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“The settlers’' town is & stronslv-huilt tovm, all made of
stone and steel. It iz a briphtly-lit town; the streetr are covered
with asphalt, and the gartage-cans swallow all the leavines, unseen,
unknown and hardly thought sbout. The settler's feet are never visible,
except perhars in the sea: but there you're never clese enough to see
them. Nis feet are protected by strong shoes althoueh the streets of
his town are clean and even, with no Loles or stones. The settler's
town is a well-fed town, an easy-going town: its belly is always full
of good things. The settler's town is a town of white people, of
foreigners. :

The town belonging to the colonized people, or at least the
native town, tie ilegro villape, the medina, the reservation, is &
place of 111 fame peopled by men of evil repute. They are horn there,
it matters little where or now; they die tiiere, it matters not where
nor how. Tt is a world without spaciousness: men live there on ton of
each other, ané¢ their huts ere built ore on top of the other. The native
town is a hungry town, starved of bLread, of meat, of shoes, of coal, of
light. The native tow: is n crouching viliage, a town onr ite knees, a
town wallowing in the mire. It is a town of nicgers and dirty arabe.
The town that the native turns on the scttler's town is 2 look of lust,
a look of envy...” (Fanon) ’

1

The year 2000 is only 33 vears awev., That in the verr e hone to retire,
and it can serve ac a useful horizon for vierinn tie terrible »nrob:lems of the
undérdeveloped world and the possinie rcle for Cenade.

x

The prospects for the world in our time are not cood. Tt is in the context
of a bleak picture that Canadiarns must choose ancd act. Tt is likely that at the
outset of the 21st century the number of people living in povertv will be as much

as double the current number. We have few illusions about vhat Canada will be

willing to do. WUe suggest policies that are possible even if not probable. Fven
a small power, if it understands thc situation, can do something to help, and in

some cases, this can even be done with little cost and great benefit to itself.
There is a conflict of interest between the first and third world. Canada

has a choice between being a middle power in the first world or making a heroic
effort to transcend this conflict, It can do thiz by providing wider
options for underdeveloped countries.  Canada cannot by itself solve the problems

of the underdeveloped worlid, but it car contribute to an ernvironment in which



hance to heln themselves.

the underdeveloped covatries have a c

The underdeveloped ceountries do not have mucih scope for independernt action.
Their resources are too limited. Still, they dc not do as well as they might.

They inherit from their past, and from their colonial experience, institutioms
unsuited to their pfesent,problems.

In Canada, it is will rather than ability which is lacking. Ve are on the
threshold of a new era where our own basic problems of food, clothing and shelter
car: be solved, by old standards, at 1¢ast. The matérial base provides the oppor-
tunity for new initiatives. There is the possibility fof experiment.

Surprisingly,vthere is 2 new significancerin small units. It is, for example,
at the level of the citv that w& now face the important cuestions of how we live,
walk, eat, work, learn, sleep and pray. And recent Canadian experience shows that
the most vigorous quest for a2 life style occurs af the provincial, not the national
level.

At the international level, independence for Canada is only meaningful in
relation to the great issues the world now faces. For our lifetime the problems
of the underdeveloped countries will intensify, and though we try to ignore them,
we can do so only by sacrificing part of ourselves. ''There are no innocents and

no onlookers. We all have dirty hands.’” (Fanon)
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The Tacts about world woverty are well known.l They are publicized and
repeated from the most respectable sources--but like the death statistics of
great disasters., they are beyond comprehension. Nevertheless, it is worth re-
peating them, because they are to be with us for the foreseeable futurc, perhaps
with ingreasihg horror.

Such a recitation of the crude facts must include the information that:

1. At current growth rates, the gap between the poor and the wealthy

Fa

nations increases steadily; in the rich countries rapid and steady tech-
nological change Hrovides the aicin impetus for growth while the underdeveloped
countries have the rreatest difficulty in absorbing the technolosy that

already exists. "In the rich countries average income per head is going up

"about $50 a year in the poor countries by about $2.50

2

year and in the very

o

poor countries by about $1.50 ner wvear."® The gap for the poor between what

they dc and the petential provided by modern technology. grows each year.

2. Within the poor world, the niore prosperous nuclei are not growing fast
enouzh to lower the absolute nuwnmber living in rural poverty. Growing nools
of unemploynent are the result.

3. Population growth has become such that it is becoming nore difficult

to meet even nminimal requirements of bare existence.

L. Even if growth rates of 6 per cent per annum were achieved--well in
excess of past averape performance and even greater than the objectives

of the U.N. develonaent decade--hy the end of this century the ver capita
income of the poor countries would still be dismally low--perhavs only

$100 per capitc in India and in some African countries, for example.

Leconomics is apein the dismal science.



Typically; these fécts are introduced as a prelude to charitable instincts;
vwe parade the poor and pass the plate. That little comes of this is perhaps to
be expected. On the douestic scene very few of our deen-seated social or economic
problems have been sdlved by an appeal to predominantly charitaeble instincts. The
“anounts generated are inevitably smail and their allocation is more closely
tailored to the tastes of %he donor than the needs of the recipient,3

In the development of the first world, primary reliance has been nlaced on
the private initiétive of businessmen to mopilize resources Tor capital Formation
and technoclogical change. Tae governﬁent has acted to help business and to ame-
liorate some of the nore serious dislocations resulting from industrialization,
but by and lgrge has not nlayed an‘initiating rolerexcept for overhead capital.
There is little reason to expect the government to do abroad what it coes not do
at home. It is more in line with our histery that governments look at their aid
programs as handwmaidens to the prifate business sector (their own or those abroad)
rather than as the main vehicle of growth. Even if the government wished to do
othervise it has little scope because it is not government but our private corpora-
tions that possess the capital, teclinology and enterprise that are so badly
needed abroad. I such institutions can be little influenced even at honme . it
is hardly surprising that they cannot be mobilized for public purposes abroad.

The total volume of world aid, after a period of rapid growth, has stagnated
in recent years;h Since some of what we call aid is not an outright gift but
inerely a long tera loan at interest rates which are low only in coiparison with
recent market rates, the net free foreign exchange made availlable to countries

on public account is declining, the flow of interest costs and debt repayment out
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naturity of six years or less. Their tongue-in-cheel description of the pre-
lininary creditor's umeeting of June., 1606, runs:

(3

"Ghana expleined its plight to the representatives

of 13 western countries, the general reaction vas somevhat

reserved.,  The “wiss said. predictably. that debts were debts

and they hoped Swiss debts would be paid prommtly. The Ger-

man delegate brought up the gquestion of German property con-

fiscated in Ghana during the war. The Israeli delegate said

he hoved Israel would be considered to qualify as one of the

underdeveloped countries entitled to uninterrupted repayment.

The British delecate said he hoped any stretch-out of repay-

ments woulé be a 'reasonably short one'.

The ineffectiveness of ald not only derives from the inadequacy of the
net flows ond {he dangers of excessive international indebtedness, but also
results fron the character of the aid given.

Politics and developnient are necessarily interrelated. But the political
content of aid »nrogrammes ieg unfortunate, for the distribution of aid is 1ore
influenced by the strategic and ideological pre-concentions of the nmajor donors
than by any assessiment of the genuine development implications of the political

L G
institutions of <the recipients. Pince there is no underlying harmony of interest,

these differences are critical. Only too often strategic considerations are

interpreted in a short-term context.

>

stressing foreipn rather than domestic
pblicies of the recipients.
This is perhaps not surprising. Aid, after all. could only have reached
the level it has if something more than the charitable instincts had been arouscd.
It would matter less if the amount involved were very large. 'Client”
states of the United tates in the Far Zast have achieved very favourable rates
of prowth--TFormosa and South Korea., for example. If the wealthy countries are
willing to talie a sizeable enoush interest in a country it may well develop

irrespective of the other circuastances.



Hovever, no such large flovr is lilkely and effectiveness ol the weagre flow
is reduced by non-econouic cholices, souetimes to the moint of counter-effective-

ness by bolsterin; regines aililen to devclopnent.

v

Not surprisingly. aid has not worked nmiracles. Throughout the third world
= [ p ]

political tensions and conilicts continue and are, if anything, aggravated by

grovth.

Tragically, aowever, the frustrations and tensions are not Tinding their
outlet in creative social transformation, but in civil and regional strife with
destructive consequences. Programmes of national independence,; initially focused
against colonial povers, beco:e banners for. struggles between groups in the under-
developed world. These tensions and con¥licte are inevitable. The apneal to
increase aid to avoid revolution is botly dangerous, because it avoids the reality
of the noor world. ané dishonect, in that it cannot succeed in any such purpose,
at the aid levels which are envisased. If the prevention of revolution is seen
as one of the purvoses of aid, it is only too easy to turn to other tools when aid
fails to achieve the desired counter-revolutionary purnose.

Seen at the deepest level, thé dilemma of aid, both in the form of capital
and technical assistance. is that it bolsters the metropolitan influence in the
ex~colonial world,rwhen the most profound problems in the recipient countries

involve the need to breal: from certain social, economic and cultural metropolitan

influences, no matter hov altruistic the motivation of the iwwother cowntry. Develop-

ment is made ot houe.

The cnswer that is soumetines offered is multilatercliesn--a popular view in



Canada. But international agencies talie on the ideoliogical overtones and cultural
éssumptions of their major sponsors. Thig is certainly true of the Vorld Banlk,
for‘examplej with its American-inglo ambience. Even when international agencies
develop views and interests which are not too tied to the foreign policy objec-
tives of a mejor country, multilateralisn is only satisfactory as aﬁ addition

to the constellation, rather than as a consolidation and replacenent for other

ald sources. In the end, individual underdeveloned countries are better off when
faced wvith a number ofvparties on the‘other Side of thertable in international
financiael negotiations. "Then thieves fall out, ...".

It is very important for poor countries to have a ranpe of choice; so that
the consequeﬁces of breaking with one source of support is not necessarily
disastrous.

Effectiveness of aid is also reduced by policies which use ald oprogrammes
as a tool of trade‘policy.7 The nov prevalent practice of tying bilateral
aid to imported goods froii the donor (even the U.S. is now forced in this direc-
tion by her chronic balance of payments problem), warps the design of plans and
ﬁrojectsy reduces the real value of the aid flow, and has undesirable effects on
the evolution of trade patterns by inhibiting trade within the poor wvorld.

In criticizing aid policy there is no intention to imply mﬁliciousness
amongst aid agencies’anymore than 1t éharactérized the colonial civil'éervice.
They are staffed by the most humane of public servants. However, the exigencies
of the balance -of payments crises in the United Kingdou, for example have been
such that it is hardly surprising that there should have been an attemmpt to mini-
mize the foreipgn exchange costs of the aid programme,8 Foreign aid supporters
are rorced to demonstrate to those public servants responsible for the balance

of payments situation or for trade promotion, the consistency of the aid effort



with other puilic objectives. Only in that ay do progy

mries survive. [ necessary
result. in a world with chronic sliortace of foreirn eixchenyc reserves, has been
pr by - L () P

increase tying of aid to the einoris of the coner countries., rather than allow-
v w2 -

1 ~

ing bilateral transfers to generate multilateral trade Tlous.

A look at the performance of major donors illustrates some of the probleins
of aid. Both Britain and France renain heavily coumnitted to their traditional
imperial interests,9 This is especially true in Africa, wvhere prdgrammes of
Tfinancial aid are combined with the maintenance of elaborate programies of
technical assistance. with the objective of making the transfer of administra-
tions to full local contirrol as painless, and perhaps as slow, as possible.

In some countries, government is still depencent cn the mother country for
recurrent costs. The virtus in these programacs has been to maintain high levels
of civil administration vhére there would otherwise have been the danger of swift
deterioration. The cost has been the fullure to initiate any sreat experiments
in administrative nractice witih the acﬁievement of Tormal independence. The
result has been, only toc often, the creation o elites who occupy the offices
without any noticeable imnrovement in responsiveness. tc the country's problem.

Too great an exercise cof indepencence on the part of the new African powvers
diminishes the flow of aid--this happened abruptly at a very early stage in the
relationship between Guinea and France, for example, and has resulted from the
recent break between Tanzania and Britain. Again, from the point of view of the
donor, the action may not be malicious; it was not surprising, after all, that
suspension of a L7 willion aid offer should Tlow from Tanzania's decision to
breal diplomatic relations with Britain's Labour Government, over the weak
British policy towards the Rhodeésian rebellion.

Generally, however, both Britain and France have managed to maintain a
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conslderable degree of influence In previous colonies. In many parts of  frica,
the most serious competitor for influence ig the U.S.
The United States position is 01lfe ~ent.
"The United States became involved in intermational

development aid on a major scale princivally as a byproduct of

the world wide responsibilities thrown upon it as a leader of the

Western World after VWorld VWar II. The size as well as the direction

T U.8. aia is an e"Braordlnurv blend of humanitarian sentiment and

cold war strategy.'

While Britain and TFrance have been moving from a situation of outright
control, back to prepared positions of pervasive but less obtrusive influence,
the U.S. has been engaged in the reverse orocess. The U.S. has asserted domlnant
and overt influence in wman areas over the past decade. Her involvement is
carried to the necessary breadth of activity and stréng;h of commitment.

When ﬁhe Unitecd States decides 1o make o major coumitment, the neneiration
can be pervasive and the effect overwaeluing--canital aid, food supplies. eco-
nouic, politiecal ana military advisors, edﬁcational support. Luch involvement
can lead to econowmic prowth. but it cannot be a satisfactory techinique throughout
the underdevelonad world. In the context of severc social tensions, the tendency
is for the United Stutegrto identify with conservatives and as they come under
attack, the possibility of American military involvement arises. The sequence
is not unlike that which in the past has led to the establishment of great empires.
But for sevefal reasons the United J3tates is condemned to create an emmire
based almost exclusively on an extreime system of indirect rule. This could be
niost effective in conditions in vhich there are apwnropriate indigenous aroups

who can forn effective agencies of U.S. policy. However, too often the only

material aveilable is of sorry guality. ana :aight b2 expected to merform very

inadequately as »nromoters of develomaent. Perhans, given the inevitcbility of



American influence 1t would be healtnder 1 it perioried nore directiy. There

can be little cdoubt thot i ..aerican control vere direaotli:-r

%

immlenmented, anc
american technology ana ideolory brought directly to worl: on the developmeat
problems in those regions of current Amnerican interest., the effects would be
economically more satisfactory than those of the dubious governments they find
themselves bolstering.

One view of the dilemmas imerica faces was set out by Millikan and Rostow

in an article in Foreipn Affairs in April 1958. Ve quote at length because their

article has oroved to be z coocl npreciction of subsequent policy. Rostow has since
become the major Presidential advisor or. these problems. They comient that

"the building of moldern econonies and centralized modern govern-
ments has becen driven along less by the profit motive than by the
aspirations for increase¢ national and hwusan dignity."

The American interest in the third world is fundamentally pclitical, as they
see it. Countrieg in the third world are in 2 transitional phase in which

nationalism may turn in varying proportions to three objectives: one, the

consolidation of the power ci the nev state over old regional interests: two.

external adventure: three, economic and scocial nodernization. At the time of
writing the arﬁicle, they thousht that these strategies were {ypified by Dien,
Hasser, and llehru respectively.

The third objective is critical because it determines the length of the
transition to modernity.

"Comzwnist policy." they note, "is based squarely on an understanding
of this precarious transitional procesgs...Soviet diplomacy and propaganda
have systematically sousht to divert their attention from the tasks of
modernization towarcs 'bloody shirt' policies; that is, an obsessive
concern to redress real or believed past humiliations--colonialism, Israel,
Kashmir, West Irian. etc.

We are confronted with a systematic effort--diplomatic, w»sychological,
economic and political--to exploit the weaknesses, confusions, and tenpta-
tions of new nations in the transitional period so as to clamp communism
down finally on thex before steady economic crowth and the political
resilience of a modern state emerge."



Fazed with this challenge they see

"...the essential objective of imerican =clicy in the transitional
areas is 1o use whatever influence ve can bring to bear to focus the
local enerpgies, talents, and resodrces on the constructive taslis of
modernization.’ :

They identify three propositions

"first, that »rivate enterurise in superior in efficiency to public
enterprl >, even in the underdeveloped areas; second +that substantial
untapped potentialities exist in public policy both for expanding
Aunerican private canital erports and for increased colloboration
between public and private sources of carital; and third, that the
American governument could do more than it is nov doing to create a
nore favourable climate for p“lvute investment in the underdeveioped

areas."

They see, however, tnat too svift returns on their proposed program must

ot be eipected. Wnot is needed 1s

"...a sense of history and patieace...to see us through into the stage
when rost men and zovernments in the world come to preceive that
nrivate campitalisuy, domestic and foreirr, has an expanding role to play
in the new nations capable of reinforcing their larger political and
socizl objectives.”

At thie conciusion, the writers comment:

"In addition, therc remains the challenging and extremely imporitant
tasl of finding a nethod and an instrument for co-ordinating the economic
developnment programnc, novw mainly bhilateral, within the free world."

A major question for Canada ig to eixaudne the desree to which it agrees
with this perception of the problem and the remedies proposed.

e

The major fault of this positicn is that it grossly oversimplifies the

-

wroblen of e uncerdeveloped countries and leads to a for:: of involvainent which

L1 .

is good for neither the first nor the third world It involves the underdeveloped

Pa)

world in the internal »roblems of the U.S. and in the conflict between the first

and second vorlds. Faoirly guicldy the goal of opening un these coun*ries to

nrivate capital and of protecting "enimesses, confusions, and

temptations' becomes the end in itegelf.

e

Underdeveloped countrier :mst solve thelr vwroblews in the context of their
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om history. Instect of Toreins upon tneir the mythe and conventicnal wisdous of
other countries, stress should be placed cn iving them more rocm to maneuvef.
_Imported developuent strategies did not worl: under paleo-colonialisin, and there is
not nrwuch reason to expect them to work .under neo-colonialism.

For the "Third Vorld" onc possibility was to manipulate_Cold YVar competition.
The existence of a Soviet Bloc might be thouzht to provide aid and trade »ossi-
bilitiee, and to allow the poor countries more mancuverability in théir efforts
to meintain their freedom from the Free World. That this could be so in nractice

was indicatec by the nerforience of the U....R. over the years. The remarkedle.

o

successes of the Hasser roodme masr be Lo part due to the fact thatv their ncst

:

severe conivontaticn with the Free Vorld cane in their conflict with Britain and
France rather than the U.S. The possibilities of this alternative irwuct not be
exaggerated. The Soviet Union has shoim ne enthusiasiy for any great expansion
of its role in the less developed world. If cnything. it has tended tovards
increasing caution. Soviet aid has been limited and has been as much attached
to the partiéular e:pport potentialities cof the Soviet economy as hag the bilateral
aid vhich emanates from the “est, and in many cases, a good deal less skillfully
applied. TFurther, the increasing detente between the Soviet and the U.S. in the
Cold Var must narrow the possibiiities of the less developed vorld in this
respect. | .
China has., surnrisingly enough, at times provided generous and sensible
finance. Jurprisingly, as her owm economic situation is no better than that of the
countries she has aideé. However, the possible material contribution of China
mist obviousl: be eittreuely linited b the urgency of her own needs. The role
of China is more lilkely to serve as an exawple of the possibility of development

without dependence--not in the sense of MHaoist revolution, but rather in a nore

gencral sense of the possibility of independent actlon, if backed by suificient
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will and unity over a& large enough area.

Thus, in a‘broaé outline, the global context in shich Carada must consider
its relationship with tne underdeveloped world is ove ir whicl:

(i) colonial dependency has‘ended but independence has not been achieved;

(ii) the new forms of control may be less effective in engendering davelop-
ment than the benevolent paternalism of some parts of the o0ld cclonialism:

(iii) freedom of maneuver in the less developed world derends partly on the

diversity of zlternatives in the rich world.

v

A Productive Role for Canada

It is well for small countries not to exagpperat.: their own importance.

They should also recognize that the'grand design of world affairs is not ex-
clusively the product of the great powers.

Canada cannot transform the world because of her small size and because
the pursuit of policies contradictory to those of the U.C, will involve costs
of retaliation and loss of goodwill.

Further, there is nothing in the character of Canadian society which would
suggest that if it became a major participant in the communication with the poor
countries, it would not eventually develop similar policies and attitudes as the
other great powers. It has not, in the West Indies, performed notably differently
from other powers.

However, some potentialities exist. <Canada. with a gross national product
of $57 billion, commands a greater annual flow of output than the whole of black
Africa, or of India. Canada, a midget compared with the Forth American colossus,

still has economic capabilities comparable to major regions of considerable
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sinnificance. If Canada ever zllocated 1) of her national »roduct to the aid
prograime as nromised in.the recent speech from the Throne (instead of one
quarter of 6ne per cent in past years), her contribution would be of similar
order to that curréntly made by Britain; wvhen it is also considered that there is
a heavy concentration of the Arerican nrozramme in regions of speclal Anmerican
interests (pariticularly those areas in which heavy military aid is provided),
it becomeg clear that it wvould be feasible for Canacda to maintain a prograumme
in selectec regions of the develoning vorld of financial marnitudes similaxr
to those of the existing major dQnOrs.

lioreover, Canada has nore potential for a Ilexible programmie than govern-
ments who have nsintained majer programies over the long period. The Britdish
are hanstrung by existing and ongoing political obligations. Giverc ac well as
receivers are bound by the »ast. Britain finds that with a prograime stagnant
inrfotal size there is very little flexibility to strike out in newv directions,
even if there is a desire to do so. The laciiof traditional commit-
ments, or stronzly defined existing interects, malkes it vossible to conceive of
a Canadiar. aid policy with more flexibility and uore attention to the needs of
the develoning world than zrould be eixpected of many other major donors.

IT Canaca wvere willingﬁ'it could have an iwmpact beyond the immediate

effect of the transferc involved. If, for erample, Canada stood ready to increase
the level of her commitment in cases where the recinient country had fallen

foul of other donors, this would strengthen the barpaining position of the poorer
countries in their deaclings vith the other rich countriesz. The fact that Canada
was, for exammle, able to Iill nart of the gan following the dismantling of the
profraviie to Tanzanla minimized the costs to Tanzania of

Ylest German assistonce

pursuing on indewendent nolitical policy. Had this cliernative not been open
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to Tanzania K there would be a depresging effect on other african counvries con-
tcmplating effcrts to assert theilr »oliticol independence.

Such o role will not be easy ecpecially where major conflicts with entrenched
economic interests arce involved. As this Daper is being vritten, the Congo-
Kinghasa govermment is engoged in diregt conZrontation with Union lMinicre over

~

the control of the Conéélese copper industry. The record of the Union Iliniere
in the Congo has been a sorry one of subversion and intrigue. In lisht of recent
and past Congolese history, & Congblcse govermaent ol any repute would wish to
assune contrql over the Gecisions and pain access to the property of the Union
liiniere. Their ability to do so effectively. however, will depend not only on
the ability of the indigenous governnent to withstand incursions of foreign
elements into their politics bgt ill also rcauire thew to saintain the operation
of the industry in the cvent of the witidraval of Belsian technical personnel
and an internationally O?FQDLQQC atteunt to prevent access of Congolese copper
to world marliects. Unf O“*unutCWv: one suspectc that the Belgium goverament and
Union Minierc woulG be more effective in contr ing the sale of Congolese
orts Than the British govermmaent has been in restraining Rhodesian ezmports.
In a case such as thig, i 1t coners to eventual conffontation; it seens

unlilely that Canada would nursue »noliciesg

o

penly at variance with thosc of
the rest of the "Trec liorld" Incdeed, one seces no speclal reason to sunpose
that Canadians wrould have any Cesire to do so. The woint is that it is Canada's
om choice, not her limited resources, which regtrain heor indepencence.
Canada will only” jrovide‘altornativc: vhen the confrontation betveen poor
.

and rich doeg not impinge on those iaterests vhich the vich shoere and clearly

recormicze,
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Hovever , short of such confrontation nave an effect by
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distributing wvhatever eifort sie decices to .alie according te criteria quite
different from those of other donors. One set of such criteriz could be, for

example , baged unon the attedt to identil the ccuntries uiore liliely to achieve
the moxinum develonment impact. Such critveria would have the virtue, in the

Canacdian context. of an appearance of neutrality. It is doubtful, of course,

g h

~

vhether a simnle set of such criteria could be defined theré are also, for
example, simplc'redistributive objectives which night also seen desirable
(e.g., famine relief-type motivation).

Provision of aild to those lilely to make nost effective use of it would
provide for natternsg oi Iin;nce cuite differgnt frém those of other major donors.
How far would it be »ossible Tor Canada in practice to pursue such a radically
neutral course?

A little thoupsht rould indicate come difficulties. Could Canada cenvisape

the possgibilityr of aic prograsies to Horth Korea ., or forth Vietnan,

4

for example? This is too ciirele Jor .ost Canadlans bubt the dramatic-diplomatic

achievements of Francc sugzest that infenendent courses of action are possible.
Possiblr, hovever, the course whica could o8t easily be followed, is for

Canada to fove in significantly d&ifferent dirvections from American-inglo policy,

-
|

vhile avoiding overt challense. 'hen a developing country begins to nursue

policies rendering it somevhat suspect in terms of foreipgn policies of the "Free

World", but has not vet been proioted to the list of public enemies. it night

be posgible for Canada to extend supvort without anpearing too obviously outrageous.
If Canada wvere willing to adont such 2 role, could it not be arpued that her

own programmes would contain the saae seeds of demoralization which were identified

t
3

O
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above as the kecy dange

ciigting nrosrammes? This is wnlikely for a nuaber }
l

of reasons. If Conada those countries who cumelt rather bad in the
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nogses of the other Free Wérld govermnents, the chances are that thergovernments
concerned woulld be precisely those who\are asserting national autonoryy and are
least susceptible td cultural demoralization. Secondly, Canada will alvays enter
the scene as an influence slighily different from the previous external influence.
U.S. involvement in Africa, for exanple, ofteﬁ has the beneficial effect in under-
mining the mystique and cultural influence of the previous colonial power,
nerely because alternatives.are offered, in relation to education for example,
which implicitly challenge the assumptions of éxisting institutions.. To some
degree Canadian influence would not present the danger of bélstering inherited
colonial institutions.

Also, Canada has all the blandness of a brosperous but minor power.
Along with Switzerland and Scandinavia, Canada share the characteristiés of
substantial success in achieving économic well-being along with the absence
of Imperial ambition, neither as a contemporary career, nor as an historical
inheritance, nor even as a dream of things to come. One has only to talk of
a Canadian, or a Sviss empire to realize how ludicrous the idea is. It is
the fate of such countries to produce neither revolutions nor empires--but
as Switzefland hag shown, it is possible for them to becone havens both for
fugitive funde and relfugee voliticians. It is possible for them to consider
revolutions with equaninity--they are neither 1likly to be imported nor do they
challenge any ambition. It is reasonable to suppose that Canada could mount
an aid programme less attached to a set of ideological values than those nations
responsible for the world's future. Thercein lies the importance of uniiportance.

However skillfully Canada uscs her aid programme there is an upper limit
on the effect that can be obtained {rom this instrument. We may through clever

planning increase the leverage of our aid., but the pressure ve can eizert is still



linited by the fact that it is unlikely that we will spend swuch more than 1% of
G.N.P., iT that. If ve want to play a more iimportant role we nust {find less
costly devices. International trace is one such instruwaient., since it has the
advantage of benefiting both trading nartners. An imaginative trade policy will
enable us to help others as well as ourselves and without straining charitable .
instincts.

There can be little doubt that there is much roon for iﬁprovement in the
efficienéy with vhich we trade vith the third worlc; the obstacle is that it would
require us to thini: the unthinliable; to consider policies which every layman lmovs
to be wrong but every ccononist lmows to be right. If, for example, we decided
to import certaicn menufactured goods fron underdeveloped countries, thew would
gain because of the increaséd market: vhile we ﬁould gain from lover costs. In
other words, throush trade we can use the production facilities of other countries
to supplement our own. At the same tine, they can use our specific resources to
suppleuwent theirs.

Ve would have to pay for these increased imports throuch increased e:ifports
and there's the rub. .Ue have been so used to thinking in terms of export pessimism
that this problem seems to be an overvhelning one. A little care would show that
it is not.

First and nost important, there is a severe shortage of food loouing on the
horizon. Canada could probably increase production of foodstuffs at constant
prices much more quiclily than underdevelovned countries can. The reason we will
have difficulty sellins as much as we can nroduce is that the underdeveloped
cowntries will have difficulty paying for it. If re bought more manufactured
goods, we could sell nore agricultural products. Clearly. there is a need for a

far more imaginative trade-creating policy by Canada than has been the case to date.

[P
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. There is no need to restrict our thinking to the export of foodstuffs.
The:underdeveloped countricg ha&e an ingatiable demand for machinery of all
Iinds. If Canadian industry used its ingenuity it could open up large markets
for sale to the third world; provided of course, we were willing to buy from it
as well.

If these profitable possibilities for trade are not taken advantage of, it
will not be because they do not exist, but because Canada has not had enough
imagination.

The Tirst requirement would be a villingness to imagine gradual but radical
changes in our econonic structure. Ve would give up some of our industries and
import these goods froiy afar. Ve would therefore gain flemibility, diversifying
our trade sources and increasing our indevendence by looéening certain of our
present close ties. Secondly, our comparative advantapge would cone to depend
more on our skills and technology than our natural resource ﬁase. The skills
of our entrepreneurs and labour could be increased and our '"capacity to transform"
enhanced.

If we decided on this course of action. nev institutions for promoting trade
vould be needed. Just lovering tariff and other barriers is not enough. One of
the most immortant obstacles to increased trade is inadequate information on
narlketing opportunities. The vresent international Gistribution and connercial
system is more suited to the inadequate natterns of trade of the past than to the
tasli of creating new nosgibilities for the future. Construction of new trade
channels reguires governmaent ags well as wnrivate initiative and though it would
involve many cdifficulties, the payofl will be correspondingly high.

In the present conteirt, United States and Eurone have not taken advantage

of profitable nev opportunities, nartly because of their nolitical oblizations,
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sartly because they have a vested interest in the eidsting structure, and vartly

) Bl

because they are trapped by their old ideas. Canada could use the opportunities
available not only to increase her own trade with the third vorld, but also to
increase trade betireen other rich countries and the thirdkworld. Canada could
play an active role as an econonic midgleman in the international cconomy Jjust

as she prides herself in nlaying a niddle role in the political system. Although
a gmall power, Canada can act as a broker»between nore. poverful interests.

Hot only could Canada trade more, she night thinlk in‘terms of investing
dore abroad. Canadians are so used to thinking of themselves as a capital-scarce
country ané a recipient of foreipn investment that they have not considered the
possibility of reversing the role.

Canada, relative to the world as a vhole, is richly endowed with capital,
tcchnology, and eantreprencurshis. Her long experience with foreipn investors
could be uscd to devise nev forns, morc beneficlal to the recipient country
than those available at present. Canada could perhaps create a new type of
international corporation. liost Tirms at present are not international but, in
Tact, have their center of gravity in a particuvlar developed couatry. Their
narteting concents, personnel policies, and technology are developed in the
conditions of the advanced countries and are often ill-suited to more baclward
countries. These corporations have limited horizons and do not understand the
production problems and factor availability in the underdevelopec vorld. They
are very large, few in number, and have great bargaining pover vis-a-vis the weak
govermaents of the underdeveloned vorlds. Ag profit maximizing institutions, they
use this powrer fully, often boclked up by the nolitical strength of their country.
Ac an erample of what Canada could do, congider the effect of the Italian 0il

Company ., a »publicly owvmed cornoration. wvhich for a while challenzed the



oligopolistic position of the existing oil firms. It offered betiter terms, new

-
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Toriis of orpganization, anr gave»the underdeveloped country an enlarced set of
alternatives fron vhich to choose.

As Dudley Seers points out, small countries facing big companies are in a
mmuch stronger bargaining nosition when there is ganuine competition.12 IT it were
nossible to create Canadian Tirns capable of independent action in the inter-

national econonmy and willing to upset existing structures, Canadian business night

be able to play a creative role.

VI

v Canada is emall, rich and fite nicely into her niche. Her policies are sober
and sensibie, in aic¢ as elsevherc. One choice is to continue alons established
naths.

What does it mean to have an independent foreign policy? 1If
ve agrec with the policies of the major powers, therc is no reason to bahave
differently. I we disagrece, we have some difficult decisions to male.

There is a small bird which feeds by picking food from between the teeth
of the hippopotammus; this bird is most expert in judging when.hippopotami cloce
their mouths. (Note: One source claimé that th¢ story is apocry@hal and'any

anplies to a crocodile. No matter!)



Footnotes

1The basic data are found in the annual world economic surveys pubhlished
by the United Mation. They are elcocuently nrresented in Chanter II of the Rritish
Uthite Paper on Overseas Develonment: The Vorl of the "ew Yinistrv, and in the
article by George Yoods, nresident of the ¥orld Tan!, "The Tievelopment Decade in
Balance,’ 'in the January 196G issue of Foreign Affairs. These data have been repeated
by nearly every major statesman in the world, :

2
Escott Reid, The Future of the "orld Ranl:, (IBR'N, Vaghingtorn, D.C., Sept.
1965) , p. 12.

’3Dudley Seers, now Director General of Planning, U.¥. Ministrv of Overseas
Development analyzed current measures of international redistribution as follows:
"The machinerv is primitive in the sense that it depends largely on the whims of
the rich instead of heing cbiectively determined and predictable. Internationally,
we are still in the age of charity, with all that this implies, in particular the

_power by the donor over the receiver.” ("International Aid: The Next Steps’,
The Journal of lodern African Studies (1904), nn. 471-4R6,

"The crisis in foreign aid™ is dncumented in manv sources. Cee for example
Escott Reid’s article by that title in the August 1266 issue of The Tlorld Teday,
the monthly review of the Roval Tnstitute of Interrationel Affairs, London.

Detailed statistics stowing the leveliro off of aid znd the failure of private
capital movements to rise can he found, amonest other nlaces. in Friedman, Falmanoff
‘and Meapher, Interrational Financial “id, »p. 12 and 13 and in the 1966 Peview by
Willar¢ T.. Thorp. Chairman of the Develonment Assistance Committee, DNevelopment
Assistance Efforts and Policies (OQECD, Sent. 14466).

SAn important study by the ilorld Ranl «taff, Fconomic Growth and Fxternal
Debt, by D. Avramovic et al. (The Johns llornkins Press, Balto. 1962) hiehlighted an
alarming situation. Their analysis demonstrated that much of the increase in aid in
recent years had been flowing straight bacl in repayments on old loans. They found
that debt servicing was growing faster than debt indicatine the paradoxical fact
that '"while lending today is overwhelmingly for developmental nurposes in which
returns flow over a long period, the maturities have constricted”.

They deduce from an analysis of existing debt and debt service "the effective
average weighted rate of interest smounted to 47" and "the average life of out-
standing and disbused loans would be slightly more than R years'. (p. 107)

They estimate that “'debt service obhlisations of the 74 developing countries..,
are no less thang4 billion and could have well reacheds5 hillion per annum.” (1964)

6

I.M.D. Little and J. ¥, Clifford, International Aid, note that “the use of

finance in diplomacy has a long history'. Thev briefly trace some of these

uses from the Italian Princes in the Tenaissance through the modern nation States
of Europe in the 19th Century. See alsc TFeis “ovements and United States foreign
policy in the interwar period.




/Harrv Johnson, ir bis study nrepared for the IDrookines Institute nrovides
an excellent analvsis of the inefficiencies involved in aid eciving. Using data
‘prepared by J. Pincus in ‘The Cost of Foreign Aid", Peview of Tconomics and Statis-
tics, he shows that the actual cost of foreigrn aid is much less than the nominal
value. Pincus estimates that in the yvear examined total »icd falle from $7.7 billior
to 4.7 billion, i.e., from .37 of G.V.P. of aid civing countries to .527 when
adjustments are made for overvalvation resulting from tying and other practices.

o .
“The British Vhite Paper on aid published in mid-19(5 set out an accurate

and movine account of the marnitude of the problem and included an enlichtened

statement of British intentions in the aid field. Unfortunately, policy has

had to adopt itself exigencies of the day. The YVinistry beean under the agpresive

cabinet leadership of Mrs. Rarbara Castle and has slowly lost status and momentum

through the successive tenancies of !r. Creenwood and then tir. Rottomley, until

it was recently demoted from cabinet status.

9”Both Pritain and France have for decades heen used to, and have develoned
a machinery for, development aid to dependent territories as an inevitable
corollary of imverial nower and responsibility.”
Friedmann, Kalmanoff and ‘‘eacher, International Financial Aid. (Columbia
University Press, ilev York, 1966€), n. 45. This scurce pnrovides a valuable
description of aid nolicies of major donors (excert Canada).

0. . . . . . , ‘

Friedmann, Yalmanoff, !‘eascher, Internaticonal Financial Aid, n. £42.
11, ara s . n . . . . - .

M. F. Millil:an and ¥. V', Rostow, TForeisrn Aid: Next Phase , Toreign Affairs,
April, 1958,

12, o . .
See Dudley Seers, "Big Companies and Small Countries: A Practical

Proposal", Kyklos, 1966.
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ON THE (SCCIAL) ELASTICTLY OF MAKGINAL UTILITY FRUM ONE~PERIOD COHSITPTION=

1. Specifications of the social welfare function in recent optimum
growtﬁ literature recognize diminishing marginal utility from one-period
(in continuous~time versions, instantanecous) consumption par capita--hence~-
forth CPC~7, a fundamental principle about which there is little disagree-
ment. This implies that the elasticity of marginal utility-~henceforth
'e'--from CPC is numerically greater than zero.

In the presen: paper we suggest another fundamental principle from
which it follows that, with irdependent one-period utilities,_'e' should
be numerica11§ gréagef than unity. A stronger assertion than diminishing
marginal utility alone,

. This principle is derived from the folloﬁing question: Imagine
e iﬁ all periods except two to be given, Call CPC in the two periods in
question X and Y respectively. Given an initial technology--a function
showing the maximum amoﬁnt of f given different amounts of X--, and a
corresponding social choice of X aﬁd Y, ﬂow would ;ociety revise its choice
if a superior technology were availablea offering the same absolute amount
of X (or ¥Y) but a higher réte of transformation of X into Y (or Y into X)?1

The principle being suggestéd is that society would like to ﬁave
more of both X and Y. 1In other words, it Qould like to distribute the
benefit of the SUperior_techﬁology defined as above among both the "genera-
tioné" concerned, with positiﬁe shares of this benefit to both. This pria-

ciple, the intrinsic ethical merit of which needs hardly be pointed out,

will be called the fundamental principle of tempoxal equity.

“The author is indebted to Professor J. R. Hicks for comments on
an earlier draft of the paper. '
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In the familiar terminology of consumer theory, the above prin-

ciple implies that the "commodity" concerned--in this case both X and Y,
. \ »

more generally, CPC-- has’a stréngly positive "income effect" so as to
offset the "suBstitution effect" that works in the opposife direction when
the relative price of this commodity rises with consumer's budget in terms
of th#s commodity remaining unchanged, The term "superior good" is a
natural suggestion for such a commodity. We are, in other words, suggesting
that CPC be regarded as a "superior good" in analysis of social optimization

- over time,

2, The implication of this principle may first be seen graphically.2
Let X and Y be represented in the horizontal and vertical axes of

a social indifference diagram. Let T1 and T2 represent two alternative

states of technology. Suppose social optimization with technology Tl is

given by the point M, lying on the vertical line L. If X is a “superior

good" defined as above, optimization with. technology T, must occur at.the

2

right of the line L, This requires that the marginal rate of substitution
of X for Y (the subjective price at the margin of X in terms of Y)--hence~

forth S --at the point of intersection N of the lines T

X,Y 2

" be higher than the slope of the line T2‘ Noting that the Y.-coordinates

and L should

of the two points M and N are.the same, and the X-intercepts of the lines
T, and T2 are the same, it is easy to see that this implies that Sx v’

i 2
given X, should rise (or fall) more than proportionately to a rise (or

fall) in Y. In other words, the partiael elasticity of the function

. Sx-Y with respect to Y should be greater than unity.
5 .



Mathematically, the above implies that

a(sXJY) e Y \ .
T S5e S

L amy) . Y |
oy wm){/wY 1, where W(X,Y) is the corres-

’ ponding social welfare function (with CPC in all other periods given),

or (YW, /v,y o (MW, W, =W _ W) \\\\\ -
Y X XY X _'//// 1., for any given X;
“r )2 _
Wy » _
or ka. é - wYY'”X' 1, for any given X,
X WY , ‘

In other words, for any given X, the differencé between the
elasticities of the two marginal one-period utility functions with respect
to Y should be numerically greater than unity,

Analogously, Y is a superior good if the same condition holds with

the arguments X and Y interchanged.



"because it violates the fundamental principle of temporal equitv.

-ty

The above relation holds whether one-period utilities are inde-

pendent or not. If they are independent, as it has been assumed in all

optimum growth studies the author knows of; then W, = W__ = 0. The re-

XY YX

quirement that X and Y and, in general, CPC, is a superior good reduces

then to the condition that -W, .Y ::> 1, 2 =X,Y,CPC. 1In other words,

ZZ'WZ

~

the elasticity of marginal utility from CPC in each period should itself

be numerically greater than unity.

3. Some comments on the celebrated "unsuccessful experiment" of Tin-
bergen /8/ and the "harsh" conclusions derived by Goodwin /5/ are in order,
Both Tinbergen and Goodwin used values of 'e' less than unity,

thus violating the principle suggested in this note. Tinbergen based his

choice of 'e'--'v' in Tinbergen's problem in terms of surplus (over sub-

sisternce) consumption--as (.6 o; observed markét behavior of individuals
which is not quite relevant to the problem in question.3 The failure of
his experiment, in the sense of failure to provide a meaningful optimum
growth path for his infinite-hprizoﬁ problem and a credible one for his
finite-horizon problem, may therefore be attributed to the use of a value
of ‘e thatrcanﬁot be rationalized either on objectiﬁe grounds~;because it

was not based on relevant empirical data--, or on subjective grounds--

Lacking

relevant empirical data, a choice of 'e' has to be rationalized in subjec-
tive terms or considered totally arbitrary. If we rationalize it in terms
of the fundamental principle of temporal equity, then we know that optimum

growth paths would have the more "normzl" shape that is actually brought out

by Tinbergen's mathematics ]Ibiq., p. 485/ corresponding to the case where

v' is greater than unity.
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g-Goodwin's harsh policy towards earlier-fand poorer--generations
also stands rejected by the same principle. In addition, his conclugion
/Ibid., p. 764/ that "To justify robbing of fhe poor now to pay the rich

later. . . o .is implied by the enormous productivity of modern techniques",

and the even more sweeping one /p. 773/ that "the general prescriptions are

not very dependent on the particular sssumptions about social valuation. . .
(italics added) must be regarded as totally unwarranted¢4 For a higher
productivity implies that a smaller sacfifice is needed from earlier genera-
tions for any given increase in the’ consumption éf later gcnerations; thus
making it possible to increase the consumption of bofth earlier and later
generations-}rom any given amount of initial resources. And a social wel-
fare'funétion that requixes th;t in.SuCh a situationlgggg the generations
should be given higher consumption, thus implying that 'e' is greater than

unity; is a perfectly tenable one and has, it may be claimed, a strong a

priori ethical reasoning.

Conclusion

Impressive mathematical striaes have been made in optimum growth
Vtheory in récent years, but not enough thought has been given to the basic
ethical sense of its postualtes.5 It is however on the strength of the laéter
that an "optimum" growth path is uitimately to‘be accepted or rejeéted as
a policy prescription.‘ For this reason it is imperative that the ethical '
implications of the basic postulates be fully explored apd laid bare. The
prgéent rote is but a modest éontribut}on in this diréction.

Md; Anisur Rahman

Institute of Advanced Projects
East-West Center, University of ?awaii
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Footnotes

1. | In terms of the diagram that'follows, tﬁe superior technology is
defined to give a higher slope with the same X-intercept of the I-funétion.
In reality a superior technology will give a higher Z-intercept also if
consumption ir all prewiousrperiods are to remain unchanged, except if X
refers to the period from which thg superior technology is available, wﬁich
may or maj not be the ba#g period., The purpose of the preéent-analysis is
however to deriva a subjective property o£ the social welfaré function, and

caerge, i.e,, a tachnical

[

for this it is dirrelevani vhether such.a tecchnica

change that changes oniy tle slore and not the ¥-intercert of the relevant

- T-function, actualiy occurs, Also, it is useful In any case to make ar

analytical distinct on betwecen the ”slopé effect”, as it wére, corresponding
to a change in the slop~ only, and the "intercept-efriecct!" ccrresponding to
a change in theiintercept onlvy. While consumption of X may increase if

a rise in its relative price is associated with a forward shift of the

X-intercept of the T-function, the principle being suggested in this paper

asserts that it should increase even if the offsetting "intercept-effect"

is not present, for a rise in real income is implied by an increase in the

slope alone (with intercept unchanged), and it is natural to desire that the

benefit from this rise in real income be distributed between both the

-
i

“"generations" concerned, ' ‘ '

2, Since the positive income effect ensures an increase in the consump-
tion of the commodity in whose 'favor' relative price changes, the condition
that a rise in real income of the type being investigated-should result in
increasedrcoﬁSumption of both the commodities needs only be verified in

the case of the commodity which becomes relatively dearer.
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3. Tinbergen in any case was working with a grossly ovcrdetérminate
model for his estimation of ‘v', The particﬁlar_vaiue 0.6 that he computed
follows only from the specific pair of consumption levels he actually used
quite arbitrarily. If one uses other'pairs of consumption levels and tﬁe
‘corresponding w's from the same Frisch data /4/, quite different estimates
of 'v', vérying systematically with the choice of the levels of consump-
‘tion in quéstion, would be obtained. This is true>even though Tinbergen's
fv! refers to surplus (over subsistence) conéumption: it can be shown

from the same Frisch data that he used that his assumption of constanéy of

v'! is not borne out by revealed individval behaviour,
4, A similarity with Geodwin's "optimum'" paths of investment of

"optimum" investment patterns derived with a different approach /3/ has
beenlnoted by the authoré of the-latter approact.. The social welfare function
used in this latter stﬁdy is linear (i.e., zero elasticity of marginal

utility from one-period consurption), and hence the "optimum'" path derived
therefrom are given entirely by constraints imposed (arbitrarily) on the
growth path; Goodwin's "optimum!' path on the othgr hand is given directly

'e' less than unity in a2 non-linear social welfare

from choice of -an
function. A comparison of the two resulting investment patterns is not

analytically meaningful.
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54 © Optimum growth theorists have actuaily tended to disregard

strategic assumptions in their analyses and sought to explain unconviuéing
results in terms of other foctors. Chaktaﬁarty; for example, explains /1/
tﬁe failure of Tinberg2n's experiment in terms ofithe mathematical difficul;
ties.of infinite-horizon planaing, and takes up finite-horizon plamning /2/
in ovder tou 9by—p;ss" these difficulﬁiesc Goodwin never explains why he
-chooses"e' as less than urity} and explains his unconvincing results in
terus of the ”eﬁormOus productivity'ofrmodern techniques"! While it is use-.
ful to know what infiz:ite-howi-:on planning and the enormous productivity of
modern tecﬁniques imrl7 with ‘e less than unity, it is.also pertinent to

enquire what it means in deeper subjective terms for 'e' to be less than

i .
unity., Such enquiries mey rcvea% insights that mav lead to a choice of

basic assumptions independent of ant’cipated results and yet preclude

"optimum" paths that might be considernd -nconvincing.,
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