
Ronald Reagan Presidential Library 

Digital Library Collections 

 
 

This is a PDF of a folder from our textual collections. 

 
 

Collection: Farrar, Stephen: Files 

Folder Title: Foreign Aid -- Studies (1985) 

Box: RAC Box 1A 

 
 

To see more digitized collections visit: 

https://www.reaganlibrary.gov/archives/digitized-textual-material 

 

To see all Ronald Reagan Presidential Library Inventories, visit: 

https://www.reaganlibrary.gov/archives/white-house-inventories 

 

Contact a reference archivist at: reagan.library@nara.gov  

 

Citation Guidelines: https://reaganlibrary.gov/archives/research-

support/citation-guide 

 

National Archives Catalogue: https://catalog.archives.gov/ 

 
Last Updated: 8/8/2025 

https://www.reaganlibrary.gov/archives/digitized-textual-material
https://www.reaganlibrary.gov/archives/white-house-inventories
https://reaganlibrary.gov/archives/research-support/citation-guide
https://reaganlibrary.gov/archives/research-support/citation-guide
https://catalog.archives.gov/


Tii ... 

r -_o 
0 



Commentary 

The Perversion of Foreign Aid 

Nick Eberstadt 

T HE ATTITUDE of the American people 
toward the world's poor, and toward 

our government's effort to attend to their distress, 
is seldom examined by those who frame our 
policies toward the international economy and 
the less developed regions of the earth. It is in­
structive, however, to listen to what the American 
people have to say. 

Surveys of public opinion consistently show a 
deep concern about the plight of needy people in 
other countries--a concern higher among the pub­
lic at large than among those groups pollsters 
designate as "public-opinion leaders." While atti­
tudes about most other aspects of foreign policy 
tend to vary with the times, the public's interest 
in aiding the desperately poor has remained re­
markably constant. In 1982, as in previous years, 

'

nearly 60 percent of the respondents polled by the 
• Mc\. Chicago Council on Foreign Relations said they 
~ .I' viewed "combating world hunger" as a "very im-

1 +,Ae .part.ant" objective for the United States; only 5 
f , percent felt it to be "not important." As in pre-
I ,·ious surveys, combating world hunger ranked far 
1 

ahead of "protecting American business abroad," 
and even ahead of "defending our allies' security" 
or "matching Soviet military strength," as an in­
ternational concern. Though these results may 
surprise some who consider themselves experts on 
foreign policy, they are not a fluke; to the con­
trary, they are in keeping with a wide range of 
findings from other polls. 

Paradoxically, while the public's commitment 
to aiding the wretched of the earth gives all the 
signs of an unwavering consensus, its attitude to­
ward foreign-aid t,Tograms appears to be thor­
oughly hostile. Since 1974 the Chicago Council on 
Foreign Relations has asked respondents to volun­
teer their views of "the 2 or S biggest foreign­
policy problems facing the nation today." "Re­
ducing foreign aid" is always one of the two top 

'1~- ve~~ ~~ &,'<.\ 
Nia £atll5TADT, a visiting fellow at the Harvud Center for 
Population Studies, is the author of P(Jl'f!Tt)' in China and 
the editor of Fertility Decline in the uu lxveloped Ccnm­
tries. The present article, along "'ilh his earlier "Famine, 
Development i: Foreign Aid," which appeared in our Much 
issue, is pan of a luger wort on American foreign-aid 
policy. 

IQ 

concerns. In these surveys neither the arms race, 
nor the threat of nuclear war, nor even relations 
with the Soviet Union has yet evoked the sort of 
response elicited by the idea of cutting foreign aid, 
which is by far the most unpopular program in the 
federal budget. In 1978-forC:!d's "best" 'lJiar 
in the Chicago Council sun•f' -over four t" es 
as.many interviewees favored cutbacks as approved - 3 1 ?~ 
o( increases, leaving the program with a net rating 1~ ""'\ 
of minus S9 percent. Even at the height of the dis-"--~ 
illusionment with the Vietnam war or on the eve ,--
of the "Reagan re\'olution," neither defense nor 
domestic welfare was held in such low esteem. 

What can explain these strong-and yet appar­
ently contradictory-feelings about helping the 
world's poor? One possibility is that they arc only 
a specific example of a more general proposition: 
that the public's opinions about international 
problems arc ill<onsidered, volatile, and vaguely 
irrational. But there is also a perfectly logical ex­
planation for this ostensible paradox. The Ameri­
can public may think its sovernment's prQgTams 
for aiding the world's poor defective, or positively 
injurious. On this view, the stronger the public's 
commitment to the world's poor the: more force­
fully it would reject programs that seem untrue to 
that commitment. 

Interestingly enough, America's elites do not 
appear to share the deep misgivings of the public 
about U.S. foreign-aid programs. According to a 
number of surveys, the overseas-relief, develop­
m~t, and security policies which our people find 
so objectionable are considered utterly unexcep­
tionable by our "public-opinion leaders." Such 
surveys typically indicate that leaders view foreign 
ai~fi: a cl·~sue." 

1s eavage between the public and the opin-
ion-makers is highly significant. At different times 
in American history the general public has come 
to an understanding about the world before its 
leaders. We are now at such a point. The Ameri• 
can people seem to recognize an important 
fact about world alflllb dja( cqndn@ to elude 
t • eaders-namely, that the American overn­
ment's efforts to ng re 1e I prospenty, and secur­
iU: to impoverished peoples ip orher rou~M 
have gone seriously wrong. .-
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T HE descent of our foreign-aid policies 
from their original purposes is a poig­

nant story. Its outlines must be recounted, if only 
to recall how far we have strayed from our initial 

(_ objectives and principles. 
.. )_-C' . - America's policies toward the international 

, ~ y.----- economy and the "back.ward areas" (as the 
i~ "South" was then called) Wtfe fashioned, in the 
~ .~ early days after World War II, by idealists whose 

._9,-• df:) vision had been tempered by hard times. America 
-~ -.,SL ~ had suffered through more than a decade of eco-
--e _J... laomic depression, and had then spent four years 

f~~ ~broiled in a war of total mobilization against 
~ _.,. ~nti-democratic regimes that had gained control 

~ "'-"""6ver several of the world's major industrial sod­
',-. JI,',~ eties. America's leaders were determined that such 

' ~ 'I events not be repeated. 
\. <J"~ Their ideas for rebuilding the world economy 

'('f'''....{'7 were shaped not only by their understanding of 
. , ~~e causes behind the Depression, but by their 
\(' ~ emory and understanding of the international 

"" economic order which had existed before World 
~ - .;-, War I. 

, • ..l" As they knew, and as economic historians have 
~ since confirmed, the late 19th- and early 20th ~':h century was an era of widespread economic growth 

~ ~ -not only in sovereign or imperial nations, but 
~ in niany colonies as well. This growth had been 
·,c-~ made possible by technical advances, but it was 

propelled by a dramatic increase in trade and in-
, temational flows of private capital, which served 

/ ,,.-- as conduits for the transfer of information, pro­
ductive knowledge, and skills. 

Though the architects of the postwar order 
wished to rebuild this framework, there was to be 
a crucial difference. Before \\'orld War I a sys-

~ 
tern of empires and colonies had provided the 
political underpinnings for the financial and 
monetary arrangements of the world. America's ¥ leaders, however, were anti-imperialist; before 

~ World War II and after it, they were proponents 
\ Vr-... /" of decolonization and national self-determina­

tion. Thus, toward the end of the second war, 
American statesmen began to create a "liberal 
international order" in which it would be possible 
to have, in effect, both bread and freedom: to cap­
ture the most beneficial economic workings of the 
trade and finance arrangements associated with 
the "Age of Imperialism" and at the same time to 
protect the weaker peoples of the world against 
imperial subjugation and anti-democratic op­
pression. 

The instruments devised to meet these objectives 
were, respectively, the Bretton Woods institutions 
-the International Monetary Fund (IMF) and 
the International Bank. for Reconstruction and 
Development (the World Bank.)-and the United 
Nations. In laying a base for international mate­
rial progress, perhaps the more important of the 
economic agencies was the IMF. In theory, it pro-

.h,ility of all rosrobso' cum;ncjg; in pranicc it 
established the .-\meri a oil • r- l-­
rency, t e new medium of international trad~ . ~ --.¥ 

'ln'rtglJ':11ancee tttll8 e& &:: tliOtffious risk. 1n ·~· • _ 

ternational trade, one which ha<l proved so dange 
1 

~--\ 
ous between the wars for rich and poor._ ~on~~ 
alike. l ~ \ \-""'6~ 

Investment as well as trade had beeh a vehic _ 
orinternational progress in the earlier era. T • 
\\'orld Bank was to attend to some of the risks o 
putting pri\'ate capital to work in poor or devas-~ 
tated areas. The Bank's Articles of Agreement out-
lined its mission succinctly: "to facilitate invest- -~ 
ment for productive purposes . . . to promot~ 
private foreign investment by means of guar.m- "'~ 
tees ... and when private capital [is] not available ' . \ l ,M 
on reasonable terms, to supplement private i~~ ~ I 
vestment." The U.S. Treasury Department, which l \ 
would underwrite much of the \\'orld Bank."s .~ 
operations, had a similar understanding of its._~ 
purposes. In the words of one analyst: "The~ 
Bank. w<!!!ld encourage private investors to under- ":'.' l 
take intematlbhai lending by guaranteeing inter-
na1.ional lwns znrnagft the usua anv stm an- ~t.~ 
ne/J paruc1paung w1 rivate investors in~/ 
su . n exce ,ona cases, where private 
capital is not available, the Bank. would mak.eC 
loans out of its own resources" (emphasis added).~ \.. 

The key to improving a nation's access to inter- :''j-,ft ~' 
national Gte!_tal, the earfy statements of the ffank U~, 
expiained, was its "investment climate." This 
phrase is no longer in common usage, but i 
meaning remains fairly clear. It referred, if 
obliquely, to the economic and social policies pro­
moted by the state-including its ~ i 
bud~et policies, its monetary and credit 11QJ.icies, 
its fon•jgn-exchange poli,ies, its trade policies, its 
public-in\'estment policies, its legal system, and 
the extent to which formal and informal restric­
tions were placed upon people engaging in eco­
nomic activity. The \\'orld Bank. was, in th 
early days, extremely serious about the questio 
of...:1Dyesrroem s:limate." It went so far as to sanc­
tion a practice known as "strategic non-lending" 
-abstaining from participation in loans to ~er-
taip natiom, cren if rhey appeared credit-worth~-
in ,the technical sense, beca.use their ec;pnomic 
pqlicics were )eailing' them, and the world com­
mu~~ wrong direction. 

III 

W HAT was the right direction? In his 
last address to Congress, President 

Roosevelt warned that "we cannot succeeq in 
b_!!!lding a peaceful world unless :we build an 
ef!)nomically healthy world." "Economic health," 
inlloosevelt's vision, depended upon both the in­
temati vi onment and the actions of indi­
v1 ual countries. Even in regions o severe war­
time devastation or acute mass poverty, reco"ery 



and growth were to be stimulated primarily by 
domestic effort. R~velt was firm on this point: 

The main job of restoration is not one of relief. 
It is one of reconstruction which must be large­
ly:iione by local people and their governments. 
They will provide the laboI, the local money, 
and most of the ma~rials. The same 1s true for 
ail of the many plans for the improvement of 
transportation, agriculture, industry, and hous­
ing that arc essential to the development of the 
economically back.ward areas of the world. 

Roosevelt and the men around him were not 
hostile to the idea of foreign aid. They had, 
after all, devised the Lend-Lease program, by 
far the greatest foreign-aid program the world had 
ever seen (over $200 billion by today's prices). It 
was their unshakable conviction, however, that 
foreign aid should meet exacting standards. Its 

_ l purposes were expected to be clear, and morally 
,..p '- legitimate; the programs that it fashioned should 

'... ~ prosecute these objectives directly and effectively. 
\. ~ American relief efforts during and immediately 
, after World War II were conditioned by this 

~ understanding, and proved eminently successful. 
,&\ ~Protracted war had destroyed the local economic 

, ti.,~- base throughout Europe and Asia. In many areas, 
V mass starvation seemed a real possibility; in the 

\ months after defeat, for example, Germany's 
~,e:- infant-mortality rate was higher than Sahelian 

'1-- Africa's is thought to be today. To prevent a wide-
~,,R"'-) J spread loss of life, the United States had prevailed 
yV :SS-' upon the United Nations to organize a Relief and 
L~ Rehabilitation Agency (UNRRA). UNRRA was 
d charged with providing "only those immediate 

. r- relief needs which cannot be met out of the re-
.\ ~ sources of the countries involved." Since it was 

. r-' ~I"<..-.... understood that the danger of postwar famines 
J- r,...f' was a temporary problem, and would resolve itself 

~' as civil order and economic activity resumed in 
,~/"""' stricken regions, UNRRA's mandate was explicit-
\' " ly limited. UNRRA made clear its intentions to 

pull out after the first adequate harvest in an 
afflicted country-and k.ept its word. By 1947 the 
threat of mass famine in non-C.Ommunist nations 
had been averted; for the first (and possibly last) 
time in the UN's history, an agency was disbanded 
after successfully meeting the problem it was cre­
ated to solve. 

The next great application of American public 
resources in foreign lands, the Marshall Plan, was 
likewise · considered a resounding success. The 
"Euroes:an Bscovcry Act" brought together a 
variety of heretofore disparate American con­
cerns. In contributing to the restoration of the 
Western European economies, it created a natural 
bulwark. against the imperialistic amQjtions of 
our erstwhile allies, the Soviets; it strengthened 
the foundauons of the postwar eco~omic order, 
which would require larger markets and greater 
sumu.icL of private capital than America itself 
amid offeriftheresrof' the world was to be 
drawn rapidly out of poverty; and it satisfied the 

TH[ P[R\'D,S10:S or FOR[IC:S AID/21 

American urge to assist endangered peoples over­
seas who shared our ideals and values. 

In retrospect it can be seen that the accomplish­
ments attributed to the Marshall Plan-a ,·enture 
originally undertaken as a gamble-may have in-
spired~ ccr~in confusion about the _potcnti_alities.-=~ ,L ....:_ 
of foreign aid y_nder less extraordinary circum,-.,. ~ • 
s~nccs. Its unique marriage of strategte, economic, E t.-::-..,...,/ :.\ . 
arul humamtanan obJectives would later give rise\-. ~•,\,....,. ~ 
to the notion that foreign ~d naturally wedded 
t cse distinct, and often contradictory, concerns. -i-. • J 

In ad mon, e rap1 cstern uropean recov-\3..i '\ l-.e 
cry was to mislead proponents of aid about thc..._b 
pace of progress that might be expected in under- I' ( 
developed areas, since it was widely forgotten that 1-w\. ~ ~1 
Western Europe was restoring itself to. prewal\),N <;:"""" ' 
levels of eroduction activity. And with the restora- ~~\"" 
tion ol Western Europe's economic health, the> ; 
actual role of specific Marshall Plan policies in ad­
vancing or retarding recovery and economic prog-
ress was quickly submerged. Today only a hand-
ful of economic historians seem to remember that 
some of the policies advocated by Marshall Plan 
administrators, and tied to Marshall Plan aid, 
seemed to lead to inflation, a diminution of local 
savings, and economic stagnation--or that \Vest 
Germany's economic boom did oar begin until 
after Konrad Adenauer and his finan~ister, 
Ludwig Erhard, had rcpudiared and re.versed the 
policies whjch :\farshall Plan ajd was financing in 
ot~er West~ European nations. \ /; \:-: 

IV ~""ffN'\ 
"D F.HLOP!.fENT ASSISTANCE." to low- \ \. 

income countries began in 1949, 
on the heels of the Marshall Plan. It was a new 
and radical idea in international relations. Unlike 
emergena relief. it was not framed in response to 
~stcr. U_!!likc reparations, it was a state-.to-state 
resource transfer prompted by volition, not in­
demnity. Unlike military aid or security assistance, 
it was not meant, in any immediate sense, to apply 
American will t • t t ions of the earth. 

Deve opment assistance, as out m in Presi-
dent Truman's Point Four program in his 1949 
State of the Union address, reffected the Ameri­
can preference that other peoples avail themselves 

~~dii:!h:b:E?i. '!ire.:::: ::: ;;~:;; 
mass a ucncc possible. It was consistent with our 
vmon of the postwar world. The United States 
had already created an international monetary 
and financial system which could contribute to a 
nation's economic advancement. \Ve were now 
stating our willingness to help interested govern­
ments move their countries into the international 
e~onomic updraft that the nc:,w order had made 
possible. 
""The idea of such assistance-of fostering the 

competence of new governments to deal with their 
nations' economic problems-received an enthusi-
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L\ ..;,c. astic reception from the world community. By the 

end of 49 the United ~at" unanimously 
endoncd an international ~.9_L.i.ction..modelled 
directly- on Amertal's Point Four programs, 
though more modest in resources and scope. 

The leitmotif of development assistance in its 
first few years was the connection between the 
policies and actions of governments in poor na­
tions and .their economic consequences. This con­
nection was taken to be inescapable and obvious. 
Alluding to the "shortage" of Western capital in 
the less developed countries-a problem that agi­
tated many leaders in Latin America, Asia, and 
Africa at the time-Truman's Assistant Secretary 
of State for Economic Affairs observed that "the 
real decision must be made by these countries 
themselves, since only they can decide whether • Y they want our capital to participate in their de-

~ · velopment. If they want it, they must, in turn, 
G , aeate the 'climate' to attract it." 

Nor was this perspective a matter of partisan 
dispute. Early in 195~. President f.isenhower's As­
sistant Secretary of State for Economic Affairs 
warned Congress that the limits on the effective­
ness of our technical-assistance programs came 
from the attitude of recipient governments: "There 
is a strong tendency to build steel mills when the 
best economic interest of that particular country 
would be served by growing a little more food .... 
But the attraction of being self-sufficient, of hav­
ing these monuments of industry ... seems to be 
so great that we have difficulties in getting them 
to understand wherein their own economic salva­
tion lies." 

Development assistance as America envisioned 
it, unfortunately, was not quite what the new, 
nationalist elites in less developed countries were 
looking for. Regardless of their professed political 
ideologi~, rbese ocw reg1mes were alroost uRiform­
.Jx preoccupied with augmentin& the powe~ of the 
state zearatus under their p,ntrol. To many 
stewar of new states in the 1950's, the goal of 
building state power seemed, indeed, to be threat­
ened by the liberal international economic order 
the United States was promoting. An orientation 
toward international markets and free flows of 

1- foreign capital might remove vital decisions about 
..... ).. national destiny from their hands. What seemed 

, ~vJJ more in keeping with their desire to focus the 
_ ,A:~ ~ - national will through the medium of government 
\--:t• ~ -\ was some system of central economic planning. 

,("' - This approach to "nauon buudmg," later dig-
~· ni6ed by the title "development planning," was in 

fact an application and perfection of the tech-
'F,1.-\ niques the combatant powers had used to mar-
,t< , shall and apply resources against one another in 

'v?' .,____ World War II. Around the globe, poor societies 
in the 1950's were, in effect, putting themselves on 

: a wartime footing. They were going long on steel 
. \~1,.D and short on food; relying on trade where they 
~ ~ must, f?_ut on Thtarky wliere they might. 

~~ ~~,;;~m_;;:.::t1;~~~ 
O>:a ~ 

mand planning clashed with the American con­
ception o[ the function of development assistance 
was not immediately appreciated in the lJniled 
States-where, afler all, the popular preoccupa­
tion was with demilitarizing the economy as quick­
ly as possible, and with disassembling wartime 
economic controls so that the tempo o[ civilian life 
might resume. If this conttict in time helped 
bring about a very large shift in American ideas, 
in the early l 950's such changes were still far otf. 
The United States had not only firm principles, 
but clear operauonal rules by which to guide its 
foreign-aid___policies. It attempted to separate over­
seas humanitarian aid from the economic interests 
oJ lobby groups at home. It made scrupulous dis­
tinctions between .iBOtS (which __ were charitable) 
and .loans (which were to be commercial). Perhaps 
most importantly, it let it be known that there 
was a difference between military aid and develop­
ment assistance, and that the demarcation was 
cssenual to the purposes and prospects of both ~ 
programs. -1::c-~()..U.c.t-.('!~ ~~ _41....,rt 

(1 \..-~, - :<~ - • ' 
'l. .,. '\. \\( • v,,-,.~ _j 

~ ~\)\,-,A, \ \r.\ \C l / c 'Fi!f~.r1\"- \ 

0 NE by one, these precepts about for­
eign aid were to fall. 

The first abrupt departure occurred in 1954, 
when Congress authorized th Food F 
program. On the East coast, F 
jwtffied as a humanitarian g . y which 
American bounty could be put to the service of a 
hungry world; in the Midwest its workings were 
perhaps more honestly discwscd. The champion 
of Food For Peace, Senator Hubert Humphrey, 
repIDenred Miooesor.a, a state then beset by 
agricultural "o_verproduction." So long as the 
farmers' ability to produce outstripped the mar-
ket's demand for their produce, competitive re­
structuring of the farming industry would be in-
evitable, and, just as inevitably, it would be small 
farmers who would be "restructured" off the land. 
These were Senator Humphrey's constituents, and 
the Food For Pe.i_£_e pr~~!D, PL 480, addressed 
their problems. PL 480 would authot:ize the pur-
chase of massive quantities of grain and-..other 
foodstuffs, subsidiziog their sale in the maf.iets of 
l>O.Qr nation~ or ciYingj_~ outright . l~~,·ern-
ments. 1=--~ --f,.rt ~~ l L '-l~V 

For American armers, tlie imm~iate impact of 
PL 480 legislation was incontestably beneficial. 
For the poor nations, the consequences were more 
ambiguous. Heavily subsidized American imports 
very o rove down local food prices; while 
this might not ave ra1s qua ms m capitals in­
tent upon forced-pace indwtrialization, it never­
theless caused problems in rural hinterlands, 
where standards of living were, typically, signifi­
cantly lower than in the cities . 

What is more, recieient govemrocors Dften re­
sold the food America gave them for cash, so that 
they could pursue proJects that foreign lenders 



"fHE PERVERSION OF FOREIG:-1 AlD/23 

. ~ 
. ~ °"'"'~ \C°' ()~ ~ OZJO~ l1~~¥.~~ 

~ ,,<-- ~ ..__\,~ -

had d~e~as econ~ cally unwise. A con• of a World Bank, Secretary of the Treasury Henry 
ccssionary device penmttmg rec1p1ent go\·ern- Morgenthau, had said that the institution he was 
ments to rg,ay "food loans" in their own local proposing would "~upulamly avoid uoderuk.-
currencies relieved them of the pressure to value ing loans that private investors are willin to 
their foreign exchange realistically, with predict- ma e on rcasona c terms. . was true to the 
able consequences for both budget discipline and late Secretary's wish only in the sense that the 
export incentives. (This also paved the way for sorts of projects it encouraged, and the terms that 
several international economic panics, as when it financed, were generally unlikely to be attrac-
the Indian government suddenly discovered it tive to private investors. ~a\LJ _ ')3 
?wed the United States more_ ru~ than it h~d , - ~ - , ~ ...,--, 
m central reserves-and nauonahzed the enure VI ~, - ~--
private banking system to compensate.) \r("' .:.. \ J -\"\. 

Perhaps most tellingly, only a tiny fraction of THE MOST fateful departure trom pre- 1 £ 
PL 480's allocations was earmarked for regions viously enunciated principles of for- -,6 I 
hit by famine or disaster. This fact was not lost eign aid, however, concerned the separation of\<\_~ 
on overseas observers, who had been warned by military and development assistance. The Eisen- 1 
Marxists and other anti-Americans that the U.S. nower years saw a profound~t in American 2 
would export its own domestic economic problems foreign-aid patterns. Between 1949 and 1955, mili-
and call the result charity. tary grants and political aid for beleaguered but 

- • \ ~ The next radical deviation from principle came friendly regimes had accounted for scarcely a sixth 
_.---- over the issue of "soft," or subsidized, loans. In of our foreign aid; between 1955 and 1961 they 

__,- ·f1--t.._ 1946, American authorit1eshad resolved that con- made up over half our bequests. 
~ l _cessionary loans to foreign governments would Security assistance was a calculated response to 

\ ,...,,. -~ have no place among the techniques of American a pressing problem. Shortly after the victory of 
,......,, statecraft; such loans, it was felt, would create the Communist ;mnies oo tbc Chiftcse mainland, 

\
'\i,\6 a dangcrow and needless confusion between Communist forces from North Korea attacked our 

• charity and commerce. After our first soft loan, a allies in the South, and drew w into war. Strength-
large one to the United Kingdom to stabilize the ening the defensive capability of the states in our 
sterling-based currencies, our National Advisory alliance system seemed the surest way to deter 
Council on Monetary and F mancial Problems, further outside attack.s. There was also a wide- -
which had sanctioned the offering, stated: "It is spread threat, in relatively open societies, of iniV\, \a., cl 
the view of the Council that the British case is tcmal subversion by armed, and generally anti- \..L..q 
unique, and will not be a precedent for loans to dcmocrauc, domestic groups. Security assistance~ 
any other country." was tg address this problem as well: it include<!~ 

Within ten years, soft loans were becoming a not only military aid but police training, politi~'°'~ 
preferred vehicle for U.S. foreign aid. Soft loans advice, covert acuv1ties, and unrestricted financiaI 0 .c.. '\.a~ 
seemed to vitiate the need for hard choices. SkcP' bequests just to buy time (and thereby, with luck..l:-t 
tical inquiries from taxpayers o,·er specific pro- political stability). V\ 
jects could be deflected by assurances that the U.S. Military /security assistance proved to be a high-
expected in time to be fully repaid on its prin- ly effective program. With American aid, Sout~ l J ..,.____ 
ci~Fore1gn governments would hear that soft Korea and Taiwan were able to secure themselves ' ~ 
loans gave them great financial leverage, since agamst potential enemies. Greece and Turk.n_ ' . 
along with the concessionary bequest the arrange- were stab,hzed and strengthened, both militarily\~ 
mcnt provided a large pool of working capital. and politically. Insurgencies were suppressed in, 
Soft loans thus seemed to offer protection to those among other places, the Philippines and J.hai-
aid initiatives· whose usefulness was most open to land. In Iran, a demagogue who was deemed anti-
question; yet this naturally made the loans a mag- American was turned out of office, and the Sha'1- , { 
net for precisely those proposals which were least (whom we took. to be pro-American) was return~ '1 
justi~c aod mrntHk.cly to waste resources. If to the throne from which he had been de_posed. 
soft loans at this time seemed like a "cheap" way There were many other, less heralded, achieve-
of paying for foreign aid, 1t was only because one mcnts as well. 
of their major costs had been forgotten: their im~ In the late 1950's and early 1960's, security as-
pact on beneficiary governments' conception of, sistance had widespread public support, while 
and attitude toward, capital transfer from abroad. development aid was not nearly so well regarded. 

In 1948 the president of the World Bank. had Hence, to win acceptance for their overall foreign-
urged member nations not to fall into the trap of aid programs, American statesmen began to draw 
soft Icruijng; by 1959, the idea of a soft-loan on the legitimacy of security assistance to protect, 
facility at the Bank was gaining acceptance; by ana even conceal, development aid. 
1961, this facility, the International Development 1 he process began with a chan,c in legislation: \G< 2 
Authority (IDA), was established under World the 195! Mutual Security Act, whlch for the pur- ~ -> I 
Bank. a_wpic~, and w_ith_ American_ blessings. Two poses of co~ess,onal ~propriations linked de~'-l-~~-..l. 
decades earlier, a principal American proponent velopment aid to security assistance . .Even so, the l ~ i 

~~~ 
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two programs were kept operationally-and con- broad stretches of terrain were under the shifting 
ceptually-distinct. Eric Johnston, at the time control of contesting armies, was hardly suitable 
E.isenhower's Point F u dvi spoke for the ground for the sort of technical assistance and 
a ministration when he said, "I think. the Point private investments that the Point Four program 

1 

Four program ... should not in any way be con- had sought to encourage. Development policies 
fused with military a1d to countries:· had to be adapted, and on the spot; the mutations 

'ffiat d1stmcuon was lost during the Kennedy which evolved had little to do with self-sustaining 
administration. President Kennedy went w far as growth or any of the other desiderata of an earlier 
to argue that develo ment aid was generation of technical-assistance policies. 
tance, and e v t As the war proceeded, AID was drawn into such 

erican security posture should su rt devel- efforts as the "strategic hamlet" and the "ci.rilian 
oement q~ests. e put it: "I urge those who relocation" programs. While these may have 
want to do something for the United States, for servea a justifiable military purpose, their eco-
this cause, to channel their energies behind the nomic results were almost the exact op~te of 
new foreiS!!-aid ~ogram to help prevent the development-at least as that word h.ad prcvioos-
50<:ial injustice an economic chaos_~pQ!.l~hich ly been understood. By feeding, clothing, and 
subversion and revolt feeds." The "new foreign- housing villagers who had been dispossessed from 

- S) aidprogram'' to which he referred was the Agency areas turned into "free-fire zones," the United 
\.)5~ for International Development (USAID), the or- States maintained, and often improved, their mate-

. ,,, . '-'~ ganization which supervises and administers rial living standards, but the economic base which 
:?c America's daclw:>roenr program~ in e devel- might sustain these people was simultaneously be-
-r, . oped countries to this ven..day. ing destroyed. 

~

- ~ Iii attempting to broaden and strengthen the In subordinating economic objectives to mili-
- domestic constituency behind development spend- tary ones, AID exposed itself to the charge of 

~~ ,. ing, President Kennedy had, perhaps accidentally, "waste." In a technical sense, such allegations 
_,.,-- fundamentally altered the undcntanding of what were valid-and indeed, had to be. The criteria 
~ development assistance was supposed to be. N~or running a war and running a business arc fun-

longer was it a transfer of skills and a building damentally at odds. Military effort is judged by its 
of basic infrastructure so that 1ovcmments of ffcctivcncss in securing objectives; the economic 
pogJ: soc1ebes D11g t tter rake advantage of the efficiency of subsidiary operations is at most a 

' economic opportunities a ffocdrd them by growing secondary consideration, and the concept of pro-
international mar ts. It was now a program to ductivity is , strictly speaking, irrelevant. 
quc omestic discontent in law-income regions- There was a greater, more overarching problem 
linking aid_J.Q 1ubiJiry through a sctics of com- in Vietnam. which affected aid and everything 

" p1ex syllogisms which ultimately equated rising else the American government was attempting. 
-_.if \ living standards wi dimi i i litical o posi- This was the notorious "credibility gap" separat-

~ ~.,......Ji'"°' t1on. s attitude, at once cynical and naive, sug- ing our actual intentions, policies, and actions in 

1 
-~if' gcsted that counterinsurgency and the diffusion of Vietnam from the official descriptions of them. In 

,-, ~?~~ agricultural research were pan and parcel of a allowing this gap to develop, the government en-
~.Z\ single process, differing only in degree. Given this couraged the perception that our policies were 

,~ ' U~ view of the world, Vietnam was in one sense an considered illegitimate by the very men who were 
~ / accident only waitill8\tO happen. framing them. This could only have painful and 

"--, , <t-'" ~ _;,.-\' continuing reverberations in a nation where do-
~ \l\ -~VD~--- VII mestic support for the international application 
-/ 1" ~ of American power has w typically hinged on the ; ~J EVEN twenty years after the start of moral purpose implicit in the initiative. 
~' . rapid escalation, America's prosecu- As distrust between the executive and lcgisla-
~ , l tion of the war in Vietnam remains a sensitive tivc branches deepened over the conduct of the 
~ t'-l--= issue. Though we may still await a balanced and war, foreign aid became a battleground for a most 

_..,..
0 

(, ~L comprehensive account of America's strategies unfortunate sort of guerrilla warfare. Frustrated 
,. " -,'°' and actions in the Vietnam war, it is not too soon by the direction of foreign policy in general, Con-
, to point out some of the ways in which that war gress resolved to restrict the government's ability 
;~f'l affected our development-assistance policies. to move economic policy in any direction whatso-
~,, , In the first place, development assistance came ever. Within Congress a tactical coalition arose 

to be dominated by Vietnam itself. By 1966, that between the "Left" (against the war) and the ~ ,11 one country was receiving over 41$ pe~t of AJD's "Right" (against waste); separated by most issues, 
, ~' ~ J worldwide development grants. and a similar pro- these two forces united in their hostility to foreign 
\: .J) portion of AID's talent, energy, and personnel aid. They did not k.ill AID, but in retrospect, what 
~ \:, \ " was being applied to problems in Viemam. The they did do might have been worse. 
~ war, moreover, prompted a drastic change in the By denying AID "obligational carryover author-
~ understanding of what development aid was all ity," or the right to k.eep the use of money it had 

~'} about. A violence-rent agrarian society, in which not committed by the end of the fiscal year; by 



subjecting AID to a process known as "CongTes­
sional Notification," which required the agenq to 
produce two detailed budgets a year for congres­
sional inspection, and in etfect gave Congress a 
line-item veto over even comparatively small pro­
jects; and by requiring legalistic impact state­
ments~ften as many as 75--for even modest 
projects within programs, CongTcss ~ verely re• 
stricted the ability of the agency to engage in 
"development," and forced AID administrators 
and project officers to shift their attention from 
the success of their efforts in the field to the suc­
cess of their entreaties on the Hill. Sparing AID 
iu institutional life, Congress guaranteed that the 
organization would be severely and permanently 
aippled. 

VIII 

T HE efforts to paralyze AID were symp­
toms of a broader problem of the Viet• 

nam and post-Vietnam era: American foreign 
policies had come to lack legitimacy in the eyes of 
a substantial portion of Congress and the public. 
A period of gToping and confusion had begun, 
during which America's foreign economic policies 
in general, and foreign-aid policies in particular, 
broke away from the bipartisan principles which 
had been established in the early postwar years, 
and at a speed which sometimes suggested free fall. 
The events ·which derailed our foreign-aid policies 
were specific and discrete, yet in retrospect they 
seem to form a single, continuing chain of prac­
tical and moral errors. 

In 1971 and 1972 President Nixon's foreign-aid 
proposals were defeated in CongTess; funding £or 
them was arranged only through a catch-all "con­
tinuing resolution" at the end of each session. To 
restore congressional confidence in the foreign-aid 
program, and in the presidential purposes behind 
it, a new code for American development pro­
grams was worked out. These were written into 
law in the Foreign Assistance Act of 1973 and the 
Mutual Development and Cooperation Act of the 
same year. At the time, these acts were described 
as a compromise. They read today as something 
very different. 

The Foreign Assistance Act of 1973 states as di­
rectly as such legislation can that our postwar poli­
cies toward poorer nations had been a failure: "The 
conditions which shaped the United States foreign­
assistance program in the past have changed .. . . 
[O]ur relations with the less developed countries 
mwt be revised to reftect these realities." The 
problem, it was suggested, was that the strategy of 
export-oriented, ~If-sustaining growth which we 
had advocated since the 1940's did not actually 
benefit the common people of the countries it 
transformed: in the words of the Mutual Develop­
ment and Cooperation Act, "economic growth 
docs not necessarily lead to social advancement 
by the poor." • 
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The Foreign Assistance Act implied that Ameri­
can power abroad had been secured through alli­
ances with local leaders who had little interest in 
the welfare of their own public. Hence, the new 
American approach to foreign aid "should be . . . 
targeted on the basics"-meaning that it should 
be judged by its direct and immediate impact on 
the living standards of the poorest strata of the 
recipient nations. "Through the mcructurcd pro­
gram the United States would be telling the de­
\·cloping countries . . . 'Do not forget the immedi­
ate nee<ls of your poorest ~ple.' ... •• 

The "rdorws pf 1973" had sweeping conse­
quences for American development efforts. In 
establishing "hp.sic humap nttds" as the ultimate 
arbiter by which development would be judged, 

.!hey shifted the purpose of AID from assisting 
~lf-swtaiiimgg~§wtli to affecting living stan• 
dards through emergency-style distribution of out-
side food, medicine, clothing, and materials £or ( ·. __ 
shelter. These "basic human needs" stipulations . 
came on top of the operational restrictions which 
had already been imposed on AID, with their im-
plicit bias against development proposals with de- p :," \ 
£erred benefits or with consequences principally -r _, 
measured in efficiency or productivity. 

Thus, American bequests increasingly came to p e,'c 

be seen as a means of facilitating__ a stea~ow of • ••• 
funds to the goyemments of less cTc'velo coun-=--,., - J . 

tries for use in whatever purposes they might {µ -, ,> . ,.. 
choose. Though AID administrators could argue 
that their grants were "tied" to various purposes 
or conditions, local leaders generally understood 
the simple truth that, once received, go\·cmment 
revenues were fungible-transferable from one 
objective to the next-and that aid bequests 
would become all the more fungible when meant 
to be applied to an operating budget. 

There was a final notable aspect of the legisla­
tion of 1973: the explicit purpose of development• 
assistance programs was rewritten in a seemingly 
slight but nonetheless significant way. Provision 
102(a) of the Foreign Assistance Act of 1967 had 
read: "Development is primarily the responsibil­
ity of the people of the less developed countries 
themselves." In the 1973 legislation, the equivalent 
passage read, "Development planning must be the 
responsibility of each sovereign nation." With this 
semantic change, America was retreating from the 
concepts of economic health and sclf-swtaining 
growth and implicitly repudiating the notion that 
international markets and free ftows of private 
capital should sen·e as the instruments by which 
people might raise themselves to mass affluence. 
Instead, we had come to endorse, aAd Herning)y 
to require of recipients of • 
the ve s st f r 
our leaders had dc:cricd .6'S inimical to rbe ioteTeits 
of poor peoples scarceh'. twenty years earlier. 
1'he "reforms of 1973" (also known as the 

"New Directions" legislation) may yet be hard fully 
to evaluate, but it is clear that they have had at 
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least one effect. Before Vit1o-tro •be I Ini•cd Stares 
cou~int to a number of self-reliant and pros­
~rmg econom~.=Gccecc Iaiwan and South 
Korea among them-which had "graduated" out 
§f Americ;iii._a.e,·cfapmc:nui<l. Since the "reforms 
orl975," th_l:_f_~!1.!~e been no new graduates. 

IX 

T HE decoupling of American develop­
ment assistance from the policies 

which had previously been regarded as the best 
means for improving the economic health of poor 
nations also bes ke a loss f • • the United 
States. t was no longer naturally assumed that 
American interests and preferences, pursued in 
practical fashion, would benefit the peoples of the 
world. To serve the weak and helpless of the 
earth, Americans were now advised to restrain 
themselves and their impulse to international ac­
tion. The United States was urged instead to assist 
with the one thing it had which poor governments 
manifestly lacked: money. 

As American-ilfffl'm1stered development pro­
grams_took on the trappinv 0 £ relief work, and 
as the terms "development aid" and "reparations" 
came to be used interchangeably (in 1975 Nixon 
administration officiais had secretly discussed post­
war "development aid" proposals with Hanoi), 
there arose simultaneously a tendency to give aid 
through international institutions rather than 
channeling it directly from our government to 
the beneficiary capital. Through "multilateraliza­
tion," it was argued, donor "pressure" on recipient 
governments might be made to diminish, even as 
aid outlays were made to rise. 

The multilateralization of aid was made easier 
by the impressive growth of the World Bank un­
der Robert McNamara, the former U.S. Secretary 
of Defense who had left the Defense Department 
around the time of the Tet offensive to assume the 
Bank's presidency. As admirers testified at his re­
tirement in 198 I, he oversaw a tenfold increase in 
the Bank's annual commitments. McNamara ac­
complished this remarkable feat by reinterpreting 
the Bank's mission, and its operating rules. 

The Bank's Articles of Agreement specify that 
bank funds mwt be wed for "productive invest­
ment"; they neglect, however, to qualify the sorts 
of spending which may be labeled productive 
investment. McNamara took command of the 
definition of the term. A growing body of eco­
nomic research was detailing the connection among 
education, productive knowledge, and economic 
growth; the results suggested that augmenting 
"human capital" was as integral to economic de­
velopment as was deepening the base of "physical 
capital." McNamara used this research to argue 
that health, nutrition, education, family plan­
ning, and other social services were in fact invest­
ments, and thus legitimate avenues for the appli­
cation of Bank funds. 

While the prerogative for lending was being 
expanded, the standards for evaluating loans were 
simultaneously being relaxed. :\lcNamara out­
lined the Bank's new view of lending in 1970: 
'"\\"hat contributes the most to the development 
of the borrowing countn· should be the decisive 
factor in both Bank. and IDA operations .... Any 
policy which can be justified for IDA as consis­
tent with its development function can, I believe, 
be equally justified for the Bank, and the Bank 
itself should adopt it." Since IDA was in the 
business of dispensing "soft'" loans-"of doubtful 
validity," as David Baldwin pointed out nearly 
wenty years ago, "by any me.a.sured bank.iog 

standard"-a large pool of capital was being d.,_ 
dared exempt from the scrutiny which private 
loans must customarily with!>tand. 

McNamara's efforts to expand the Bank's finan­
cial involvement in Jess den~loped countries, while 
relinquishing some of the rights (and obliga­
tions) traditionally assumed to be incumbent on 
portfolio managers, was consistent, in some ways, 
with his view of the problems facing the poor 
nations, and the world. Like many of his con­
tempor:aries in Congress, McNamara felt that in­
ternational development efforts had largely failed 
the poor. As he told the delegates of UNCT AD 
III in Santiago, Chile in 1972: "Development pro­
grams have been directed largely at gross economic 
goals, and have failed to insure that all nations, 
and all groups within nations, have shared equita­
bly in economic advance." The Bapk.'s new "basic 
human needs'' for "social investment") programs 
~ere inforn1ed bl' that opi11ioc 

McNamara had decided that an ongoing "glo~l 
transfer" of public funds would be necessary to 

c- meet the problem of world poverty. In his words, 
"the rich countries have a responsibility to assist 
the less developed nations. It is not a sentimental 
question of philanthropy. It is a straightforward 
issue of social justice." The idea of unconditional 
concessionary transfers from Western people to 
low-income governments was echoed and ampli­
fied by a number of officials who rose to promin­
ence in the Bank during the McNamara years; 
they gave form to McNamara's more vaguely 
stated notion through their support of "global 
negotiations" for the expanded and unrestricted 
trausfer of money from the governments of the 
"North" to the governments of the "South." 

Like many other large institutions, the World 
Bank has never spoken with a single voice or acted 
as if by a single hand. Nevertheless, the change in 
direction during the McNamara years was unmis­
takable: .the felt obligation to provide moneyio\ ✓ 
poor nations was growina;: the ti&ht to monitor I 
its disbursement was more and more open to ques- I~ 

~ -World Bank had come a long wa}'"'from 
the Bretton Woods conference, when Secretary 
Morgenthau introduced it to the world with these 
words: "The chief purpose of the International 
Bank for Reconstruction and Development is to 
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guarantee private loans through normal in\·est• perity of the affluent peoples." In logical fashion, 
ment channels." and in strikingly consistent measure, the new 

Some observers ha ve seen in ;\fc:'\am:ira·s initia- development initiatives emanating from the UN 
ti,·es at the \\'orld Bank a sort of expiation for were aimed at disassembling the liberal interna-
presumed pangs of conscience over his prosecution tional economic order and in augmenting instead 
of the war in Vietnam as Secretary of Defense . ..\ the capacity of states and the authority of their 

t 4 less sentimental and more straightforward inter- leaders to plan their local Konomies and to direct 
pretation might be that the McNamara in itiatives their people's societies-and to pay for these 
simply formalized . and globafoed, the new devel- ther:ipies with renewed "global transfers" of tax 
opment policies that the l'nited States had experi- revenues from the \Vestem nations which had 
mented with in Vietnam. In any event, the two supposedly made the cures necessary in the first 
were characterized by the same effort at divorcing place. 
the living standards of national ulations fro Although there was little intellectual or (in the 
. e pr ucuve ase w uc would ordinaril~ be strict sense of the wor~) ecor:iomic merit in m?5t 
~pecieo to sustain them. ~ . -" _ \~"'-~ of t~e new thou~h~ mculatmg t.lnough Lhe \.; N 

·\ a::,J~ durmg the 1970 s, 1t must be remembered that 
X ~.a. Western nations put very little pressure on advo-
~""~ ~ cates of the New lnterrt4tional Economic Order 

T HE multilateral institution which most to think. more clearly or act more decently. The 
effecti,·ely divorced development fund- acquiescence of the United States ·wa.s c-spcciaUy 

ing from the "pressures" of donors, however, was striking. For seven yean--£rom 1970 to l9i7-
not the World Bank but the United Nations. The America made virtually no concerted effort to 
story of what happened in, and to, the United come to the defense of either its national interests 
Nations over the past two decades is by now a or its principles in any of the UN's many forums. 
familiar tale. During the 1960's, a voting bloc (The attempts of Daniel P. Moynihan, in his brief 
began to form which defined itself by opposition eight-month tenure as Ambassador, to force a gov-
to American policies in Vietnam. It soon became ernment response to the anti-American invective 
dear that this bloc was opposed not simply to by then commonplace at the UN, stood in con-
America's war in Vietnam but to American pur- trast to the accepted policy of the day but did 
poses in the world generally, and to the very idea not alter it.) 
that America should be a country wielding inter- America did not lack a foreign policy during 
national power. A psychological barrier was the early l970's. On the contrary, from 19i0 to 
crossed in 1970, when this bloc-self-described as 19ii American foreign policy was more fully con-
"non-aligned"-succeeded in outvoting the l1 .S. trolled, and more intricately directed, than it had 
and its allies on an Albanian resolution to recog- ever been before. or has been since. Though Sec-
nize Beijing rather than Taipei as the legitimate retary of State Henry Kissinger privately-and oc-
seat of Chinese government. Thereafter the bloc casionally publicly-disagreed with the UN's new 
grew, both in numbers and boldness, until it be- development thrusts , he seemed to have felt that 
came the decisive force in framing LiN policy. they were best parried through accommodation. 

The apparatus of development organizations His major speech on development issues, an ad-
which had been erected beneath the UN flag was dress to the General Assembly in 19i5, highlighted 
inevitably influenced by the new thinking in the his general attitude. In the course of his exposi-
General Assembly. It had often been said that the tion he made many references to the need to 
International Labor Organization (ILO), the UN strengthen free and competitive international 
Educational, Scientific, and Cultural Organiza- markets, but he also proposed a new concessionary 
tion (UNESCO), and the host of other UN agencies window at the International Monetary Fund from 
became "politicized" in the 1970's; it would be which only Third World nations might draw 
more accurate, however, to say that they simply loans and which would allow for the conversion 
became suffused with a new political ethos-one of these JMF loans into "grants under prescribed 
which, as it happened, wa.s hostile to the meanings conditions." Such plans could only diminish 
of the UN Charter, to the previous purposes of considerably the ll\IF's ability to lobby credibly 
the organization, and to the principles of the for economic responsibility with those nations 
Western peoples who provided most of the UN's which applied to it for loans; they were also 
monies. bound to stimulate international inflation at a 

The UN's new agenda followed largely £rom time when global inflation was already punishing 
the same line of thought that led to the accusation rich countries and poor alike. 
-enunciated by President Salvador Allende of Kissinger also proposed new "bilateral support 
Chile before the same UNCT AD audience where for training and technical assistance to help de-
McNamara professed the failure of \Vestem-spon- veloping countries find and exploit new sources of 
sored development efforts-that the industrial na- fossil fuel"-a striking suggestion from a U.S. Sec-
tions had created a world where "the toil and retary of State, considering that the greatest tech-
resources of the poorer nations pay for the pros- nical capacities for oil exploration and develop-
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ment resided in the American energy compan_ies 
then being nationalized throughout the Third 
\\'orld. He further recommended-less than two 
years after the politicization of oil prices by the 
OPEC cartel-that "a producer-consumer forum 
be established for every big commodity," the in­
evitable result 0£ which would be to sanction the 
setting o( commodity prices by political contriv­
ance rather than economic demand. 

For the poor nations, in the meantime, there· 
were no special offers to aid them in learning the 
ways of the world's markets; there was, however, 
plenty o( help should they experience the usual 
1ide-effects of "development planning": a guar­
anteed disbursement of 10 million tons of food 
aid a year; a new IMF facility for "emergency" 
balance-of-payments problems; and "population 
assistance" to "help curb demographic growth" 
and thereby, presumably, take pressure off the 
economic structure to produce efficiently. 

In the United Nations, as in so many other 
arenas, Kissinger presumably hoped to throw his 
opponents off guard by agreeing to their demands 
in principle, and then to win the day by rear­
guard negotiating tactics. This ploy, however, is 
considerably less effective when the issue at stake 
is the principles themselves. 

XI 

T HE period of drift and decline in 
American policies toward the world's 

poor continued under President Jimmy Carter. 
Elected in 1976 on a campaign promise to restore 
moral purpose to American politics, Carter seemed 
to find it extremely difficult in practice to deter­
mine whether any use at all of American power 
overseas was in fact moral. The administration's 
sensitivity to criticism on this score, and its ambi­
valence about American purpose, were highlighted 
in its foreign-aid policies. 

The administration enthusiastically embraced 
the 1973 "reforms," with their seeming evidence 
that America was interested in directly aiding the 
world's poor. It created rbe.lnlc:&.natjopal Qev~l­
_9~~~n __ Agency LlDC~):::;!!!., . u_m.: 
}>r.c;!Ia, omnizatio~ye US(\ID-to remove de­
velopment-assistance programs from the direct 
chain of command within the State Department, 
and thus to shield the United States from charges 
that it was using foreign aid to further America's 
purposes of state. It agreed to a continuing cut­
back in military and security assistance, since (it 
was argued) these monies might be used for ques­
tionable or even inhumane purposes by our chos­
en allies. 

The Carter administration also commissioned 
two major studies of world poverty. The first, the 
Presidential Commission on World Hunger, 
warned of "the continuing deterioration of the 
world food situation." It stated that "corporations 
sometimes badly undercut efforts to alleviate hun-

ger and malnutrition," and equivocated about the 
extent to which international trade might help 
reduce hunger. Rather, the repon explained, "re­
directing income from the rich to the poor" would 
be a principal vehicle for reducing hunger in poor 
nations, and foreign aid could figure importantly 
in this process. Among the recommendations of 
the commission were a "total" debt forgiveness 
for the "poorest" developing countries; an easing 
of IMF lending conditions; an immediate dou­
bling of U.S. ·development outlays; an increase in 
"Food For Peace" authorizations and a relaxation 
of the conditions for disbursing such produce; the 
promotion of a United Nations code to regulate 
international bwincsscs operating in less. devel­
oped countries; and the establishment of a public 
organization in the United States to lobby for 
these goals. 

The second study, the "~lobal 2000" report, 
warned of an impending ana generalized series of 
environmental problems born of overly rapid 

.. population growth in the less developed countries 
and excessive economic growth in the affluent na­
tions. One implication of this computer-model 
study was that the sort of sustained economic ad­
vancement which would be necessary to draw the 
world's poor counuics out of mass poverty might 
seriously destabilize the fragile global eco-system, 
possibly causing ruin for all. By seeming to ques­
tion the feasibility of continuing economic growth, 
"Global 2000" led some observers to conclude that 
the only \"i;1ble way to assist poor nations was 
through the uansfer of existing wealth from the 
Western states. 

Without fully realizing it, the Carter adminis­
tration had thus ended up accepting as counsel 
in dealing with the less developed countries many 
of the basic tenets of the United Nation's pro­
posed New International Economic Order. What 
did not seem to be entirely understood was that 
the New International Economic Order was a call 
for the liquidation of the liberal international 
economic order which America had helped to cre­
ate, and continued to lead. 

XII 

D ONALD REAGAN'S decjsive victory over 
.I\:""'President Carter in 1980 seemed to 

P.rcsage more than ·ust a shift in attitudes toward 
the use of American power an t e mternauonal 
scene. I fie Reagan administration came into 
officewith an articulated, and internally consis­
tent, vision of America's political and economic 
role in the world. This vision had implications 
not only for the international political struggle 
between the United States and the Soviet Union, 
but abo for American policies toward the world 
economy and toward development. 

President Reagan's aitia were quid to brand 
him a reactionary; there was some accuracy in this 
characterization, albeit inadvertent. More than 
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any President in a generation. Ronald Reap;an 
explicitly embraced the precepts which had guided 
the foreign economic policies of Presidents Roose­
velt and Truman. He emphasized this return to 
earlier principles in a major speech on intema• 
tional economic development in Philadelphia in 
October 1981. 

"Economic health" was the theme underlying 
the President's prescriptions for promoting inter• 
national advancement. There was, he said, a 
"need to revitalize the U.S. and the world econ­
omy as a basis for the social and economic progress 
of our own and other nations." At the same time, 
there was "a need for a clearer focus on the real 
meaning of development and our development 
record." "The postwar economic system," he as• 
scrted, "was created on the belief that the key to 
national development and human progress is in• 
dividual freedom-both political and economic." 

President Reagan identified five principles by 
which development might be encouraged: 

First, stimulating international trade by open• 
ing up markets, both within and between coun­
tries; ... 
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.\meric.an development programs under Reagan 
seemed to be at systematic \·atiance with the ob· 
jectives of the international order we nominally 
supported. The administrators of these programs, 
moreover, appeared increasingly intent upon con• 
cealing the discrepancy from the American public. 

XIII 

T HE principal spokesman for the Rea­
gan administration's development pro­

grams has been its acting director of IDCA and 
administrator of AID, M. Peter McPherson. l\Jr. 
l\IcPhenon made clear his perspective in liis first 
presentation before the House Foreign Affairs 
Committee in 1981. "We have learned," he said, 
"that continued progress in Third World develop­
ment is of growing importance to our own domes­
tic and international well-being. In the past year, 
public awareness of our interdependence has been 
highlighted by the Presidential Commission on 
World Hunger, the Brandt Commission [a panel 
of inquiry, created by Robert McNamara and 
headed by former Chancellor Willy Brandt of 
West Germany, that advocated "massive" and 

Second, tailoring particular development stra- "automatic" transfers of revenue from Western 
tcgics to the specific needs and potential of in- go\·ernments to "Southern" states] and the 'Global 
dividual countries. . . . 2000' study." Embracing the findings of these re-

ports, he instructed the congressional committee 
Third, guiding assistance toward the develop-
ment of sclf-sust_aining productive capacities. . . . on their significance: "Failure to make acceptable 

progress in ameliorating conditions of poverty can 
Fourth, improving in many countries the di- only lead to domestic instability and increasing 
mate for private investment. . . . frustration on the part of Third World govern-

ments over the workings of the international sys-
Fifth, creating a political atmosphere in which tern and the distribution of economic and institu-

~:aJit!~t::J!~ninc:nr~/~f~t:~~:Jdpo~~~~ tional power in that system as it is now consti-
that restra in and interfere with the internation- tuted." To observers of the North-South "dialogue," 
al marketplace or foster inflation. the device of wrapping a request for aid in a 

veiled threat may have been familiar, but in the 
Development assistance, in the President's vi- deliberations between appointed representatives 

sion, was to be put to the service of these prin• of the executive branch and elected represcnta-
ciples. He promised to "work. to strengthen the tives of the American people this procedure was 
\Vorld Bank and other international institutions," something quite new. It had not been seen under 
and pledged to make available American technical President Carter. 
know-how, food, and money "toward the develop- To move American development programs back. 
ment of self-sustaining productive activities" in to the stimulation of "self-sustaining productive 
poor nations. The President's words suggested capacities," as the President had pledged, it would 
that a dramatic chang~r more properly, a his- have been necessary to challenge the "New Direc• 
toric restoration-of American policies was under tions" legislation of the I970's. AID made no ef-
way. fort to do so. Two years into his appointment, 

-...:T~h!!e!<-.1>Rwc~i11i.ai~D .... ·s!...!:a!!:d~m~in~i~s!;!tra~t1~·0~n~·s~aa:c.it..1:iAw.Q"s~.,,h11,n1.1wr.:---~•nd again before the House Foreign Affairs Com-
ever, sugges_~~ SQE!.~tlJ.ing quite different. Instead mittee, McPherson may have suggested why. Re-

, . ofbririging America's loreign-aid policies back in- fleeting on the early 1970's, he remarked: 
to alignment with the goals and ideals that had 
originally animated them under Roosevelt and The political, social, and economic structure 
Truman, the Reagan administration allowed which had evolved in many less developed coun-
American programs to continue down the path tries had produced little improvement in eco-

nomic well-being for the poor of those coun-
which had been charted in the 1970's. So smooth• tries. To help correct this situation, a new con-
in fact, was the trajectory that it would be difficult cem with the effects of our assistance on the 
to tell which administration was in power from poor majority emerged a decade ago, in the 
the statements and actions of its development ap- form of the oment New Pitcctions lc:&islation 
paratus. No less than during the Carter years, [of 1973]. 
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This was an implicit endorsement, not only of the 
legislation but of the analysis which had prompted 
it. That analysis, of course, held that the postwar 
order America had created could not be relied 
upon to ad,·ance the interests of the world's poor. 

In 198$, in an aid request, McPherson told Con­
gress that "trade and debt pressure is particularly 
serious for stability and longer-run economic pro­
gress in the low-income countries .. .. Our foreign­
assista-nce program can play an important role in 
their recovery." It was a revealing analysis. The 
problems to which he referred were both financial 
(relating to balance-of-payments shortfalls) and 
short-term (being exacerbated by a presumably 
cyclical drop in international economic acth·ity). 
But development programs, as generally imagined, 
involve technical transfers and long-term horizons. 
A "development program" could play an impor­
tant role in a short-term economic recovery only 
if it were intended to infuse monies directly into 
a pool of current spending. 

AID's presentations left little doubt about the 
Agency's view of the propriety of direct budgetary 
transfers. An AID policy paper on health assis­
tance, for example, noted that "by 1982, one half 
of the Agency's development assistance budget for 
health supported the delivery of basic health ser­
vices in LDCs." Such "development-assistance" is, 
necessarily, a direct bequest from the U.S. Trea­
sury, applied to the operating rc,·enues of recipient 
states. Whatever may be said of such charitable 
donations, they are in no sense "self-sustajping," 

C 0NFus,oN over the distinction between 
recurrent expense and productive ih­

vestment likewise mark.eel AID's agricultural pro­
gram. The agency's Fiscal Year 198$ presentation 
to Congress proposed to increase agricultural pro­
ductivity in the less developed countries through 
the following activities: 

supporting land tenure arrangements and agrar­
ian reform policies; encouraging small farmer 
organizations and local participation; dissemi­
nating and developing new technologies; pro­
tecting the environmental and natural resource 
base through better land management; halting 
and reversing deforestation by developing re­
newable energy alternatives to firewood, testing 
fast-growing tree species, and supporting wood­
lots for fuel; increasing the availability of water, 
improved seed, credit, and other agricultural 
inputs at reasonable prices; reducing post-har­
vest food losses; and facilitating small-farmer 
access to markets. 

In this conspectus of agricultural productivity, 
only on~ seemed to be missing: any mention 
of th<"~'l paid to producers. Yet it is prices, 
unfortiin-itely, which often prove decisive in the 
success or failure of agricultural development, de­
termining as they do the returns which may be 
derived from increasing production or adopting 
innovations. 

The President had suggested that misguided 
policies played an important role in perpetuating }ll.. 
po,·erty in the less de\'eloped regions; his .-\ID ....) 
administrator expressed a very different \"iew. In 
1983, McPherson told Congress that "the critical 
problem of excessive population growth in the 
Third World . . . constitutes the primary obstacle 
to increasing per-capita food production, reduc-
ing malnutrition and chronic disease, and con­
ser\'ing dwindling non-renewable resources." This 
formulation, with its implication that parents in 
less developed nations irrationally choose "exces-
sive" numbers of children, could be understood as 
excusing governments in those nations from re­
sponsibility for agricultural difficulties, hunger 
problems, or the management o( natural resources.. 
It also appeared to lend legitimacy to go\'ernment-
al efforts to control population growth. 

AID had maintained that it would only con­
done voluntary family planning. But even as a 
position paper to this effect was being circulated 
publicly, the agency was participating in a $50-
million grant to China from the UN Fund for 
Population Activities. China was pursuing a popu­
lation campaign known as the "one child norm," 
requiring parents to agree to have only a single 
offspring. The campaign appears to have been 
horribly unpopular with the overwhelming major­
ity of the Chinese people, and the Chinese govern­
ment found it necessary to use pressure, threats, 
and far-reaching punishments against married 
couples to enforce the decree. (Many infant girls 
and ablebodicd women arc thought to have died 
as a result of this program.) Since most of the 
funding in \\"hich AID participated was earmarled 
for Chint:)e "population education activities" and 
for health clinics (at which quotas of sterilizations 
and abortions were being fulfilled in accordance 
with the population plan). it would have required 
extreme mental agility to dissociate the Reagan 
administration's development mone)" from the 
practice of involuntary population control. 

till another area in which AID seemed to dis-
agree with received Amencan po icy wa e 
issue of private enterprise. Alp is committed by 
law to refrain from using its funds to displace 
private investment or private commercial activity. 
Despite this, AID's 1983 budget presentation be­
fore Congress stated that, since energy "has be­
come a field of major concern to AID," the agency 
had "increasingly broadened its assistance to en­
compass technical assistance to expand indigenous 
supplies of coal, oil, and gas .... " The projects 
involved were not described, but it would seem 
difficult to reconcile these activities with AID's 
legal mandate. 

The question of private enterprise, and its 
legitimate Kope within development, seems to 
have troubled AID administrators deeply during 
the Reagan years. One attempt to resolve the issue 
was the creation of a Bureau of Private Enter- ✓ 
prise. In a sense however Jbis only compounded 



the problem: for the first time in its history, AID 
was formally and .txplicit)y separating rhc job of 
encouragin rinte commerce from its O\'erall re­
_sponsibilities in " \'e o ment. , lore­
ov'er, the private~nterprise initiative d1 -not ha.\'e 
enthusiastic AID backing. In its heyday it was 
allocated S27 million; since then, its funding has 
declined. Although no other program receives 
such extensive coverage in AID's annual budget 
presentation before Congress, the private-enter­
prise initiative now accounts for something less 
than one-half of one percent of AID's expendi­
tures. 

Recently, it is true, AID statements and publi­
cations have begun to express formal support for 
the liberal international economic order. But if 
the t9.ne bas changed AID's priorities have oar 

• In T984, a top-level internal document on stra­
tegy and objectives for a second Reagan term pro­
posed that AID's mission be redefined to include 
the following goals: the raising of life expectancy 
in all developing countries to O\'er 60 years; the 
reduction of infant-mortality rates in all develop­
ing countries to 75 per thousand, or below; and 
the increase to 70 percent of literacy rates in all 
developing countries. As the draft noted, this 
change in mandate would require a "renewal" in 
America's commitment to development funding; 
indeed, to follow through on such a program in a 
world where recipient governments maintain 
sovereign authority over their economic and so­
cial policies, this renewed commitment would 
have to be not only major but virtually open­
ended. 

This internal AID document contained a num­
ber of formal concessions to the notions of "self. 
sustaining growth" and "policy reform." Yet as 
it was outlined, AID's plan for promoting de­
velopment would not emphasize policies to 
creare seH-sµita_igin.&.....,g!~Ul or to encourage 
conditions by which living standards might under­
go an .. internally "1}C[ited lPIJH{ptwa[iRn; it 
would, rather, concentrate oil the direct and resti­
tutive redress of poverty through social spending. 
I£ the rhetoric of the ~ rnroroissions and the 
Br~trimission had n careluliy airbrushed 
outo 7ih public statements in the 1984 elec­
tion year, such thinking was still clearly accept· 
able in the inner recesses of the Reagan adminis­
tration's de .. ·elopment apparatus. 

XIV 

I T MAY be useful to conclude with a 
looK at the effect of recent American 

foreign-aid policies on a single nation: El Sal-
vador. . 

To be sure, even by the variegated standards of 
the developing nations, El Salvador's problems are 
not "typical." Among other things, the country is 
caught in a bloody war between government forces 
and Communi$t-supported troops, a war which 
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has resulted in both SC\·ere destruction and mas­
sive emigration from this little land. But it is pre­
cisely the exceptional quality of El Sal\'ador's cir­
cumstances as a small country which needs Ameri­
can help badly, is receptive to American advice, 
and is the object of a major strategic and financi:il 
commitment, that makes it an illuminating case 
for the study of American foreign-aid efforts in 
general. 

El Salvador is, first and foremost , a country 
at war. Economic development is unlikely to pro­
ceed there unless civil order is restored, so that 
a climate free of undue physical risk. to investment 
and commerce may assert itsel£. Such problems 
would seem to be best addressed by "security as­
sistance." The Reagan administration, however, 
has ~n extremely cautious in extending milita11· 
aid to El Salvador, preferring to restrict it to a 
plausible minimum while increasing quite freely 
the funding for "development assistance" and 
"economic support." As late as 1983, two years 
into the Reagan administration's escalated com­
mitment to El Salvador, the ratio of "develop­
ment" to military aid for that nation was on the 
order of ~: I-this; at a time when American mili­
tary ad,·isers in El Salvador were explicitly assert• 
ing that the security-assistance bequests were in­
adequate for the tasks at hand. 

That is a highly problematic approach. In the 
midst of war, investments in infrastructure or 
American-sponsored local projects are unlikely to 
promise high rates of return, especially since the 
projects themseh·es may well become targets for 
destruction or disruption by guerrilla forces. By 
the same token, "economic support" to cov.er bal­
ance-of-payments problems would seem ill-suited 
to the difficulties stemming from such symptoms 
of wartime deterioration as capital flight and the 
destruction of export industries. 

Constraining military aid during a state of war 
-providing some, but not enough to win-can 
only be considered a false economy. Providing 
economic aid instead of military aid in wartime 
mak.es still less sense. Such bequests may cushion 
the decline in living standards that fighting, dis­
ruption, and uncertainty inevitably bring, but 
they are unlikely either to bring fighting to an 
end or to restore the political stability upon which 
self-sustaining growth must ultimately rest. 

American economic aid to El Salvador has 
necessarily addressed the problem of feeding and 
providing for refugees, as it did in Vietnam. Un­
der emergency conditions such bequests sen-e both 
political and humanitarian ends, though they 
mak.e little contribution to "development" as 
such. But AID was also involved in programs to 
bring long-term economic change to El Salvador, 
foremost among them land reform. 

After the coup against the old oligarchy in 
l9i9, El Salvador's new junta determined upon 
a major redistribution of the nation's heretofore 
highly concentrated land holdings. This program 

' 
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was to be a sort o[ "land to the tiller" reform. The 
large plantations would be broken into small par­
cels, to be owned by the hacienderos who had 
worked them; in smaller estates ownership would 
eventually devolve on those who had farmed the 
fields. In this way, it was thought, El Salvador's 
farmers might be converted from landless tenants 
and day-laborers into a class of landowners-pos­
sibly even into a middle class. 

AID involved itsel£ in these reforms at the Sal­
vadoran government 's request under President 
Carter, and seemed to take an even more promi­
nent role under the Reagan administration. The 
plan for "Phase III" of El Salvador's land reform 
(which was to give title to some 60,000 families 
from the smaller estates) was drawn up by Ameri­
can consultants, and paid for by the Reagan ad­
ministration. True, legislation sponsored by Sena­
tor Jesse Helms prevented the administration 
from paying directly for El Salvador's land reform 
by prohibiting the use of aid monies for com­
pensation of confiscated agricultural or banking 
enterprises. In practice, however, such strictures 
had little effect on the land-reform program, given 
the realities of fungibility at a time when Ameri­
can aid was rapidly increasing. 

To Americans, the phrase "land reform" often 
evokes images from our own agrarian past. But 
the policies America supported and promoted in 
El Salvador bore little correspondence to the 
Homestead Act. El Salvador's first step to land 
reform was the creation of the Salvadoran Insti­
tute for Agrarian Transformation. This institute 
expropriated the nation 's large plantations, com­
pensating former owners with government bonds 
which could not be redeemed until the end of the 
century, and then only at their nominal face 
value, unadjusted for intervening inflation. The 
deeds from these estates, moreover, were ·not 
turned over to individual peasants or their fam­
ilies; instead, the land was deeded directly to new­
ly formed "cooperatives," certified by the Insti­
tute. With no ti tle of their own, peasants could 
not sell their holdings, or transfer their interest to 
a different cooperative. Voluntary association was 
thus impossible; a peasant's only options under 
the new system were to remain with his coopera­
tive or to move and forfeit everything. 

With no title of his own, the new "landowner" 
could also not raise credit against his holdings. 
Credit was only to be raised by the cooperative's 
management committee, and was to be allocated 
as the management committee determined. A 
peasant's chances of receiving credit thus de­
pended largely on his role in fulfilling the plan 
which the management committee drew up. Since 
each committee had a representative of the gov­
ernment on its board, and since credit was now 
allocated to the cooperative by the central govern­
ment, the new arrangements made hacienderos 
more sensitive to agricultural directives from the 
capital than they had ever been in the past. 

The title program for the smaller estates, the 
so-called Phase Ill of land reform, was also man­
aged l,y the Sa1'·;1doran lmtitute for .\g-rari;rn 
Transformation . . .\s with the hacienda reforms, 
title to land <lid not devolve clearly an<l directly 
to the peasants. Once arrangements were settled 
(and this itself ofcen prO\·ed a long and difficult 
matter) peasants would obtain an eventual title 
to their parcel-so long as the head o[ the house• 
hold continued to live and farm on it fOl' the next 
thirty years. In the meantime they would not be 
able to raise cred it from it through secondary 
mortgages; if the head of the household were to 
move or die in the intervening thirty years, "his" 
land would go not to his family but back to the 
Institute. 

The perverse effects of the new land reforms 
were soon apparent. On coopcnth~. ~nts 
petitioned for the right to grow vq;er.ibtes in 
"private plots," and to rent the land they nomi­
nally owned so that they might farm it according 
to their own practices rather than the directi\'es of 
the management committee. On the smaller'hold­
ings, peasants were in effect frozen to their land. 
Both land reforms had forgotten to take into ac­
count the fact that El Salvador was a society with 
an active rural labor market, in which peasants 
had moved through their small nation in pursuit 
of seasonal employment. The new arrangements 
and their attendant uncertainties virtually pre­
cluded "landowners" from pursuing what had 
previous!~ been an important source of family 
income. 1 he new arrangements also tended to re­
strict the healthy growth of towns and rural in­
dustries, whose markets and products had typical­
ly proved important in countries which had un­
dergone successful rural development. 

O SE per\'erse effect led to another. The 
new land policies could not be en­

forced or financed without controlling the avail­
ability of credit. The Salvadoran go\'ernment thus 
found it necessary early on to nationalize the 
country's pri\'ate banks. Since the private banks 
were, by one estimate, custodians of some 40 per­
cent of the nation's credit portfolio, the go\'ern­
ment also nationalized much of the nation's in­
dustry in the process. AID did not protest. 

When El Salvador's Central Reserve Bank was 
established in the 1930's, David Raynolds has 
noted, "the basic law regulating its functions care­
fully provided that the national go\'ernment could 
not hold stock. in the bank, since it was feared 
that othen\·jse the credit function would become 
subject to political manipulation." Under the 
new arrangement, all formal credit was controlled 
by the government. Interest rates were set consid­
erably below the rate of inflation. This made 
loans a gift; not surprisingly, loans were increas­
ingly dispensed in the way that gifts tend to be. 
The Reagan administration did not object to this. 
Questioned before Congress on the administra-
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tion's support of an I~IF loan to El Salvador in 
1982, Richard Erb, C.S. representative to the 
IMF, argued that "it was not an absolute [ll\JF] 
requirement to ha\'e a positi'•,e interest rate." 
Legally, he was correct; yet it is difficult to over­
look. the consequences of such a po~ture, either 
for the Salvadoran economy or on the bargaining 
positions of the many poorer nations that were 
to attempt to negotiate IMF loans in the early 
and mid-1980's. 

Each control required another. To check inRa­
tion, price controls were enforced; to compensate 
for the loss in international competition, foreign­
exchange controls were imposed; to make up for 
the loss in governmental export revenues, median­
isms were created to purchase cash crops at un­
usually low prices from the "cooperatives." All 
these controls had the ine\'itable effect of eroding 
business confidence; domestic capital continued its 
Bight abroad; the economy listed further into 
decline. 

A strange new form of poverty seemed to be 
settling over El Salvador, not entirely related to 
the destruction of war. The destruction now be­
coming evident was one underwritten by govern­
ment policies. These policies were not only sup­
ported by \Vashington; in some cases they were 
recommended by \Vashington. And in all cases, 
ultimately, they were funded by Washington. 

xv 

T HE. record of the last decades shows, in 
sum, thar America's forciK:o-aid policies 

arc .in trgµ.ble-not because the American people 
lack compassion for the suffering of others over­
seas, and not because Americans are unwilling to 
devote their nation's resources to helping other 
pcoples.~cau$CJ.h~ policies themselves are 
formul~tW~Jmplemen,tea:'in such a way as to 
suggest that t e L'nited Staies--11Q.,JQJliU...wider· 
stand~ the~_re c>f t!_!e probl~~_Ecing poor peo­
ple and poor countries. Far from contributing to -
the goal of self-sustained economic progress in the 
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low-income regions, our funds arc instead being 
directed to a tragic extent into the construction 
of barriers against such progress and in some cases 
may actually be paying for the creation of poverty, 
albeit in new and pernicious variants. This state 
of affairs can continue only at great human cost to 
those whom we mean to hdp--and at great moral 
cost to our nation. 

The cost, indeed, may be more consequential 
than is commonly appreciated by cool-headed ad­
vocates of a "pragmatic" American foreign policy. 
The experience of the United States in the world 
arena since the end of World War I suggests that, 
for our nation more than any other, power and 
principle are inseparable. When the legitimacy 
and moral purpose of American initiatives over­
seas have been commonly understood and ac­
cepted, our government has proved able to mobi­
lize awesome resources in the pursuit of its objec­
tives. When, by contrast, the legitimacy and moral 
purpose of American efforts have become open to 
question, the domestic base of support has dra­
matically diminished, and with it the possibility 
of pursuing those efforts with any hope of success. 

The premises of the liberal international eco­
nomic order the United States labored to create 
from the wreck.age of World War II remain valid, 
and the instruments of this order remain capable 
of creating extraordinary opportunities for gener­
al material advance throughout all regions of the 
world. The failures of American aid policies in re­
cent decades are a reflection not on the soundness 
of the conceptions that originally brought these 
policies to life but rather on the degree to which 
current practice has become divorced from origin­
al purpose. America's foreign-aid policies today 
stand in contradistinction to the thrust and 
purpose of America's O\'erall foreign policy, and 
to the values and ideals of the American people. 
How we deal with this contradiction will affect 
not only the poor and the unprotected of the earth, 
whose champions we should rightly be, but our 
own conception of ourselves and our ability to 
function in the world of nations. 
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THE CONTINUING FAILURE OF FOREIGN AID 

by James Bovard 

ROUTING REQUEST 

For 40 years, U.S. foreign aid has been judged by its inten­
tions, not its results. Foreign aid programs have been perpetu­
ated and expanded not because they have succeeded, but because 
giving foreign aid still seems like a good idea. But ~oreign 
aid has rarely done anything that countries could not have done 
for themselves. And it has often encouraged the recipient gov­
ernments' worst tendencies--helping to underwrite programs and 
policies that have starved thousands of people and derailed 
struggling economies. 

In agriculture, in economic planning, in food assistance, 
U.S. foreign aid has routinely failed to benefit the foreign 
poor. In Africa, Asia, and Latin America, the U.S. Agency for 
International Development (AID) has dotted the countryside with 
"white elephants": idle cement plants, near-empty convention 
centers, abandoned roads, and--perhaps the biggest white ele­
phant of them all--a growing phalanx of corrupt, meddling, and 
overpaid bureaucrats. 

Since 1946, the United States has given over $146 billion 
in humanitarian assistance to foreign countries. In 1985, the 
United States provided over $10 billion in non-military aid 
abroad, ranging from free food to balance-of-payments support 
to project-assistance and population-planning programs. AID 
employs over 4,500 employees to administer these programs, many 
of which have expanded rapidly under the Reagan administration. 

Americans have a long tradition of generously aiding the 
victims of foreign earthquakes, famines, and wars. Before World 
War II, private citizens provided almost all of America's for­
eign assistance. After World War II, the Truman administration 
decided that a larger, more centralized effort was necessary to 
revitalize the war-torn economies of Europe. Economic planning 
was the rage in Washington in the late 1940s, ~ __ .J Marshall Plan 
administrators exported their new-found pana cea. The Marshall 
Plan poured over $13 billion into Europe and coincided with an 
economic revival across the continent. The best analysis indi­
cates that Europe would have recovered regardless of U.S. aid, 
and that the clearest effect of the Marshall Plan was to in­
crease the recipient governments' control of their economies. [l] 

James Bovard is a free-lance writer who has written on foreign 
aid for the Wall Street Journal, Chicago Tribune, and other 
publications. 
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The apparent success of the Marshall Plan led Truman in 
1949 to propose his Point Four Program to provide a smaller 
version of the Marshall Plan for poor countries in Africa, 
Asia, and Central and South America. Truman declared that 
Point Four would be "a bold new program for making the benefits 

• of our scientific advances and industrial progress available 
for the improvement and growth of undeveloped areas. " [2] 

In the 1950s , the Eisenhower administration downplayed 
humanitarian aid, concentrating on security assistance to stra­
tegic allies. In 1954, Sen . Hubert H. Humphrey pushed the Food 
For Peace program through Congress, but that was the largest 
innovation in economic assistance during the decade. ~en John 
F. Kennedy took the helm in 1961 , the stage was set for a huge 
expansion of foreign aid . In a special message to Congress, 
Kennedy called for "a dramatic turning point in the troubled 
history of foreign aid" and proclaimed that the sixties would 
be the "decade of .development"--"the period when many less­
developed nations make the transition into self-sustaining 
growth." Kennedy placed heavy stress on the willingness of 
recipient governments "to undertake necessary internal reform 
and self-help . "[3] In 1961, AID was created, and the U.S. for­
eign aid bureaucracy came into its own. 

Despite Kennedy's stress on requiring reforms from recipi­
ent governments, foreign aid routinely went to countries pursu­
ing policies destined to turn them into permanent economic crip­
ples. Partly as a result of a widespread perception that such 
aid was usually wasted, it consistently ranked as one of the 
least popular government programs with the American public. [4] 

From the mid-sixties to the early seventies, South Vietnam 
received the bulk of U.S. economic aid. In 1973, Congress, 
concerned about the ineffectiveness of U.S. aid, heavily revised 
aid-program goals to focus more on social services and less on 
economic development. 

When Ronald Reagan took office in 1981, many observers ex­
pected a thorough reform of U.S. foreign aid. Reagan declared 
in a major speech before the annual meeting of the World Bank 
and International Monetary Fund, "Unless a nation puts its own 
financial and economic house in order, no amount of aid will 
produce progress."[5] Since then, despite Reagan ' s tough rheto­
ric on requiring reform from recipient governments, little has 
changed. American foreign aid still suffers the same problems 
it did when Kennedy took office in 1961. Despite countless 
reforms, foreign aid is still a failure. 

Instead of breaking the "endless cycle of poverty," for­
eign aid has become the opiate of the Third World. AID and 
other donors have encouraged Third World governments to rely on 
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handouts instead of on themselves for development. No matter 
how irresponsible, corrupt, or oppressive a Third World govern­
ment may be, there is always some Western government or inter­
national agency anxious to supply it with a few more million 
dollars. By subsidizing political irresponsibility and per­
nicious policies, foreign aid ill serves the world's poor. 

American foreign aid has often harmed the Third World poor. 
In Indonesia, the government confiscated subsistence farmers' 
meager plots for AID-financed irrigation canals. In Mali, farm­
ers were forced to ,sell their crops at giveaway prices to a 
joint project of AID and the Mali government . In Egypt, Haiti, 
and elsewhere, farmers have seen the prices for their own crops 
nose-dive when U.S. free food has been given to their countries. 

AID cannot be blamed for all the mistakes made in the 
projects it bankrolls. However, by providing a seemingly end­
less credit line to governments regardless of their policies, 
AID effectively discourages governments from learning from and 
correcting their mistakes. Giving some Third World governments 
perpetual assistance is about as humanitarian as giving an al­
coholic the key to a brewery. Good intentions are no excuse 
for helping to underwrite an individual's--or a country's-­
self-destruction. 

Foreign aid programs appear to be incorrigible. For 35 
years, American foreign aid policymakers seem to have learned 
nothing and forgotten nothing. U.S. foreign aid projects rou­
tinely repeat the same mistakes today that were committed dec­
ades ago. One telltale ironic report title from the General 
Accounting Office says it all: "Experience--A Potential Tool 
for Improving U.S. Assistance Abroad."[6] 

This study focuses on the failure of U.S. humanitarian aid 
to achieve its goals. It begins with a close examination of 
one of the most popular foreign aid programs, Food for Peace. 
Then comes a review of AID's record in resurrecting the econo­
mies of Central America, followed by an analysis of AID's role 
in African agricultural development. AID's achievements in 
Egypt and Indonesia are then reviewed, followed by an analysis 
of AID's role in spurring the development of private business 
and capitalism in poor countries. The study concludes with an 
analysis of why U.S. foreign aid has failed in the past and why 
it will most likely fail in the future. Military aid and se­
curity assistance is a different issue and is not examined here. 

U.S. Free Food Bankrupts Foreign Farmers 

Food for Peace is probably our most harmful foreign aid 
program. The United States is dumping over $2 billion worth of 
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surplus agricultural commodities a year on Third World Coun­
tries. Although sometimes alleviating hunger in the short run, 
the program often disrupts local agricultural markets and makes 
it harder for poor countries to feed themselves in the long 
run. 

Food for Peace was created in 1954 to help the Eisenhower 
administration get rid of embarrassingly large farm surpluses. 
The program aimed to benefit American farmers and the U.S. mer­
chant marine and at the same time help hungry foreigners. In 
reality, it removes the evidence of the failure of our agricul­
tural policies, often with little concern for the food recipi­
ents. 

In the 1950s and 1960s, massive U.S. wheat dumping in In­
dia disrupted that country's agricultural market and helped 
bankrupt thousands of Indian farmers. George Dunlop, chief of 
staff of the Senate Agriculture Committee, speculated that food 
aid may have been responsible for millions of Indians starv­
ing.[7] U.S. officials have conceded that massive food aid to 
Indonesia, Pakistan, and India in the 1960s "restricted agricul­
tural growth ... by allowing the governments to (1) postpone 
essential agricultural reforms, (2) fail to give agricultural 
investment sufficient priority, and (3) maintain a pricing sys­
tem which gave farmers an inadequate incentive to increase pro­
duction."[8] 

U.S. food aid is still having devastating effects. A re­
port by the AID inspector general found that food aid "supported 
Government of Egypt policies ... which have had a direct nega­
tive impact on domestic wheat production in Egypt."[9] AID ad­
ministrator Peter McPherson has admitted his concern that U.S. 
food donations are still having an adverse effect on Egyptian 
agriculture. [10] In Haiti, U.S. free food is widely sold ille­
gally in the country's markets next to the Haitian farmers' own 
crops. Governments often accept U.S. free food at the same time 
that they are repressing their own farmers, refusing to pay them 
what their crops are worth. 

Roughly a quarter of Food for Peace giveaways go to the 
Food for Work program. FFW recipients receive food in return 
for working on labor-intensive development projects. These 
projects are intended to increase agricultural productivity but 
are often only make-work schemes. 

FFW workers often labor to improve the private property of 
government officials or large landowners. An AID analysis of 
FFW in Bangladesh, which has the largest FFW program in the 
world, concluded that FFW "results in increased inequity" and 
"strengthens the semi-feudal system which now controls most 
aspects of the village life."[11] The workers were paid less 



Page 5 

than the program promised to pay, and the government used U.S. 
wheat for other purposes, paying the workers with inferior, 
infested wheat . A 1975 UN Food and Agriculture Organization 
report concluded that FFW projects in Haiti "have extremely 
deleterious effects on the peasant communities and cause great 
erosion of the reservoir of mutual service relationships of the 
traditional peasantry."[12] In the· Dominican Republic, shoddy 
AID FFW program management "led to giveaway programs, a road 
project that proved to be a footpath leading nowhere, agricul­
tural projects for which FFW incentives were not needed," and 
the usual horde of ineligible recipients. [13] In many places, 
rural residents neglect their own farms to collect generous 
amounts of food for doing little or no work on FFW projects. 
FFW has contributed to a shortage of agricultural labor at har­
vest time. 

Much of the food donated by Food for Peace is targeted for 
school-food or health programs for mothers and children . AID 
claims that these programs prevent displacement of local pro­
duction and reduce malnutrition. However, an AID audit of 
targeted food assistance in India, which has the largest such 
program, concluded, "The maternal/child health program has not 
improved nutrition and the school feeding program has had no 
impact on increasing school enrollment or reducing the drop-out 
rate." Even though targeted food assistance has been ineffec­
tive, CARE (the private voluntary organization that administers 
it for AID) and AID's India mission "have resisted efforts to 
arrange an orderly transfer of program responsibilities to the 
Government of India."[14] 

AID has done little to discipline the private voluntary 
organizations that distribute the free food and often blatantly 
disregard official U.S. policy. A report by the AID inspector 
general found that free food in Tanzania and elsewhere in Africa 
had created permanent doles, whereby people who could feed them­
selves did not bother growing enough food to do so. A priest 
in Tanzania reported that "residents of this area could grow 
all the food they wanted, but had chosen to not produce all 
they needed" because of the availability of U.S. free food.[15] 

The Catholic Relief Services official policy manual for 
Food for Peace programs states, "Any child under the age of 5 
years is eligible to be registered in the program. All chil­
dren should be encouraged to stay in the program until the age 
of five."[16] AID auditors found that over half the children 
receiving free food were not nutritionally substandard. AID 
operations have been passing out free food in some villages for 
over a decade, and several feeding centers have reported that 
they would have to give out free food for at least another 
decade. 
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AID' s mi'ssion in Tanzania and the private voluntary organi­
zations have repeatedly refused to make any distinction between 
needy and self-sufficient families. The result is a program 
that discourages people from feeding themselves and that has a 
crippling effect on the development it seeks to encourage. 
Food for Peace is a handout program designed more to make the 
donor feel good than to benefit the recipient. Although this 
problem has been obvious almost since Food for Peace began, the 
program still suffers from the same fundamental defects that 
afflicted it in 1954. 

Food for Peace is also an administrative nightmare. Recip­
ient governments for years neglect to file reports on how food 
aid has been used, but AID keeps shipping them millions of dol­
lars worth of free food every year. The Congo, instead of using 
FFP donations to feed its people, sold free food to buy a small 
arms factory from Italy.[17] In March 1984, the New York Times 
reported that AID •officials believed Ethiopia was sel l ing its 
donated food to buy more Soviet weaponry.[18] Maurit i us in­
sisted on receiving only the highest quality rice and then used 
it in hotels catering to foreign tourists.[19] Cape Verde 
begged for more emergency relief aid at the same time that it 
was busy exporting wheat donated by other countries.[20] Noth­
ing was done about these incidents, however, and the free-food 
gravy train kept on running. 

Despite all these problems, Food for Peace still has the 
loyal support of the U.S . merchant marine. The program requires 
that at least half of all donated commodities be shipped in U.S.­
owned carrier vessels. An AID study found that it cost four to 
five times more to ship raw materials by U. S. carriers than by 
foreign carriers.[21] In some cases, shipping charges cost al­
most as much as the food donated. However , even this income has 
not made the U.S. merchant marine prosperous. A recent Senate 
Agriculture Committee report concluded , "Rather than encouraging 
the development of improved U.S. vessels, the program encourages 
the continued use of semi-obsolete and even unsafe ves s els which 
are of little use for commercial or defense purposes." [ 22] 

Foreign Ai d and the Salvation of Latin America 

AID is playing a key role in the Reagan administration's 
efforts to revive Latin America. U.S. aid has poured into El 
Salvador, Honduras, and other countries in a desperate attempt 
to buy prosperity for strategic U.S. allies. This great flow 
of assistance provides a good test of the benevolence of for­
eign aid. 

El Salvador is AID ' s showcase in the Western Hemisphere, 
and the biggest game in El Salvador is land reform. In early 
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1980 the government seized the property of hundreds of the larg­
est farmers, began setting up cooperatives, and promised to even­
tually turn the land over to small farmers. From the beginning, 
AID has been fully supportive of Salvadoran land reform, pouring 
more than $250 million into the cause. In a 1983 Washington 
Post article on land reform, AID administrator Peter McPherson 
claimed that "real progress is being made," that 500,000 campe­
sinos (small farmers) already benefit, that previously poor 
peasants "now own their land," and that "agricultural produc-
tion in the reform sector compares well with pre-reform produc­
tion."[23] 

McPherson's claims are based on wishful thinking. Since 
the Salvadoran government expropriated large private farms in 
1980, production of coffee, the largest export, has plummeted 
30 percent. Sugar and cotton production have also declined. [24] 
The government has provided no real compensation to the expro­
priated landowners-.-they were given only worthless government 
land bonds, which cannot be redeemed now and whose value is 
rapidly depreciating as a result of inflation. The small tenant 
farmers who now plow much of the land are required by the gov­
ernment to wait 30 years before selling any of it, which essen­
tially ties them to the land as though they were medieval serfs. 
Hence, they lack any real title to their land, contrary to McPher­
son's claim. The government forces farmers to sell their crops 
to the state for prices far below the crops' true worth, and 
often it does not pay farmers for as long as two years after 
they turn in their harvest. 

The government of El Salvador has done an abysmal job of 
administering economic overhaul. The 1983 harvest was disrupted 
because the government's central bank failed to make sufficient 
credit available to farmers during planting season. [25] After 
expropriating large farms, the government set up hundreds of 
cooperatives to manage those farms. But neither the government 
nor AID knew exactly how many cooperatives existed; 317 was the 
best available estimate. As of September 1983, three and a 
half years after the property had been expropriated and the 
cooperatives created, the Salvadoran government still had not 
surveyed the expropriated properties, established the amount 
and class of lands involved, determined the number of proper­
ties expropriated, or established the amounts owed to the pre­
vious owners. 

The new cooperatives are very poorly managed. The typical 
cooperative uses twice as many workers as the previous farmland 
owners did to work the same land. As a result, many cooperative 
members work only two or three days a week. Much of the land 
in El Salvador is mountainous and unfit for farming, but the 
new cooperatives are futilely trying to squeeze harvests out of 
the worst-quality land--land on which the previous private owners 
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never considered wasting seed and fertilizer. The AID inspector 
general estimated that three-quarters of the new cooperatives 
are located on predominantly poor farmland.[26] 

AID personnel have apparently made only a minimal effort to 
investigate how the cooperatives are actually working. The in­
spector general found that AID -officials had visited only 1 of 
41 cooperatives randomly selected for audit. Even though land 
reform is AID's principal project in El Salvador, AID's post 
for director of agrarian reform was vacant for 18 months. [27] 

Throughout Central America, foreign aid has vastly expanded 
the size and power of central governments. As Manuel F. Ayau, 
president of the Universidad Francisco Marroquin in Guatemala 
City, observed, foreign aid 

has been spent putting governments in the busi­
ness of power generation and distribution, tele­
communications, railroads, shipping or other ven­
tures that invariably end up charging monopoly 
prices and losing money to boot. These ventures 
not only produce no wealth for their countries, 
but they also tax economically productive enter­
prises tc cover their losses.[28] 

In Honduras, AID is propping up the major cause of the 
people's misery- - the government. A recent GAO report noted, 
"The government's centralized procurement process averages over 
100 steps requiring about six months to complete."[29] The 
economy is dominated by heavily subsidized, inefficient state­
owned enterprises . Much U.S. aid is labeled "balance-of-pay­
ments support" and is intended to cover the country's trade 
deficit, which is caused by Honduras's overvalued exchange rate . 
As Ayau noted, overvalued currency means "the foreign exchange 
spenders--the exporters--subsidize the foreign exchange spend­
ers--the importers--thus promptly exhausting foreign exchange 
reserves. Typically, more debt is then acquired to postpone 
the eventual day of reckoning . "[30] 

Honduras's overvalued exchange rate is encouraging capital 
flight because Hondurans recognize that the official exchange 
rate amounts to a de facto expropriation of their foreign-ex­
change earnings. The Honduran government refuses to adjust the 
rate because "exchange rate policy actions might imply govern­
ment mismanagement of the economy," according to GAO.[31] In­
stead of encouraging the government to reform its exchange rate 
and stop hindering its own export trade, AID is paying to set 
up a price-checking unit in the government's central bank to 
better regulate Hondurans involved in import or export trans­
actions. With AID's support, the Honduran government is repres­
sing the symptoms while continuing to cause the disease. 
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Africa--Foreign Aid Wasteland 

In the 1960s, AID and other donors began a concerted ef­
fort to help the newly independent nations of Africa develop 
their economies. Since 1960, per capita food production in 
Africa has fallen 20 percent, roads and bridges hav~ been col­
lapsing across the continent, and Africans' faith in the fu­
ture has shriveled. As a recent Foreign Policy article con­
cluded, "Average per capita income in the continent at the end 
of the 1980s may be lower than it was at the beginning of the 
1960s."[32] Despite huge influxes of development aid, export 
volumes for most African countries actually fell during the 
1970s. [33] AID, the World Bank, and other donors helped set up 
many of the state-owned enterprises and state farms that dis­
rupted African agriculture and contributed to the starvation of 
thousands of people. 

AID's record in Africa is dismal. AID agricultural proj­
ects routinely provide little or no benefit to African farmers. 
An AID inspector general report on AID agricultural programs in 
the Sahel (a belt of eight poor countries just south of the 
Sahara) concluded that "no one with a modicum of business sense" 
could have avoided seeing many of the problems associated with 
AID projects . [34] According to the report, "Food production 
projects in the Sahel have accomplished little, if any, desired 
results."[35] A 1981 AID report concluded, "The Sahelian states 
cannot effectively use this magnitude of assistance."[36] Yet 
AID continues to pour money into the region. 

The Operation Mils Mopti project in Mali is typical of AID 
African agricultural assistance. In 1976, AID launched a proj­
ect to boost food production and marketing in the Mils Mopti 
area of Mali. AID plowed over $10 million into this project, 
which included the usual development array of applied research, 
more tools and fertilizer for farmers, better roads, and better 
grain marketing. 

Almost everything went wrong, but AID kept financing the 
program long after its failure was evident. AID paid for the 
building of eighteen warehouses, but five were not built, three 
were not finished, three collapsed, two had their roofs blown 
off, and three more quickly crumbled owing to "serious struc­
tural deficiencies."[37] Fifty-four open wells with contami­
nated water were to be sanitized, but only nine were actually 
improved. A hundred mills for grinding grain were to be con­
structed; the project managers built and tested one mill, then 
gave up. The road-improvement project repaired less than one­
quarter of the roads scheduled for upgrading. 

Operation Mils Mopti sought to increase grain marketing, 
but the government marketing board paid farmers only the offi-
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cial price for their crops, which was far below free-market 
prices. To fulfill- the marketing goals, the government forced 
farmers to sell their crops, thereby effectively expropriating 
their harvest. Instead of increasing sales, Mils Mopti resulted 
in a fall in total procurement by the government marketing board 
of over 80 percent by the time the project ended in i979. 

Although the government refused to pay farmers a fair 
price for their crops, it did spend $4,900 on a mural to pro­
mote the project. AID auditors found the same kind of mural 
for sale in a nearby gift shop for less than $700. At last 
report, the $4,900 mural was inspiring the farmers while hang­
ing in the project headquarters' lavatory. 

Livestock-production projects in Senegal were equally un­
successful. In the mid-1970s, AID committed itself to improving 
the livelihood of Senegal ' s livestock producers. AID aimed to 
increase the numbe.r of cattle in the Bakel region from 11,200 
to 25,000. However, after almost $4 million in U.S. aid had 
been spent, only 882 more cattle were on the range. A $7 mil­
lion project in the Sodespt region also sought to boost live­
stock production and marketing but managed to sell only 263 
cattle . The project was also designed to sell 4,950 goats and 
sheep, but it failed to sell any. 

Both livestock projects sought to stem the deterioration 
of Senegal's rangeland, which threatens to subvert the entire 
Senegalese livestock business. They were launched to respond 
to the devastating droughts that had struck Senegal in the 
early 1970s, but they assumed that normal climatic conditions 
would prevail. The projects made no provision for livestock 
forage in case of renewed drought. In addition, the project 
was so poorly planned that although it tried to encourage in­
creased production, it did nothing to alter the grazing use of 
the public commons area. In 1982, Senegal was again hit by 
drought, and the country's livestock business suffered greatly. 

One report by the AID inspector general observed that AID's 
Senegal mission felt "considerable pressure existed [from Wash­
ington] to program and spend project funds, with a lesser con­
cern for effective use of the monies," and "overstated project 
objectives were required to gain AID/Washington approval." In 
asking for a renewal of the project, AID's Senegal mission "dis­
regarded key evaluation findings," insisting that the "project 
was sound in goal and purpose."[38] As usual in politics, spend­
ing money was more important than getting results. The same 
pressures that led to failure in Senegal are at work in almost 
all AID projects. 

The Sahel agricultural projects relied on credit sales to 
poor farmers. As the AID inspector general noted, "The farmers, 
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who were primarily subsistence farmers, were asked to put them­
selves in debt for - a technical package which offered few short­
term benefits for them. Although AID officials recognized this 
problem, no research was performed to correct it."[39] The 
credit programs were designed so haphazardly that interest rates 
were set largely by guesswork, with rates ranging anywhere from 
zero to 12 percent. Farmer demand for loans was less than an­
ticipated, and of those farmers who did borrow, over half de­
faulted. It was surprising that the default rate was not much 
higher, in that the farmers often received the impression that 
the loans were gifts that did not have to be repaid. 

Most of the Sahel agricultural projects relied on exten­
sion services to spread the good news . But according to an AID 
report, "Almost no effort was made in any of the audited proj­
ects to determine whether the technical package was economi­
cally viable for the small farmers" who were intended to adopt 
it. The extension agents themselves were "totally ineffective." 
The report also noted , "In virtually every project we audited, 
these agents were found to be unqualified to undertake those 
responsibilities. Though every project paper emphasized the 
need for training, little or no substantive training was pro­
vided. Further, little or no guidance was provided to the 
agents."[40] 

In many African countries, it has been clear that the suc­
cess or failure of AID agricultural projects could be a life-or­
death issue for the citizens. Yet, as is obvious from the AID 
inspector general's summary on the eight countries of the Sahel 
and from other reports, AID has bungled its relief efforts. 
African governments--with state marketing monopolies and poli­
cies that force farmers to sell their crops to the government 
at a loss--bear most the responsibility . (In some African coun­
tries, farmers are routinely shot for trying to sell their crops 
on the black market). Nevertheless, AID has continued to bank­
roll these governments, regardless of their pernicious policies. 

The more foreign aid African governments have received, 
the worse they have tended to perform. As GAO noted, "The large 
number of donors and their administrative requirements place a 
considerable burden on recipient governments and strain their 
already weak administrative capacity."[41] A recent AID analy­
sis noted: 

Many African institutions officially responsi­
ble for planning and implementing development 
are saturated with development assistance, para­
lyzed by administrative inefficiency, staggering 
beneath a burden of complex and differing donor 
requirements, and are themselves in danger of 
becoming obstacles to development. [42] 

{ 
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Some African countries receive their entire investment budget 
from foreign aid. As GAO noted, "Governments, because of the 
importance of donor financing, are often more preoccupied with 
fund raising than structuring effective development plans."[43] 
As long as the foreign aid keeps pouring in, life will continue 
to be prosperous for the government employees who administer 
development programs. 

Ample aid effectively allows governments to neglect re­
ality. The World Bank observed, "African governments and 
donors continue to prefer new projects, especially new schools 
and hospitals, when the greatest urgency is to provide more re­
sources to operate and maintain (and, increasingly, rehabili­
tate) existing projects."(44] Furthermore, "trucks no longer 
run because there are no spare parts and roads have become impas­
sable; airplanes no longer land at night in some places because 
there is no electricity to light the runway."[45] Sixty-two per­
cent of the farm tractors in Zambia are broken down owing to lack 
of maintenance or spare parts.[46] Government health clinics 
lack medicine, and schools lack textbooks and other supplies. 

Despite all these failures, African civil servants continue 
to prosper. No matter how mismanaged the economy, the government 
can almost always find funds to provide raises for its employees. 
As one International Monetary Fund official assessed the effect 
of foreign aid on Zambia, "It is fair to say that what we have 
done is to allow Zambia to maintain a standard of living for its 
civil servants [whose payroll amounts to 20 percent of the coun­
try's gross domestic product] which is totally out of synch with 
the rest of the economy."[47] And no matter how far government 
extends its clumsy grasp over the economy, foreign aid donors 
keep pouring in the funds. In Zimbabwe, government spending has 
increased from 35 percent to 60 percent of the gross domestic 
product since 1980. Nevertheless, Reagan administration offi­
cials continue to boast that U.S. aid is encouraging positive 
economic reforms. In Zimbabwe, the Wall Street Journal recently 
noted, the media has been nationalized and the government now 
bans some foreign publications from entering the country. [48] 

Israel, Egypt, and Indonesia 

As part of the Camp David peace accords of 1978, the United 
States promised to give Egypt and Israel billions of dollars of 
aid to compensate them for forgoing the privilege of fighting 
each other. Total AID assistance to Egypt and Israel since 
1978 exceeds $20 billion, with $5 billion in 1985 alone. 

Aid to Israel helped finance the 1982 Israeli invasion of 
Lebanon, wage and price controls, subsidies for scores of inef­
ficient government companies, and a make-work full-employment 

L. 
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program custom-made to reduce productivity. The end result of 
these economic policies is a 400 percent inflation rate. 

U.S. aid to Israel has consisted largely of general budget 
support, while aid to Egypt has more often been earmarked for 
specific projects. AID projects in Egypt are failing partly 
because the United States is simply giving too much assistance. 
GAO recently reported that AID project officers "believe that 
they do not have enough time with their heavy workloads to par­
ticipate in project evaluations."[49] Like many U.S. domestic 
government agencies, AID is too busy spending its money to 
bother checking how the money is being used . 

Despite receiving over $10 billion in U. S . aid, Egypt is 
still desperately poor. Egypt remains committed to government 
dominance of the economy, and the United States has made little 
effort to dissuade it from following wasteful economic policies. 
AID officials have not even documented the adverse effects of 
those policies -- and thus have been unpersuasive when lobbying 
for reform . The Reagan administration's much-heralded emphasis 
on promoting economic-policy reform in Africa notwithstanding, 
AID is actually doing less policy analysis with respect to Egypt 
now than it was in 1983 . [50] 

AID has provided almost $200 million to help Egypt estab­
lish a domestic cement industry to enable the country to pro-
duce at home what it previously purchased from abroad. [51] The 
idea was that a domestic cement industry would save Egypt valu­
able foreign exchange. AID funds were channeled into a "public/ 
private" cement company, with cement production scheduled to be­
gin in 1980. Hundreds of millions of dollars later, the fac­
tories are still not producing, owing to construction delays, 
faulty machinery, inept labor, and dismal contracting practices. 
The company that was hired to construct one cement plant was so 
incompetent that its employees could not even read blueprints. 
Plant construction was slowed on account of a persistent shortage 
of hand tools for workers . The Egyptian construction company 
refused to sign contracts that would obligate it to complete 
tasks within a specified time frame, in order to avoid being 
fined for delays. 

AID spent $24 million in Egypt over five years trying to 
construct 29 government-run and 10 private bakeries. [52) Egypt 
decided to decrease bread-production costs by centralizing bread 
baking, but the project was badly mismanaged: rather than hus­
tling to build the bakeries, the contractor placed the original 
grant money in interest-bearing accounts. The first loaf of 
bread has yet to be baked in the AID bakeries. But even if the 
project had succeeded, the results would have been undesirable 
because the government would have driven scores of small private 
bakers out of business. 
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Over half of all U.S.-supplied vehicles at seven AID proj­
ects in Egypt have been stolen, or appropriated by Egyptian 
government officials or other s for their own personal use, or 
have broken down and been left unrepaired.[53) AID auditors 
found nine fork-lifts (costing $132,000) in mint condition; the 
Egyptians claimed they could not afford the gasoline necessary 
to run the machines.[54) 

AID projects in Asia suffer from the same problems as those 
elsewhere. Indonesia has received tens of millions of dollars 
in aid to build irrigation systems, with little or no permanent 
benefit. An AID inspector general's report concluded, "The In­
donesian propensity [is] to view rehabilitation as delayed main­
tenance; why spend scarce budget funds to maintain irrigation 
works when a future donor will rehabilitate them with loan or 
grant funds?"[55] 

In Central Java in Indonesia, the Citanduy project was 
barely finished before levees were cracking and overgrown with 
vegetation, flood-control structures were blocked with indus­
trial waste, and farmers were making little or no effort to 
maintain the on-farm canal system. The project has been so 
bungled that over half a million dollars worth of AID-donated 
trucks and construction equipment has never even been used. 

The Indonesian irrigation system ultimately failed because 
the farmers refused to support it. Farmers received no compen­
sation for land seized by the government for canal construction. 
There were supposed to be 224 water-user associations estab­
lished to uphold the system and keep it functioning, but only 
9 of these are active. The new associations, according to AID, 
were "resisted by farmers who have their own, long-established 
groups and who distrust government intervention."[56) Farmers 
objected to paying maintenance costs for canals badly built by 
government public works bureaucracies. 

AID--The Champion of Third World Business? 

Since the 1950s, American foreign aid rhetoric has stressed 
the need to develop business and private enterprise in the Third 
World. After 30 years of preaching the virtues of the private 
sector, however, the United States still directs most foreign 
aid to foreign governments, not private businesses. Further­
more, the aid that does go to businesses has done little to 
encourage free markets; foreign aid has yet to buy a single 
country a free market. 

AID has a very liberal definition of "private sector" aid. 
In El Salvador, AID's Private Sector Support Program is paying 
for a price-checking unit in the government's central bank de-

b 



Page 15 

signed to regulate trade. The program also provides money to 
"support or maintain the institutional capacities of selected 
public. entities."[57] 

AID has obligated over $179 million since 1976 to support 
the private sector in Egypt. However, a cursory examination of 
project descriptions shows that AID has some novel ideas about 
what that means. Part of its private-sector aid package pro­
vides money to the Egyptian government "to take equity posi­
tions in private- sector industrial projects."[58] Thus, AID is 
helping the private sector by giving money to the government to 
buy it out. Over one-third of the $32 million given to the 
Development Industrial Bank for private-sector support was re­
served for aid to state-owned enterprises. AID also gave Egypt 
$33 million to set up a "Private Investment Encouragement 
Fund."[59] After five years, the program's only achievement 
was the hiring of a part-time executive director, a chauffeur, 
and two part-time employees. Not a single loan to private 
business had been made. Despite this dismal record, AID has 
not terminated the project . 

Almost all AID private-sector funds are channeled directly 
or indirectly through the recipient country's government. The 
1979 Chrysler bailout is the domestic equivalent of AID's Third 
World private-sector development. Some private-sector aid may 
eventually end up in private coffers, but only after political 
strings have been attached, and the money usually goes only to 
businesses with political clout. The result is not free markets 
but "crony capitalism"--money distribut__ed to the friends and 
relatives of politicians. 

Even at its best, AID private-sector assistance simply 
buys an industrial policy for the recipient government. AID 
helps decide which industries are to be developed, where fac­
tories will be built, and what prices will be charged for the 
final products. U.S. assistance thus promotes the kind of gov­
ernment direction of economic development that has been criti­
cized in the United States by prominent economists of all polit­
ical persuasions and that the Reagan administration claims to 
abhor. As development expert Melvyn Krauss notes, "There is 
only one way to privatize the economy, and that is to reduce 
the role the government plays. Foreign economic aid, because 
it represents government-to-government transfers, socializes 
recipient economies."[60] Even when it is ultimately ladled 
out to private businesses, foreign aid weakens the comparative 
position of the private sector by increasing the government's 
revenue and power. 

Besides, AID is inherently incapable of efficiently aiding 
Third World businesses, possessing neither the capability nor 
the incentive to be a competent venture-capitalist banker. AID 
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employees rarely have any training in banking, and they are un­
qualified to judge which firms might be creditworthy. Each AID 
country mission suffers from the usual government-bureau incen­
tive to lend as much money as possible, for otherwise its budget 
for the following year will be reduced, and the staff's chances 
for promotion will diminish . AID employees are often promoted 
according to how many loans they make, not according to how many 
loans are paid back five years down the road. Thus, AID employ­
ees have no incentive to adequately investigate loan applicants. 

AID assistance to Third World firms inevitably suffers 
from all the defects of Small Business Administration assist­
ance to American firms. The SBA is infamous for its waste, 
fraud , and abuse; the Washington Post once scorned it as "a 
petty cash drawer" for members of Congress. The agency is a 
dumping ground for political hacks, and political pull deter­
mines much of the loan portfolio . Routinely, a business owner 
will make a large donation to a politician's reelection cam­
paign, and the politician will repay the favor by pushing the 
SBA to give the donor a subsidized_ loan.[61] 

AID's cheap loans and grants to businesses allow U.S. and 
Third World bureaucrats to pick winners and losers in village 
markets. This may be gratifying to the bureaucrats, but it 
breeds inefficiency in the Third World. When subsidized loans 
determine which businesses succeed or fail, businessmen spend 
less time on business and more time on politics. 

The Failure of Foreign Aid 

Foreign aid consists largely of one government "helping" 
another government by beefing up its budget, increasing its 
power over the private sector, and multiplying its leverage 
over its citizens. As economist P. T. Bauer observed, there is 
an "inherent bias of government-to-government aid towards state 
control and politicization."[62] 

The marvel of foreign aid is that many of the same people 
who oppose government intervention in the United States somehow 
think we are doing foreigners a favor by paying for it abroad. 
Many of the people who recognize that Amtrak has been an expen­
sive mistake have no objection to subsidizing state railroads 
in Africa. The same people who would fight any Department of 
Agriculture effort to impose ceilings on prices received by 
American farmers are silent about U.S. financing of African 
bureaucracies that burden African farmers with exploitative 
price controls. Some of the same congressmen who realize that 
federal irrigation policies squander billions of dollars worth 
of water are still enthusiastic about constructing government 
irrigation projects in Indonesia. 
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Foreign aid is based on the premise that foreign govern­
ments are devoted to their citizens' welfare--an assumption 
that is even less true of foreign politicians than of the mem­
bers of Congress. AID projects in Guatemala have failed partly 
because some Guatemalan government officials oppose improving 
the plight of the rural poor. [63] A million people may have 
starved in the Sudan in 1985 because the government-owned rail­
road refused to transport American-donated food. [64] In Africa, 
where tribal rivalries often still prevail, AID money is used 
to prop up the reigning factions in the same way that local 
American political machines use federal grants as slush funds. 
Foreign aid greatly increases the patronage power of recipient 
governments. As Bauer notes, "The great increase in the prizes 
of political power has been a major factor in the frequency and 
intensity of political conflict in contemporary Africa and in 
the rest of the less developed world."[65] 

AID officials often justify the agency's handouts by claim­
ing that they persuade recipient governments to abandon perni­
cious economic policies. The idea seems to be that the United 
States must bribe foreign governments not to commit economic 
suicide. But few recipient governments have modified their eco­
nomic policies in response to AID assistance. Poverty-stricken 
Burkina Faso imposed a 66 percent tariff on importation of ani­
mal-drawn plows and a 58 percent tariff on engines used for 
irrigation pumps. [66] In Zambia, the 1985 crop harvest was 
endangered because the "Zambian state corporation that collects 
agricultural produce can't afford to buy the bags it needs."[67] 
As the World Bank recently admitted, preaching about the virtues 
of free markets has so far had little effect on African social­
ism.[68] 

Making U.S. aid conditional on policy reform also cannot 
work simply because AID is probably more anxious to give than 
Third World governments are to receive. Consider the case of 
Mozambique. In the last 10 years, Mozambique's Marxist govern­
ment has thoroughly destroyed that nation's economy. The New 
York Times recently noted that Maputo, the capital of Mozam­
bique, "lacks virtually everything."[69] Mozambican farm poli­
cies pay farmers only a tiny fraction of what their crops are 
worth, and they are largely responsible for a famine that 
killed 100,000 citizens in 1984. On the verge of being over­
thrown by pro-Western guerillas, the Mozambican government de­
cided to make some modest economic reforms and see what the 
United States would pay. AID has rushed in with a $33 million 
bailout package, even though the country is still full of Cuban 
troops and Soviet advisers and is still socialist. The New 
York Times commented, "The American change of heart is appar­
ently a result of Mozambique's readiness to accept American aid 
in its time of despair."[70] For AID, willingness to accept a 
handout is sufficient proof of a government's good intentions. 
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There is little that foreign aid can do that private credit 
cannot do equally well or better. As Bauer notes, "The maximum 
contribution of aid (to development) is the cost of borrowing 
that is avoided."[71) But the cost of avoiding interest pay­
ments on loans is the transformation of imported capital into 
a pork barrel for recipient politicians. The costs of politi­
cizing aid are greater than the costs of interest payments on 
private credit. Going on international welfare is frequently 
as pernicious to Third World governments as going on Aid to 
Families with Dependent Children is for struggling American 
families . 

At the same time that Third World leaders claim they are 
entitled to international welfare to overcome their countries' 
poverty, they often close their borders to foreign investors, 
thus greatly diminishing the amount of capital entering their 
countries. In 1960, foreign investment accounted for roughly 
30 percent of the net flow of capital to developing countries. 
Now, despite a huge increase in foreign investment between in­
dustrial countries, it accounts for barely 10 percent of the 
net capital flow to the Third World. Foreign investment in the 
Third World in real dollars was lower in 1983 than in 1970.[72] 

Many less - developed countries have effectively decided that 
they would rather stay poor than allow foreigners to share the 
profits of national development. Governments have expropriated 
foreign companies, prohibited them from remitting their profits, 
and cheated them with "official" foreign exchange rates that 
are simply a disguised form of expropriation. The Mexican gov­
ernment recently rejected a proposed $300 million joint truck­
building venture with the Chrysler Corporation because the deal 
might have endangered the government's control over the Mexican 
automotive industry. [73) 

A Wall Street Journal article recently noted, "In most 
developing countries, would-be foreign investors face a web of 
restrictions and conditions that would sour almost anyone." In 
Venezuela, for instance, "Stringent labor laws make it costly 
to fire inefficient workers. Corruption, red tape and delays 
abound; and the government frequently changes the rules of the 
game."[74) 

Yet foreign investment under beneficial conditions would, 
in contrast to foreign aid, avoid saddling the recipient coun­
tries with hordes of inefficient government corporations or 
getting them mired in debt from government borrowing abroad. 
Foreign investment played a significant role in the early eco­
nomic development of the United States, Australia, and other 
industrial countries. By bankrolling supermodern factories in 
Tennessee, Ohio, and elsewhere, foreign investment is helping 
reindustrialize the present-day United States. 



Page 19 

Foreign aid is extremely fungible: every increase in out­
side donations frees up an equivalent amount of a recipient gov­
ernment's own revenue to be spent for other purposes. Many less­
developed countries routinely squander their own money. Mobutu 
Sese Seko, president of Zaire, has amassed a multi-billion-
dollar personal fortune and has built 11 presidential palaces. 
Ghana, Brazil, Kenya, and the Ivory Coast have spent billions 
building new capital cities. Mercedes-Benz automobiles are so 
popular among African government officials that a new word has 
come into use in Swahili to describe them: wabenzi--"men of 
the Mercedes-Benz ." 

Of course, not all types of foreign aid are automatically 
harmful. Private voluntary aid that bypasses a recipient coun­
try's political structures can help people in the Third World. 
The Peace Corps had good intentions, but it is now largely pro­
viding bureaucrats and technicians for foreign governments, 
thereby reinforcing political control over development. Rush-
ing in medical supplies after a major earthquake or tidal wave 
can help the victims as long as it does not permanently increase 
the government's power or the people's dependence on politicians. 

The question of whether foreign aid is generally benefi­
cial or not ultimately comes down to the question of whether 
economic development should be undertaken by government or by 
the private sector. Perhaps the best answer was given in 1830 
by British historian Thomas Babington Macaulay: 

There are two or three principles respecting 
public works, which, as an experience of vast 
extent proves, may be trusted in almost every 
case. It scarcely ever happens, that any pri­
vate man, or body of men, will invest property 
in a canal, a tunnel, or a bridge, but from an 
expectation that the outlay will be profitable 
to them. No work of this sort can be profit­
able to private speculators, unless the public 
be willing to pay for the use of it. The pub­
lic will not pay of their own accord for what 
yields no profit or convenience to them. There 
is thus a direct and obvious connection between 
the motive which induces individuals to under­
take such a work and the utility of the work. 

Can we find any such connection in the case of 
a public work, executed by a government? If it 
is useful, are the individuals who rule the 
country richer? If it is useless, are they 
poorer? A public man may be solicitous for his 
credit: but is not he likely to gain more credit 
by an useless display of ostentatious architec-
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ture in a great town, than by the best road or 
the best canal in some remote province? The 
fame of public works is a much less certain test 
of their utility, than the amount of toll col­
lected at them. In a corrupt age, there will be 
direct embezzlement. In the purest age, there 
will be abundance of jobbing .... In a bad age, 
the fate of the public is to be robbed. In a 
good age, it is much milder--merely to have the 
dearest and the worst of everything .. : . We 
firmly believe, that five hundred thousand pounds 
subscribed by individuals for railroads or canals, 
would produce more advantage to the public than 
five millions voted by Parliament for the same 
purpose . [75] 

Our foreign aid has made life more pleasant and entertain­
ing for government bureaucrats in poor countries. However, it 
has done little to promote the production of wealth, or to breed 
political responsibility, or to encourage people to help them­
selves. American foreign aid usually only strengthens oppressive 
regimes, allows governments to avoid correcting their mistakes, 
and bails out bankrupt state-owned enterprises around the world. 

Regardless of our future good intentions, American foreign 
aid programs will still be controlled by politicians anxious to 
buy goodwill and administered by bureaucrats anxious to meet 
their quota of loans, and they will still be received by foreign 
governments careless of the use of free gifts. As long as the 
same political, bureaucratic, and economic incentives govern 
international welfare, the same mistakes will be repeated. 
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PRIVATIZING FEDERAL SERVICES: 
A PRIMER 

INTRODUCTION 

A new word--privati·zation--has entered the lexicon of federal 
budget making. Put simply, privatization means the transference of 
federal assets or activities to the private sector. That can take 
many forms. Facilities owned by the federal government can be sold to 
the private sector: these same facilities can be kept in federal hands 
but managed by private firms or groups; federal services can be 
provided, under contract, by private firms; or low-income Americans 
can be given the means to obtain services in the privat~ sector. 
These forms of privatization enable the deficit to be reduced without 
cutting necessary services. The reason: by turning over functions to 
the private sector, bureaucratic decision-making is replaced by 
competitive private management incentives. So resources are used more 
efficiently, to the benefit of both the taxpayer and service 
recipients. 

Ronald Reagan's FY 1987 budget draws heavily on privatization to 
meet the deficit reduction targets required under the Gramm-Rudman 
legislation. This makes good political and economic sense. 
Privatization offers politicians the attractive alternative of cutting 
spending without necessarily eliminating programs; all that is changed 
is the mechanism by which programs are delivered. And privatization 
revenues obtained from the sale of federal assets, such as power 
generating facilities or the student and farm loan portfolios, 
provides a substantial inflow of immediate revenue. This gives 
Congress breathing space to find sensible ways to reform and 
restructure programs to meet the deficit reduction targets, rather 
than resorting to disruptive across-the-board cuts. 

While privatization may be new to many Washington policy makers, 
it is pract1ced extensively at the state and local level, and by many 
foreign governments. Their experience proves that privatization can 

Note: Nothing written here is to be construed as necessarily reflecting the views of The Heritage Founda tion or as an attempt 
to aid or hinder the passage of any bill before Congress. 



bring relief to budget heart burn, and that it can be very popular 
with voters. As Congreis explores ways to cut the deficit within the 
Washington political climate, privatization should become increasingly 
attractive to lawmakers. 

WHAT IS PRIVATIZATION? 

Privatization can take many forms. Each has different economic 
and political effects. 

The Sale of Assets 

The most complete form of privatization, obviously, is to sell 
government-owned assets to private buyers. This removes government 
entirely from any involvement in the activity and the sale provides 
revenue to the Treasury. Example: The Reagan Administration's budget 
proposal to sell the federal Power Marketing Administrations, which 
generate and distribute .electric_ity_... Britain has done this by selling 
several government-owned firms and nearly l million public housing 
units to the public, earning $20 billion for the Exchequer. 

Asset sales are particularly attractive because they can provide 
a considerable amount of revenue to the government in a very short 
time. Other forms of privatization, where the private sector 
involvement enhances the efficiency of performance, often take time to 
yield substantial savings. 

The potential for the sale of federal assets is enormous. The 
federal government, for instance, has a portfolio of outstanding loans 
in excess of $200 billion. This includes loans to students, small 
businessmen, and farmers. The federal government also owns over 700 
million acres of land--the majority of which long has been in 
commercial use for timber or grazing land--valued at hundreds of 
billions of dollars. Uncle Sam owns many other assets of significant 
value, including two of Washington's airports, over one million public 
housing units, and many valuable lots in the nation's cities. 

By selling assets, the federal government "cashes out" the future 
income they generate--just as an investor will sell a stock 
certificate for a price based on its anticipated income. Predictably, 
this has led critics of this form of privatization to claim that the 
strategy is a shortsighted and inefficient response to the deficit 
problem--like selling the furniture to pay the rent. 

But every successful businessman knows that it is often prudent 
to liquidate assets during a crisis to provide a cushion to permit 
essential restructuring of the firm. The federal government is in a 
financial crisis. It must meet strict deficit reduction targets 
required by the Gramm-Rudman law. The up-front revenue from asset 
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sales would make it easier for Congress to meet the Gramm-Rudman 
ceilings for the next couple of years. It could use this breathing 
space to make sensible, structural reforms in federal programs. This 
would avoid the meat ax of across-the-board cuts mandated by 
Gramm-Rudman if the ceilings otherwise are not met. 

u3 

Privatization, moreover, does far more than merely allow the 
government to cash out its future income. Such sales are likely to 
yield a better price than the present value of the government's 
probable income from the asset. The reason is that managers of 
publicly owned assets are subject to constant political and budget 
constraints. They also lack the positive incentives influencing 
private sector managers. This is why the Forest Service manages to 
lose money in managing millions of acres of valuable timberland, and 
why the Postal Service is constantly outgunned in those areas where it 
faces competition, such as overnight package delivery. 

The price a private buyer of a federal asset is willing to pay 
reflects the income the buyer estimates he can make--not the lower 
expect~tions of. the . public .. managers. Selling federal assets, 
therefore, means the full value of the asset is realized. As 
important to the economy, the resources would be used more wisely. In 
private hands, the rangeland would not be overgrazed, delinquent 
student loans would tend to be collected, and Washington's airports 
run more smoothly because private owners would have the incentive to 
manage these valuable assets more carefully and efficiently. 

Deregulation 

A second form of privatization involves simply allowing the 
private sector to provide a service now monopolized by the 
government. Take the Postal Service. Private carriers compete with 
the Postal Service for the delivery of parcels; the result is that 70 
percent of that business is now in the hands of the United Parcel 
Service. It is a different story when it comes to the letters sent by 
American individuals and businesses. A federal law, the Private 
Express Statutes, makes it illegal for anyone to compete with the 
Postal Service in the handling of first class mail. Deregulation 
would allow private carriers to compete for first class mail 
business. These new entrants would succeed or fail solely on their 
ability to serve the public. The federal Treasury would gain both 
from the contract fees paid by the new private mail delivery services, 
and from corporate taxes the private firms would pay. And the 
consumer would gain enormously if first class mail were handled as 
efficiently as UPS and Federal Express deliver packages. 

The Social Security System also could be improved by 
privatization. American workers and employers are forced to save for 
their retirement through the government-run pension system. Benefits 
under the program are a political football, while studies indicate 
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that few younger workers can expect a return on their Social Security 
contributions comparable with the yield on private pension plans. 1 

Giving workers the option to put their Social Security contributions 
into a private plan would privatize the system by allowing private 
firms to offer better pension plans. 2 

In this form of privatization, deregulation breaks a 
government-sponsored monopoly. This leads to more competition and 
choice, to the benefit of the consumer, and it cuts the budget by 
reducing the need for government provision of a service. 

Contracting Out 

In this form of privatization, the government still funds the 
service, but invites private firms to bid for the right to provide the 
service under contract. The cost of the service is reduced ·because 
the successful contractor must outbid his rivals. 

Hundreds of American cities routinely use private contractors to 
supply basic municipal services, such as garbage collection, 
maintenance work . and even, · in some instances , fire protection. At the 
federal level, the so-called A-76 program enacted in 1955 requires 
agencies to compare the in-house cost of routine commercial services 
with those obtainable from private suppliers. In theory, each agency 
is supposed to use the least expensive supplier of the appropriate 
quality of service. 

In practice, there is little contracting out at the federal 
3 level. One reason is that Congress buckles to pressure from the 

public employee unions, and places obstacles in the path of 
privatization. Spurious national security considerations, for 
instance, have been used to rule privatization out of bounds in many 
programs. Example: Congress has blocked cost-saving contracting out 
of much supply, maintenance and repair work despite requests from the 
Pentagon. Agencies have also been instructed not to even consider a 
private bidder unless the saving is at least 10 percent of the 
in-house cost. 

Another factor inhibiting federal contracting out is the 
mechanism used to compare costs. Instead of an independent commission 

1. Peter Ferrara, "Rebuilding Social Security, Part 1: The Crisis Continues," Heritage 
Foundation Backgrounder No. 345, April 25, I 984. 

2. Pe ter Ferra ra, "Rebuilding Soci al Secur ity, Pa rt 2: Toward Lasting R eform," Heritage 
Foundation Backg rounder No. 346, April 25, 1984. 

3. See Stuart M. Butler, Privatizing Federal Spending (New York: Universe Books, 1985), 
pp. 53-56. 
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making these comparisons, each agency d~termines whether it or a 
private bidder is more economical. Needless to say, employees of the 
agency have the incentive to use every possible accounting trick to 
minimize their own stated costs. Until a truly independent method of 
cost comparison is used in the A-76 program, the deck will be stacked 
against the private contractor--and hence the taxpayer. 

The savings from contracting out are likely to be greatest when 
the degree of competition within the private sector is most intense. 
Tough competition means the government knows that the contractor will 
keep on his toes, for fear of losing the contract. 

Vouchers 

In this form of privatization, the government also continues to 
fund the service. But instead of a federal agency giving a contract 
to a specific firm to provide a service, the agency gives the users of 
the service the means--probably a voucher--to purchase a specific 
service in the open market. In this way the government provides 
individuals with the power to become conswners. This approach is most 
appropriate in cases where a healthy market for a service exists, but 
where households have insufficient income to obtain an adequate 
supply. 

The first widespread use of vouchers has been the Food Stamp 
program. Low-income families were provided with stamps of a certain 
value, which they could.use only to purchase food. Recipients had the 
incentive to shop around to obtain the best value for their 
stamps--and supermarkets had to compete for their business, ensuring 
efficient provision of food to the poor. 

Vouchers could provide low-income Americans with other basic 
requirements as service providers compete for the consumer's dollar. 
Rather than continuing a system of expensive public housing and 
subsidies for landlords, for instance, a housing voucher could be 
given to the poor. It would empower them as conswners and thus open 
the competitive private rental market to low-income families. The 
Administration's FY 1987 budget requests Congress to create 50,000 
such housing vouchers, to replace part of the spending on other 
housing programs. 

Similarly, a medical voucher for low-income and elderly Americans 
would provide them with the incentive to seek the most efficient 
health insurance available, or the lowest cost subscription to an 
adequate health maintenance organization. 

As with contracting out, vouchers do not reduce the federal 
government's commitment to provide the service involved. But by 
encouraging voucher holders to seek the most efficient provider, 
privatization enables the government to keep the cost of the service 
as low as possible. 
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THE RECORD 

Privatization is underway in over 50 countries. 4 Canada is 
looking into the sale of several "crown corporations," and Mexico has 
earmarked over 200 state firms for sale to the private sector. Even 
Cuba is busily transferring the ownership of public housing stock to 
the tenants. 

Several Asian countries are turning to privatization to help 
state finances and resuscitate stagnant government corporations. In 
South Korea, for instance, the government has divested itself of 
several major banks, an oil company, and several other enterprises. 
Malaysia intends to privatize the telephone system, its national 
airline, and various government facilities. Other Asian countries are 
taking similar steps. Perhaps most important of all, Japan will soon 
be selling stock in the state-owned Nippon Telegraph and Telephone, 
the country's telephone company, and is planning to restructure and 
partly privatize its heavily money-losing government railroad system. 

Privatization is also becoming a trend in Europe. Turkey has 
already sold stock in the Bosphorus Bridge and the Keban Dam, and is 
drawing up plans to sell two dozen other government concerns. In West 
Germany, many municipalities contract out such services as public 
housing management and health clinics. Even in socialist-ruled 
France, the government of Francois Mitterrand is taking steps toward 
returning to the private sector many of the corporations it hastily 
nationalized during the past four years. 

By far the most extensive privatization is occurring in Britain. 
Since Margaret Thatcher became prime minister in 1979, there has been 
widespread contracting out at all levels of government, approximately 
$20 billion worth of government assets has been sold to private 
buyers, and over 400,000 government workers have been moved to private 
payrolls. Over 800,000 public housing units have been sold to 
tenants, while various commercial firms and the entire telephone 
system have been sold to the public. 5 

4. See "Privatization--Everybody's Doing It Differently," The Economist, December 21, 
1985; Privatization Around the Globe, Policy Report #120 (Dallas, Texas: National Center 
for Policy Analysis, January 1986). 

5. See Butler, op. cit.; Madsen Pirie, Dismantling the State (Dallas, Texas: National 
Center for Policy' Analysis, 1985). 
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The American Experience 

Privatization is not new to the U.S., even though the term itself 
has only recently become familiar to most Americans. At the state and 
local level, governments are increasingly turning to privatization to 
reduce the cost of services. A recent survey by the National Center 
for Policy Analysis found that approximately 35 percent of local 
governments now have private firms to collect residential garbage, 42 
percent use private firms to operate and maintain their bus systems, 
and 80 percent contract out vehicle towing and parking. 

Other functions routinely undertaken by the private sector in 
U.S. towns and cities include street repair work, traffic signal 
maintenance, tree trimming, utility billing, ambulance services, 
health and welfare programs, park landscaping and maintenance, and 
legal services. 6 Even fire departments and prison facilities are 
operated by private firms .in many cities. A study by the 
International City Management Association found a so percent rise in 
the .number of cities privatizing one or more of the services during 
the past ten years. 7 The use of private firms to collect garbage has 
more than doubled during the decade, private street repair, operations 
have risen 600 percent, and the use of private firms to manage parks 
has skyrocketed 2,700 percent. 8 

The overriding factor leading local officials to privatization is 
cost: the competitive private market generally provides routine 
services much cheaper than a government department. Study after study 
confirms the significant cost savings when private contractors are 
used. 9 A recent study of the Los Angeles area, for instance, reveals 
that street cleaning by city employees typically costs 43 percent more 
than the equivalent service provided by a private firm; janitorial 
services cost 73 percent more than the private alternative; and road 
resurfacing 96 percent more. Of the eight services analyzed, only in 

6. Privatization in the U.S., Policy Report #l 16 (Dallas, Texas: National Center for 
Policy Analysis, June 1985). 

7. E. S. Savas, "The Efficiency of the Private Sector," in Stuart M Butler, ed., "The 
Privatization Option, Heritage Foundation Lecture Series No. 42, 1985. 

8. Privatization in the U.S., op. cit. See also Robert Benenson, "Privatizing Public 
Services," Editorial Research Report, Vol. II, No. 4, Congressional Ouarterlv, 1985. 

9. Savas, op. cit.; see also E. S. Savas Privatizing The Public Sector (Chatham, New 
Jersey: Chatham House, 1982). 
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payroll preparation were public sector costs comparable with those in 
the private sector. 10 

As a sizeable bonus, of course, the private firms that win 
contracts to perform public services pay local taxes. The municipal 
bureaucracy pays nothing to the town treasurer. 

At the federal level, there have been relatively few 
privatization initiatives, even under Ronald Reagan. One reason is 
that many government activities in other countries are already 
delivered by the private sector in America. Another reason is that the 
Reagan Administration's political experiences with privatization have 
not been pleasant--mainly because it has failed to profit from the 
tactical lessons learned the hard way by foreign governments. 
Margaret Thatcher, for instance, carefully builds coalitions of those 
who have or will have a vested interest in privatization. The Reagan 
Administration has not. It thus ran into a political buzz saw when it 
attempted to sell the weather satellite system and a small portion of 
federal land holdings to the private sector. 11 

Even contracting out routine services to the private sector has 
not been expanded to the degree that might be expected of a 
conservative administration. The Administration has done almost 
nothing to remove the obstacles to the fulfillment of the A-76 program 
by which federal agencies are required to compare the in-house cost of 
providing commercial services with bids from private firms, and to 
choose the lowest cost option. 

THE POLITICS OF PRIVATIZATION 

The Reagan Administration has set bold privatization goals for 
the FY 1987 budget. It has proposed selling such assets as the Power 
Marketing Administrations, the Naval Petroleum Reserve, and a part of 
the federal loan portfolio. In addition, it is pressing for a full 
voucher program for low income housing and compensatory education. 
These and other privatization initiatives, says the Administration, 
could cut the deficit by $7 billion in FY 1987, and many billions more 
in later years. 

The outlook for these initiatives has been improving 
dramatically. The passage of balanced budget legislation, .and the 
mounting wealth of tactical experience from abroad, suggests that 

10. Barbara Stephens, "Company Public and Private Sector Efficiency," National 
Productivitv Review, Autumn 1984. 

11. Butler, op. cit., pp. 82-91. 

- 8 - · 



privatization could be the key to bringing federal spending under 
control. 

The Impact of Gramm-Rudman 

The Gramm-Rudman-Hollings deficit reduction timetable marks a 
turning point in the debate over federal spending. Even if the 

ti 

Supreme Court upholds the lower court ruling invalidating part of 
Gramm-Rudman, Congress is committed to reducing the deficit. Reagan's 
determination to veto any tax increases leaves lawmakers with only one 
deficit reducing option--cut spending. This could be stingingly 
painful for Congressmen. What could spare them this pain, while 
meeting· deficit reduction guidelines, is privatization. 

As a model, Congressmen need only examine recent state and local 
experiences. Trapped between the rock of voter resistance to tax 
increases and the hard place of reduced assistance from Washington, 
the country's mayors have found that through privatization they can 
maintain the quality of services at lower cost. This already makes 
for good politics at the local level. • 

It would make good politics at the national level. Instead of 
slashing services to meet spending targets, as traditional budget 
cutting requires, privatization allows lawmakers to continue supplying 
the services. The only difference is that a new sign will hang over 
the programs proclaiming: "Under New Management." 

It should not take long for Congressmen, like their local 
counterparts, to recognize privatization's attractiveness. 

Privatization Coalitions 

A major reason why even the most wasteful or redundant federal 
program can be impervious to budget cutting efforts is that a tight 
coalition forms around it. This coalition consists of program 
beneficiaries, those who serve these beneficiaries, and the political 
and bureaucratic constituencies whose careers depend on the program's 
existence. When the program's budget is challenged, this coalition 
has a strong vested interest to wage a ferocious campaign to preserve 
it. As the Reagan Administration has discovered, it may be possible 
to dent programs supported by these coalitions, but it is usually 
impossible to eliminate them. 

These coalitions win because it is difficult to find 
congressional and grassroots allies who will support budget cutting 
with tenacity. The average taxpayers will denounce spending in 
principle, but in practice will rarely join in an all-out effort to 
trim or eliminate a particular program. 

Privatization changes these dynamics. The creation of a private 
mechanism spawns groups of beneficiaries and supporters which create a 

- 9 -



J . 
"mirror image" coalition to that defending the existing programs. 
Like the coalitions supporting government programs, the mirror image 
coalitions consist of individuals who will receive services and the 
providers of those services--in this case private firms and groups. 
And these private coalitions have the incentive to campaign hard for 
stepped-up privatization. 

Privatization at the local level has produced a multitude of 
private sector organizations that have lobbied intensively and 
successfully against "public sector coalitions." These coalitions can 
often draw strength from the groups that once supported the government 
provision. In Britain, for •instance, giving public housing tenants 
the right to buy their units at a discount turned one-time advocates 
of public housing subsidies into cost-conscious homeowners. 
Similarly, giying British public sector workers free stock in the 
privatized companies that replaced their public agency converted 
privatization's fiercest opponents into some of its strongest 
supporters . ... .. ·• ·· • · · ··' · ·., -:·· .. · ., · ·.· . . _. • ... · · • ;, ··., .. 

While these privatization coalitions quickly and almost 
automatically form when privatization takes place, they need to be 
mobilized in advance if privatization proposals are to gain the 
support they need to become law. Thatcher's government has taken 
careful steps to build a constituency for privatization, primarily by 
giving key groups, such as employees, management, and customers, an 
ownership stake in the designated privatized firm. 12 So far the 
Reagan Administration has ignored this lesson. It is this that has 
caused its privatization initiatives to be delayed or abandoned. 

CREATING THE POLITICAL CLIMATE FOR AMERICAN 
PRIVATIZATION 

The Reagan Administration must create a political environment 
conducive to privatization and design initiatives to win the support 
of key constituencies. To accomplish this, several steps should be 
taken. Among them: 

1) Organize Coalitions 

Even before announcing a privatization initiative, officials 
should identify and mobilize those constituencies likely to gain 
directly or indirectly. In some cases this may involve helping 
organize such constituencies into an effective political force to 
counter the established constituencies favoring government delivery of 
services. Example: the greatest beneficiaries of an education voucher 

12. Butler, op. cit., Chapter 2. 
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program would be low-income parents and the small neighborhood private· 
schools that cater to lower income parents. Helping these groups form 
national networks and recognizing leaders of these networks as 
legitimate spokesmen on education issues would strengthen the voucher 
movement. 

2) Attempt to erode anti-privatization coalitions 

Public employees understandably are concerned that privatization 
may endanger their jobs. This concern, and the opposition to 
privatization that it produces, may be reduced in a number of ways. 
The pace of contracting out, for instance, can be limited such that 
the number .of jobs lost in the private sector corresponds to the usual 
rate of attrition. In that way the existing workforce is not 
threatened--there is simply a freeze on new hiring. Or the employees 
may be given an ownership stake, even outright ownership, of a 
privatized asset. When the British government privatized the 

·government-owned National Freight Corporation in 1982, the employees 
were allowed to purchase 85 percent of the trucking company. With the 
incentive of ownership, the workers became advocates rather than 
opponents of the privatization. Private ownership, meanwhile, has 
turned the money-losing drain on the taxpayer into a highly 
profitable, taxpaying company. 

Steps may be needed to quell the public's fear about private 
ownership of government assets. It is a fear often fanned by the 
opponents of privatization. For ·instance, when the Reagan 
Administration sought in 1982 to sell five million acres of commercial 
range and timberland--a tiny fraction of the 750 million acre federal 
inventory--it faced a crippling barrage of criticism. The argument in 
effect was that it was selling the national parks to developers, 
desecrating the memory of Smokey the Bear. Public outcry stymied the 
sale. 

Such a reaction could be averted in the future~ The management 
of parks and wilderness areas, for example, could be given, under 
contract, to environmental organizations. This should reassure the 
public that these lands will not be part of any sale policy. 13 

Similarly, any proposal to introduce an element of privatization into 
the Social Security system should be preceded with an iron-clad 
guarantee that existing retirees and those nearing retirement would 
not be affected. 

13. John Baden, "Let Environmentalists Manage Wilderness Lands," Heritage Foundation 
Backgrounder No. 461, October 8, 1985. 
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3) Spread ownership widely 

A key lesson of the British experience with asset sales is that 
spreading the private ownership widely, especially among groups that 
might otherwise be hostile to the sale, helps win political support 

1/ 

for privatization. It is now almost routine for Britain to structure 
sales of government enterprises as stock offerings to the public. But 
preference is given to purchasers who are employees, users of the 
asset, and small investors.· Sometimes even free stock is given to 
these groups. When Britain's telephone system was privatized in 1984, 
96 percent of the employees and . two million Britons bought stock in a 
tidal wave of enthusiasm for the sale. 

The Reagan Administration should heed this lesson. Its sale of 
the federally owned freight railroad, Conrail, to the Norfolk-Southern 
Railroad, for instanc~, would be an excellent deal for the taxpayer. 
But' the sale has been slowed; ·perhaps fatally, by opposition from key 
beneficiaries of federal ownership of the freight railway system. Yet 
these key constituencies might have been converted to supporters of 
Conrail's privatization if attractively priced blocks of stock had 
been reserved for employees, shippers and other groups. When the 
Administration attempts to win congressional support of its plan to 
sell the five huge Power Marketing Administrations, it will have a 
better chance of success if it adopts a stock sale strategy favoring 
employees and customers. 14 

. 4) Recognize the importance of tax incentives 

A tax incentive can provide the focus around which a 
privatization coalition can develop. Favorable tax treatment of 
sale-leasebacks, for instance, encouraged construction firms to press 
municipalities to explore innovative, lower cost wastewater treatment 
plants. The deduction for Individual Retirement Accounts has 
stimulated the growth of a powerful new constituency for private 
pensions. 

The powerful stimulus to privatization provided by tax incentives 
should be part of the effort to simplify the tax code. The purpose of 
raising taxes is to pay for government spending. Privatization 
reduces the need for government spending. But eliminating certain tax 
incentives would reduce the level of privatization, because deductions 
stimulate charitable contributions, private pension plans, and other 
alternatives to government programs. Ending such tax incentives would 
discourage these private options, and that may result simply in more 
demands for spending--and ultimately higher taxes. 

14. Milton R. Copulos, "Cutting the Deficit by Selling Federal Power Marketing 
Administrations," Heritage Foundation Backgrounder No. 485, February 13, 1986 . . 
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5) Adopt an independent method of comparing costs 

The current method of comparing the bid of a private contractor 
with an in-house cost estimate is heavily biased against the 
contractor. This could be rectified, leading to more privatization, 
if the role of comparing costs and deciding when to contract out were 
transferred to an independent commission staffed by government and 
private sector accountants. 

CONCLUSION 

Privatization allows federal spending to be reduced without 
denying services that Congress agreed to provide. And by using 
vouchers, private contractors, or asset sales, services can be 
provided more efficiently. Replacing direct government spending on 
low-income housing with a system of housing vouchers does not cut the 
housing budget by providing less shelter--it does so by giving tenants 
the incentive to seeking better housing for fewer voucher dollars. 
And selling the Bonneville Power Administration to the private sector 
does not mean that generators will fall silent--it means that the 
utility's management will have to pay closer attention to the needs of 
their customers. 

Privatization recognizes that it is possible to reduce the cost 
of government by changing the role of government. Government is not 
very good at running railroads, or building housing, or picking up 
garbage. By recognizing this simple fact, and drawing on the 
competitive private sector to perform such functions, Congress can cut 
the deficit by ensuring that more efficient services, not fewer 
services, are provided to the American people. 

Stuart M. Butler, Ph.D. 
Director of Domestic Policy Studies 
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