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PREFACE

As the Congress prepares the First Concurrent Resol u-
tion on the Budget for Fiscal Year 1978, sone of the nost
inportant issues in the international affairs function wll
concern the foreign assistance prograns. This paper |ays
out some background for decisions on the size of the program
and puts the US programboth in historical perspective and
in the context of assistance prograns provided by other
donor countries. It also examnes what is known about the
i npact of economic growth and foreign assistance on the
lives of the poorest people in devel opi ng countries—-who are
the focus of the "New Directions” foreign assistance policy.

The paper was prepared by Sheila K. Fifer and Alen
K. Merrill of the National Security and International
Affairs Division of the Congressional Budget O fice under
the general supervision of Lawence G Franko and John E
Koehl er. The authors w sh to acknow edge the assistance of
Ranmon Espi nosa, R chard Morgenstern, and John H Iwood of
the Congressional Budget Ofice. The nanuscript was edited
by John M Shea and typed for publication by Patricia
J. Minton.

Aice M Rvlin
D rector

February 1977
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SUMVARY

Since US economc assistance first becane a foreign
policy tool thirty years ago, U.S. aid has acquired increas-
ingly diverse objectives and recipients. The current m xed
collection of prograns and objectives is derived from the
various mlitary, diplomatic, commercial, humanitarian, and
devel oprmental directions US aid has taken in the past.

The nost focused assistance policy was the first: the
reconstruction of Veéstern Europe and Japan followng Wrld
Var 1. Wen the targets of assistance shifted to devel -
oping states, the objectives and uses of foreign assistance
gradual | y became mnore diverse.

Meanwhile, the levels of real assistance spending
gradual |y declined. In constant dollars, annual US.
econom ¢ assistance has declined to approximately one-third
of what was allocated during the Marshall PHan. A the sane
time, other donors' assistance has slowy increased. us
assistance now represents slightly less than 25 percent of
the total economc assistance given to devel oping states.
Most of the remaining 75 percent cones from other Véstern
countries which also give assistance toward a variety of
sonetimes inconsistent political, comercial, and hunani-
tarian objectives.

In fiscal year 1977, US econom c assistance prograns
will total slightly nmore than $5 billion. The four nmajor
prograns the United States maintains include: security
supporting assistance (32 percent of the total), bilateral
devel oprent  assi stance (20 percent), nmultilateral devel op-
ment assistance (18 percent), and Public Law 480 food aid
(21 percent). Several different agencies admnister these
prograns, and they pursue diverse and occasionally con-
flicting objectives. These objectives represent a mxture of
short-term political and security goals and |ong-term
devel opnental objectives. U S. programs--their sjze,
structure, and distribution--differ from other donors'
prinmarily in degree. The Unhited States has nore different
kinds of assistance prograns and distributes its funds nore
broadly than nost other donors.

vii
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The multiple objectives of US assistance nake any
eval uation of effectiveness difficult; no single standard is
available for judging its overall success or failure. The
assistance objectives that are the nost detailed, the nost
often discussed, and the nost frequently revised are those
of economc development. The United States supports sinilar
devel opnent efforts through contributions to international
financial institutions and through the bilateral program of
the Agency for International Devel opnent (AD.

The Congress has, of course, nore direct authority over
the bilateral program and recently used that authority to
revise its objectives. A Congressional mandate of 1973
directed that priority be given to the problenms of the
poorest peoples wthin developing countries. This policy,
known as New Directions, represented a najor shift from
previous efforts to pronote economc growh through I|arge
industrial and infrastructure (e.g., irrigation or transpor-
tation) projects. The New Drections nandate explicitly
applies to the 45 percent of US foreign assistance ex-
tended through the bilateral devel opnent programand Public
Law 480 food aid.

The New Directions legislation has resulted in a
change in the types of projects sponsored by AD S nce
1973, AD has placed greater enphasis on small-scale
agricultural devel oprent, and health and education projects
designed to benefit the poorest people in devel oping coun-
tries. Large-scale, capital-intensive projects considered
less likely to benefit the poor directly have been all but
di scont i nued.

The effectiveness of present AID activities--particu-
larly in terns of the contribution to increasing the
wel fare, productivity, and incone of the very poor--is
difficult to neasure. In relation to the devel opi ng coun-
tries' problens of poverty, unemployment, malnutrition, and
ill health, the US aid effort is quite snall. In nost
recipient countries US bilateral devel opment assistance
anounts to considerably less than one percent of G\P.
Because of this, US aid by itself is unlikely to bring
about naj or changes in the wel fare and i ncome of the poorest
peopl es in devel opi ng countri es.

Permanent inprovenents in the lives of the majority

of the poor are essentially dependent upon the econonic
and social policies of the governnents of devel opi ng coun-
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tries thensel ves. The experience of a few countries, such
as Taiwan and South Korea, has indicated that, wth the
right conbination of government policies, economc growh
acconpanied by a redistribution of incone is possible. The
effectiveness of US development aid would seem to depend
less on its direct and imediate effects than on the extent
to which it contributes to the adoption of appropriate
policies by recipient countries. Little evidence is avail-
able, however, for assessing how effective assistance has
been in favorably modifying devel opment policies. Snilarly,
there are no clear indications whether increased or de-
creased anounts of assistance would significantly raise or
lower US influence over recipients' devel opnent policies.

AD is pursuing some, but not all, of the assistance
policies consistent with long-term pronotion of both
economc growh and an equitable distribution of income in
the econonies of Less Developed Countries (LDX). AD
currently trains LDC personnel in the planning and nanage-
nent of devel opnent prograns; eases foreign exchange and
ot her resource shortages which constrain the policy options
available to LDC governnents; and conditions grants or |oans
to recipient governments upon specific policy changes.
O her activities not currently included in the prograns,
which mght also pronote long-term equitable LDC grow h,
are increasing enploynent opportunities in LDCs by sup-
porting snall-scale industry, and encouraging the nanu-
facture and export of labor-intensive goods. These acti v-
ities could be added to the bilateral aid programeither by
reduci ng sone of the present activities or by appropriating
addi tional funds. 1/

For fiscal year 1978, the Congress may w sh to consider
adjusting the level of bilateral developnent funding rel-
ative to the appropriations for multilateral devel opnent

assi stance. In recent years, AID's devel opment efforts and
the international financial and devel opnental organizations
have been supported at approxinately the sane |evel. For

fiscal year 1978, however, a conbination of arrearages in

1/ An estimated $1.2 billion in budget authority (5 percent
above fiscal year 1977) would be required in fiscal
year 1978 to maintain the fiscal year 1977 real |evel of
bil ateral assistance.
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past contributions and new subscription agreenents have
raised the request for nultilateral devel opment assistance
by 90 percent. If these increased multilateral contributions
are approved, funding bilateral devel opnent assistance at
the current policy level would result in a shift to a pre-
domnantly nultilateral devel opnent assistance program 2/
Maintaining the current balance between nmnultilateral and
bilateral aid could require an increase of 60 percent or
nmore in the bilateral devel opnent program Wnless security
supporting assistance or food assistance is cut, this would
also nean a substantial growh in the total economc assis-
tance function. If (Congress wshes to support the growth of
the international financial institutions as an alternative
to bilateral developnent assistance, a 50 percent cut in
bilateral assistance would be required to fully offset the
prospective increase in contributions to international
financial institutions.

2/ A forthconing conpanion CBO study on international
financial institutions examnes the options for ad-
justing levels of multilateral funding.



GHAPTER | | NTRCDUCT1 ON

The Congress, in its review of the fiscal year 1978
budget, wll face decisions about the spending levels to
approve for foreign econom c assistance as well as the
allocation of funds for the various aid prograns. As
background for these decisions, this study provides a
profile of the current US assistance effort, its his-
torical evolution, and its international context. The

current diversity and wide distribution of US aid, as
exenplified in the mx of four najor assistance prograns,
can best be understood against the background of the thirty-
year history of gradually adding both objectives and
reci pi ents. The assortment of programs and activities for
which this year's budget wll request support is very nuch
the product of that history.

During the past ten years, while aid from other users

has increased, US assistance has, in constant dollars,
steadily declined; it now amounts to only 25 percent of
the total flow of aid to developing countries. Because

US economic assistance is unevenly distributed, nost
recipients depend on the United States for less than 15
percent of their total foreign aid. In view of this,
the international context of US aid--where it goes and
what it does as conpared with aid from other donors--would
seemincreasingly inportant to Congressional decisions about
the allocation and uses of foreign assistance.

This study also exanmines the multiple~-—and sonetines
conflicting--objectives of US assistance. The feasibility
and implementation of recently revised goals for bilateral
devel opnent assistance are given particular attention.
Along with the prograns of nany other Wstern donors, US.
bil ateral devel opment assistance efforts have recently been
revised. Devel opnent objectives no |onger enphasize indus-
trialization and increased G\P al one. I nstead, the ob-
jective is now developnent that wll benefit the poorest
groups within Less Devel oped Countries (LDX): those people
who apparently did not share in earlier economc expansion.
This study exanines the prospects that such devel oprment
can be achieved and that US assistance can contribute to
both economc growh and equitable incone distribution.
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The Agency for International Devel opnent (A D response to
the revised objectives is assessed, and additional projects
that mght better pronote equitable devel opnent are con-
si der ed. A final section considers the relative funding

bal ance between the bilateral and nmultilateral devel opnent
programs.



CHAPTER || THE HSTCRY: GHANG NG PROGRAMS AND REQ PIENTS

The United States' econonic assistance efforts are the
product of thirty years of gradual change in the purposes
and uses of aid. The current mx of progranms and recipients
is derived fromthe various mlitary, diplomatic, humani-
tarian, and devel opnental directions US aid has taken in
the past. Today's enphasis on assistance to the poorest
groups wthin developing countries is only the nost recent
of a succession of assistance objectives. The current
mxture of long-term devel opnent objectives with imrediate
political and security goals is the result of a history
during which aid objectives have gradually been added but
only occasionally di scarded.

The nost specific US aid policy was the first: the
reconstruction of Wstern Europe and Japan follow ng Wrld
War Il. During the Marshall Plan (1948-1952), the United
States also nmaintained its highest |evel of economc as-
sistance as neasured in constant dollars (see Figure 1).

In the 1950s, as the perception of the Communi st
threat increased, and as Europe recovered from the war,
US economic aid was redirected from Europe and Japan
to the devel opi ng world. Wen the Korean Wr ended in a
stalemate and the United States faced the prospect of a
continuing nilitary comitment in Asia, US aid backed
security policies towards South Vietnam South Korea, and
Taiwan. During nost of the 1950s, Asia was the recipient of
two-thirds of all U S econom c assistance, nobst of it
closely aligned to US mnlitary objectives. The renaining
recipients were prinarily | ess-devel oped European and M ddl e
Eastern states along the periphery of the Soviet Uhion.

By the end of the decade, the area and purposes of US
aid had broadened consi derably. Decolonization in Africa and
anti-Anericanismin Latin Arerica created new candi dates for
ai d. Not only Communist expansion, seen as a worl dw de
threat, but also general political discontent and economc
instability were accepted as problens to be treated with
foreign assistance. Geater enphasis began to be given to
the use of aid for economc devel opnent purposes. Uus aid
funding in constant dollars continued to decline, but recip-
ients were added in Latin Anerica, Africa, and the Near East.

T



FIGQURE 1. US ECONOM C ASSI STANCE: FI SCAL YEARS 1949-1977 (TOTAL CBLI GATIONS AND LOAN AUTHCR ZATI ONS)

Billions of dollars

1949 1953 1962 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 b/
to to to
1952 a/ 1961 a/ 1965 a/

Qurrent Dollars 11

Constant Dol lars -

Source: For fiscal year 1949-1975 current dollars, see US Overseas Loans and Gants 19451975
(AD publication). Gonstant dollars derived from US G\P deflator.

a/ Average for span

b/ CBO estinate
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In the late 1950s and early 1960s, the United States
also began to urge its allies to provide a greater share of
aid for the developing world. Wstern European states had
recovered sufficiently from the war to afford enlarged aid
prograns, but nost gave only relatively snmall anounts of aid
to fornmer colonies. The first efforts to coordinate Wstern
aid took place in NATO As the enphasis of assistance
doctrines shifted from anti-communism to devel opnent,
VWstern states noved their aid consultations froma nilitary
to an econonic organization. The Devel oprment Assi st ance
Group--soon to becone the Devel opnent Assistance Conmittee
(DAQ of the Organization for Econonic Cooperation and
Devel opnment (OECD)--wasfounded in 1960 wi thi n t he O gani za-
tion for European Economc Cooperation (. The US
efforts to use the DAC to pronote burden-sharing were not
i medi ately successful. In the early 1960s, US aid
transfers increased nore rapidly than those of any other
donor: this was to be the only significant increase in US
aid funding since its beginning.

In the early 1960s, the United States substantially
increased its own contributions to a nunber of existing
international devel opnent organizations and financial
institutions, such as the United Nations Devel opnent
Program (UNDP), the Wrld Bank, the International Devel op-
ment Association (IDA), and the Inter-Anerican Devel opnment
Bank (IDB). Contributions to multilateral institutions,
however, remained at about 5 percent, a relatively snall
portion of total US econonmic aid 1/

In the early 1960s Washington not only increased aid
funding, but also enlarged the nunber of aid recipients.
United States--and Soviet=--economic assistance began to go
both to established allies and to "non-aligned" countries.
Wth non-aligned states receiving aid fromboth superpowers,
the relationship between donor and recipient becane nore
conpl ex. The non-aligned states resented explicit political
conditions for aid and the US began to offer its aid in
less political and nore devel opmental terns. In 1961, the
Agency for International Developrment was established to
coordinate US econonic assistance efforts and to under-
score the new inportance of devel opnmental econonic goals.

1/ The references to US mltilateral devel opment contri -
butions include all funds authorized and appropriated
in a given year.
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Wen in the nmd-1960s the open Soviet-Anerican rivalry
subsided, so did their conpetition for Third Wrld sup-
porters and their aid to non-aligned states. The post-1966
decline of US aid was hastened by donestic disillusionnent
with the effectiveness of assistance. Except for a handf ul
of countries that had made visible progress toward econonic
devel oprent, the probl ens of poverty and econonic stagnation
in the LDCs appeared to be unaffected by US aid. In 1965,
the outbreak of hostilities between India and Pakistan--
two nmajor recipients of US aid--seemed further to confirm
disillusionment with assistance. Set against donestic
tensions and balance-of-payment problens, aid funding
steadily declined.

Wth the growing US involvement in Vietnam in the
md-to-late 1960s, the use of economc aid for political and
security purposes again becane prevalent. In the early
1970s, as the overall level of US assistance continued to
decline in constant dollars, an increasing portion of that
assistance was directed toward Southeast Asia. This meant
further reductions in devel opment aid to recipients in other
regions.

During the Vietnam War, Public Law 480 food aid also
cane to be used nore for security purposes than in the
past . The Public Law 480 program was initiated in 1954
prinmarily as a method for disposing of surplus US agri-
cultural commodities abroad. The hunmanitarian and devel op-
mental objectives were given a greater enphasis, however,
with the adoption of the Food for Peace |egislation of
1966. Nevertheless, during the late 1960s and early
1970s, Public Law 480 loans and grants went in increasing
amounts to the countries of Southeast Asia, where they were
used to generate donestic funds for nilitary or security
purposes. Under legislation passed in 1974, the practice of
using local currency repaynents of Public Law 480 |oans for
these purposes was restricted; recipient countries were
required to use Public Law 480 food aid primarily for
devel oprent al purposes. 2/

As overall US. economc assistance continued to
decline in constant dollars between 1965 and 1975, aid
flows from other donor countries increased significantly.

2/ Public Law 94-161.



The "burden-sharing” which the United States had urged
in the 1950s cane to pass in the late 1960s and early
1970s. US assistance dropped from 60 percent of total
economc aid provided by all donor countries in 1965 to
less than 25 percent in 1975. 3/ This increase in other
donors' efforts seens, however, to be less a matter of their
responding to U.S. encouragenent of burden-sharing, than of
their finding their own reasons--political, conmmercial,
and humanitarian--for enlarging their aid prograns.

The most significant growth in econom c assistance came
from France, Wst GCernmany, and Japan, each of which nore
than tripled its official devel opment assistance between
1965 and 1975. Smal |l er donors--particularly Canada,
Sweden, the Netherlands, and Denmark--also increased their
econoni c assi stance substantially; they becane the in-
novators of “devel opnental themes. Through the DAC, targets
for "common aid efforts" becanme subjects for international
coordi nati on. The DAC was by now an active donors' club
attenpting to increase the volune and to nold the uses,
directions, and rhetoric of devel opnment aid. The United
States found itself becomng the target rather than the
initiator of DAC proddings to increase assistance efforts.

Many of the other DAC nenbers found devel opnment as-
sistance to be an attractive means of building closer
economc and political ties wth LDGs. They also found
aid programs to be a nmeans of underlining their world
presence. Al though nenbers continued to pursue political,
mlitary, and comrercial aid objectives, discussion within
the DAC focused alnost exclusively on the nore acceptable
devel opnental obj ecti ves. A series of what were decreed
"crucial problens" facing devel oping countries--education,
agriculture, population growth, unemployment, and nost
recently, income distribution--were identified as subjects
for menbers to give priority attention in their aid pro-
grans. The United States and ot her donors annually tailored

3/ These figures are based on DAC records for the total
flow of official devel opnent assistance. US security
supporting assistance is not considered by the US.
governnment or by the DAC to be official devel opnent
assistance. This and all subsequent references to total
world flows of economc assistance, unless otherw se
speci fied, exclude security supporting assistance.
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their presentations--and to a lesser extent their aid
programs-—-to neet the changing themes for devel opnment
assistance.

Part of the response to these "crucial problens"
included the establishment of special international funds
and donations for these purposes to established nultilateral
aid channels. These efforts supplenented the steady
growth of the international devel opnent banks whi ch expanded
from $2 billion of loan conmitnents in 1968 to $6.6 billion
in 1974. 4/ Aong with other donors, the United States in-
creased its own contributions to rmultilateral aid organiza-
tions, both in absolute terns and as a percentage of total
US econonic aid. By 1975, US multilateral assistance
had grown fromthe 5 percent of the late 1950s to 16 percent
of overall US economc aid.

The burden-sharing that the United States sought in the
early 1960s was, in fact, acconplished with respect to the
quantities of aid, if not always in its uses. The devel oping
states were receiving nore assistance wi thout substantial
real increases in US aid. Ot her Western states were
providing nore assistance to Africa and Asia; international
bodi es were extending nore aid to Latin Arerica and the Near
East, the regions of prinmary US attention.

4/ World Debt Tables Volume |. Docunent of the World
Bank, Cctober, 1976, Table B, p. 28




GHAPTER |11 CURRENT U S ECONOM C ASSI STANCE PROGRAMS

Today the United States naintains four najor economc
assi stance prograns. The programs are security supporting
assi stance, food assistance, and two devel opnent assistance
prograns: bilateral and multilateral. 1/ These programs
are admnistered by and their budget proposals prepared in
several different executive agencies--the Agency for Inter-
national Devel opnent (AD, the Departrment of State, the
Department of the Treasury, and the Department of Agricul -
ture. Toget her, these prograns account for roughly three-
fifths of the international affairs function of the federal
budget . In fiscal year 1977 they represented appropriations
of nmore than $5 billion of budget authority (see Figure 2).
Loans which recipients are to repay to the US Treasury
account for approxinately one-half of these funds.

SIZE AND STRUCTURE

Security Supporting Assistance

The largest program (budget authority of $1.7 billion
in fiscal year 1977), Security Supporting Assistance (SA),
has in recent years represented roughly one-third of all
econom ¢ assistance funds. 2/ Although SA is part of
the AD budget, decisions about the use of these funds--

1/ Several mscellaneous economc assistance prograns,
including the Peace Corps, account for 9 percent of
econom ¢ assi st ance. They are not discussed in this
paper. They are included in the "other" category
in Table 1, Chapter IV.

2/ Before 1974, security supporting assistance was a
smal l er portion of total economc assistance, but
a higher proportion of other assistance funds went to
the sane states that received SA. The change appears to
be prinmarily one of |abels. For the past ten years,
approxi mately 40 percent of econonic assistance has
gone to a select group of politically inportant states—-
either as SA alone, or as SA suppl enented by devel opnent
funds.
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FIGURE 2. US ECONOM C ASSI STANCE PROGRAMS FCR FI SCAL YEAR 1977 a/

As A Percent of Total Econom c Assistance Budget Authority

Bi | ateral Devel op-
nment Assi stance

Ml ti -

P.L. 480 | ateral
Devel oprent
21% Assi st ance

18%

Security
Supporting
Assi st ance

3%

TOTAL, $5.46 billion

As Total Budget Authority (BA) and Total CQutlays
Fi scal Year
1977 Estinate

(in billions of dollars)
BA $ 174
Security Supporting Assistance Qut | ays 1.58
BA .96
Miltilateral Devel oprment Assistance Qut | ays 1.08
BA 1.11
Bi | ateral Devel opment Assistance Qut | ays 1.10
BA 1.17
P.L. 480 (Food for Peace) Qutl ays 1.01
Q her BA .49
Qut | ays .23
Total Foreign Econom c and BA 5.46
Fi nanci al Assi stance b/ Qut | ays 5.00

a/ CBO estimates based on the second concurrent resolution on the budget..

b/ My not total because of rounding.
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particularly which states wll receive them--are normally
made by the State Department and the Wite House. Fre-
quently requested on a crisis-by-crisis basis, security
assistance is used to give immediate support to US diplo-
matic and military policies. These funds generally go
to areas where U S policies and influence are in question.
Accordingly, since 1975 the Mddle East (lsrael, Egypt,
Jordan, and Syria) has replaced Southeast Asia as the
largest regional recipient of SA In fiscal year 1977,
several nations of southern Africa (Zaire, Zanbia, and
Bot swana) will also become recipients. SA funds also go to
countries, such as Spain, that permt the United States
access to their mlitary installations.

The Public Law 480 Food Aid Program

The Public Law 480 food aid program has been the
second largest part of US foreign econonic assistance.
Public Law 480 loans for foreign governnments' purchases of
surplus US. agricultural comodities and grants of US.
comodities represent about one-fifth of all US economc
assi st ance. Budget authority for these loans and grants
totaled nearly $1.2 billion in fiscal year 1977. Under this
program the United States provides roughly two-thirds of the
total world supply of food assistance. Initial requests
fromLDC governnments for Public Law 480 loans or grants are
discussed with US agricultural attaches abroad and |ater
submitted with the AID field budgets. The Department of
Agriculture, however, determines comodity availability
and chairs the interdepartnmental body which allocates
the commodities by country.

Devel opnent Assi st ance

The bilateral and nultilateral devel opnent prograns
sponsor many of the same kinds of econonic assistance
efforts. The prinmary difference is, of course, that the
bilateral program remains under direct US adninistration,
while the nultilateral program provides contributions
to international agencies that oversee the devel opnment
proj ects. Conparisons of these two prograns generally
enphasi ze the relative advantages of the greater control
permitted by the bilateral program and the political neu-
trality provided by the multilateral program In recent
years both US bilateral and the multilateral prograns have
given greater enphasis to snall-scale and rural projects

11
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which are designed to assist the poorest groups within
LDCs. The multilateral program however, now sponsors
a larger portion of large-scale, infrastructure projects
intended to increase total economc production.

Bilateral Devel opnent Assistance:

Bil ateral devel opnent assistance is the second |argest
portion of the AD budget, and also represents about 20
percent of total econonic assistance. $1.1 billion was
appropriated for bilateral devel opment assistance in fiscal
year 1977. These funds are used as concessional |oans
and grants for developnment projects in four broad areas:
food and nutrition; population planning and health; educa-
tion and human resource devel opnent; and technical as-
sistance, energy, and research. The bilateral devel oprent
assi stance programal so funds American Schools and Hospital s
Abr oad. Most of the goods and services purchased with
these funds come from the United States. A condition of
devel opnment grants is that all foreign procurement be from
the Uhited Sates. Loans nay be spent in other LDCs, but
few devel opi ng countries produce the goods or services used
in devel opment projects. 3/ AD admnisters these prograns
on a country-by-country basis. I ndi vidual A D nissions,
with the concurrence of the US anbassador, submt annual
budget proposals to AID/Washington which are reviewed and
conbined on a regional and then a worldw de basis. (The
bilateral devel opment program is examned nore closely in
the second half of this paper.)

Mil til ateral Devel opnent Assistance:

Multilateral devel opnment assistance channels aid
through international organizations and prograns, such
as the United Nations Devel opnent Program the Q ganization
of American States, and the new International Fund for
Agricultural Developnent, as well as through international
financial institutions such as the Wrld Bank group, the

3/ Purchases from LDCs other than the recipient amount
to only approximately $20-$25 mllion annually.
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Inter-American Developnment Bank, and the Asian Devel op-
ment Bank. 4/

US contributions to the international financial
institutions (IFIs) enable these organizations to provide
concessional loans and equity financing for devel opnent
purposes to LDCs. 5/ Amounting to 16 percent of US,
econom ¢ assistance, these appropriations totaled $745.5
mllion for fiscal year 1977. The Departnent of the Treasury
manages United States participation in the devel opnment
banks and has prinmary responsibility for the budget pre-
sentations. 6/ The requested funding of IFls is deter-

4/ The United States has not made any contributions to
the International Finance Corporation since 1955
A contribution is requested, however, for fiscal
year 1978

5/ Contributions to IFls are nade in tw forns: paid-in or
call abl e capital subscriptions. Pai d-in subscriptions
are direct transfers to the international banks.
Callabl e capital subscriptions are guaranteed backing
for obligations the banks assume in borrow ng from
international capital markets. They would require
outlays only if the guarantee was "called."

6/ The United States also participates in several as-
sistance prograns of the International Monetary Fund
whi ch do not require new budget authority or outlays on
an annual basis. The |IM- conpensatory financing facil-
ity, for exanple, makes concessional |oans to devel opi ng
countries experiencing shortfalls in their foreign trade
earnings. Agreenent has al so been reached to expand the
devel oping countries' share of |IM- quotas, while a new
IM- trust fund, financed fromthe sale of |IM gold
stocks, 1is being established to provide concessional
financing to the poorer less devel oped countries.
From 1974 to 1976, the IMF maintained an oil facility
whi ch provided subsidized loans to LDGCs. The United
States, however, did not participate in that facility.
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mned primarily by negotiations anong menber countries and
the banks' boards of governors. US obligations to these
agreenents are not effective until Congress has approved the
U S. contribution. The requests for fiscal year 1978
contributions are considerably larger than past anounts
because of several new replenishnents and U S accumul at ed
coomtnents for past replenishments.

Annual contributions to the UN Devel opment Program
(UNDP§) and other international assistance prograns are a
conparatively snall itemin the AID budget: $213 mllion in
fiscal year 1977. They represent only 4 percent of total
U S economc assistance. Supervision and representation is
handled largely by the State Departnent in its Bureau of
Internati onal QO ganization. Quidance from AD is linited.
AID participates in the neetings of the UNDP governing
board, and efforts are made to coordinate the AID bi-
lateral programwith U N assistance prograns.

QOMPAR SON WTH OTHER DONORS “ ASSI STANCE EFFCRTS

At present, the United States furnishes about one-
fourth of total economc assistance extended by all donor
countries, considerably less than the 60 percent of 1965

and 40 percent of 1970. In 1975 official devel opnent
assi stance provided by all donors ambunted to $17 billion:
$13 billion in the form of bilateral assistance, and $4
billion channeled through multilateral agencies. O the $17
billion total in 1975, $4 billion came fromthe United
States and $9.6 billion canme from other Wstern donors,

primarily France, Wst Germany, Japan, Canada, and the
United Kingdom The remai nder came from Communi st states
and from the OPEC states which began substantial assistance
efforts in 1974. Communi st states contributed approxi mately
$0.7 billion and OPEC states about $2.7 billion in 1975 17/
Most of their assistance was given bilaterally.

71/ Source: CECD Devel opment Assistance Committee, as
reported in the IMF Survey. July 19, 1976, CECD figures
represent anmounts of aid disbursed (less receipts) in a
cal endar year, rather than anounts appropriated for a
fiscal year. Figures for aid fromthe Soviet Union and
China do not include aid to Cuba or the Denocratic
Republic of Vietnam for which no reliable information
is available.
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The aid prograns of the United States are nore varied

and diverse than are those of other donor states. Most
other Wstern donors provide aid as either bilateral devel-
opment or multilateral devel opment assistance. No ot her

VWstern donor has a security supporting assistance program
conparable to that of the United States. Wiile other donors
provide food assistance within their devel opnent prograns,
none furnishes as nuch food aid as does the United States
under its Public Law 480 program nor does any other donor
give as much of its total economc assistance in the form of
food aid. In fiscal year 1977, about 45 percent of US
bil ateral devel opment funds were directed at problens in the
areas of rural devel opnent and food and nutrition; no other
donor directs nore than a third of its bilateral aid to
problens in this area.

The United States also focuses a larger portion of its
bilateral devel opment aid upon population control projects
than other donors. At present, the United States is respon-
sible for nore than 90 percent of all Wstern sponsorship of
popul ati on control in devel oping countries.

Gher Western states also have unique aid activities.
Canada and Holland, for exanple, include in their foreign
aid budgets conpensation to donmestic producers for |osses
incurred as a result of increased inports from LDGCs.

Each of the major aid donors—--Western states, inter-
nati onal organizations, communist states, and OPEC states--
directs its assistance towards sonewhat different geographi-
cal regions. Western states, other than the United States,
tend to concentrate their efforts in Africa or the Far
East. The snallest proportion of their aid goes to Latin
Arerica, the one region in which the United States has nost
consistently been the largest single donor. The geographic
distribution of assistance activities by international
agencies and financial institutions is far nore sinilar
to the United States. The greatest portion of their re-
sources are equally divided between Latin Arerica and the
Near East/South Asia. The Near East/South Asia is the nost
rapidly growing area for both Wnited States and multilateral
assi st ance. Africa and East Asia--the regions which obtain
the least U.S. aid--each receive approximately half the
international assistance of either Latin Arerica or the Near
East/ South Asia. CPEC assistance is concentrated in the
Near East and South Asia. Economic aid from the Soviet
Union and Eastern European states is given alnpbst ex-
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clusively to those states with which Mdscow maintains or is
pursuing close political relations: India, Afghanistan,
Bangl adesh, Qinea, Syria, |Iragq, Mili, Benin, Pakistan,
Sonalia, Tanzania, and Yenen. (No information is available
for Cuba and Vietnam but these are presumably two of the

largest recipients of Soviet aid.) Peking still directs
nmost of its assistance to Africa, although that region's
portion of total Chinese commitments is declining. The

maj or recipients of Chinese assistance outside of Africa are
found in Southern Asia: Af ghani st an, Laos, and Paki stan.
Communi st states' assistance tends, then, to go to conpeting
client states rather than to overlap in the sane recipient
as U S aid. The exceptions are prinarily Asian states along
the Sovi et perimeter. 8/

Al though other donors individually provide less total
aid than does the WUnited States, they concentrate their aid
upon fewer recipients and often upon a nore honbgeneous
group of recipients. France, for exanple, gives priority to
French-speaki ng African states. A large proportion of French
aid is spent on education projects in those countries (nore
than half of all foreign teachers in devel oping countries
are French). Simlarly, Japanese aid is directed toward
countries from which Japan inports raw materials and is
often tied to the production of those raw naterials. The
Canadian aid ninistry attenpts to concentrate upon countries
where Canadi an expertise in agriculture, transportation, and
hydroel ectric power can best be utilized. The United
Ki ngdom provides the najority of its economc assistance to
Conmonweal th countri es. Hol l and and Bel gi um di rect nost of
theirs to fornmer col onies.

The relative concentration of sone other donors'
assi stance efforts results in aid transfers per recipient
that are greater than those from the United States, even
though the United States gives significantly nore total aid
than any other donor. The average US bilateral devel op-

8/ Qganization for Econonmic Cooperation and Devel opnent,
Devel opnment  Cooperation 1975 Review (Paris: 1976), pp.
175-9. Central 1Intelligence Agency, Research Aid;
Handbook of Econonic Statistics (Washington: 1975),
pp. 61-70.
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nerit aid transfer to each recipient is under $25 nmllion.
9/ For other major donors the figures for bilateral devel op-
ment aid per recipient country are as follows: France, $47
mllion; Wst GCermany, $29 nmllion; Japan, $25 nillion;
Canada, $20 mllion; United Kingdom $17 mllion; and
Sweden, $12 million. '

9/ The total US aid transfer per recipient for all
bilateral prograns except security supporting assistance
is slightly higher: $28 nillion. [Inclusive of security
supporting assistance--for which no other donor has a
conparable aid category--U.S. assistance rises to $47
mllion per recipient.
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GHAPTER |V ASSESSI NG Bl LATERAL DEVELCPMENT  ASSI STANCE

Any assessnent of U S, economc assistance begins with
the problem of multiple, vague, and somretines conflicting
aid objectives, and of establishing standards for judging
success or failure of the prograns. The Executive Branch,
the Congress, and the public hold varied expectations of
what aid should acconplish. The objectives nost often
ascribed to economc assistance prograns include the re-
duction of immediate hunger and msery and the pronotion of
long-term general prosperity and grow h. Many ot her goal s
are also held: pronmotion of economc and political stabil-
ity; support for specific diplomatic or mlitary objectives;
creation of markets for US goods and services; assuring
US access to raw materials; pronotion of amcable re-
lations with recipients; and continued access to |eaders of
reci pi ent governments.

In many cases, these objectives are complementary.
Relieving hunger and sickness in recipient countries, for
exanple, nmay also contribute to econonmic and political
stability. In other cases, the economic and political
objectives of the various programs nay conflict. Fi nancial
support provided by the United States for security purposes
may be spent by a recipient government in ways which are
detrinmental to the poorest groups within that country.

The remai nder of this study exam nes the one major
econom c assi stance program whose objectives have been
specifically defined by Congress: the bilateral devel opnent
program As far as is possible, the effectiveness of this
program is evaluated in terns of the relevant |egislation
expressing (ongressional intent for the program Wi | e
attention is given to only one of the four mgjor U S
econom c assistance programs—-bilateral devel opnent assis-
tance--much of the analysis is also relevant to an eval u-
ation of the other economc aid prograns. Mil tilateral
devel oprment assistance and Public Law 480 food aid also are
typically ained at many of the same problens, and generally
encounter the sane difficulties. Mich of what can~--and
cannot=--be said about the effectiveness of bilateral devel op--
ment aid also applies to other economc assistance prograns.
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NEW DI RECTI ONS: A NEW FOCUS

In the Foreign Assistance Act of 1973, the QCongress
provi ded a very specific statenment of the objectives of US
bil ateral devel opnent aid. This statenent was a nmjor
reorientation of US  bilateral aid policy--away from a
strategy of pronoting growh through |arge devel oprment
projects in industry and infrastructure, to progranms in-
tended to benefit directly the poorest peoples in devel oping
countri es. In the International Devel opnent and Food
Assi stance Act of 1975, Congress strengthened the provisions
of the "New Directions" policy and al so applied themto the
Public Law 480 food aid program

The New Directions mandate was a reaction to the
apparent failure of past assistance efforts to reach the
poorest groups wthin recipient countries. A though nany
devel oping countries' economes grew significantly in the
1960s, growth in per capita income was often acconpani ed by
a worsening distribution of national incone. 1/ A though
economc growh raised mean incomes, the shares of total
national incone going to the poorest segnents of the popu-
lations declined. It is inportant to realize that although
they are relatively worse off, average incones even for the
poorest have in nbst cases risen to sonme degree. As a rule,
however, it has been found that the incone distribution
deteriorates up to a point where per capita G\ reaches
about $350 and then gradually inmproves with continued
gromh. 2/ Because nost devel oping countries have per
capita GQ\Ps below this level, they are presunably in a stage
of deteriorating inconme distribution.

The basic precept of the New Directions in bilateral
devel opnent assistance is that:

1/ Hollis Chenery and Mises Syrquim Patterns of Devel op-
ment 1950 - 1970, xford University Press, 1975, Irma
Adel man and Cynthia T. Mrris, Econonic G owh and
Social Equity in Developing Countries, Stanford  Uhi-
versity Press, 1973.

2/ See Montek S. Ahluwalia, "Income Distribution and
Devel opnent: Some Stylized Facts,"™ Anerican Econonic
Review, My 1976.
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"United States bilateral devel opnent assistance
should give the highest priority to undertak-
ings submtted by host governnents which directly
improve the lives of the poorest of their people
and their capacity to participate in the devel opnent
of their countries.

"Qreatest enphasis shall be placed on countries
and activities which effectively involve the poor
in devel opnent, by expanding their access to the
econony through services and institutions at the
local level, increasing |abor-intensive production,
spreading productive investment and services out
from magjor cities to small towns and outlying
rural areas, and otherw se providing opportunities
for the poor to better their lives through their own
effort.” 3/ :

The guidance for the use of bilateral devel opment
funds is quite detailed, both in terns of objectives and
means. In the area of food and nutrition, aid is to be
focused on projects designed to increase the productivity
and incone of the rural poor, particularly small farmers,
who constitute the majority of population in rmost devel opi ng
countries. 4/ Population planning and health assistance is
to be used prinarily for the extension of |owcost, inte-
grated delivery systens for providing basic health and
famly planning services. 5/ Assistance in the area of
education and human resources developnent is intended to
expand and strengthen non-formal methods of education, as
well as to increase the relevance of fornal education to the
needs of the poor. 6/

NEW DI RECTI ONS;  NEW ASS| STANCE USES

The New Directions mandate does seem to have resulted
in a partial shift from large-scale industrialization

3/ Foreign Assistance Act of 1961, Sec. 102(b)(5) and Sec.
102(c), (as amended in 1973).

4/ 1Ibid., Sec. 103(b), (as amended in 1975).
5/ 1Ibid., Sec. 104(b), (as amended in 1975).

6/ Ibid., Sec. 105(b), (as amended in 1975).
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projects to snaller-scale projects in the area of rural
devel oprment, health, and education. Although |arge, capi-
tal-intensive projects persist, sonme at the insistence of
LDC governnents, they represent a snaller portion of new
program commtnents than in the past. Under the Congres-
sional nmandate, food production, rural developnent, and
nutrition projects rose from 26 percent of total A D func-
tional devel opnent activities in 1973 to 61 percent in
1976. According to AID, efforts to inprove the diets of the
poor were increased during this period at the expense of
ot her activities--such as heavy industrialization projects--~
which were considered less likely to provide direct and
i medi ate benefits to the very poor.

At the individual project level, an increasing pro-
portion of AID activities seens to be consistent with the
New Directions enphasis on assistance to the poorest peoples
in recipient countries. A review of 160 AID projects
proposed for fiscal year 1977 found that 32 percent of the
projects appear to be fully consistent and 96 percent at:
| east partly consistent with the provisions of the New
Drections legislation. 7/ |In fiscal year 1975, 26 percent:
of AD projects appeared to be fully conpliant with the New
Drections guidelines, 9 percent fully conplied in fiscal
year 1973, and 8 percent did in fiscal year 1970. 8/ ly
4 percent of AID projects appear to be clearly inconsistent:
with the New Drections guidelines in fiscal year 1977. In
fiscal years 1975, 1973, and 1970, 9, 21, and 32 percent of
AD projects respectively were found to be in direct con-
flict to the New Directions nandate (see Table 1). Such
nmeasurenents nay not be a valid reflection of changes in
bilateral devel opnent activities. It is possible that sone
of the changed enphasis nerely represents changes in the
ways bilateral developrment projects are described to the

7/ R L. Prosterman and C.A. Taylor, "Gading Bureaucratic
Conpliance: A Briefing Paper on AID”s FY 1977 Presenta-
tion to Congress," (unpublished), March 1976. Thi s
review and the subsequent CBO review for 1970, 1973, and
1975 did not cover all AD projects but only those
projects costing nore than $1 mllion.

8/ These figures were obtained by a separate CBO review

which enployed the Prosterman-Taylor criteria and
methodology.
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Congr ess. Nonet hel ess, the shift is so large that it
seens quite likely that the New Directions policy has
resulted in significantly greater enphasis upon projects
designed directly to benefit the poorest peoples in recipi-
ent countries. It is still too early, however, to judge
whether the New Directions policy will result in a long-term
refocusing of US aid efforts or sinply becorme another in
the series of changing thenmes for devel opnental aid.

TABLE 1. EVALUATION CF AID FUNDED PROIECTS FCR CGOWPLI ANCE
WTH "NEW D RECTI CNS' QU DELINES a/

Percent of Projects in Each Category

Fi scal Fi scal Fi scal Fi scal
Year Year Year Year

Rat i ngs 1970 1973 1975 1977
Fully Conpliant (4 8 9 26 32
M nor
Inconsistency (3 16 19 34 28
Parti al
Inconsistency (2 17 35 19 23
Major
I nconsi stency (1) 27 17 12 13
Drect Conflict (0 32 21 9 4
Aver age Rati ng
(maxi mum  4.0) 14 18 2.6 2.7
Sour ce: For fiscal year 1977, R L. Prosterman and C.A.

Taylor, "QGading Bureaucratic Conpliance: A Brief-
ing Paper on AID°s FY 1977 Presentation to Con-
gress," (unpublished), March 1976. For fiscal years
1970, 1973, and 1975, a CBO review using the
Prosterman-Taylor met hodol ogy.

a/ Sanples include only those projects costing $1 mllion
or nore.
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NEW D RECTI ONS AND OTHER  DONCRS

The United States is not alone in adopting a New
Drections-type theme for developrmental aid. Qher donor
countries and international agencies have also adopted aid
policies intended to benefit the poorest LDCs and the
poorest groups within LDCs. The DAC strongly encourages such
policies and now measures its menbers' aid performance not
only in terns of how nmuch they give but also in terns
of how much of this assistance is directed towards hel ping
"the poorest." 9/ The DAC and its nenbers have not, how-
ever, been able to agree on standards by which perfornmance
in assisting the poorest can be neasured. For nost DAC
menbers, assistance loans for the poorest LDCs have becone
slightly nore concessional and the character of assistance
projects has shifted to smaller-scale, rural activities.
These changes indicate increased assistance to the poorest
only if the loans and projects reach the poorest groups
wthin the recipient countries--a result which is difficult:
to denonstrate or to neasure. The DAC and npbst of its
menbers tend to enphasize the criterion of how much assis-
tance is going to the poorest LDCs, in part because this is
far easier to neasure than how nuch is going to the poorest:
peopl es. 10/

The increase in assistance to the poorest LDCs seens to
be closely associated with total increases in assistance.
Wile aid is apparently not being reduced to other coun-
tries, a large portion of new or additional aid is going to
the poorest recipients. Between 1974 and 1975 the anount

9/ Al but tw nenmbers of the seventeen DAC nenbers
have officially enbraced policies which would give
priority either to helping poorer peoples wthin LDC
or the poorest states anong LDCs. The two abstai ners,
however, are also two of the |argest donors: France
and Japan. Paris and Tokyo have not been induced to
direct nost assistance to the "poorest," despite the
official proddings of the DAC organi zation and ot her
donors.

10/ Several definitions are used for the poorest LDGCs:
those nost seriously affected (MSA) by the rise in
petroleum prices, those with per capita inconme |ess
than $250, and those with per capita incone less than
$350.
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of aid extended by all donors to countries with per capita
A\Ps of $250 or less increased by nore than $2 billion. The
donor countries having the best records for increasing aid
to poor countries are also those that have nost increased
their overall levels of aid in recent years. Canada and
Sneden, for exanple, have two of the highest rates of growh
intotal foreign aid and al so two of the hi ghest proportions
of aid to the poorest LDCs. The United States, which
has had only a very noderate real increase in assistance,
has also had only a noderate shift towards the poorest LDGCs.
This may be partly because the US. program nore than
ot hers, enphasizes assisting the poorest groups rather
than the poorest states. Nonet hel ess, in 1975 approxi -
mately half of US food and bilateral devel oprental aid--
the two prograns subject to New Directions--went to LDCs
with per capita incones of less than $300.

The agreenent anong Vestern aid donors that nore aid
should be provided to the poor does not appear to have
significantly increased the armount of coordination anong
major aid donors or substantially changed the distribution
of Weéstern aid. The common thene has not been transl ated
into common practice because too nuch confusion exists about
who the poor are, about the anount of assistance actually
being redirected to them and about the best use of foreign
aid to inprove their Ilives.

NEW ASSISTANCE RESULTS

How effective are present AD activities in inproving
the welfare and productivity of the poorest peoples in
recipient countries, as called for by the New D rections
mandate? In relation to the problens in devel oping coun-
tries of poverty, unemployment, malnutrition, and ill
health, the size of the US aid effort is quite small. In
nost recipient countries US devel opnent assistance anmounts
to considerably less than 1 percent of QG\P, or about $.40
per person. 11/ US aid does reach sonme poor people

11/ It has been calculated that total aid from all DAC
countries accounts for only about 8 percent of the
growth rate of GNP in devel oping countries. Marian
Radet zki , Ai d and Devel opnent; A Handbook for Snall
Donors  (New York: Praeger), 1973, p. 78 Security
supporting assistance is included in this calculation.
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and at least tenporarily raises their incones. Cedit is
extended to small farmers who previously would not have
qualified for loans. Irrigation projects are increasing the
arable land available to small farmers. Food-for-work
projects, which will provide jobs for unenployed rural
wor kers, are being conducted in several recipient countries.
Wile not a "new aspect of US assistance, popul ation
pl anning projects do reach the poor directly and do, on a
very small scale, reduce the rate of population increase.
The nunbers of peopl e reached by aid projects, or the extent:
of direct benefits provided are, however, dwarfed by the
magni tude of the overall problens involved.

AD projects in and of thenselves can produce either
significant benefits for a few or less significant, tem
porary benefits for nany. For this reason US aid, by
itself, cannot be expected to bring about major changes in
the welfare and incone of large nunbers of the poorest
peoples in developing countries. Pernmanent inprovenents in
the productivity, enploynment, and well-being of the najority
of the poor depend fundamentally upon the econom c and
social policies of the governments of devel oping countries
t hensel ves. The experiences of a few countries, such as
Taiwan and South Korea indicate that, wth the right
conbi nation of government policies, economc growh accom
panied by a redistribution of incone is possible, even at
per capita GNP |levels below $350. The effectiveness of US
aid, then, nust be judged not only by its direct and i nmedi -
ate effects, but also by the extent to which it facilitates
appropriate LDC governnment policies that contribute to
wi dely shared growh. Devel opnent, particularly the broadly
distributed developrment envisioned by the New D rections
objectives, is a long-termprocess. It is on the basis of
its long-termeffects that US aid nust finally be judged.

The long-term achievenent of the goals of devel oprent
assi stance depends, then, prinmarily upon the degree to
whi ch recipient governnents can be encouraged to adopt
donestic devel opnent policies favorable to the poor. The
Lhited States can encourage recipients to adopt such pol-
icies by requiring an explicit quid pro quo in exchange for
aid, by relieving the LDCs of some of the costs of noving
from one policy mx to another, by funding denonstration
projects and persuading recipient governnents to adopt
simlar neasures on a broad scale.
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PCLI A ES_AVAI LABLE TO LDC GOVERNMENTS

A nunber of policy instruments are available to LDC
governments for conbating the probl ens of poverty, unenpl oy-
ment, and unequal distribution of incone. The appropriate
policy mx wll, of course, differ with the econonic,
social, and political conditions in each country. For
almost all LDGs, however, the nost inportant policy areas
are rural devel opnent, enploynent, health, and education.

Rur al Devel opnent

Rural devel opnent neasures can increase the productiv-
ity of the rural poor. A nmajor constraint on the produc-
tivity of the rural poor is a lack or shortage of land. In
countries where land holdings are distributed unequally,
primarily in Latin Anerica, land reform may be an appro-
priate governnent policy. Since small, Iabor-intensive
farns are often capable of per acre yields as high or higher
than those on larger, nechanized farns, the danger of
reducing overall agricultural output as a result of Iland
reformis reduced. In sone countries, such as Brazil, it
has been estimated that land reform mght increase total
farmoutput by as much as 20 percent. 12/

Land reform however, nust be acconpani ed by provision
of managenent, technical, or other services or inputs to be
of inmmediate benefit to the small farmer. Extension prograns
in managenent and crop technology are one such service. The
Wrld Bank has estinated that snall farmer yields in Tan-
zania, for exanple, <could double wthout any additional
investnents or inputs, sinply by inproving cropping tech-
ni ques. Oedit is another service required by small farm
ers. It is estimated that small farmers in some countries

12/ This estimate was based on calculations for a "total
reform' requiring reallotnent of all available land and

| abor. The estimate for a less conplete "partial
reform' was considerably lower, a 6 percent increase in
farm producti on. Wlliam R Cline, Economc (onse-
gquences_of a Land Reform in Brazil (London: North

Hol | and Publ i shi ng Conpany), 1970, pp. 178-81.
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spend only about 20 percent of what they otherwi se would on
farminputs if they had better access to credit. 13/

Enpl oynent Pol i ci es

LDC governments mght pronote enploynment in the
industrial sector in several ways. By raising interest
rates or working to limt wage increases in the nodern
sector, for exanple, governments mght shift investnent:
toward nore |abor-intensive nethods of production. A low
wage policy, however, wll wusually encounter strong op-
position from those already employed--an inportant con-
stituency in nost devel oping countries. Low wages woul d al so
seem to require that food prices to urban wage earners be
kept low, creating a dilemma for agricultural pricing

pol i cy.

The mobst successful exanpl es of enploynment creation in
devel oping countries (South Korea, Taiwan) have involved
policies to pronote |abor-intensive, manufactured exports.
Export promotion is one way of utilizing an abundant re-
source in which nmost LDCs have a conparative advantage:
relatively cheap, sem-skilled |abor. It also solves the
problem of finding an outlet for nanufactured goods by
taki ng advantage of foreign markets.

Korea initiated a policy of export promotion in
the md-1960s by increasing the interest rate, deval u-
ing its currency by 50 percent, reducing incone taxes
on profits earned from exports, reducing the duties on
i mports of equipnent to be used in the manufacture of
exports, and offering preferential electricity and transport
rates to export industries. Between 1964 and 1970, rmeasured
unenpl oynent rates in Korea dropped from 7.7 percent to 4.5
percent as export industries booned in response to these
pol i ci es.

Smlar policies followed by Taiwan during the 1960s
resulted in annual increases in the amount of industrial

13/ US. General Accounting Oifice, Disincentives to
Agricultural Production in Developing Countries,
Novenber 26, 1976.
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exports of alnmost 20 percent. 14/ Increases in exports also
result in increases in the demand for supporting services,
raw materials, and conponent supplies. It is estimated that
during the 1960s in Korea, every $1 nmillion increase in
exports resulted in 500 new jobs per year in export indus-
tries and 150 new jobs per year in supporting services. 15/

Heal th and Education Policies

Health and education policies are also inportant for
i nproving the wel fare of the poor, as well as for increasing
their productivity. The creation of enploynment oppor-
tunities has little neaning wthout healthy people pos-
sessing the basic skills to take advantage of them In
general, health and education benefits in devel oping coun-
tries have been skewed toward the upper income groups. Oy
about 20 percent of health expenditures in LDCs are directed
at preventive medicine. The other 80 percent are allocated
to curative nmedical practice that is usually concentrated in
urban areas and often priced beyond the reach of the
poor. 16/ Mbre sanitation, preventive nedicine, snall
clinics, and out-patient facilities would provide nore help
for the poorest. Tanzania and sone other LDCs have re-
portedly been successful in distributing such health ser-
vices to the poor.

Educati on expendi tures have al so tended to discrimnate
agai nst the poor; developing countries generally allocate a
| arger proportion of education budgets to higher education

14/ John C H Fei and Qustav Ranis, "A Mddel of Gowh and
Enpl oynent in the Open Dualistic Econony: The Cases of
Korea and Taiwan," Yale University Econonmic G owh
Center Paper No. 233, 1976.

15/ Robert E. Looney, Incone Distribution Policies and

Economic Growth in_ Seni-lIndustrialized Countries
(New York: Praeger), 1975, p. 141

16/ D.C. Rao, "Wban Target Groups," in Chenery, et. al,

Redi stribution with Gowh, Oford University Press,
1974, annex.
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than industrialized countries, even though a rmuch snaller
percentage of students reaches high school in LDGs. 17/
To benefit the poor, education should be nade nore acces-
sible, in terns of both |ocation and cost.

U S_ ASSI STANCE AND GOVERNMVENT PCLIA ES | N LDCS

The United States might attenpt to encourage recipient
governments to adopt appropriate, | ong-term devel opnent
policies favorable to the poor in several ways: by requir-
ing explicit quid pro quo changes in LDC policies in return
for US aid; by relieving LDCs of sone of the foreign
exchange and other financial costs of noving from inappro-
priate policies; by finding and denonstrating effective
met hods of benefiting the poor and encouragi ng recipient
governnents to adopt sinilar methods on a broad scale; and
if possible, by facilitating the adoption of employment-
i ntensive methods of production in LDGCs.

The ability of AD to influence policy choices in LDCs
is limted not only by the size of the aid program but:
also by a reluctance to appear to be interfering in the
host country's political decision-naking. The New D rec-
tions legislation states specifically that "devel opment
pl anning nmust be the responsibility of each sovereign
country." Wthout a substantial commtnent on the part of
key | eaders of a recipient government to inproving the |ives
of the poor, there is really very little US assistance
can change.

The extent to which US. assistance contributes to
effective policies in devel oping countries, and indirectly
through those policies to devel opment, varies from country
to country and is difficult to measure, particularly in
terms of macroecononi c objectives of growth and incone
di stribution. Even in countries such as Korea and Taiwan,
where the volunme of U.S. assistance has been large, 18/

17/ Frederick H Harbison, "Education and I|nconme D s-
tribution,” Policy Research W rkshop, Princeton
Uni versity, Cctober 1973

18/ Economic assistance to Korea has ampunted to $5.6
billion since 1946. Econom c assistance to Taiwan has
totaled $2.2 billion. Sour ce: AlD, US. Overseas
Loans and Grants, 1976.
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accurate information on the relationship between aid and
changes in government policies is linted, although it does
appear that US influence played a role in a few key
deci sions. 19/

Assistance as a Quid Pro Quo

Assi stance can influence devel oping countries' policies
by predicating grants or loans desired by a recipient
governnent upon specific changes in that government's
devel opnent prograns. This quid pro quo practice is fol-
lowed by AID to ensure that aid funds are used effectively,
as well as to encourage appropriate changes in LDC govern-
ment policies. In Honduras, for exanple, A D has con-
ditioned a recent $1.2 mllion loan for rural devel opnent
upon steps toward land reform In return for a $12 mllion
agricultural -sector loan to the Dominican Republic, AD has
received promses that interest rates will be increased from
8 to 11 percent, in order to make available nore credit for
the snall farner. By encouraging policy changes in this
way, devel opment assistance can indirectly benefit a sub-
stantial nunber of poor people in developing countries.

Assi stance as a Fi nancial Resource

Assistance can also facilitate the adoption of appro-
priate policies in developing countries by helping to ease
the foreign exchange and other resource shortages which
constrain the policy options available to LDC governments.
Most governnents in devel oping countries, or at |east
elenents in those governments, have nmade sonme commitnent to
inmproving the lives of the poor in their countries, whether
for humanitarian, social, or political reasons. Covernnents
cannot always fulfill these commitnents, however, because
resources in developing countries are limted. An expanded
rural health program for exanple, mght conpete for scarce
resources with wurban hospitals; sone hospitals m ght
have to be closed down if rural health care were expanded.
Such a decision may not be politically acceptable to LDC
gover nnent s. By providing a small but appropriately
targeted amount of financing, US aid may encourage
recipient governnments to pursue particular prograns that
hel p the poor.

19/ See Joan M. Nelson, Aid, Influence, and Foreign Policy
(New York: Macnillan Conpany), 1968, Chapter 4.
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Assi stance can also be hel pful in assuaging legitinate
fears about the short-term consequences of certain policy
ref orns. For exanple, government officials mght be con-
cerned about the effects that tariff reductions associated
with an export pronmotion policy mght have on governnent
revenues. The costs of inporting certain industrial goods
necessary for the manufacture of [labor-intensive exports
mght also inhibit governments from moving in the direction
of export pronmotion. The large grants of US aid to Korea
and Taiwan during the early 1960s alnost certainly facil-
itated the transition to a policy of export pronotion in
those countries. 20/

Smlarly, the availability of concessional financing
and technical support fromA D can encourage LDC governnents
to increase their own expenditures in a certain area.
Between fiscal year 1974 and fiscal year 1976, for example,
when AID loans to Ethiopia for use in the agricultural
sector amounted to $32 mllion, the Ethiopian governmnent:
increased its own agricultural devel opnent budget by
135 percent. Agricultural -sector loans to Costa Rca and
Chile have also encouraged the governments of those coun-
tries to allocate a larger share of investnent and credit to
agriculture and rural areas.

The Denonstration Effects of Assistance

U S. assistance may make an inportant contribution
by finding, testing, and denonstrating effective nmethods
reaching and benefiting the poor. When such et hods
are adopted and practiced by LDC governnents thenselves
on a wide scale, the long-terminpact of aid can be greatly
i ncr eased.

In the area of rural devel opnent, aid projects can be
useful in denonstrating how snmall farmer productivity can be
increased with new varieties of seed, different cropping
techniques, and access to other inputs such as fertilizer
and credit. A proposed $3 nmillion pilot fisheries devel op-
ment project in Indonesia is one exanple of how aid can be
used to denonstrate new ways of increasing the productivity
of the rural poor. The project is designed to contribute to
improved nutrition and farm incomes by establishing nodern

20/ See Qustav Ranis, "Taiwan," in Hollis Chenery, et al.,
Redistribution with Gowh, op. cit. , annex.
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bracki sh-water fish farns wutilizing advanced fish-culture
practices on presently unused land in South Sumatra. The
beneficiaries are intended to be poor fish farmer famlies
who will be relocated from overcrowded areas of Java.

Aid projects can also denonstrate the necessity and
feasibility of providing snall farmers with a basic infra-
structure, including irrigation, electricity, feeder roads,
and markets. These objectives nay be best achieved through
the use of local cooperatives or farnmers' associations,
and AID’s role in encouraging these organizations can be
significant. In Taiwan, for exanple, US aid channel ed
through the Joint Comm ssion on Rural Reconstruction in the
1950s and early 1960s helped to strengthen and assist the
irrigation associations, which presently maintain and nanage
Taiwan's irrigation facilities, fertilizer distribution, and
extension services. Today, these associations provide
benefits to over 90 percent of the small farners in Taiwan
and are instrunental in that country's high level of agri-
cultural productivity and bal anced growh. The creation of
rural electrification cooperatives in the Philippines has
been another successful experinment nade possible by US
ai d. The cooperatives have hel ped to provide cheap el ec-
tricity to over 100,000 rural famlies. Electrification has
brought the advantages of pure and safe water through
construction of water systens based on electric water punps
and pi pi ng. 21/

The ultimte success of such research and denon-
stration projects depends, of course, on appropriate
followup by recipient countries. Such followup is
uncert ai n.

Assi stance and Enpl oynent O eati on

To help create employment opportunities, aid could
be used to encourage and assist in the adoption of more
labor-intensive methods of production. These methods
would involve technologies appropriate to conditions of
surplus labor. Recent studies suggest that in several
industries in developing countries, labor-intensive pro-
duction techniques could be adopted by large companies

21/ In fiscal year 1977 additional support of $20 million
is proposed by AID for the expansion of these coopera-
tives.
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as well as snall businesses without any sacrifice in overall
efficiency or increase in average unit production costs. 22/
Exanples include the production of tube wells in India,
lift punps in Vietnam and the manufacture of paper in
Mexi co. In some cases, particularly where protected domes-
tic markets have inhibited conpetition and led to nonopoly
situations, a switch to nore labor-intensive nethods of:
production may even result in greater efficiency or |ower
unit production costs.

The adoption of more |abor-intensive nethods of pro-
duction in devel opi ng countries depends in part upon a.
. change in governnent policies that have distorted factor
prices, reduced or elimnated conpetition, and discrimnated
agai nst snall er businesses. These include the insulation of
nonopol y producers from the market consequences of high-cost
producti on ret hods, |ow governnent-subsidized interest rates
to favorable borrowers, favorable exchange rates and |ow

tariffs on inported capital goods, licensing requirements,
tax holidays on new investnents, and accelerated depreci-
ation on capital goods. Policies that nmde labor in

urban rmanufacturing mnore expensive through nininum wage
legislation, mandated fringe benefits, and restrictions on
the ability to lay off or retire workers also tend to reduce
enpl oyrent . Evidence on the substitutability of l|abor for
capital in some LDC industries indicates that changes in the
relative prices of capital and |abor encourage the adoption
of nore labor-intensive nethods of production. 23/ Assis-
tance fromthe United States, in the formof either econonic

22/ International Labor Cganization, Enploynent, Gowh,
and Basic Needs: A (he-Vorld Problem Geneva, 1976;
Lawence J. Wite, "Appropriate Factor Proportions for
Manufacturing in Less Devel oped Countries: A Survey of
the Evidence," paper prepared for AID, April 1976;
Howard Pack, "Policies to Encourage the Use of Inter-
nmedi at e Technol ogy," paper prepared for AID, April
1976.

23/ \Mrner Baer, "Technol ogy, Enpl oynent and Devel opnent:
Enpirical Findings," Wrld Devel opnent, February 1976;
Louis T. Wlls, Jr., "Economc Man and Engi neering
Man: Choice of Technology in a Low Wage Country,"
Public Policy, vol. 21, no. 3, Summer 1973; White,

op. Cit.
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and policy analysis or quid pro quo |oans and grants,
could encourage those necessary changes in LDC governnent
policies.

I ndustries are nore likely to respond to changes
in the relative prices of capital and |abor where they
have information about and access to |labor-intensive tech-

nol ogies, as well as the managerial skill and know how to
adopt those techologies efficiently. Here aid can play an
i mportant role. First, aid mght be used to sponsor re-

search into new | abor-intensive production techniques.
Second, aid could be used to establish and support indus-
trial extension services in developing countries to help
dissemnate information on new production techniques and
provide assistance in the adoption of those techniques.

A review of AID projects over the last few years
indicates that very few resources have been devoted to the
creation of enploynent opportunities in the industrial
sector. In fiscal year 1977, less than $5 nillion is
proposed for research in the area of intermediate or ap-
propriate technol ogy.

In the International Devel opnent and Food Assistance
Act of 1975, Congress has called upon AID to allocate
a mnimum of $20 mllion over fiscal years 1976, 1977, and
1978 for grants "to pronote the devel opnent and dissem
ination of technologies appropriate for devel oping coun-
tries." 24/ Appropriate technol ogy, for the purpose of
this provision, has been defined by the House International
Rel ations Conmttee as "tools and machines that are suited
to labor-intensive production and fit small farns, snall

busi nesses, and snall incones."” 25/ AID is in the process
of formulating a program in appropriate technol ogy. It has
indicated that the program wll be oriented toward rural

devel opment as well as enploynent creation in the industrial

24/ International Devel opnent and Food Assistance Act of
1975, Section 107.

25/ US House of Representatives, House International
Rel ati ons Committee, International Devel opnent and Food
Assi stance Act of 1975 (Report to acconpany HR 9005),
94th Congress, 1st session, August 1, 1975.
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sector. 26/ AD has also proposed the establishnent of
an AID-sponsored private Appropriate Technology Fund to
encourage innovations in appropriate technology, evaluate
appropriate technol ogy projects and prograns, and help
transfer selected infornation about appropriate technology.

26/ Agency for International Devel opnent, Proposal for a
Programin Appropriate Technol ogy, July 27, 1976, pp.
26- 27.
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GHAPTER V. BUDCGET CPTIONS FCR Bl LATERAL DEVELCPMENT
ASSI STANCE

Adjustnents in the levels of bilateral devel opment
assi stance spendi ng need not be associated with any specific
changes in bilateral assistance policy. Wthin alnost any
level of funding, a wide variety of programs and recipients
is possible. Changes in bilateral devel opnent assistance
funding nmay, however, affect overall economc assistance
policy to the extent that they enphasi ze or deemphasize this
programrelative to the others: security supporting assis-
tance, Public Law 480 food assistance, and, particularly,
multilateral devel opnent assistance.

Multil ateral devel opnent assistance is generally
considered to be the primary alternative to bilateral
devel oprment assi st ance. The international financial insti-
tutions (IFIs)--whose contributions conprise nost of US
multilateral devel opment expenditures--attempt to achieve
many of the sane devel opnent objectives through |oans which
sponsor nmany of the same activities as the bilateral program
Like the US aid program the lending banks have in recent
years given greater enphasis to projects designed to
benefit the poor. In fiscal year 1978, an accumul ation
of past commtments and new obligations to these insti-
tutions raises the possibility of greatly increased nulti-
| ateral devel opnent funding. If the Congress appropriates
funds sufficient to meet US authorized contributions and
to begin the requested new subscriptions to the IFls,
multilateral devel opment assistance could increase to $18
billion in budget authority, nearly a 90 percent rise
from fiscal year 1977. 1/ An inportant budgetary question

1/ The $1.8 billion nultilateral devel opnent assistance
figure is used here as a noderate estimate of the costs
of nmeeting all old and new U.S. obligations to the IHs.
The Congress mmy, of course, choose to appropriate
greater or lesser amounts. (Rl funding of the Ford
Adm ni stration request would, for exanple, require $400
mllion higher funding.) These considerations are
di scussed in a forthcom ng CBO background paper on
international financial institutions.

36



in fiscal year 1978 will be how to treat bilateral devel op-
ment in the light of a potential, sudden increase of US
multil ateral devel opment assistance. The Congress nay W sh
to offset an increase in these contributions to inter-
national IFIs with a cut in bilateral funds, thereby deempha-
sizing the bilateral program in favor of nultilateral
devel opnent efforts. The Congress coul d, however, choose to
maintain the present balance between bilateral and multi-
|ateral devel opnent assistance efforts and make an equiv-
alent increase in the bilateral aid program E ther option
would require a substantial variation from current policy
funding for bilateral devel opment assistance (see Table 2).

CURRENT _PALI CY

To maintain the fiscal year 1977 real l|evel of bi-
|ateral assistance in fiscal year 1978, a 5 percent increase
in appropriations to $1.2 billion wll be required. | f
mul tilateral developnent funding increased to $1.8 billion
and the other assistance prograns were held at current real
| evels, total economic assistance would rise from $5.5

billion in fiscal year 1977 to $5.8 billion in fiscal vyear
1978.
LON CPTI ON

Bil ateral devel opnment assistance would have to be
reduced by 50 percent if its funding is adjusted to offset
the potential increase in multilateral assistance. A bi-
| ateral assistance program of $555 mllion would pernit the
increase in multilateral contributions to be achieved
wi t hout goi ng beyond the total current policy projection for
econom c assistance of $5.2 billion. This would disrupt
t he budgetary bal ance between the bilateral and nultil ateral
prograns and treat the nultilateral programas a preferred
alternative. For the bilateral program this could mean
that either the average transfer per recipient state would
be sharply reduced or the nunber of recipient states woul d
be reduced. To nmaintain the current nunber of 47 recipi-
ents, the average transfer would be cut fromthe fiscal year
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TABLE 2. ADJUSTI NG Bl LATERAL DEVELCPMENT ASS| STANCE TO AN | NCREASE | N
MULTI LATERAL DEVELCPMENT ASSI STANCE: THE THREE CPTIONS AND
THE R EFFECT ON THE TOTAL ECCNCM C ASS| STANCE FUNCTI ON
Bi | at eral Tot al
Devel opnent Per cent Econom c Per cent
Assi st ance Change From Assi st ance Change From
(In MIlions Fi scal Year (In MIlions Fiscal Year
of Dollars) 1977 of Dol | ars) 1977
FY 1977
Esti mat e: $1, 113 - $5, 460 L
FY 1978 a/
Qurrent
Pol i cy: 1,173 —_— 5,211
FY 1978 i
Opti ons For
Bi | ateral
Devel opnent
Assistance:
Qurrent Policy 1,173 5 5, 829 7
Low Opti on 555 -50 5,211 -5
H gh Option 1,781 60 6, 437 18

NOTE: For fiscal year 1978, multilateral devel opnent assistance is projected at
$1.8 billion (the estimated increase), other non-devel opnent prograns are
projected at fiscal year 1977 real levels, and bilateral assistance is
varied according to three options.

a/ CBO current policy projections for security supporting assistance show an
increase from$l.7 billion to $1.8 billion. For P.L. 480, however, the
projections show a decrease from $1.1 billion to $0.8 billion because of
excess budget authority for fiscal years 1976 and 1977.
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1978 current policy level of $25 mllion to $11 mllion. 2/
A constant average transfer could be maintained if recipient
countries were reduced to 22 Such a reduction could be
achieved by limting assistance to countries with imrediate
importance to the United States or to governnents which are
now pursuing donestic devel opnents consistent with New
Directions. This reduction mght also be effected by
discontinuing US assistance to sone of the LDCs with
mddl e or higher range per capita incone.

H G4 GPTION

Bil ateral devel opnent assi stance could be increased by
60 percent and the balance between the two devel opnent
prograns nmai ntained. This would nean $1.7 billion in
bilateral devel opment assistance. Appropriations for all
econom ¢ assi stance would then total $6.4 billion. The nore
than $00 mllion increase in bilateral assistance funding
could be used to sponsor additional devel opment prograns
that seemlikely to contribute to New D rections objectives.
This could include projects designed to pronote exports of
enpl oyment intensive goods (see Chapter |\). The increase
woul d pernmit an enlargenment of the average per country
transfer from $25 nillion to $38 mnillion and potentially
reinforce US leverage to encourage LDC governnents to
pursue appropriate devel opnment prograns. Alternatively, if
the current distribution of funds anong recipients is
mai ntained, this increase could permt the addition of as

many as 23 nore LDGCs. It could be used to increase assis-
tance in regions such as southern Africa where US bi-
| ateral devel opment efforts have been small in the past or

to extend nore US assistance to the poorest of the
LDCs.

2/ The distribution of bilateral developrent funds, of
course, varies widely from the average transfer.
This figure is used here sinply as a neasure of the
magni tude of changes in total funding levels. Wile an
average per capita transfer mght be nore neaningful,
that figure would depend prinarily upon which particul ar
reci pients were kept discarded, and added as total
funding falls or increases.
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@.CBSARY CF ABBREVI ATI ONS

A D Agency for International Devel opnment

DAC.

IBRD:

I DA

IDB:

LDC

P.L. 480

2

Devel opnent Assi stance Council (assistance
coordinating body within the Oganization for
Econom ¢ Cooperation and Devel opnent)

Internati onal Bank for Reconstruction and
Devel opnent (the Vorl d Bank)

Internati onal Devel opnent Association
I nter-Aneri can Devel opnent Bank
Less Devel oped Country

QO gani zation for Econom c Cooperation and
Devel oprrent

Public Law 480 (Food for Peace Progran)
Security Supporting Assistance

United Nations Devel opnment Program
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