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ABSTRACT

The South Korean economy has been among a few select
developing countries which have experienced sustained, high and
rapid economic growth through the export of manufactured goods
in the world market. This remarkable economic growth
performance was accompanied by an equally remarkable and
sustained inflow of economic aid from the United States of
America since the Korean war. As much as 40% of this economic
aid was in the form of commodities (foodstuffs and industrial
raw materials) donated under the United States PL 480

programme.

The purpose of this work is to assess the contribution made
by commodity and food aid to the industrialisation and economic
growth of the Korean economy. At least two distinctive sets of
theories - laissez-faire and the theory of the state - have

been proposed to explain the Korean development success. The

laissez-faire view considers that the economic growth success
has peen predicated upon the adoption of liberal trading
policies in pursuit of their comparative advantage. This school
of thought argues that economic aid, including food aid, has
not contributed directly to economic growth and
industrialisation, but has provided a breathing space until
such time as liberal policies were adopted which, in turn,
underpinned the exemplary growth performance. One variant of
this interpretation of the role of food aid considers it to

have contributed only as a consumption good and, as such, was

damaging to the prospects of the indigenous agricultural

sector.

An alternative interpretation of Korean economic

development argues that the State, through a form of planning,



has played a major role in the formulation of industrialisation
and growth policies. The theory of the state view argues that
foreign aid has made a positive contribution to Korean economic
progress and, without this contribution, progress would have
been retarded. The theory of the state view on the role of
foreign aid in Korean development however, is not explained in
terms of the nature of the aid, and the mechanisms for the
contribution are unspecified. The central concern of this work
1s to examine, as comprehensively as possible, the role and
contribution of food aid to South Korean industrialisation.
South Korea has received a constant 1.9% of GNP from the PL 480

programme since the Korean war. The role of food aid can be
explained within the theory of the state view of Korean

economic development. The classical concept of the central
importance of food and raw materials (as the basis of growth

and industrialisation) is adopted and an empirical assessment

1s made which indicates that food aid has not been neutral to
Korean economic growth. It is argued that food aid has made a
unique and positive contribution to Korean industrialisation in
so far as commodity aid has provided foodstuffs for the wage
good and raw materials for industry, both having contributed
directly to the industrialisation of the Korean Economy. In
addition food aid has provided additional benefits by
preventing bottlenecks in food supply, which may have resulted
in the slowing down of the rate of economic progress through
inflation. It is assessed that the overall impact of food aid

on the Korean agricultural sector has not been adverse. Finally

it is concluded that food aid has made a unique contribution to

economic development and, particularly, industrialisation, in a

society which by its culture regards the real wage (wage good)

as a central concern of the State.
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CHAPTER ONE

INTRODUCTION

'South Korea is, of course, unique in many wayS...
nevertheless, it is an especially valuable laboratory to study

development.'

D C Cole and P N Lyman (1971)

The South Korean experience with economic growth and
development has been one of the most outstanding examples of
high, sustained growth through exporting light manufactures on

world markets. The reasons given for the economic success, Or

economic miracle, have ranged from that of a pure
laissez-faire approach to development policy to that of a
strong state, with clear economic objectives planning this
exemplary economic performance.

The South Korean experience with economic growth and
development, while unique, also provides an example of how
policies and programmes, in relation to investment, trade
employment and overall welfare and distributional aspects, go

to make up the development experience.

1.1 CENTRAL HYPOTHESIS

South Korea has been among the foremost recipients of
economic aid over a sustained period of 20 years. The role and
contribution of this economic aid has only been partially
investigated, and the reasons for its role have often been

obscured by considerations of a military or political nature



rather than that of an economic resource per se. South Korea,

while having received large volumes of general economic aid,
has also received massive quantities of food aid and commodity

aid. The central objective of this work is to investigate as
comprehensively as possible, both theoretically and

empirically, the role of food aid in the industrijalisation and

growth of the South Korean economy.

The purpose of this study is to reassess the role of aid
and, particularly, commodity aid to the process of
industrialisation in South Korea and attempt to discover what
unique and effective contribution (if any) food aid made to

the process of industrialisation in South Korea during the

period 1945-75,

1.2 RELEVANCE AND PURPOSE

South Korea increased its per capita income from $146 in
1950 to $504 in 1975, with an average annual growth rate of
O.1%; ranked 54 in the world in 1950 and 33 in 1975 (Morawetz,
1977). During*this 25-year span South Korea received
political, military and economic support from the United

States to a degree that few countries have experienced. The

extent to which this support has contributed to South Korean
development is often assumed to have been so great that its
contribution is obvious, needing little further investigation
or elaboration. The mechanisms and theories of the role of
commodity aid will be explored and explained with a view to

understanding and assessing its contribution to the Korean

Success.



1.3 THE STRUCTURE OF THE ARGUMENT

Foreign aid and food aid will be considered in Chapter
Two, where the main features of the income transfer between
rich and poor countries will be discussed. Chapter Three

surveys the policies and programmes of bilateral food-aid

donors over the period 1945-80. The question of the the role
of food aid in development, and the policies, programmes and
theories associated with this unique form of aid, are
investigated in Chapter Four.

The question of the role of food aid and industrialisation
is considered in terms of classical economic theories and
policies towards the supply of food to the industrialisation
process. This theoretical classical framework provides the
basis for the detailed examination of the Korean experience.

Chapters Six and Seven explore within the classical

paradigm the role and contribution of commodity aid to South

Korean industrialisation, growth and development.

1.4 SCOPE AND LIMITS

This study has relied upon a wealth of statistical

material, some unpublished, on a wide variety of questions to
do with aid and development in South Korea. The period 1945-75
was choseﬁ for a number of reasons: exceptionally high levels
of food aid to the Korean economy over a sustained period; the
absence of a comprehensive study of food aid in South Korea;
and the writer's growing awareness over at least ten years
that this form of commodity assistance (bulk supplies of
commodity) had not been investigated or properly explained.

Studies on food aid have tended to focus on a number of



relatively narrow, not unimportant, issues and problems, often
to the neglect of a fuller understanding of the potential of

food aid. The positive contribution of food aid to economic

development may be better understood from the assessment of

the longer term overall effects upon the recipient economy,
and South Korea provides such an example of a country which
has received significant volumes of this type of aid over a
continuous thirty-year period. The interpretation of the
numerous and multiple effects of food aid upon the growth,
economic development and welfare of the Korean people is beset
by problems of a methodological, practical and empirical
nature. While the quantities of food aid given to South Korea

have been large, the problem remains of explaining in what way
this aid has contributed to the economy. In attempting to
explain the effects of food aid upon South Korea it is

necessary to establish cause and effect: which is not in turn
easily or necessafily clearly accomplished. It is perhaps
because of explanatory and methodological difficulties
inherent in the study of the cause and effects of food aid
policy that the subject matter should generally be regarded as

a controversial area in development studies. While these

limitations are recognised, they are not sufficient reason for
not attempting an analysis of food aid policy. The study of
food aid has generated a large and growing literature with
many aspects that reflect the fundamental difficulty of
establishing cause and effect. Nevertheless the experience
with food aid in South Korea is unique. However, there are
lessons to be learned from that experience which may be

applied to food aid recipients with similar, though not




identical, development priorities and objectives.

1.5 ORIGINAL CONTRIBUTION OF THE THESIS

This thesis aims to provide a reinterpretation of the role
of aid in South Korea and its contribution to economic growth
and development. Empirical data will be presented from known
sources and reinterpreted in the light of classical theories
and assumptions in the development process. New data will be
calculated and presented to indicate the contribution of
commodity aid to South Korean development and growth. Overall,
the contribution of this thesis will be to present an analysis
and argument which will reassess the role of aid to the Korean
economy and, particularly, indicate the mechanisms which have
come into play to make food aid a unique contributor to a

unique development experience.







CHAPTER TWO
FOREIGN AID AND FOOD AID

INTRODUCTION: AID AND ECONOMIC DEVELOPMENT

Since the 1940s, international economic aid has become a
feature of international economic and political relations.
Starting in the 1940s with the advent of Marshall Aid from the
United States of America for the reconstruction of war-damaged

Europe, the giving of aid or the governmental transfer of

resources, either as grants or loans to poor countries for

their economic development, is an established practice
particularly from countries with high per capita incomes to

middle and low per capita income countries. Members of the

Development Assistance Committee of the Organisation of

tconomic Cooperation and Development (OECD) make up the
greater part of global aid donations. The Communist Bloc tend
to give smaller amounts of economic aid although military and
'‘prestige project' aid - such as the Asswan Dam from the USSR
to Egypt, or the Tanzam Railway from Communist China to
Tanzania and Zambia - tends to be a special feature of
communist country aid donations.

As 'developing countries' emerged in the 1940s, 1950s and
1960s economic resources were transferred to these newly
independent countries from their former colonial masters. The
strand of aid-giving from the former colonial metropolitan
areas added another layer to the emerging consensus on the

importance of economic aid from the rich to the poor

countries.




In addition to the bilateral influence of the United
States as the major Western aid donor, the emergence of the
United Nations system and the allied international monetary,
banking and trade institutions, namely the International
Monetary Fund (IMF), the International Bank for Reconstruction

and Development (IBRD) and the General Agreement on Tariffs
and Trade (GATT), provided another strand in aid and trade
thinking. The multilateral approach to the aid and trade
issues between developed and developing countries was further
added to by the emergence of Third World policies as

enunciated by the United Nations Conference on Trade and

Development (UNCTAD) in the 1960s. The UNCTAD view placed a

greater emphasis on trade policy and the inherent bias of the
international trading system against poorer developing
countries depending on single commodity exports as their major

source of foreign exchange. 'Trade not Aid' became the battle
cry for many Third World countries who saw aid as being a
source of economic dependence and therefore undesirable as a
continuing resource transfer from rich to poor. It was

considered to be more important to alter the international

rules of the game in regard not only to trade relations, but
subsequently to international monetary relations and rules as
well. The late 1960s saw the emergence of a European dimension
to international aid policies focusing on trade relations
which emphasised the Generalised System of Preferences (GSP),

an UNCTAD concept, as well as the Lomé conventions with a

distinctive aid element.

The transfer of economic resources between rich and poor

countries does not contain only a pure gift element, although



a grant element is present in bilateral and multilateral aid
donations. Such transfer of resources, both bilateral and
multilateral, have produced among political theorists and
economists a wide variety of theory and opinion on the
purposes, usefulness and effectiveness of these transfers for
the donor and recipient alike. The giving of aid to developing
countries is, and has been, beset by problems of politics,
economics, diplomacy and, indeed, a wider moral and ethical

set of questions.

The giving of aid can be considered from the viewpoint of
the self-interest of the donor, or more altruistic and
humanitarian considerations. A study by Griffin and Enos

(1970) demonstrated that the major element in the giving of

bilateral aid was that of self-interest, masquerading in the
form of international military and economic alliances. Their

study concluded that the most consistent criteria for aid
giving and receiving was membership of a political alliance,
where cold war tensions were present and the recipient of aid
was on the frontier of those tensions. In short, aid was a
function of global politics and particularly of an East/West
ideological conflict.

While much of the total economic aid givén since the 1940s
may have been motivated by global political considerations,
the humanitarian element is also present in many aid
programmes, both bilateral and multilateral. This mixture of
self-interest and altruism adds further difficulty to any

objective assessment of the role and effectiveness of aid

policy.



2.1 REASONS AND MOTIVES FOR GIVING AID: THE CRITICS OF AID

In the immediate post-colonial era, aid was given to
former colonies as a mild form of reparations and to set these
newly-independent countries on a course of political self-

management, if not economic prosperity. The giving of economic

aid to some degree was expected from the rich countries for
what they had done - exploiting politically and economically
the poorer countries during their colonial era. Professor
Bauer, for example, argues that economic aid has brought into

being the concept of the Third World, which he claims has no
meaning outside a framework of aid giving, ie without economic

aid from the rich there would be no Third World (Bauer, 1984).
The moral obligation of former colonial powers to assist

their ex-colonies can only be for a finite period of time and,

as the years pass, so the obligation lessens. Professor Bauer
also arques that aid is not beneficial to developing
countries, indeed, it is positively harmful to these countries
since it delays their capacity for self-help and improvement.
The argument follows the pattern that newly industria]iéed

countries (NICs) such as Hong Kong, Taiwan and South Korea

have either had no economic aid or little economic aid or,
indeed, if they have had economic aid it has not been
significant to their economic improvement. The economic
success of these countries has been due to their industry,
ability for hard work and saving and, above all else, their
reliance on using the market place and trade as the means for

self-improvement. Aid is harmful because it is given on a

government-to-government basis and thus strengthens the powers

of the state in economic matters. For Professor Bauer the
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state cannot out-perform the market place in economic

decision-making; where it attempts to subvert market forces,

inefficiency, confusion and corruption result.

This view of aid being positively harmful to the economic
development and growth of recipients is also shared 1in a

slightly milder form by Professor Schultz (1982). The major
criticism of economic aid by opponents to this form of
economic transfer is that it subverts the workings of the
market and strengthens the role of the state to the detriment

of individuals and individual freedoms. Furthermore, it 1S

wasteful, since government cannot know better than the market

place.

There is, however, another strand of thought which

considers aid to be of importance, not only to the receiver
but also to the giver. The Brandt Commission (1980) argues

that aid is a source of growth and prosperity in an
interdependent world. The linking of economies in the trade
and monetary nexus ensures that resource transferred from the
rich to the poor will benefit both parties through the
expansion and growth of the world economy. Brandt emphasises

not only the self-interest of the rich economies but also the
humanitarian dimension in giving to the poor and needy. An
earlier commission, Partners in Development headed by Lester
Pearson (1969), argued the importance of the moral dimension
in the giving of economic aid to the malnourished and poor.
Pearson recommended that 1% of GNP of the rich countries
should be given annually to the poor countries for economic

development. This 1% target was also recommended by the Brandt

Commission, but has not been achieved in the period since it



was suggested. Attempts to formalise aid commitments by
earmarking a proportion of Donor-GNP have not met with

success, as economic self-interest overrides humanitarian

sentiments.

The reasons and motives for giving aid are a complex
mixture of altruism and self-interest. Taking aid giving as a
whole, from the period 1945 onwards self-interest has tended

to have the upper hand although that is not to say that

altruism has been absent. The effects of foreign aid on

recipient developing countries have been as varied as the
economic performances of those countries themselves. The

economic assessment of the costs and benefits of foreign aid

remain problematic in so far as these resource transfers can
be assessed, estimated and analysed from a variety of

theoretical standpoints. A major problem associated with the

economics of foreign aid is how these resources can be
objeétive1y assessed to consider their impact on a variety of
aspects of the recipient countries' economies. There are a
number of methods and techniques for such assessments which

embody both macro- and micro-economic aspects of economic

development. Assessing humanitarian aspects of economic aid
often embodies concepts and criteria which go far beyond the

bounds of economic theory and embody nutritional, medical and

other criteria.

2.2 TYPES OF AID, PURPOSE AND CONTRIBUTION: PROJECT VERSUS
PROGRAMME AID

For a developing country the receipt of foreign aid

implies additional resources in foreign currency or its
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equivalent in goods over its capacity to import, generated by

exports or financed from accumulated reserves, with the need

of immediate repayment and at a cost lower than the prevailing

rates of commercial market loans (see Kalecki, 1976). Kalecki

considered that local currency accumulations resulting from

the sale of food aid or commodity aid, if they remained

inconvertible, were of no proper assistance. (See Chapter 3.5
for a fuller discussion of local currency proceeds and food
aid policy.)

The criteria that Kalecki adopted for assessing and
evaluating foreign aid was that (1) it should improve the

external conditions of growth, and (2) it should be evaluated

on a full knowledge of the general problems of economic

development of the recipient economy.

This 'macro-economic' approach to aid assessment considers
the role of foreign aid as being measured by a comprehensive
analysis of the development problems (ie the plan) of the
recipient country seen as a whole. The emphasis on the
macro-evaluation of foreign aid implies that the recipient
government should plan its economic goals and objectives with
a view to rational utilisation of its foreign aid and other
economic resources. Foreign aid, under this scheme, would

allow an increase in investment without reducing consumption,

or without risk of inflationary pressure choking off the

growth process.
The donation of food aid or the concessional sales of
grain or other agricultural commodities, if they would have

been purchased in any case, amount to an indirect financing of

purchases of equipment. Whether this will contribute to



investment or growth in the recipient economy, will depend on
the use to which the government puts these resources. They can
be spent on investment goods and raw materials, luxury goods,
consumption goods, or on the military. Programme aid 1s
generally given to the recipient government for uses within

the context of the overall development plan and, as such, this
type of aid donation need not necessarily be earmarked for
specific purposes or uses. However, within the range and types
of aid offered to some recipient economies, the constituent
parts of the programme aid offered may in fact be earmarked
for particular purposes and uses. Bilateral donors offer a
wide range of aid in a variety of forms: military aid,
financial aid, technical aid, commodity or food aid, and
usually the aid package is a combination of all these types of

aid. Programme aid is therefore generally concerned with the

overall economic and social objectives of the recipient
economy at the macro-economic level of macro-objectives. Of
course, within the context of the programme aid there are
micro-economic constituents which can be seen to make up the
whole programme. However, as in economic theory generally, the

immediate linking between macro- and micro-economic

objectives, and particularly the instruments of government
policy, are much more complex than the simple dichotomy
suggests. J M Keynes noted that there was 'many a slip between
cup and lip' in the matter of economic policy in regard to
'micro' and 'macro' phenomena.

Micro-economic aid (project aid) is, as the name suggests,
more narrow or specific in purpose. Project aid is concerned

with a particular sector of the recipient economy and a




specified number of objectives that are amenable to assessment
using cost-benefit techniques. The use of cost-benefit or
project-appraisal techniques to assess all the costs and
benefits of a particular project, allows the donor and
recipient a clear set of criteria with which to judge the
suitability or feasibility of a particular investment. Unlike
commercial financial and investment appraisal, cost-benefit
analysis considers social criteria as part of the overall
appraisal. The form of appraisal favoured by the IBRD and
other multilateral and bilateral agencies is that of the
Little-Mirrlees method (Little and Mirrlees, 1974). In

estimating prices of goods that do not have immediate ‘'market

prices' (so-called shadow price), this method of estimation
favours the use of 'world prices' (so-called efficiency
prices) as the surrogate market price. The emphasis in the

Little-Mirrlees method on international prices is to remind
national planners, in effect, that world markets are 'free
markets' and therefore by definition more efficient. National
planners should, according to Little-Mirrlees free trade
criteria, plan with this in mind. An alternative method of
cost-benefit assessment (the Unido method) argues that using
'world prices' as shadow prices in the appraisal would subvert
national economic goals and objectives, both economic and
social. The Unido method argues that, in any case, the use of
world prices is mostly irrelevant to the final cost-benefit
ratio (UNIDO, 1972).

In so far as programme aid represents planning of a

comprehensive nature, project aid can be said to represent an

approach that is nearer to the market, or at least the market
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is given a more prominent place in the 'planning' framework of
the recipient economy. ProJect aid, to some degree, represents a
middle ground between total comprehensive planning and a fully

fledged free market economic system.

A variant of project aid, using similar assessment
techniques, is sectoral aid. This type of aid focuses on giving
resources to the education sector, or electricity transport,
agriculture or industry, and other sectors of the recipient
economy.

Project aid, in theory, allows donors greater control over
the aid resource given and, it is argued, are able to be more
accountable to the legislature in the donor country. It is also
argued that it is far easier to 'switch' programme aid to uses
other than those intended by the donor. Project aid requires
personnel with knowledge and ability to assess potential and

actual projects, whereas with a planning system already in situ
in a recipient economy, in theory, less outside expertise should
be required in the aid-allocation process.

Professor Singer (1965) has arqued that the difference
between programme aid and project aid is overemphasised, given
thaf all aid should be properly evaluated and assessed,
regardless of its type, which is undoubtedly true. The
possibility of fungibility also obscures this distinction, in
Professor Singer's view. However, the argument between programme
aid and project aid is an argument which involves proponents and
opponents in their degree of commitment to the possibilities of a
perfectable planning system, or their faith in the market, as the
final efficient arbiter of resource allocation. In this matter it

is unlikely that a resolution of the dilemma can be easily

reached.



2.3 BILATERAL AND MULTILATERAL AID

Bilateral aid donors have dominated the foreign aid
relationship since the 1940s. Bilateral aid has represented a

wide spectrum of policy ranging from altruism to pure national
economic self-interest. Donor national, economic and political

objectives have more often than not determined the nature of
aid given and the countries which have received it. In some
donor-country cases, most notably the United States of
America, foreign aid policy has complemented and supported
wider foreign policy objectives. Indeed, it can be argued that
United States_aid policy is but one facet of foreign policy.
Nation States have preferred to conduct aid policy on a
bilateral basis rather than transfer these resources to

multilateral agencies for allocation to recipient countries.
While it is true that the largest multilateral aid agency

(the World Bank) commands considerable resources for economic

development, the criteria for determining the allocation of
these resources is effectively decided by the richer nations
(Payer, 1982). The conditions for resource allocation decided
by the World Bank and its sister institution, the IMF, are
formulated on strict and narrow criteria which, more often
than not, allow recipients little choice or flexibility over
their own economic and political decision-making. Therefore,
some degree of national economic sovereignty is subverted by
the conditions laid down by these two institutions. As Senator

Fulbright arqgued in 1965, 'It should be understood that, while
the World Bank and the IDA are independent agencies, the
influence of the USA on their policies is considerable because

decisions on loans are made by votes weighted according to



contributions.' (quoted Kalecki, 1976).

The second largest multilateral agency, according to its
Director James Ingram, 1S the World Food Programme of the
United Nations and Food and Agricultural Organisation (WFP/
Government of The Netherlands 1983).The agency deals with food

aid donations to a wide variety of countries over a wide
range of policies and programmes. (For an analysis of the
World Food Programme Agency and Operations see Cathie, 1982).
In theory, multilateral agencies should be able to
allocate aid resources on the basis of objective criteria free
from national economic and political influence, and in this
way the aid would be both more efficient and more equitably
given. However, in reality multilateral institutions are
dependent on nation states for their resources and when
multilateral policy involves a conflict of interest for a
major contributing nation state, it is usual for the national
interest to predominate and limit the scope of multilateral
policy. In the case where a nation state has an insoluble
conflict with a multilateral institution, resources are either
withdrawn or a threat of withdrawal is often sufficient to
modify multilateral policy. In the case of the International
Labour Organisation (ILO), the United States actually withdrew
support for policies it did not agree with. The United States
Congress has also withdrawn resources from the International

Development Agency of the IBRD (soft-loan section of the World

Bank) because it was not in agreement with its 'liberal’

lending policies.
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2.4 AID-TYING: FUNGIBILITY

The giving of aid is not without strings attached by the

donor. Foreign aid donors more often than not require the
recipient to use resources given by the donor in a mutually

agreed manner - which i1s not unreasonable. However, donors

very often require recipients to purchase materials or use

resources from the donor economy regardless of efficiency,
cost or technical suitability. This practice of aid-tying is
designed to benefit the donor economy, or sector, industry or
region within the donor country, as well as benefiting the
recipient economy. Where resource costs are higher 1n a donor
country than on the world market then the recipient is
obviously not getting the lowest cost input to development. If
the donor had given freely exchangeable financial resources to
the recipient, lower cost goods and services could have been
Purchased and the aid resource would have benefited the
recipient by going further.

Commodity or food aid is, by definition highly tied by
country source and commodity itself and would be regarded as
good as financial aid in circumstances where the recipient
would have purchased this aid in any case. Of course, it is

not always possible to establish whether food aid is wanted or

needed by the recipient government.

Fungibility, or switching, of aid resources to uses other

than those intended by the donor is a phenomenon which
pervades aid-giving. Switching is perhaps more likely to

happen with untied convertible foreign exchange , although it

19



can and does happen with tied aid. For example, it has been

reported that food aid given in Ethiopia has been resold on

the world market and the revenue used for non-aid purposes.

(See Cathie, 1982.)

2.5 THE BENEFITS OF FOREIGN AID TO RECIPIENTS

At the macro-economic level, foreign aid can benefit
recipients by providing foreign exchange resources or by
freeing foreign exchange for necessary purchases. Foreign Aid
can therefore bridge both the 'foreign exchange gap' and the
'savings gap' which assists the economic growth and

development of the recipient. Foreign aid allows the increased
purchase of raw materials, consumption goods or capital goods.

Whether the economy will benefit in terms of economic growth

will ultimately be determined by the way in which the extra
resources are allocated in the economy. The foreign exchange
gap can be reduced without necessarily increasing investment

or savings if aid is used purely for consumption purposes such

as military expenditure.
In the case where foreign aid is allocated to productive

investment rather than consumption, it is said that both the
'foreign exchange gap' and the 'savings gap' have been
bridged. Where foreign aid is used for productive investment
the economy has benefitted through a foreign exchange saving
which is translated into an increase in domestic savings. The
two 'gap' theories provide an explanation for the effects of
foreign aid used purely for investment purposes and foreign
aid used purely for consumption purposes.(see Morawetz, 1977)

The degree to which foreign aid will benefit a recipient
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will depend on the volume, extent and duration of the period

aid is given, and on the framework or plan within the

recipient economy.

2.6 FOOD AS A FORM OF AID

It has been arqued that food aid is no different from
other forms of aid. However, the circumstances under which
this judgement can be passed requires a greater specificity.

In circumstances of famine or emergency which require food
supplies, food aid has a clear purpose - namely to feed the

hungry. The issue of supplying food aid becomes essentially
that of logistics: how to supply this aid in the shortest

period of time at reasonable cost. The issue of food aid for
emergencies differs from the use of food aid for economic
development and growth. Food aid for nutritional purposes,
such as feeding children and preventing malnutrition, while of
the utmost value, does not easily fit into evaluation criteria
normally applied to economic projects. (See Cathie, 1982.)
This, of course, does not imply that nutritional aid should

not be given but that criteria other than economic must be

used to assess such aid.

Food aid, when used in 'economic projects' such as
infrastructure-building in a recipient economy, is amenable to
familiar assessment criteria such as cost-benefit analysis,
although it appears not to be practised by a number of
agencies involved with food aid programmes, which include the
WFP and the EEC Commission (Cathie, 1982). The WFP has

recently established an Evaluation Division, recognising the

need for a more comprehensive assessment of its development




programmes and projects. Under circumstances where the aid is
not assessed or evaluated, it is not possible to estimate its
contribution to the economic and social development, and 1is
therefore open to criticism which may be unwarranted.
Programme, or bulk supply, food aid may be an equal

contributor to the economic development and growth of the

recipient economy as untied financial aid. Like project aid it
is necessary, albeit using different macro-criteria, to assess
the likely impact and contribution of this form of aid on the

recipient economy. In theory, there are circumstances where

food as a form of aid i1s equal in value to that of untied
financial aid. However, the problem remains of estimating the
contribution of food to national economic development.

Finally, the view that food aid is better than no aid 1is

not tenable if it can be shown that this type of aid can
actually be harmful to the overall social and economic
development of the recipient. The following three chapters
will examine the evolution, development, theories and evidence

of the role of food aid in economic development, before

proceeding to the analysis of the South Korean experience with

food aid.
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CHAPTER THREE

THE POLICIES AND PROGRAMMES OF
BILATERAL FOOD AID DONORS SINCE 1945

'«e. Thus the face that the USA presented to the

underdeveloped countries was a combination of that of a kind-

hearted humanitarian, an anxious salesman and a hard-headed
negotiator.'

(S R Sen, 1962)

INTRODUCTION: OVERVIEW

Over the last forty years, food aid has represented some
15% of Development Assistance Committee (DAC) aid to the
developing world (Cathie, 1982). The giving of aid in kind is
now an accepted and permanent feature of the rich countries'
gift-relationship with the poorer nations. Recently, the
Brandt Commission has joined the long list of countries and
institutions endorsing the idea of food as a form of aid. From
1946 to 1976 a significant proportion (28%) of the United
States official development assistance was in the form of food

aid. American food aid has accounted for some 30% of total US

direct economic aid to developing countries since 1954. During

much of the post-second world war period, food aid figured

predominantly in the policies and programmes of the United
States.

The dominance of the United States in the sphere of food
ald policy is illustrated in Figure III.I. Total estimates of
food aid by the IBRD differ from those of the OECD, as do
International Wheat Council Statistics. This can be partly
explained by the inclusion, or exclusion, of certain types of

credit arrangements, or 'food aid', given under military

programmes. Annual aggregate figures, therefore, do vary
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according to sources and definitions. From 1954 until 1969
international food aid policy was not only dominated by the
United States, it was also the period in which total food aid

volumes reached their zenith, with 1965 seeing 19 million
metric tons shipped to developing-country markets. This
overshadowing of total world food aid donations led one writer
to conclude that, 'food aid means United States food aid'
(Bard, 1972). The period from 1954-63 , while being dominated
by the United States' 96% of total food aid, also saw other
bilateral donors, most notably Canada. By 1973 the lack of
balance in the proportionate distribution of food aid given by

various countries was readjusted to the United States

contributing 55%, a considerable reduction. In the mid-19/70s

the European Economic Community (EEC) contributed 23%, Canada

9%, Japan 9% and other countries 4% of world food aid.
Countries with individual food aid programmes were Australia,
Austria, Belgium, Caﬁada, Denmark, EEC, France, Germany,
Italy, Japan, Netherlands, New Zealand, Norway, United
Kingdom, United States, Sweden and Switzerland. Qutside ‘the
Development Assistance Committee (DAC) the USSR and China
occasionally offer food aid; in 1973/75 the USSR provided food
ald to India. (See Figure III1.I, the line above total DAC for
1973-75.)

The 1960s saw the emergence of the EEC, Japan and the

World Food Programme of the Food and Agricultural Organisation

of the United Nations as major food aid donors. The
Organisation of Economic Cooperation and Development (OECD)
has deferred to European foreign policy aspirations and refers

to the EEC as a multilateral food aid donor. However, in this
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work, multilateral food aid policy refers exclusively to the

World Food Programme. It may be held generally that
multilateral aid has a narrower set of 'technical' objectives

than those of bilateral aid whose objectives focus on
enhancing the political role and position of national foreign
policy objectives. Multilateral food aid programmes, 1in
walking the international political tightrope, have emphasised
their role in non-political terms - namely that of improving
the social and economic development of recipient countries and
alleviating poverty and malnutrition (Cathie, 1982).

The commodities available for food aid since the 1940s
were overwhelmingly determined by being surplus to domestic
and international effective demand. The major commodity
surplus to effective demand was wheat and wheat flour, which
dominated United States food donations. The EEC, while

donating grains, has also provided surplus milk powder as a

major food aid commodity. While under the United States food
aid programme grains have been the major commodity,

significant volumes of cotton have also been donated (see

USDA.SDS-1-80, 1980).
Food aid and commodity aid are not entirely

interchangeable terms, although in official American food aid
documents the overwhelming impression is created that most of
this kind of aid is for direct consumption as immediately

edible food. In reality American food aid supplies are a

function of the domestic surplus production from the
agricultural sector. The agricultural commodity surplus is in
excess of world effective demand and the supplies available

from the United States food aid programme contain items such
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as cotton, tallow, tobacco etc which would not normally be

considered on a narrow definition of food. In this study
American food aid to South Korea does include items such as
cotton which are probably more appropriately described as
commodity aid rather than as food aid per se. An examination

of food aid donations from the United States to a number of
recipient economies, most notably South Korea and Taiwan, on a
first impression appears to be predominantly food rather than
other agricultural commodities. The United States Department
of Agriculture (USDA) generally refers to output from the
agricultural sector collectively as food and fibre, although
this distinction is not clearly carried over to agricultural
surplus commodities generally available as aid. While wheat
dominates the global food aid picture, individual countries
may receive substantial non-food commodities under food aid
programmes. The title of this work is 'Food Aid and
Industrialisation', although a recognition of the important
distinction between food and fibre given in the commodity aid
programmes of the United States is contained in the full title
of the work. Food aid, in so far as it provides raw materials
for direct and indirect consumption by human populations, may
be a term that is not entirely apt as it can obscure the
nature and extent of commodities given under such donor

surplus programmes.

The commodities available to the United States food aid
programme to some degree reflect the domestic agricultural
production pattern as a wide range of agricultural commodities
and include food and fibre in the food aid programme supplies.

While wheat is given for direct consumption to recipients,



feedgrains are also supplied for cattle and poultry sectors of

developing countries under food aid programmes. The United
States supplies feedgrains, and the European Community

supplies surplus milk powder for the cattle or poultry sectors

in recipient economies.

The definition of 'food aid' in this work is a broad one
encompassing all commodities given under food aid programmes,

rather than the narrower definition of food for immediate and
direct consumption by the recipient. Aid given to South Korea
under the United States food aid programme was not exclusively

for immediate and direct consumption by Koreans, and it 1s

important to bear in mind the distinction between food and
fibre. The giving of agricultural commodities under food aid
programmes is an important point often lost in discussions of
food aid programmes and policies, and it is only through
careful observation of the actual commodities given that it
becomes apparent whether food or fibre predominates, or indeed
whether bread grains or feedgrains predominate.

The four decades from the 1940s have seen the emergence of
food aid as a major policy instrument in development
assistance. During much of this time the United States of
America dominated food aid policy and programmes. However, in
the 1970s the United States, while still the major food aid

donor, reduced her share of world food aid to almost half.

3.1 AMERICAN FOOD AID POLICY
3.1.1 The Objectives of United States Food Aid Policy
In 1954, the 'Agricultural Trade Development and
Assistance Act', Public Law 480, was passed by the United



States Congress. The purpose of this act was to dispose of

surplus agricultural commodities stockpiled by the government

(E L Menzie et al., 1962) The rationale behind this

legislation was that these costly-to-store surpluses could be
'married' to the hungry world's food deficit. United States
food aid policy in its early years was referred to as a
'marriage of convenience'. By using agricultural surpluses to
aid developing countries, the costs of storage could be
reduced, agricultural trade could be promoted and, at the same
time, hunger and malnutrition in the world could be reduced.
The existence of a food gap and a foreign exchange gap in many
developing countries could be overcome by providing surplus
agricultural produce which would be paid for by recipients in
their own inconvertible currencies. United States food aid
legislation is regarded by distinguished economists as the

'most complicated ever produced in the United States' (E L

Menzie -et al., op cit). The objectives of PL 480 have changed
over the years of the programme, although it has always been a
stated objective to develop and expand export markets for US
agricultural commodities, and to promote in other ways the
foreign policy objectives of the United States. Food aid
policy is a mixture of trade self-interest and humanitarian
sympathy with foreign policy determi<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>