte water supply devebpmmt on a w e l l -  
? on helping countries t o  build strong indigennue nationdl organl- -0 a U* m,OOO, to be -dl 

frcmP the Inter-American &om for Social &ornee. 
administered, technically and finaacislly sound basis, eventually 
self-eupportiag. Wor -1s i s  therefore being placed on 
encouraging countries t o  dwelog such nat iord institutions. 
Six national legislatures are currently considering legislation 
to establish national water suyply authorities or programrr and 
IdKO reports additional countries recognizing the value and nray 
be expected to take action. 

Major emphasis is also placed on training in all phaees of 
colmrmnity water supply progremw. The WHO, in some ewes in 
conjunction with ICA and the U. 8. Public Health Senrice, has 
sponsored several inter-regiondl or inter-country courses which 
have covered such subjects ar, adndnistrativa and l e@l  aspects, 
water rate  structures , and technological sub jects . 
WHO ur i epe  consultants to  countries; i n  particulsr, it has 
r ide a st& i n  appointing Sanitary Engineers t o  i t s  regional 
offices. WHO ha8 recently become active in  the drafting of 
technical reguLetione and specifications for des- and con- 
struction, incluillng the preparation of lllenuale on such subjects. 

The milti lateral nature of WHO sdde strength to some of these 
forms of assistance -- e.g., in  training in  regiondl or inter- 
regional schools erd seminars, in setting of reconmended 
statdsrds, in comparing experience and knowledge of technical, 
administrativa and f iscal  aspects of water supplies from nnny 
parts of the world. 

bnmnity water supply development i s  a field in  which coordi- 
nation with other eispects of water deveLopment i s  essential. 
WHO herr eetabllshed collaboration with other international 
agencies , including the U.H. Water Jkmurces Development Center, 
UXKCEP, UN R e g i d  E c o ~ c  C ~ s s i o n s ,  the World 3ank, and 
also with ICA. 

Proposed U. S. Contribution 

A contribution of &CO,000 t o  WgO i s  proposed t o  support the 
qwrlol me& for technical ~ s i s t a n c e  to accoap,aay developnmt 



g. MEDICAL RESEARm PROGRAM OF TEE 
WORLD HEAUIH OEIL:ANI!AATIOFT 

FY 1960 Contribution 
FY 1961 Contribution 
FY 1* Request 

$ .50 ndllion 
.50 mllllon 
.5O ndllion 

Description of Prograan 

Many cauntries are reaching a stage where they are coqpetent to 
undertahe iaedical research. Under i t e  eqanBed msdical research 
program, WHO helps mdical scientists and inetitutione t o  evalu- 
ate research needs, to exchange inforl~ation and findings, and t o  
plan and undertake reasonably coordinated research program to  
meet specific needs. In this  program, WIIO makes extensive uee 
of i t s  well-developed system of mrt advisory panela. For 
general advice and guidence on the program, it has appointed a 
Medical Research Advieory Colrmittee coqpoeed of s a E  of the 
world's leading llrsdical scientists and adndnietrators, Incluillng 
the Director of the FTational Inetitute of Health. WHO make8 
d e s t  financial grants where these vlll have a catalytic or 
stilmilating effect i n  an area of needed researoh, end alao 
provides research training f e l lmh lpe  . 
U. S. Intereet 

Weal ecience and technology ha6 reached a stage where Atrthar 
progress against dieease and for health is increasingly depen- 
dent on research t o  close gaps i n  present medical knowledge. 
Because of this,  through the Publlc Health Service (NYE) the 
U. S. has for  several years been e x p a  i t 8  cooperation with, 
and sypport and s t i m k t i o n  of, medical research In other 
countries. AEI a coqplementarg activity, the U. 8 .  secured 
approval by the l l t h  World Health Aeeenibly, 1958, of a program 
t o  rnard the medical research role of WHO, and has since 
contributed both technical &vice and financial s-rt t o  this 
program. The WHO, by M u e  of i t s  multilateral character, i s  
peculiarly well suited to undertdse certain activities (indicetab 
in  preceding section) noabed for fully effective internetiaaal 
cooperation in  Weal reeearch. 

have therefore approved progressively larger aawunts iron the 
regular bu~get--$500,000 in  1960, $750,000 in 1961, and $1 ndllion 
for I@. However, special circlupstances have now arisen in  that 
a t  U. 5 .  request the WHO i s  absorbing the costs of ite maJaria 
erdicatian program into the regular budget over a three-year 
period (starting in  19642). This tenpmary strain on the budget 
bars no& prwision for program development in  other areas. 
Contirmstion of the U. S. voluntarg contribtrtion i s  requested 
t o  avoid partial nullification of the U. 8.-WHO effort and to 
maintain the needed InternstioPal mcdical research program. 

The WHO medical research program i s  concentrating on promting 
the .attack on communicable and chronic diseases , and i e  con- 
tributing to ralsing health lwela In less developed areas. 

In the field of cardiovascular disease, for example, WHO hae 
promted the establls-nt of a cardlovssrmlsr research center 
a t  Kanpeh, Uganda, which will investigate cardiovaecuLar 
conditione in  African areas. The conparative (Let8 obtalneb i s  
emc ted  to add sleo to kmwled&e of the causes, prevention end 
treatmnt of cardiovascular conCLitions elsewhere, including the 
U. 5 .  In  1961, mo i s  providing 10 one or two-year aavanced 
d c a l  research training fe l lmhlps ,  ard i s  also sponsoring 
an exchange program for scientific personnel. Where necesssry 
WBO i s  assisting in  filvrncing of research projects over several 
years until  significant results are achieved. 

Proposed Contribution 

WBO i s  budgeting $1 ndllion for the program f r o m  i t s  regular 
budget In 1962. The U. 8. contribution of $500,000 would 
ralse the budget for  the program to  $l,500,000. In view of 
the bw-term nsture of research, WHO hae stated that this  
budget level will  p r o m e  essentially for continuation of 
projects alresdy started, although it wil l  not U o w  initiation 
of naw research. It i s  believed t h a t  adequate pnintenance of 
existing projects should be the ndnlmum U. 5 .  objective, and 
$500,000 i s  therefore requested for the U. S. contribution for 
19642. 

From the first, it hee been understood that the WBO would Increae- 
ingly provide for the mended Wcal research grogran out of 
i t s  regular budget; and it wae previouely pLenned to end 
voluntary support i n  1$1. Successive World Health AEIsembUes 



FY 1960 Contribution $ .75 million 
FY 1961 Estimated Contribution -58 million 
FY 1962 Request -75 million 

In each of the past three years the U. S. hse offered to the 
IAEA operations b w t  $500,000 err a principal sum ard $250,000 
on a 50$ matching baais after other members have paid $500,000. 
Our Government hae offered this  level of support with the thaugbt 
that it would assist the agency in hunching a xmiber of progrermr 
vhich would prove beneficial t o  the mmber governments of the 
Agency. A t  present the operational progrm includs fellomhips, 
aesistance to research, techrrlcal assistaace, training spd the 
establlshmant of a laboratory which will be i n  operation in  
19Q* 

The U. 5. hoper t o  bring i t s  percentage support to IAEA dawn 
to the assessed budget share vhich presently i e  32.43%. Tbis 
will  need t o  be approached in stages and will require egree- 
ment by a l l  mxhr governm?nts and an -t of the Agency 
statute. I n  the meaatims, the U. 8. Cbvernmant vishes to 
prwl& for the Sam dollsr m u n t  contribution to the W c y  
t o  show U. 8. support of i t e  operatione the Atom for 
Peace PrPgre~. 

Contribution 
Contribution 
Requast 

$1.30 million 
1.50 mlllion 
1.50 mllllon 

Description of Program 

Technical Cooperation Progr~m of the Organization of American 
States for CY 1961 consists of eight training centers one 
~ n s t i t u t e  for hoof-and-mth disease research ( ~ r a z i l j ,  and 
three semlnar projects. The training centers are for economic 
and financial s ta t is t ics  (Chile), rural  education (~enezuela) , 
evaluation of natural resources (Brazil), inprovement of 
agriculture sdl rural l i f e  (three regional centers 1, w r l cu lM  
credit (~exico) a d  urban a d  r e g i d  planning (Peru). 
S m  are conducted in planning sdl addnlstration of 
mlfarc programs (Argenttna), dlmnced trsining in applied 
social sciences (Mexico), ad training for business ailrmtn.(e- 
trstion (Brazil). 

United States Interest 

It i s  i n  the U n i t e d  States' interest to  encourage support on a 
voluntary berrie by all the Latin Anrricaa countrier of a -ti- 
lateral  technical cooperation program devoted to the strengthen- 
ing of their economic a d  social fieummrke. This i s  a coapera- 
t ive undertaking to vhich all contribute within their ceqpabilltier 
and which is staffed by nationals of aarrg of the countries of 
the hemisphere. It provides, through eemlllars and pemment 
tralnlng centers, study and training opportunities in a variety 
of ecooondc spd social f i e l b  throu& feicillties vhich are 
available t o  selected students f r o m  dl member countries of 
the OM. The program a t t ach  those very problem which are 
basic to Latin America such 88 deficient agricultural produc- 
tion. lack of trained personnel for  public end business adaanis- 
t r a t k ,  insufiicient -and poorly trained teachers, Inadequate 
stat is t ical  techniques, lsclr of social welfare programs, etc. 



It works toward the achieve~nt of nmny of the objectives 
inherent in our bilateral program but complemente rather than 
dupli cates the latter. 

Promeed contribution 

The awunt of $1.5 million ie requeeted for the CY 1962 contri- 
bution to the Technical Cooperation Program of the Organization 
of Americem States. Thie program level repreeente no change 
fromthe previous two years. The appropriation requeet for 
Fiecal Year 1962 show as an increase because it is expected 
that no carry-over funde will be available. 

FY 1960 Contribution 
FY 1961 Contribution 
FY 1962 Requeet 

$1.19 million 
1.33 million 
1.80 million 

The HAlrO Science Program began as a reeponse to the Soviet 
challenge in the field of ecience. It is a program to 
increase the effectivenees of Weetern ecience end to expose 
scientists of the Western Countriee to the beet and wet 
advanced work now being done in the varioue fields of eciance. 

The HAM Science Fellowship project enables individual scientists 
from WJD countriee, including the United Statee, to receive qp 
to a year of epecialized training. It is expected that t h  1% 
program w i l l  total $3.25 million, with a U. S. ehare of w, a 
$1.3 million. 

The lwm Advanced Study Imtitutee project encourages the 
holding in varioue IUltl countries of short-term special 
eaminar-iaetitutee, typically of two-three m e .  duration, 
to study scientific problem of epecial concern to t h  
Alliance. The program ie proposed at $500,000 in I*, with 
a U. S. share of J#$, or $200,000. 

The NATO Research Grants Fund finances research rojects parti- 
cvlarly suited to international collaboration. !he initial 
$1 million which was agreed to by the NATO Countries for these 
projects will be exhausted during 1961; a second $1 million 
was approved by the North Atlantic Council in October 1960, 
of which $300,000 (U.S. share $72,600) was called up frcan 
member governments in January 1961. This year's request 
for funds for this program is based on the asswrption that the 
remaining $700,000 of the second million-dollar authorization 
plus an additional $300,000 will be called up by NATO during 
1962. The U.S. share of this program is 24.2%. 

In sddition to the eetablished projects listed above, it is 
llkely that other costs will be incurred in the coming year 
as a result of a thorough study recently nade under the 
auspices of HAM and the Ford Foundation on "Increasing the 
Effectivenees of Western Science." Perhape the wet inportent 
of the recom~~endatione reeulting fromthis etudy is for t h  
eetabliehment of an International Science Institute. 



A group of senior scientiete from lVA!m cauntriee under the 
chahmmhip of Dr .  Killian of HTT i e  nov at work drsving uqp 
a blueprint for  such an inst i tute.  It i e  requeeted that 
$58,000 be budgeted to cover poaeible hrrthtr coetr involved 
i n  tlmss feas ib i l i ty  etudiee. 

U. S. Interest  

Under U. 8. leaderehip the IWRI Heads of Governslant adapted 
decieions i n  December 1957 which l ed  to theertabliehplent of 
the  IWRI Science Program. I t e  purpose is to promto ecientif ic 
cooparation .and thereby to obtain f o r  the United Statee, .and 
f o r  a l l  other &re, the nmdmm beneflt from the  great 
scientific reeourcee of the HAII1D couatriee. 

lVA!m cauntriee are cooperatively conducting oceanographic 
eurveys, weather reeearch, srdl etudiee of coamic raye. lhrougb 
INA!LD fellowehips, the Weetern ecientiete who have participated 
in W e  exchange program have returned horn with an increased 
un&ere td ing  of the etate of ecience in other countries. 
Thte bae p r m n  t o  be of great value to the in8lvirhla'ln them- 
eelvee, t o  the United States, sod to the  crtbv Western countriee. 

Scientiets  flnd it dif f icul t  to keep abreaat of the m e t  recent 
adwmcee in the various fie- of reeearch. The lWB advance& 
etudy ins t i tu tes  program enables scientiets  t o  attend meetings 
at which epecific topics a m  discuseed a t  very advanced levels. 
Theee maetings, which vary i n  length fmm om to el@t weeke, 
permit exhaustive t r e a t ~ n t  of a given ecientific topic. For 
e q l e ,  semiasre on elementary part iclee were h e w  in Prance 
in the mumere of 1959 anti 1960 under the  direction of a 
profeeeor from the University of North Carolina. The latter 
seminar wae atteaddd by forty-one pereons from f i f teen 
countrice. Sendnare of eimilar nature have been held i n  &bar 
countries on such rubjecte as pla8mr phyeics, protein aadlyeie, 
radiation damgo to net&, theoretical  chendetry, etc.  

Praposed U. 8. Contribution 
( ~ h a u a ~  of Dollare) 

PIY 1960 n1*1 FY 1% 

Science Fellowehipe 
Mvsnced Study Imt i tu tee  75 135 MO 
Research Orante 2 k  72.6 242 

llhe t o t a l  coat to the United Statee of t h e e  four general 
categories of proJecte i s  therefore $1,800,000 which vlll be 
applied to the  lWB CY 1% program. Thie coqsree  wlth au 
FY 1Nl request of $1.8 million, of which Congreee rllowsd 
$1.2 million. (The shortfal l ,  representing the difference 
between the ~ m ~ u n t  m r o p r i a t e d  and the actual U. 9. cash 

em, is being psia 

The United Stater  contribution to the Research Orante EZma 
is on the baaie of the lVA!Kl regular coat-sharing i d ;  
i.e. 24.28. 

The United Statee originally contributed to the Science Fellow- 
ship Program and to the Mvanced Study Imt i tu tee  at 50$, to 
encourage the  participation of other maniber governmcnte. The 
U n i t e d  Statee contribution to t h e e  two progrwm for  CY 1Nl 
i e  being msdh at 455. The Unite& Statee cash contribution to 
theee two prograsm i n  CY 1% i e  based on r prapoued percentage 
contribution of 40 percent. The United Stetee prapoeer to 
continue theee gradual percentage decreases with the goal of 
bringing the U. S. percentage contribution into l ine  v i th  the 
IWD regular coat-sharing formula. When that point i e  reached, 
it i e  proposed t o  fund theee programe, together v l th  the 
Research Onrnte program, from the Departmant'e Contribution6 
appropriation. 



FY 1961 Program 
FY 1962 Request 

$6.81 million 
$16.90 million 

Description of Program 

In  September 1960, India and Pakistan signed a treaty marking 
the formal settlement of the long-standing dispute between 
Pakistan and India on the sharLng of the available water in 
the Indus River Basin. These water problems arose af ter  the 
1947 demarcation of the border between India and Pakistan, 
which cut across the major r ivers of the Indus system, 
leaving control of upstream waters entirely in India. The 
required system of works t o  provide fo r  Indian needs from the 
three Eastern Rivers and fo r  Pakistan's needs from the three 
Western Rivers would maintain and extend the largest  irri- 
gation system in the world. It i s  estimated that costs wi l l  
exceed a b l l l ion  dollars. 

The cost of the necessary scheme of works could not be under- 
taken by India and Pakistan alone. The IRRD, which assisted 
the negotiation of the settlement, proposed that  the United 
States and f ive other countries join with it in establishing 
a fund t o  assure the main par t  of the financial assistance 
needed for  the construction recommended by the Bank to  effect  
the settlement. Shultaneous with the signature of the 1960 
Indus Waters Treaty, a fFnancial agreement to establish the 
Indus Basin Development Fund was signed by Pakistan, by the 
IBRD, and by the United States, Australia, Canada, Germany, 
New Zealand and the United Kingdom, all of which contribute to  
the Fund. Under the Indu Waters Treaty, India agreed to  
contribute funds to be admMstered by the Fund. 

The financial plan for  the Indus construction now includes a 
t o t a l  free world commitment of $1, O~O,OOO,OOO i n  contributions, 
of which the agreed U.S. contribution i s  $515 million. The 
U S .  w i l l  provide aid to meet both foreign exchange and local  
costs. Contributions to  the Indus Basin Development Fund to  
be administered by the IBRD will take up almost $900 million 
of the total commitment. In  addition to  contributions 
administered under the Indus Basin Fund, the United States 
has given assurances to IBRD and the Government of India that 
a loan of $33 million would be available as a contribution 
t o  meeting the cost of works in India which are not to  be 
covered from the IBFD administered Fund. The Development 

Loan Fund made an allocation fo r  th i s  purpose from i t s  
available funds in FY 1960. Details remain to  be worked 
out on the receipt of a loan application. IBRD dl1 also 
lend India $23 million f o r  th i s  project. Indian budgetary 
provision f o r  the local costs of works in India d l  also 
remain outside the Fund. 

The administration of the Indus Basin Development Fund 
contributions of foreign exchange and Pakistan rupees under 
the financial agreement i s  the responsibility of the IBRD, 
which i s  also a contributor of $80,000,000 to  the Fund 
financing. As administrator, IRRD dl1 be responsible for  
calling up contributions t o  the Fund and fo r  regulating 
disbursements t o  meet approved expenditures as the con- 
struction program progresses. Work in Pakistan i s  under 
the supervision of the West Pakistan Water and Power 
Development Authority, an agency of the Government of 
Pakistan, which employs free-world management and 
engineering advisors t o  a ss i s t  it. Preparatory work has 
reached the l a t e  design stage on some major elements of the 
proposed construction; bids are expected to be l e t  shortly 
which w i l l  provide more exact experience f o r  judging future 
costs. Reimbursements for  Fnit ial  s i t e  work covering 
act iv i ty  already underway are being made by IBRD under the 
agreement from the contributions already available. 

Against the financial commitment undertaken, the U.S . has 
already made a DLF loan of $70 million t o  Pakistan, which 
accrues t o  the Indus Basin Fund f o r  administration with 
i t s  other funds. Under the Indus Basin Fund agreement the 
IBFD schedules ca l ls  for  contributions to  be made semi- 
annually. In FY 1961, including through the April 1961 ca l l  
fo r  funds, the U.S. obligated $6.8 million of special 
assistance grants for transfer to  the Fund. The DLF loan i s  
available t o  be drawn as required. To date the Fund 
AdmMstrator has also called for  100 million Pakistan 
rupees. 

United States Interest  

Since the Part i t ion of India in 1947 one of the two major 
disputes which have embittered relations between India and 
Pakistan has concerned the use of the waters of the Indus 
River system. This dispute and the Kashmir problem have 
posed a continuing threat to  the pol i t ica l  s tabi l i ty  of th is  
vital area i n  South Asia and have prevented the two countries 
from concentrating fully on programs of economic and social 



development. Settlement of this issue would constitute a 
major step toward closer relations between the two countries, 
vhich is a major policy objective of the United States. Such 
an improvement in relationa between India and Pakistan would 
lessen the danger of any possible military conflict between 
the two countries and would also encourage them to concentrate 
their energles more fully on development activities. It was 
in support of these policy objectives that the United States 
decided to contribute substantially to the plan for solution 
of the kdus Waters dispute f o d a t e d  by the lhtexnational 
Bank for Reconstruction and Development. 

Proposed FT 1962 Assistance 

It is estimated that $16.9 million of FJI 1962 appropriated 
funds will be required to meet Indus Basin Fund calls on 
the U.S. for further contributions against the conrmitmsnt 
to provide grant aid. Local currency for the Indus Basin 
Fund requh-emants will be provided as called for from 
Pakistan rupee balances available as a result of earlier 
agreements for the sale of agricultural commodities under 
P.L. 480 and through provision for allocations from . 
future Food for Peace prograrm for Pakistan. 




