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economic sanctions (see Figure 19.3). Foreign aid is 
economic aid or military assistance from the United States 
(or other countries) to poorer states; here we focus 
primarily on economic aid. Foreign aid became a major 
part of U.S. foreign policy after World War II when the 
United States instituted the Marshall Plan. The war had 
devastated the economies of Western Europe, and with the 
consolidation of power by the Soviet Union in Eastern 
Europe, leaders in Washington worried that economic 
instability would contribute to political instability and open 
the door to communism in the West as well. Economic aid 
would bolster the European economies and thus prevent 
the spread of communism. The Marshall Plan announced 
by Secretary of State George Marshall in June 1947 was the 
first major economic aid package designed to help the 
ruined economies of Europe recover. While the plan was 
extended to the Soviets, the United States knew the Soviet 
Union, with its communist economy, would not accept the 
capitalist recovery plan. Indeed, the Soviets rejected the 
plan and forced their newly acquired Eastern European 
satellites to join them. Thus the Marshall Plan covered only 
Western Europe, and the Cold War division of Europe was 
made even more distinct.

Since the Marshall Plan days, the United States has given 
money and assistance to many countries around the world. 
Economic aid comes in three forms: grants, loans, and tech-
nical assistance. Grants are gifts of aid. Loans are monies 
that must be paid back (at least in theory) to the United 
States, though usually at very good interest rates (much 
lower than you get on your Visa card). Technical assistance is 
the sending of knowledgeable people to help with economic 
projects (such as construction, agriculture, and technology).

The United States gives foreign aid to strengthen 
foreign countries; to pursue development goals—such as 
improving a nation’s health care system, education system, 
or agricultural output; to promote international stability; 
and for humanitarian reasons. Note, however, that there is a 
good deal of self-interest behind foreign aid even though 
we sometimes think of the giving of foreign aid as an altru-
istic act.55 For example, the United States has been a major 
donor to Pakistan following the terrible floods that hit that 
country in summer 2010. Much of that aid was aimed at 
addressing the risk of disease that follows such a tragedy. 
This aid was not only about helping Pakistanis hit hard by a 
natural disaster—a worthwhile goal and altruistic act. It was 
also about trying to make sure that Pakistan (which has a 
nuclear arsenal and is a key ally for U.S. efforts in Afghani-
stan and is also locked in a long dispute with India over 
Kashmir) is able to get back on its feet and not to allow 
conditions to emerge that might help fuel radical elements 
in the country that are trying to destabilize the 
government.

Many Americans believe we give too much aid. 
However, this is in part because many Americans think that 
the U.S. government gives much more aid than it actually 
does. For instance, in one study, Americans thought aid 
constituted as much as 15 percent of the federal budget, 

foreign aid assistance given by one country to another 
in the form of grants or loans

Marshall Plan America’s massive economic recovery 
program for Western Europe following World War II

Figure 19.3  U.S. Foreign Policy Economic Instruments

Source: Compiled by the authors from U.S. government data.
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