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Chapter I 

INE PURP@SES OF THE PROGRAM 

The Theaie 

It is the thesis  of t h i s  book tha t  a m h  expanded long-term 

program of American pasucipation i n  the economic development of the 

underdeveloped area8 can and ehould be one of the moat important 

means f o r  furthering the purposes of American foreign policy, We 

believe tha t  meh a program is  one of the feu emmete  instrumente 

available t o  us f o r  achieving the twofold reeuft of: (1) inereacing 

the awareness elsewhem in the world tha t  the goals, aspirations, 

snd values of the American people are i n  la rge  part  the same as those 

of peoples i n  other countries 8 and ( 2 ) .  developing viable, energetic, 

and eonlidant dmocratio eoo ie t i ;~  through the F'ree World. Ws believe, 

therefore, tha t  mch a program eould be a principal and effective 

instrument i n  our efforts t o  produce poli t ical ,  social, and psycho- 

logical resul t s  i n  the  national intereat* 

The program we propose wouPd require U. S. govement.expenditwe 

saineuhat larger  than current apending f o r  economic aid. But the 

amount of additional nmey needed would be a d  compared t o  what we 

mhalhave  t o  wend in emergency ef for ts  ei ther  t o  salvage situations 

which have been permitted t o  degenerate, aueh as  South Korea and 

IndepChina, o r  t o  put out additional bruahfirea i f  they g,$ atarted, 

The t o t a l  coat8 of euch a program would be insignificant compared t o  

the costa of waging limited wars. 



The Foreign PoXcg Lontea -- 
We are acutely aware %ha%, insofar as the U, S, na3ional Interer' 

is  taken a8 a pint of deoarture, there itre fundamental  difference^ 

of her%@an otiniora as t o  what constitute the p r inc iml  danger& and 

opportunities confrontiw us i n  our relat ions with the  rest of the 

world, It i s  important, therefore, before developing i n  detail the 

case for a new econordc assistance program f o r  the  United States ,  $0 

outline t h e  foraign policy conLe-xt i n t o  which the  program we ~ r o p o s e  

ie designed to fi%, 

There are two pri0rit.y taaks for  U ,  So foreign policy,*. The 

f i r a t  of these i~ t o  met effecti-rzly tf:e t.hr0a.t t c i  o - u  security pose:? 

by the danger of overt mil it=,^. t?gi;r;2aicrri, a ah:,-( a t  now inherent im: 

the present capabil i t ies  and p ~ a x i b ~ e  future intentions of the  C o m i i s t  

bPm countries, This threa t  is t o  be net t j r imrify by maintaining o? 

increasing U, So mili tary stren&h and by solidifying alll.mcea ~ 5 t h  

other countries i n  a position t o  contribute significantly t o  tha t  

strength, One of the inatrmentz t.0 be used in this effwt is ccrm.;tr;;.:.c 

asa is tame +va countries b5th import;ant ifidustrial po'r;entiai, x?:.i:C;: 

the NATO powers, designee! to make that ~ 3 t e n t i a l  militt::-ilx r:;~:-.6 

effective,  Thia m L P i t a r y  a3.d is part  of o w  zurrent  poll:;^ a t 2  k , F i ' ~  

not be discussed fur ther  in this book, 

The second p r i o r i t y  task  ~ . f  U, So f c i s u l g r ~  pol icy  is  t o  ?rciniotc 

$he evolut iof i  sf a wcxL!.C in which t!zrsatc to 3u sncurity a d , .  m w $ .  

braday, t o  o w  waLr of :i..ife a r e  13 3s IFi:c_l.:~;- $9 arise, SUG::BSE JrI .:h!..!i 

*These gefie'p;zl tasks c)f rrr;:3_cicaI for. G ~ c : ;  p ~ l j - ~ y  5:s ~ ~ n ~ i > . s i . ~ e .  s: 
greater f sngth i n  Chaptcz axid r e l b  l Y C ~  -be O-i. ~ ~ - c ~ ; c s ~ ~ ~ s ,  
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~*r;.g.r, j rce' ,~~y: D~ e o c i e t ~  f-32: -the ?,.:-a? :;*!." 3 . .  +*1: -;q'r;?..y assarr:?_at-ed 
- -. - . ..",.. " -...-.. 

,. - .  -.k -<,, ii: ~ 8 r f l s ~ r :  s b - ,  prr::-%:;-%p ;:'.:-_.I:- t'.;. -.: : ~ r . i ~  *I.::F~?. c h e ~ i s h e d  

.t!'al~ee It th5.a -8k - i  Lki w j i j  -:';. ..r~l ~1 . i i,t . g lip, :.s;'jy c - ~ c ~ m e 3 ,  

ivbt dc.es success In k t i a  seecis., 3s;. - . -  ;;.I.:<: 

Hem +,here arise aqong thsugk'uiic~ mc :.Lo; nl.st asrkoua d i f -  

ferences Jn foreign policy, Some wciuii' wqmae.l.zt: the *r;nportance 

JC orgardzatf onal errangementr; far colit?: - i t .e sc;-~--  , .., ..... 9%y--sr better  

s%ructrre for the United latiiona; s, s:;sb;e~t of c l t w t c r e l ,  multf -  

lakra'l, ox* world-*wide i n t e r n  tionztl. rrg~vemr~cr~; " !tz;.l tc~tian8 to 

:-educe the illportance of natfonaf so\?et.af, rnty 5 i ke. 5:t~r->peun ':nfofi, 

kt~r'ld Fecle.:alism, and the l i k e ,  Same irsllii.5 a .p'!iaa;sc? ;idec~iogf.cal. 

~o~~lderationu--the necessity ta. C ~ ~ : i l t i ~  arid c3r.r?uF.e a.;siRm;s of 

thodpht  Pke communism which ha-- o I :~ i l%'v- fn  corr:iLrnerr% to violence 

:;;: an i n s ' w n t  of change$ %he Iqrur-;a:?ce of t- : 'le t.l.rrq s y s b m a ' t i  CF, iw 
i:.nb -,~wnu g a t i n g  wi&ely the valuer sf' we3 -&:TI bemi-:st?.tie Ubera l l  snr 

5 . l ~  a f om which would be i m a i s t . i t i l g  persuaei.uk *.:i ;,e!mlas sverg- 

: : iome v o ~ l d  emphas.: ze tiha ~mpcr.ta:zc~ 9.'' c iau/il.rii erec; ol, 

~ronamic.,  and poUtic&l cundf tiionpi tsr wha ch ri al.sr!ce knc? g ~ c t a s t  

vau1.3 11 se their appeal. because mire rcttraf:?;i--~e :ne:.:lodS we.- 

: --" ,. I. -,dl lat Le for aatf.sfytng pery~neP arrc'i srkl le c t?. us *:s;jf. rc;';l aasc 

31,-;cl:3~ ly a'd theee approach& and u % n e r ~  ~es5dec 5,- :,eeriexi., 

I &srlfiw the proposals i n  thic t!;,r;ik 2-2 t5e cc)n:::.ct! an t3sr 

d:? :..?. .e ~ 3 %  =lati*~ely too nueh eq-;ftai%>:-.. i r ~  rtscer~+i y-xipt9 ,535 ~ ~ ~ ( ~ t t i : ,  

. <  - -: ;;I les, f ieg~ , t i~ t fon ,  end f otex1a1.2 .;~!;a'!. s l.;im??[~ Gon '1 z';1~ 
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genera+Yts conflict bscauee %heir ow, r~ :3 0ns.i f.?-Lefie::ts ?arable1 
. .. 

aW8 and because they a- p<:,ii.~i.cei;.? ;~tj f i l ;r  :. . .;..-,:f; -iw &re, This 

confietf on, in turn, ie: basso upon a. e t r f - ~ . ~  te 62:. ~ht? na turn of 

the force8 st work i n  the world a k i n :  f o r  chrsn,!e, 

The Great Traneition 

It has becom a commonplace that we are i n  tb le  d d s t  of a great 

world mvolutiona For centuries the bulk of the world's population 

hae been politically inert, Outside Amerlca and Westen Europbo 

and e-.en in parts of the latter, the patterr. of society remained 

until recently eersentially feudal, the possib.115ty of change for 

mat people aeemed remote, and poPitf caf act5.oit3y u ~ s  corifined 

to a extremely 8-11 eliteo Witbin the pest f o r t y  p a r s  two 

world wars and a phenomenal increase in the ease and effectiveness 

~tf c a ~ n i c a t i o n  ham fundamentelly a Z k ~ d  Lkm pampsct-ives o f  

hundreds of millions of people, Countries w i t h  populatfona a g g m  

gaSing over half a bfUgon have Just won their independence and am 

t* to cope with their m w  st.atur, I'.% rapfdly accelerating 

spread of l i teracy,  mass c o m w A c a t % ~ r r ~  and t r a v e l ,  whfcla ha8 only 

aegun, w i l l  produce even mre ~ n s e t ~ l i n l - .  rt:euS.ta nva: the coming 

p82.6 o 

This rrrwlution is rapidly e x p ~ i n ~ :  pmvfoimly apathetic 

pop lea  ta the possibility of c!-mr~ge, 7% 18 creating in t h e m  new 

oqfrations for educationo social Siqxmverment, an& economic develop- 
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_I ' 
, a . t $ h ~ :  .f38mf. ?\me,, t ;  ; a  r.-,.-. ;j. .,.:..' . . _  . .:,s .:; * j , a n ~  

. . .  
&>L< ~ ~ ~ ; , ~ ~ ~ L \  ;;&:t&.??;.. # > i s . : _  - 1 ;  .:.I i- - z ' ~ c ? t j $ * h  t ~ ~ ' t r : t k , t ; ; Q ~ >  

:.PI F $ R Q , ~ ~ $ :  tne *r~>r;i: ~ Q . W ~ ; I , ; ;  1%. . :  . . .  ~' :: ;. ' .  i : -..e~&pt?naent aif 

.%, .. ,.A " IZ ' :.:Lala ,: < u;: ::rE?ri a\ ; . - ,;< .. . I, .. * ... -..a- . . UL:.. _v , ?.: ~ 0 l l f i % l ~ n  

ri!-&c~ presents Ira t;c,t,r; sj tk, 5 :-,-.- -, ; . ~ .  . .  ..: -: .:. : ,- : t 1 4 ~  3~?1~rtuni t .y.~ 

-r rfie d w e r  is t;bS fni.'yeaeinf . . . , , ; i i ' .  .. :-*' :;I .%s-+ , r . :  - I.;&! '*1 '.I. ;! ~ P C O K ~ E  

i o n ~ l n c e d  that %heir new aspa?tia;i.olfi -,i;. 2~. - - F  2 . i  ; ec: only tt;seuga 

~ ~ - , l e n %  change and the ren~rica.? tj.01: 3: riemxc-ac3c 9.nski.t.utf om,, 

-7mt danger has no singlp, c'aausb, :t 3s :.;:t.lcrr..v!-L :.';I i h ~  t.eoalrztionaqr 

,;mcess, But it is greatly i r ~ c r ~ e s e d  .b:. t.3r ex>. r p?:Ci.  of co~mrlll.3,~n-- 

no; 'because of any authentic e ttrat-5': 0::s .-. i :.$ 7.. :I-:.:. ., iib.:F -i;;~t ~ O C P . U ~ ~  .-- 

9 ,#,, I..- i;l?rmnu&ste have recognised tfi6:ir ~?~.i:r;.:rbin? :;ic:i t;r r:xr1?,.09t the 

YF ,*aSu t l u n  of Pi s l  np expectsti ur:a :y3,+ r. .. ?rrir?~Kr ;:3m.~!!i!.~.) 9m 3:; the 

r>& 80cfaP op~ortunity or cctsncwir - i ~ ~ r o ~ e * ! : . t  c~r i r ld ividt ta l  

.;;I.: fni ty and achievement o r  nati  f:~nvti ~%,:'-respc.:", %tllci,e~.er' f l  Lted 

E ?%yen situation, 

1- : nus, the damere of Lrlr.za'ni-t: t.y infte : ' ~ l r i  t 3.:) i4  wakening of 

5jrmriy a ~ a t i e  peapT.ee irt,~j.d i , ~  :,rbssunt eve:i li, ':,rip rri)ser,cb or %he 

L-;\?:m:aLs.'; a~para'Lus, as L.s r i e ~ n : >  tya'tebj i.i;r t h e  Y;';:: ;;t%;tce dLt r o ~ b h  

-.;>a t.8 3,Pke tienyur ana Flo~*ucc.o--ay: !a *nt,?v -'c r e l i r ~ 1 ~ e  A:; ime;3n.y=rted w i  t.2, 

e.s . ,ejr.s, i r ,  b z ~ .  %Rci ::f~tiflC!l' i h ,  ~ 1 '  !:Uir?"lsn gIZi).'trly. irjt&rr- 

,.;. < & : ..- 23 iy ;-:;e focus wh;ch ;:.3 :,'; T:3mL._;:F:r% L h ~ a ~ h ' i  .an:! <;::om,.irLst 

.- ,- .7. - ?. . 
; . , . . i ; ; p ~ i . . j ~ ;  p-tvg, 

We izve not  7re~enin;ti a .'nliB.i: LBn6 ??nd ~.)erstiasi.v~ al*&rnat5,vo 

. -' 1.;; !=* :-f th6 d@norr??tir :_.~:)c~.s:;~ !'!. ~s t h e  cfi~-;aasant  :.ruth tha;. 

. . -  -Is$: ='. -.:, i..'~*&& has C D ~  ii:; tie; r,:;::z-fierl l j ; c ~ e ~ ~ i . n g L y  i r i  ?,he 
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. . . ~ c ~ ~ t A ~ d  amaa az* kSA: i,r. ,.:; .- . . J = ~ c . -  5 ':. ;ir -:?; -; e .:: .+qij 2% 

. . .  
wurst w g m s s l  ve, 'pIYXj13::y;: i .: f n f 2;: iii- .;*. : 3f.,:. . - -...?-' ' ~ .  ' " L b  

, -~.yu ; . br.4iS tart SrX w,; 

e game of' intema tionax -:23-~,avr t i  .. ,.;,.n;;c.:,> -a::: : L : .;.c ;.a* npn.ci,w f ~ r  

the neuly auakened ordinary c :. t; :%:I, i- J : 7,:- : .ii .~..::.z.?r. es f denti,?'i ed, 

as we once were, vith t h  asp3rata.ais -a i  p e ~ ~ ' l . 2  +.,..r n:.lcial and 

economfe frnprovement or wiLh :heir ':tor:xan imgs 2: .i rsoclety 

designed to sa t i s fy  those aspirat.lsne4, 

The Amerfcan Opgortunitp 

Our great opportunity 1Aer fn the fact  that we have dsva-bped 

mom succeasf'ully than aw other natiari the soc is  1, political,, 

and econodc techniques f o r  real iz ing widespread pop- desires 

for  chan~e  ui thout either compulsion a r socf a1 d i  aorga9izatione 

Although our techniques must be adapted ta focal ca?dl.tfonu abroad 

if they a m  tx be effec t f v e  them, .t;'iley represent an enonouu 

po4ventfal. f o r  steering the mr-d'e newly amused h w  euergfea 

1 n eonstruc tf ve rather than rtest;mc. t i  va d l r ~ c  t l o ~ i s  

Moreover, deep i n  Aaaerlcan society, m e r i n g  f o r  rdfective 

axpl-easion, capable of mb-llizatic~n, f s a dedf cation to ).he funda- 

mental principles of national independence and haman Ubeity uncier 

+MU, In their  largest sense cur proposal.% are designed tcr ~ f v e  

fresh ntesmfng and vital i ty to the 'r;iscofic beLc:an sense oi niselon 
-- -- - - - - . - - - 

to see these principles exAtnded 9n the work! scene, 

While it i s  obvious t h a t  the g o l f  %f-al, eoc!.ab, an8 ecomlrPfc 

development of foreign areas is a (;ask f e r  Lhie p u o ~ l e s  of thesra areas 

themselves, and that we alone cannot Zfisure t h a t  they w i l l  do f:; 
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,irt", or batily, two aonsida --it! '~:r..  EL^ , $-. t :: . *. , n 4~1uI.d I 1e i ne~~cu8abl.e 

f o r  y,b Jnfted 5 - b ~ ~  anii th+ ';f,.sr -; .,id --I, -i:-na of' the  

tne rf rst place, we 5ava s zwta~e' l: ,. -!st.< ; .d ,. ' n t a x g t  fn pro- 

lnoting a world environmenb 1 a ulrlcal WB curse; :es can Live freely, 

secure both from the menace af host:',b sz.ar;es ;md iihe dditractlon 

sf chaotic snes, In the second place, h r ! - c e n  society i a  a t  ita 

best wRen we a m  wrestling mith the posi t ive  prabZennr of building 

a bet ier  world, 3w o m  contfnent pmYideri such a challenge 

t h r ~ ~ ~ g h o u t  the nineteenth century, As o w  emergence in to  national 

mtur f ty  l i f t 8  our horftona beyond our own shares, we need the 

challenee of world development ta keep as Prom the stagnation of 

smug prosperity, 

The econornfc develwrrlent omgrm autUned fn the balance of 

Ehfs k o k  is cmceived as one of the inetrumerrts for carrring on 

t h e  task jut described, It stands or f a l l 9  sn the acceptance af 

this task as a top pfiority ebJe.: tsve of U, J, foref gn policy, 

I t cannot be too strongly emphasized tha t t t is only one of iany 

i n s t runen te  vhich must be used in a coordinatad way if we are to 

mudmize our influence to promo-k the :?evalaplnr?nt of stable, effective* 

and demcratic societies ePswdk1er-e 4,n the world, %re era impor- 

- -- bnc rdbs for i d o m d o n  pu'd~y, far -dl&brq- a .+,ah U D C ~  p o h i c ~ ~  

bnd for the convent%nsf dfplamcy a b o  which tl~eiie instruments 

are not now playlngo Economic ;3o'Aq 7::: itself M I 1  not achieve 

t h e  desimd result .  Nor will ' ~ t  t-ave the  tieaired effect unless  it ts 

cmsc%ously designed with this end i n  view, if a new development 
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aclsbtance poldcy f s adopted ki th LI ij; 'fsrc.: i r r : ~ n s b  ~ a i f  diffemn% 

purposes, it my w e l l  even b a c ~ f I  re a!~:? ha- P. =,:'f*(er'ia8 d(~tl~lmn*&P 

ra ther  than Eswrable to our intereat, 
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sin@e ii program adopted ",or t,:c urbln:: - p&::n8 m i i y  w d l  be worse 

:.ttan maless, i t  1s impartant te e~aitdzre SCJ~I(P .xsr+enf a%sreoneep&$ons 

ae to tire purposes of asais&cr;ca prep&%,  ::I' ccti-Juhifan sf tne  

- debate over aealetance poUcjir r6suI.W ~ a r t i l ~ =  frm She wfde variety 

of expectationu cumen% ars ' t u  a ~ a t  ;kinds of re: 'Jtb aeona Ac assistance 

program are likely to nA-aduce, u e  they mofnly t o  wkn frPende far the 

United Statee? To strengthen tire nALfL'Ld3 ~0b!:&~11.fBies  of our al l i e s?  

'io induce other countriee to CalrFm foreign rwY"acies t o  aur liking? 

Ito r e d m  the awal of c - ~ a r n  to t>e rme!-k,:; a+,r%.ckerG To banef i t  

the linlted S h t e a  econe; AcoILv? i":l Sad;me n bal Giry int,esnal pol it%- 

develapnent abroad? To raf as I i ~ i r r ; :  s t ~ u s l l r ~ d ~  f r r  h-maxi barf am 

Sfme of the chalfcngtrr;: cr9tfcisma sf fmeigrr ass$atarnee 

=r>grams ar ise  from miecomep%i~ns c ~ f  %he wliti@;ri and psychological 

affects that, such program @an be elqwcbri %c ii;rve, Lt fe web% to take 

4 X D G ~  at BOIIY~ 6: these dscong;cr?at,lgm LJ t:f<,r;e rrroceca rl. tc develop 

t:~e ~ ~ s i t f v e  case 

tie w o d d  note four ~ L d e l y  p%os*. i~r i i  n,ZTnrs, 
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wif  f inmrra f riendetrip ana grbg,i-,-=c ,wVr t b ~ b  :- in. tam -&-il --- ------- 

lname bhaviar in our inte~est, a ~ - n r t t '  c..3 r , d ~  kud u x ~ r i e n c e  of the 

psychology of the grantor-grantee malsti3nah-r~ wliP nab comciously 

fall  into this error, ahe relateanshf p 1% o cmd.ex and frequently 

corrosive o m ,  The gran%eeHa sense of dependence often produces 

feelings of resentaent toward %he grantor wnich m q  women rather than 

improve relations betwmn the two, We ~ n - t  expect that an incid8- 

result of assistance may frequently bs the appearanae of lses rather 

than more sp ir i t  of cooperation and mutuai respect even, and perhape 

especially, Q f  the asslatame i~ succaesf ul in achf eving ite real 

objectlvea, nlthough W e  faat f 8 accepbd f n'telPeatualPy by m o d  

perceptive obeerpera, even those w?ka a m  cfsar=est about it are often 

emotionally h& by evidences af w m t  k a o ~  Uks peas ingratf%*.. 

S w h  an emotional react ion produces a &ate af mind fn which se s iow 

raistakes may be wde in the design af eeonor-Ac programs; for the 

measurea which can be taken t o  lessen the hostile reactions t o  sconomie?: 

assistance are often the precise opposite of those UePy t o  be taken 

by an official aslartfng from rrmt or epurred by bb Gotlgress so l1hur&$ 

Surely, our central objective i s  ijot to gat peopb to say they 

l i k e  us and will S o h  wfth us, W h L r y ;  fair wsaQber friends i s  nor a 

fundamental objective of U?. S, polf~jr.~ It i s  therefore essential  to 

conduct a i d  propaam .@.an t o  prevent, ars fa.  ae poeeible, reactiom 
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%'60 niPwers of Westerz E ~ E C O ~ G ,  d i d  tP t * l t  d ;  '-a c2inti we can creak 

and maintain such a deferwe enaaplj by :lr:'gmicrz9ing the manper masses 

.sf ABfa is  largely f l lussryc,  

in t h e  second phee ,  while &he mdercieveEoped countries can 

help ta resist minor aggrsasion a d  should be able t o  maf ntaln order 

internally, weapon$ and misAbary potential are ineffact-ive without 

tihe wllll t o  use tham,, Sme countrietl appear t o  have this w i l l ,  

athera cleariy do not, ihr cllw t3 t o  f ome m%~ita.ry assis%ani20 on 

countrfea which do not w a n t  i t  inay actually weaken such w i l l  aa d s t a ,  

S w h  e f f o s b  eonvlnce them &;i% we are tryingto involve them far our 

awn nurpoaes i n  disputes u h i a  ?.hex znuld otherrise stay out of, and 

they compound She widespread convf cbi.3n An -db %hat V55 - obf erctX~era 

o m  mf lly dlltary and agpsa!.-va , 

There 1s a further c a ~ i d e ~ a t i o n  which ,suggests tha%, even in 

those underdevePsped countrtes whose gavenasnts are vll3fng or 

eager to expand their &li%aqr asubUshwents beyond the requiremnte 

)of InteznaP order, we should proeged only w i t h  coutf on t o  met their 

wlahes, N c m f a l ,  perhaps &cirrbve, iFfr"erencs between the ~ o m m W t  

- - - -- 
?ornula l o r  econmic growth and :,ha k ' r a a  World fonnuia is tha% the 

Tree idorld fornula offer8 to a l l  the citizens of a country the hope that 

me?e emerging aspirations for econoLde, social, and polftiical bette~mens 
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S m  ar.ptt trwt we sm:?:?. : rgt: . .-! :::c . .A&S , : - . ~ ~ n c e  to f oree 

countries t o  a~andon nrapoasr. gr~rsrrw wil ~ : . ~ . - ! 3 r .  SBC anu t a e stahkish 
- 

cond5tfena favorable t o  trtc : : I & L L ~  '. g*'ro <*I ! ~ ? ~ c B E ~ c  and f ~reign 

wkvats inveehent, l ' i~e~le r.EFn:>!b ..r : e x  t 3 t - l .  ~ i i e  attractiom d 

ecenondc aseistame are gi-eut ar,,rugtA - -, .i.iii:?br! cmntrles b abandon 

the ir  already adopted avowedly s oef al f st goiiLq and reorient, t h e i r  whok 

ghfbsophy of the relatiion beWeen the e ta ie  and the economy to that, 

which prevailed in nineteenth century meric;r, The aecond group 

believe that, although any c w i t r ~  shouic be *xmir&ed to acbpti 

say philosophy it likes, no I;, S ,  Iwaowcea should be devoted t o  

assf sting govermnts which have aoc~a l i s t  ot):ertivea, If +hey go 

a n  ou& far a free wivate entermiss bysteq, we w i l l  provide cap%tal 

%a support their econonlc gsmta; bwi. rf they a d o ~ %  a different view, 

as I n d i a  and auffaa have cb ne, far exvrrvZeo we s h a l l  not interfere-- 

but we shall let  them go their way without. our help,  

The authors believe that. e 5 t h e ~  d khesi at&iltpodes i a  l i k e l y  to 

fmtra%e what we conceive kl be Uke basic purnoses of e c o n d c  assss4ace 

We agree r f t h  $?see who hold that ;p ~5vat . e  m a r k &  system ~ 5 t h  oppcrr= 

'lmity and incentive for irullvldrllisr ontermisa w i l l  J;n the lmg run 

wornate eeff-sustaining grrrwth better Lhan a highly bureaucratized 

aptern dominated by cenkra'l gcrusrment, 8ut we belleve that  we shall 

u:zimaZeby pronote reliance on privdte incentives more effectively b y  

nst insist ing on any parlicuW essno.~ic ~hi loaophy  as a condition of 

a d  than by attaching private snterp.rlse strings- In numy sftuatAons a 
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f ~ v ~ m r t ~ t . ~ e  emrnnrnenb f o r  p - : ~ . ~ ~  ,:::. . ,;, . .-. ,& -*a e:~t&t>Liahed only 

- .  
& ? B Y  a ~ P i o d  o f  rathe-.. t r n i ~ ~  .,.a, 2- -: . . w .I ... r, : 9 1 ~ 3 ~ ~  gclv~xnment 

rilwp:z@e, l h i b  itk what ~liilpr~?'ln Lr, J c r ~ r d : ~  :. ; ,b: "le~aiie after 1868; - - 

%re recently, the @ole :;a$ .i. +.w=sr: '::f%., .,::bn~ b~ khe ~ n d f m  

C m e m n %  in the period stm.i:i,l r r  a - r e p ~ $  1:gt;6~ creaked iar! 

environment in W* t h e  In&a:l ~ r ~ v . ~ $ l r   or is i.cieri:oing rslpfd 

gravth, 

Thua we believe on the one ndqd Lrrd*, e r ~ d z  ~tternpts w, force a 

free private enterprise phi1osoph;y on recipient @uwltriee a8 an expl ic l t  

or imp l i c i t  condition for a i d  i ire cerL&:I t o  ~eU.=defeating; 

on the other hand tm believe %here crre ~ ' o d  rea13t1.s for expecting 

countries nas avove- secialiat r u t  ~~eBenabxleO~v democratla tio macre 

toward greater r e w e  on private incentives 4 F  ttreir development 

proceeds, Taking t Ma attitudeO o w  nat f ana3 po3Lt ay should re- a t  a 

we=-grounded confidence thdt, i n  %r&e 2 @I% of L.a experiences af the 

poskwar decade, aocialfete a i l  over %he mrLd tiwe aucandomed or are 

5.n the process of abandoning their cl.; d~ckrlnadre f saih In na%lonaiizat~:~s~ 

as a cure==&Iu 

of the reason far tb i6  rrwadox l ies  rn the  meaning8 aekohgd 

t o  key words, Among ir~telXectwf,8 I rr m q y  nzlisrt cc~untries, the & e m  

'csocialfsmt8 kms become synoq\rmou~~ wi UL *ialuee to Which we 0 s  are 

ded2cated: equality of apport -dty ,  tkc :mcLIc weifare aa the eest 

of esmomic p e r f m c e ,  eql&xabla d;stsibulicr~l o f ucom ,   rot =tion 

af +%be individual against r i 8 k 9  aver whien be n:, control, 
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w m p t ~ ~ @ e  by ~ Q C : ~  citLae;\ 5; :;fs acrs t .;: i..r:- < : ?  .- ;*' * .:,i.iLietir 4 and so on, 

?la %he other hanci, i n  these sank? r :ar:!..t.i~s, i:.r . te rn  "capitalismtg hals 

-. e u s ~ m d  a meaning largev  derived f':-::,.#. ; : s 3 1 b t  Ete~r~tuse, 'h m y  

a i a a l l ~ t ~  ~ q l t a l i m  Implie@ exr*l,tsi&aii 3:. 4 16L:f5 %ortun&eg p u r s ~ T W  

of seU9sh private gain wish ua ;t; egsF .'I??- i-bubli~: we?..for9, huge eomen- 

tratian of eeonomic Dower in r few i r m a ~ n n s i b l e  nands, axd wasteful 

dog-eabdog competition rutt~less'ly ciestroflrig the  weak or ideal istfa ,  

Such etersotypes blind both mes%aans and miana t o  the f a c t  that  there 

f s a large body of values both g r o w  s h a ,  Luch stsmotypem often 

rrdareprent the actual arganfzation 30 eesnoniic activity, In the 

avowedly *capitalietn United States the government directly determines 

some 20 per cent of the output of em econow, mile in avowedly 

ltsocialfst" India government determinee r~rir;V at)c?~t 8 per cento 

But whataver the act~a&T+ character o f  the econo~niee~ the etereotypea 

e a s t ;  and they are deeply rooted l'sclinf-1 aseiatame nrogram whtatr 

prcndde oppartunitferr for tm k, demonstraie how we i n  fat. raprcsach 

concrete economic uroblem can over Lme have a very h e l o f a  influence 

in c srrecting these fabe  ic~sges  eif  what our econome system is libc 

They afso correct faPae'irages ir. the? ijntted States of what aalm 

and mgPo-%mdinavian neacfa12sm" e h i d w  for, '20 c o m t  our 

assfstame wPth a frontal attack OE s!riozidTdsb idealogy will  maul% 

in a l l  orobabflity I n  a refusal ef a d  and a vfgorttus reassertfon of 

a o c f d i s t  principles, 
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. <a .+:& : +---.- & *  ,2?7*+ .,.a , a V* ,r.n ,' . i c ~  

h g r ~  LC WhlC:; Y uhe;a~% ~ c z l  ELa' r, TPr .; ., i 1  it? 7 - J+ "*.,&.: : v: 4 LP&F;r(I 

tr*r&%ti.on f rnm stagrutfa;! t? PL,,,, ,I-., *scr*lm, :'La.l~t 2f 5 , r l ~  h k , d ~  ~f -- - 

inve~tmm?~ reqtrired a e  i%t~rent l3  fa.? ; -;lye 11% ~harsbc%er., EJ&, 

harbore, comu dcatlox~ and t~arrsctmi;irtiorr focLlf',;t~s, sari$ tat lsr., and 

conmumty services of all kinds o?%en mush tje aevekrr;ned Cbtieds of the 

mark& demand for themo Even in the Uni"bea sta tes  ~t was feaerall, 

state, and govcrment. u A t s  rather than nrivate enterprise uhieh 

proridad these overheads In the nfneteenth century, Moreover, many 

' % p a  a f  hveakment which 5.n advan1:ed ec noi~~ies  c m  be expected to be 

undertaken privatsu under taarkst incentive8 m y  hdve ta  be launched 

ird&ial&y by nub1i.c bodfee i n  the underdeveloped economies,, The 

risks of many kinds of' industrial uweatment in a ~reindustrlal economy 

are not of a sor t  prfvate capital can be expected to bear, In economiess 

where no substantial body of entrepreneurs has yet been developed, acie- 

quate lnanagerfal and administrative talent may be very scaroe i n  the 

private sector but relatively abundank in a civil sellrice which has 

~aditfonally recruited %he best talent i n  the socfe%y, Where the 

fmtitmions for mobillzing private e a p ~ t a l  are rudimentary or non- 

existent, only government, nay be abie t o  muster the resource8 far majar 

fmestment, For these and othe~ reasons, then, there are situations 

in which development nus% already be firmly under way before it js 

reasonable to expect private investment to take ~r-y  initia~fve 

for pwhlng it farward, In such e i+ ,u t i ons ,  inslca+,fng tiha% imrestmenc 

~ust be whoiY*~ or largely orxvad;ely a&Lrcster~d 'rorr; QJ€I s c a t  my- 

prevent t h e  preconditlsns for Dnvate investment from b&ng estabXshec! 
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. 
bel ief ,  ile believe that the e~u9x.a.i. rs es- eqiasrtea fur  & free soc.ie.:.y 

a m  a dedication ta voluntary mthppr t:!~:;: ccm~&smy rne5hcx.i~~ a 

widespread aspers ion  throughorsb. the zlt.izemp d D O ~ F  over osu~iaj:  

dec%s%em, t h e  or88csnGa g e ~ d r ~  f?t~i:?.X o f  debate atxd &swan\ ZJLL;. 

a legal f i b w o r k  w k z h  Insures agalm? t?e arb3 %razz w e  o r  Sbe 

bnstmuen&er of force. ln addikion, we benLave Chat sustained econori.$~ 

grmith i n  a democratic society pmbably requires a pattern of incant.Ssea 

which encourages ~~cn-um participation irk eeonodc decision-rPiakir~g 

f r o m  all the &ex% and Imaginative elmen%8 in the  society,, a largely 

private business eystem smh as ours i n  the United S t a t e s  is  one m y  

of achfevfng this participation,; m e r  ways may be mare aslaptied to 

the ~recomeptiioner and culture pattern5 af other socj.etfesr, at has% 

fi the early stages, The hope that we can, through d d  programs, force 

upon ehese other soc i e t i e s  the precise tjpe of wononfc institutzon wm 

 refer fs bound t o  lead t o  dfsappointment and frustration, 

l'he other side af the coin is the reasonable Plows that, as societies 

achieve some success in spreading the benefits o f  economic grow%h m o r g  

t he i r  peoples, as education becomes universal., as markets expand, as 

a managerial class is establ ished,  as the: prerequisf te social ovsrhatac 

cf t,ranspor+,, comunication, power, a a  c m u i i t y  facS.litiea are 
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?ikely $f the ~noise be"-u-.en -*uS;.i,. and r,?' vdYYr* ~!n*.ernrXgle ;a, i n  

practnae as agains% %heory, ?uur d~ on UJ ~ ~ ~ T G L L C  grr  amcis. IL5om sliest' 

Britain and "eanitaBistm Untted StaBas have much mom nearly iaentical 

econunie aystems than the doctr inaire  aconomic  hil lo son here cf e i t h e r  

w3ufd have one bsP9eve , The increasing opportunity f o r  the pr ivate  

sector will n o t  ocew if, as i n  Russ~a, there la a s=.cmmrtmen* ta 

centrollsakion sf power f o r  purposes of po i i t i cb l  control, bssught &ou& 

almoet irreversibly by revolutionary mane, 

Therefore, although one InUSk not f a l l  into the error af emplofing 

om a id  program t o  d i c t a t e  another nat ionD8 economic philosophy, we 

e m  appropriately insist that we wilP a id  only countries dedicated 

to advancing standards af l ivin:  and encouraging widespread Bocal 

i n i t i a t i v e ,  With %his condition, we need not be too concesned i n  the 

long run 3f some large-male venkurea are started under gwernment 

auspices or i f  t he re  i s  a prefe~,snee for dearrfbirg economic goals 

an sccfalist language, 

A final and serious misconceptfon which exnoses proposals f a  

economic programs t o  e f fec t tve  attack i s  tha% revol t  and protes t  are 

the result of hunger and poverty; %hat. relfemng hunger and reducing 

paver%y w i l P  reduce revoiutionary pressures; and thdt, therefore, if we 
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can supply the wherewithal to feed people better, they are much less 

l ikely t o  support Connnunlat or other extremist movementsd Such 

reasoning is derived msinly &om ignorance of the farces affecting 
- - -  

social and poli t ical  change, 

I n  the f i r s t  place, the  ep ir i t  of revolt does not breed easily 

among people who a re  chroniLually destitute,, &I the  r igid feudal 

societies which still characterize some parts of the world the porn 

have for generaticms accepted a f a t a l i s t i c  view that it is i n  t h ~  natm 

of things that they should be poor; and people 80 not revolt when they 

believe change t o  be inherently impoes$ble. At.the grass roots of a 

feudal society one of t he  f i r s t  effect's of an economic development 

program is a dawning awareness that change can occur; and it is not 

poverty but this awareness combined with the energy-stimulating. effects 

of better  nutrition tha t  is l ikely to  release psychological and poli t ical  

pressures for change which m y  find expression i n  revolt, A 1 1  t h i s  is 

well understood by the bmmuniste, who concentrate t h e i ~  of for te  not  

among thme who are hopeless but among those i n  whom cxpectati2-r; h a ~ e  

slrea* been aroused,, The Communist line i s  that thesr newly B ~ C X S B ~  

expectations can never be ~ a t i s f i e d  except mder rev-olutiolwy 

Conmunist, leaderahip, This l i n e  is carefulQ tailoxsd t o  ~.~~ZA-LCVI?-C 

expectations an5 aspirat3.m~ t ~ r n  out t o  be most pmorPd f u  the p ~ ~ t i ~ u P a r  

people they are Qying t o  iiSluence, Noreover, once axpectrticns hsce 

been aroused., a fall- t o  do i;:*hing effective about 'them i s  grist 

t o  tha ~ommuniet mill.  
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In t h e  second place, men i f  t h e  creation of wealth alone could 

s a t i s f y  a peoples expectations, there i e  a l imi t  t o  the r a p i a t y  with 

which economic developnent can increase national wealth and wen-being, 

Under the most favorable conditions tbe rmxLmum r a t e  sf growth of 

physical output likely t o  b e  achievable by countries i n  the  early 

stages of development 18 3 t o  5 per cent per year. %ere populations 

are increasing by 1 1/12 t o  2 per cent per year this means t h z t  the 

maximum rate of improveme~t of i;d.ividual welfare is 2 or" 3 per cent 

per year, But if growth i s  t o  become self-swtaLxLng, some f rac t ion  

of this increase must be plowed back in to  furthe? imestment, Therefore, 

the maximmu r a t e  of increase in consmption per person averaged ovcr the 

population as a whole i s  not likely t o  exceed 1 or  2 per cent per yeis, 

It 18 true that even a t  a growth r a t e  of only 1 per cent per year 

the standard of living w i l l  double i n  two generations and we sbo-dd 

not ignore the irn9ortance one generation may a t t r i b ~ t s  t o  prcepects 

for improvement i n  the  lo t  of i ts children, especially i n  p s ~ s a ~ t  

eaoietioso And 1 per cent canpounded wer fFfty year-; performs 

mtracles, especially since, as the process goes on, t h e  ,jcrcc.i:.ags 

will pr&abl,v grow, But i n  t h e  modern wo?$d of rnpici coinat'&-dcatic:, 

polltic?-I. a ~ d  social  processez are s e c t Q  acceler~ted arll - rl$iit 

n give us fifty or even twenty years, aile newly awakenad p e o ~ l e s  ?'.ei;.&qd 

increaeingly d-sibfe evidence of rapid progress, 
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Finally, most important, ami wholly ignored by those &o accept 

the crude mterialist thes is  t h a t  progress consists exclusively i n  

"the extra food in t h e  atomacbn is the f a c t  t h a t  an increase i n  

consumption unaccompanied by many subt ler  changes in  the  society 

w i l l  not by i t s e l f  guarantee arderly po l i t i ca l  developnent, 'lhis 

truth helps t o  explain the  phenomenon which has-been so puzzling 

to observers i n  a timber of countries where Communist gains appear i n  

some instamea t o  have been grea tes t  i n  aroas rfhera the  government 

has been doing somethlng.about the econcnic ~ r o b l c n  rather than i n  

those where nothing has been done, 

Economic development e f fo r t s  create pot cn t i a l  m e a t  by &islodging 

c d c t i o n e  and habit  patterns which have in t h e  psst  ineursd stzbill%y, 

The education which accompmiea economic change contributes t o  unrest, 

People who canst  read can't be subvsrted by liter at.^^, Once tl. ,~,~~ =a 

read, the process of widening knowledge and changing 13cas o!: -h-!, L le  

world is l ike  and k53t is posaib18 in it proceedk wl'c'; great ray* *-.,-'. '"*, b-. ., - 

With a growing underst;mdfng of the great inequillticc %n $5,; ;YZZ:?: ;S~~:- -  

of wealth i n  backward societ ies  canes a grmLng ~ ~ K ~ U ' ~ , ? B B S  t!:.~; ~ ~ C O C  

i n ~ u a l i t i e s  are not the  incv?t,able r e a ~ l t  of fatea I?! ac1:-il;?i.i9i.i C-; t!.& 

awareness there Lne othgr ~ i g n i f  icant social  an5 csl-bural ePtects 3: 

the very pmcess of in.3-29trialization ai?d wbanizati~re,  Fkop3.e 3?c>gl\t 

up i n  the  economic and psychologic~l secur i ty  cf a t r ~ ~ d i t i o n a l  e:-tcr:5e+, 

family system or a connnuml village s t r u s t w e  i~proated) T P I Q V S ~  t40 

unfamiliar surroundings, plunged i n t o  o cc..apetitive wmid of individ~.:ai 
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e f fo r t  with no paternal is t ic  emall group uni ts  t o  fall  back on, 

and find t he i r  core values and be l le fs  subjected t o  da i ly  challenge, 

They have a desperate need for new c k n  goals and an experience of 

common e f fo r t  and loyal t ies  u i th  some group which can give promise 

of reestablishing t h e i r  confidence a d  t h e i r  sense of private and 

social  harmony, If' these are not provided by the  existing soc ia l  and 

po l i t i ca l  structure, they'wlll aeek them +n a dream of a wholly new 

structure provided, f o r  example, by a local ly adapted Commun3.st l ine,  

It i s  certain t h a t  increase i n  material- welfare alone w i l l  not saLisfy 

spiritual and errational needs. 

It ahould be plain t o  us that Ff al l  t h a t  we have t o  offer t o  

offset the distmbing ef fec ts  of the'breakdown of t rad i t ional  c u l t - ~ e s  

and the deve'ropment of w i d e l y  expanded expectatS.ons is &De actual 

physical increment of new product created i n  t ~ o  or three years by 

development, the picture is bleak indeed, Such a crudes matcriaXst 

conception of the way economic program are  sup*esd t o  work, i s  

not only wrong for the reasons gfven, It ccu: be very dang=ms, %e 

conviction is already widespread in Asia tha t  we value only  ~ ~ z J ~ , P : : _ c ~  

c o n s q t i o n  and have no understanding of W.ngs of t h c  xii2.3 zz-: :--f.r!!t,o 

If we promote econo-de programs u i th  -t".s f a l e o  c:oncc.)tion 13 r . ~ 1 -  , 

we s h a l l  not only be disappointed i n  t h e i r  results but a k a  crs-.:o 

additional h u s t i l i t y  and Conte~pt i n  tho people we are trjris!= $ 2  

influence; and -we m y  drive them t.2 seek solu t lor i~  IGOAT cfr~rgeril~l 

t o  them than o~rrs, 
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TBE DEVELOPMENT OF Y&T[IRE DEKICRACIES 
B 

In  the face of the obvious poss ib i l i ty  t h a t  whatever the 

economic e f fec t  of economic programs (and we have ye t  to examine 

whether even an economic e f fec t  can be expected) the p o l i t i c a l  and 

p8ychological effects  can be contrary to our interests ,  would it 

not be betckr t o  leave the peoples of the underdeveloped areas of 

Ihe xorld i n  a sb;e of placid stagr~ation rather  than emuse cx- 

pectations tha t  neitber we nor they can possibly sa t i s fy  and t h ~ s  

expose the i r  societ ies  t o  the risk of secial  and po l i t i ca l  diain- 

The question implies an option t h a t  is not i n  f a c t  open t o  

us, The process of change is  already inevitebly and irrevsrsiblji  

under way, the expectations are already aroused, and the ecor~orAc, 

political, and soc ia l  revolution of the underdeveloped arean ie 

already inexorably on the march, Ths unprecedented sprzad of 

communication throughout the world i n  the 12 st  txen ty- y e a ~ s  k2.s 

already f undarnenta7_y al tered the in: ;as of the f u t u ~ s  of tho SL.?.:-; 

' of the woridqs pop;& tion, E T ~  if the Com~;;lis-te were ZO'Z sq:wya 

. - :. ; where promoting and encouraging t he  process f o r  %\e"l rm anc?r:, -::.. ..<; 

al te ra t ion  would be axelerstecl i n  the c,jci!vhg dccedoso Ec? alter- 

native of ~upport~ing s e d - f e u ~ a l  stabili-ly i s  a. d r a g e ,  

Moreover, and 'mcch more to !:he pint, there exis ts  a powerful, 

positive case f o r  an active pranroXcr? of: eco!:c-is C.zvelo-,7ment0 The 
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eubetanoe of this case can be found i n  the po l i t i ca l ,  social ,  and 

pbyohological e f f ec t s  %hat a wall-conceived economic development 

program can be made t o  have, 

We postulated e a r l i e r  t ha t  one of the highest p r io r i ty  tasks  

f o r  U, So foreign policy i s  t o  use our irfluence t o  promote the 

evolution of soc ie t ies  t h a t  are s tab le  i n  the sense tha t  they a r e  

capable of rapid change without violence, effect ive i n  the sense 

t h a t  they can make progress i n  !meting the aspirat ions of a l l  t h e i r  

cit izens,  and democratic i n  the sense t h a t  ultimate power i s  widely 

shared through the aociety, Such eociet ies  a r e  not l i ke ly  t o  tor\- 

s t i t u t a  a d l i t a r y  threa t  t o  us o r  t o  attach themselves ta otherc 

who pose such a threat,  Undor modern circumstances ~r,m incroasa 

i n  the per capi ta  ave i l ab i l i t y  of material  goods, vhile not anough 

by i t s e l f ,  is cer ta in ly  a necessary condition f o r  the development 

of s t ab le  and peaceful soc i c . t~cs  and fo r  the v i ab i l i t y  af denrcl- 

c rn t ic  insti.'tutions, Even mre impoPtant am the  conf ide~ce  

generated 3y a sense of progress, the soc ia l  nobili ty,  ths outlct 

f o r  lenders-hfp ensrgios, the r- -' o ~ z l  coh~nion, the conaolidatisn 

of new indiddual  and group valucs, the $5.: ? 2-7 .:- of re t i  s o u r c ~ s  

of sa t i s fac t ion  and achieirenient r.'hich a c:)z~i;~''b:-~-sim of e ~ c i a l .  :..a2 

economic development can bring, 

By act ively promoting economic developme~t ir ::ell-coficeivcd 

program of common action with the peoples of t h e  new m t i o n s  wc 

can undertake t o  help them reach tiisir  goal^;, we can demonsC,rz~c 

more effective* than by any verbal propaganda the vide Fanye of 

values re share with them, Arid i n  so doing we can a=.? 0.0 m;:;1;2 

BEST AVAILABLE COPY 



of Influence to mwe toward the reallsation of our own nat ional  i n t e r e s t  

i n  a world made up of f r e e  democratic societ ies ,  

The question, then, i s  not whether we should ac t ive ly  promob 

economic development programs but  how such program can serve these 

l o f t y  ends, 

%fore we can Oetennine the ro le  t h a t  economic programs can 

play, we must f i r s t  be c lear  as  to so= of t he  pr incipal  requirements 

t h a t  must ke met i f  the underdeveloped countries are  to achieve 

p o l l t i  c a l  maturity , 

a, There must be posed f o r  the Xeaderl.;Mn --.. and the people of 

each country challenging and constructive in.ter..nnl tasks which w i l l  

capture the  imaginations and harness the e n e r ~ i e s  - of persons through- 

out the  society. The peoples of the  countries of Asia, the  Riddle 

East, and Africa have u n t i l  recent ly  been dominated e i t h e r  - de 

o r  de f ac to  by the  w i l l  of foreign powers of d i f fe ren t  rnces from -- 
t h e i r  obn, To the extent  t h a t  t h e i r  peoples have achieved cl dsgrce 

of c m o n  purpose it has been i n  opposition toW.8 ~ x t e r n a l  i?f?-ur,xceo 

Wherever they have achieved t h e i r  iachpendence frcx cslonial. co.!r.ti-u?-, ' 

this symbol of t h e i r  common purpose has l o s t  some -3 i3s ene!=;;Lzizig 

force,  &iny of them are tr-ing t o  ret~i1-i  t h e i r  sense sf dsdic ..ion 

and direct ion e i t h e r  !:y rstrospecti;.o?y f i g h t i n g  over agrin in t h e i r  

minds egd ir, theis p c l i t i c a l  zpoeches t he  glorious revolutions they 

have already accoqlished, o r  !::: identifyvlng thernscl.tqs -with the 

revolutionary aspiralion,o or' countm9.a~ st i l l  :;.-,t i~~dagendent ,  A 

prime requirement f o r  their p o l i t i c s l  developmont Ls t h a t  they now 

+,urn their constructive energies on a b~oacl. scs le  t o  the r e e l  problem 
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of their own in terna l  future. Only when these problem of in t e rna l  

change have beconm the earnest  ooncsrn of a large p a r t  of the popu- 

lation, and individuals throughout these societ ies  see ways i n  

which' they can make useful contributions to the solution of these 

problems, w i l l  i rresponsible extrendst movements whose focue i s  on 

the b a t t l e  symbals of the pas t  lose t h e i r  a t t rac t ion  and the 

ins t i tu t ions  and forms of democracy becoine meaningful, 

b, The constructive issues around which unity ard cohesion are 

t o  be forged must r e l a t e  t o  the em@@ aspirations of --., a l l  cTbss;.a 

and regions i n  the society. The f i g h t  agalnst internat ional  cofirn1:nj.sn 

is neither suf f ic ien t ly  meaxi.ngfu1 nor su f f i c i en t l r  re la ted  to the 

current hopes of most of the peoples of the underdeveloped areas to 

be an effect-ive standard around which to mobilize p o l i t i c a l  actixity. 

Firs t ,  it i s  a f i g h t  age.inst enC not a f i g h t  - f o r  something, Second, 

communism is  not seen as  a menace i n  many of these areas because 

t h e i r  peoples have had no personal contact with what it car: man; 

and those who are snare of the struggle bstwaen the Communist blac . 

and the Free World regard it as something t h a t  rnatit3r~ to US 'but 

not to  them? Third,' since the Communists have very skil12ulL;r 

soft-pedalled the ideological elemcniis i n  the i r  position ar;6 haq:c 

ident i f ied themselves with loca l  causes, to ottack c ~ s z ~ n i s n  -Ln 

princinle sometimes gives us the ap-earance of ~ttac::: ng thr: ;?,.,:-,- 

idea of t r y h g  to solve loca l  problems, The bes t  counter to COP 

n d s t  appeals J.e a deomonstrtltion tha t  these same problems can >ti 

solved by bther  means than t h s e  the ~minunists propose, Unlcs~ 

there is  a rapid spread of the conviction t h a t  purposive action 

BEST AVAILABLE COPY 



within a democratic s o c i a l  order can make progress i n  at ta ining 

newly form&ted goals, movements to a l t e r  the order by violence 

w i l l  become increasingly successful, 

c, These countries must f i nd  ways of developing new, young, 

and vigoroua leadershQ, Many of t h e i r  leaders a re  e i t h e r  men who 

have spent t h e i r  l i v e s  organizing opposition o r  men selected by 

occupying colonial  powers because they had 6 stake i n  the main- 

tenance of the s t a t u s  _quo o r  because they could be t rus ted  to ad- 

minis-r without having too many ideas of t h e i r  om, There a r e  

remarkable e::ceptions l i ke  Mr. Nehru who have been able t o  conTrey t o  

the i r  peoples an image of what t h e i r  country might be l i k e  if they 

m b i l i z e  the i r  hunan and material resources. Est &XI expansion of 

the pool from which leadership can be drawn is  everywhere a crying 

need, The development of t h e  r i g h t  kind of young leadership will 

require s t ress ing  problems whfch a r e  challenges and opportunities 

rather than threa ts  and which themfore appeal t o  constructive 

rather  than conservative motives, There a re  reserves of leadership 

potent ia l  'throughout the  populations of he underdeveloped. areas, 

but they ~ u s t  f ind  n focus f o r  t h e i r  energies i n  problems they regard 

as r e a l  ra ther  than symbolic, 

do Related to the recruitment of new leadership is the need f o r  

grea t ly  increased social ,  econodc, and p o l i t i c a l  mobility. reason 

f o r  the widespmad impression t h a t  leadership m t e r i a l  i s  scarce i n  

these countries i s  tha% the base from which such leadership could 

t rad i t iona l ly  be drawn has been pa the t ica l ly  narrow, One of the things 

the Communist movement does is  to provide out le t s  for the a wakening 



energies of young men previously denied oi-,rso:.tunlty by the r i g i d  

feudal c l a s s  s t ructure  of their societies, Young leadership is in 

f a c t  appearing, If it is not provided a ro l e  In constructive pro- 

grams, it will lead destruct ive oneu, In pad'icular, recruitmen% 

of n o n - C o d s t  leadership has too frequently been confined t o  

the urban centers #here a amall f r ac t ion  o f t h e  population is  con- 

centrated. There are huraan resources which have been la rge ly  un- 

tapped i n  the  r u r a l  areas  where 70 to  90 per cent of the  people fn 

the underdeveloped countries Uve, Outsiders cannot force the  re- 

cruitment of such leadershipo out  program8 of r u r a l  development can 

uncover much leadership potential .  

e, Related to t h i s  f a c t  i s  the requirement, i f  t h e ~ e  countries 

a r e  t o  achieve mature p o l i t i c a l  development, of finding wags to 

bridge the e ldst ing gulf between the urban classes,  of ten Western 

educated, and the countryside, I n  qany instances the educated classes 

often know leas--and, more important, care less--about t h e i r  om 

countrymen i n  the rural d i s t r i c t s  than do we o r  other foreigners, 

8 s i tua t ion  uhich hsa a doubly unfortunate influsnce, Where urban 

leaders do l i t t l e  about sonre ofthe countrgss most urgent problems, 

the  mass of the people lack the conviction t h a t  their leaders are 

central ly  concerned with t h e i r  problem and a s p ~ r a t i o n s ,  Those 

countries like India which are making the ~ o s t  progress toward 

maturity are those i n  which t h i s  gulf is  being bridged--mom chrough 

econondc programs which f ie ld  a sense of common purpose derived 

from common e f f o r t  than by any othe, * means, 

I n  this connection it i s  worth noting the special  mle pbyed  



by the d l i t a r y  in many of the underdeveloped countries, The army 

is frequently importmt to econ3ndc and po l i t i ca l  growth f o r  t h e e  

.reasons. First, a ndll tary career is often the only channel t o  

positions of leadership and responsibili ty open to members of t h e  

l e s s  privileged classes and especially to m n  with ru ra l  backgrounds, 

It is thus often a good place from which t o  recrui t  new elements of 

leadership f o r  nonmilitary progrants, Second, the army is  often the 

only career i n  which a man has an opportunity t o  acquire 30th tech- 

nical  and administrative skills, Many of these skills are eas i ly  

transferable to such c iv i l ian  t a sks  as the building of mads and 

communication systems orthe organization of a loca l  community f o r  

improved sanitation, Third, military service provides vocational 

training which tramforma ru ra l  into urban men sui table f o r  indus- 

trial work. Countries could well  pay me attention to these 

ef fec ts  of conscription, 

When we speak of recruiting new leaderahip, we do not mean 

solely o r  even primarily leadership a t  the nati.onal po l i t i ca l  level, 

Local, regional, and functional leadership are  a t  l e a s t  a s  crucial 

to orderly development, Indeed, when we t a lk  of the development 

of democratic societ ies  we tend t o  think too largely i n  tonas of the 

mechanical process by which national leadership i s  chosen, ?omr 

and decision making cannot be decentralized, whatever the electoral  

process, unless there are competent and dedicated peoplemailable 

a t  lower levels  to whom decisions oan be delegated, A country which 

is formally a dictatorship but whose gwernnent encourages local  and 

p u g  in i t i a t ives  and i a  responsive t o  them may be mom democratic 



than one which goes through the motions of national elections but 

has no p o l i t i c a l  vigor a t  the grass roots, - Since the problem8 of 

maintaining national cohesion i n  the  face of rapid social. and economic 

change are so wnsetLUng, the newly independent countries may have 

to pass through a variety of t rans i t ional  p o l i t i c a l  forms i n  t h e i r  

search f o r  a democratic fraplewrk 'appropriate t o  the i r  own situation, 

The crucial test is whether local  leadership and loca l  participation 

i n  decisions of loca l  in t e res t  are being nurtured, 

' f, Perhaps' the most c r i t i c a l  requirement f o r  the growth of .-- 
p o l l t i c a l  rraaturity is  t h a t  the people of these counttries d q e l l a  

communities tha t  they can make progress with the i r  problems through 
*M 

t h e i r  ounnotk~~~ The principal  reason for believing t h a t  some 

growfih i n  economic output, even a t '  a show rate, i s  critically 

important t o  polAtical s t a b i l i t y  is that such growth has become 

an increasingly important symbol to  them of the i r  capabilit-f.es, 

the42 national worth, andthelr nationaldlgnity, If t h i s  growbh 

is widespread through the countrg andbased upon a good measure of 

loca l  cornunity in i t i a t ive ,  i t  can become a v i t a l  symbol of indivi -  

dual and community a s  well a s  na t iona l  achievement, The C w s t s  

are saying through the countryside, nYowl leaders are bankrupt, 

You can do nothing under the present system t o  work towad the 

sat isfact ion of your hopes, Join us and we w i l l  give you a meaning- 

ful missionow There must be an al ternat ive to th ia  appeal if 

democratic evolution is to succeed, 

It should be emphasized also tha t  a sense of confidence is tns  



chief prsrequisite for the developnmt of satisfacterg t~kmu1 

relations with the rest  of the world, A t  the rpment meny of these 

countries are fearful %hat other netl'io~s have c3~ectivee and values 

different fro& their  om which threaten their nation81 fngegrity and 

security, 0uce they ase that they are wholly capable of &anding 

on the ir  own feet, they c an afford to be less quixotic and nervous 

in their foreign policies, It i s  generally true that a nati.onts 

foreign policy ie an index of the state of i t s  donestic society, 



Chapter IV 

WHAT AN ECOY0l::iIC PROGRAM COULD DO 

It should ?m apparent tht whether soonomric propama have deair- 

abls po l i t i ca l  and psychological effects Sn t e w e  of tb principal 

requirenrds for the growth of polit ical  maturity w i l l  depend on how 

thsy am carried through. bb have had experience vieh aid program 

which justify a l l  the scornful strictures of the* opponents, and which 

have baen nat mmly neutral in their effect and hence waetef'ul but 

pos l t ies ly  harmful to our interests, tb have learned that bansfib 

do not follaw any more automatically hcom the voting of awns of  mmy 

by the Congrase i n  thls field of policy than in slur other. But past 

aistahes do not alter the b e i c  fact that economic program are one 

of ths few levera of bfhence available t o  us which have a serious 

chance of influencing i n  important w8ya political dev@lop~trs~its in 'she 

underdeveloped areas, 

FJhy ia this so? The answer lies In the social and pol i t ica l  

connotations of %.he economic growth pR3C438S. 

A Conatmctfvg Chhlet for Hationallim -- 
The poaaibili%y of econolc;lc g o k i E  pmsente a real chsllenga to 

the constructive energbe of the people of the newly hdepsndsnt 

countriea, Some countries, U k e  India, have elready dermnstrated 

that thio challenge can have much water appeal ae a rallying point 

for netiunel effort than the presezrction of t h e i r  societies fmn vim+, 



u, jslieve to  be an external threat;  Indeed, i n  India the problem 

of irrternal developllsnt have &ady startied t o  replace such ismaas 

aa colonialium, r a m  discrbaination, and relations ~ t h  foreign coun- 

tries aa the kzrnlng iesuea of national and local  pol i t ics ,  The 

premnt govermment has tbd its fortunes to  the  eucceas of its five- 

par p h ~  and haa -rated a quite rcrmprkable d e w  of interest in 

these evan down t o  the  remote villages. Performance under the five- 

year piano has becona Important not merely as en - of the effec- 

ti-s of the  present ~ v e m m n t  but as a major symbol of Indian 

national aspiratione, indepeadence, and di&ty. A retllizatlon of 

forward mv-nt in this effort ,  even if the v is ib le  economic maul t s  

are not spectacular, has becom a prbw factor  in the national conscious- 

mea. There la  an even mrm widespread auammse among India- of 

India's competition fo r  succeaa in w w t h  with Communist China. It 

i e  not accidental that Indie ' 8  internal pol i t i ca l  situation, while 

still fill. of disturbing elements, ia in bet ter  shepe than tha t  of 

m6t other Asian countriee, India's effective absorption in a construe- 

tive economic effort is not the whole etory, but it is auch an im 

portant part of the story tha t  a r e m o o 1  of the trend of  p r o p s 0  

which h e  been etar ted could lead t o  a rapid deterioration in the 

po l l t i ca l  scene. It . . ia plain t h a t  i f  we support effbrte l ike  t h e  

Indian one and encourage the dwelopmerrt of such e f fo r t s  i n  othar 

countries mr can influence t h e  overwall po l i t i ca l  scene, 



A Social Sol& 

More apecificelly, Uevelopmnt assistance can be mads corditionel 

upon the  gllbmfasion of convincing evidence that  a country's lsaders 

have thought through the  needs of a11 aeetora of their population, 

Them is a tendency for  the urbangeducatmi e l i t e  t o  think fist in 

terms of factories and o*r urban-centered activities. Requirements 

of economic balance can l i t e r a l l y  force them t o  get into the  country- 

side where the bulk of t h e h  people l ive and fi& o u t  about ru ra l  

conditioner erd prospects, Indian i r~ te l l ec tua la  are learning, slowly 

but m l y ,  t o  wlork with peaeantu, t o  s o i l  t h e i r  hands, t o  i .nt~?~st 

tbemaelves in the issues peculiar to their o m  nation rather than iF, 

the intelhctual fashions of t h e  Western wrld, As a result ,  althou* 

them are still villages in India whew people have never h a r d  of 

Nehru, much less o f  community developnrent, the number of these is 

shrinlring with amsing rapidity. A more energetic focus on develop- 

raent, accompenied by an insistence on balanced program, cculd hays 

similar effects  in countries where the gap batmen ci ty end country 

it still almost unbrid* and uhem the Comunists t ha re fo r~  have 

a clear f ie ld  in the  rural areas, 

Tbe Development of haderahip 

O m  of the significant aspocts of programs of agricliltud and 

vi l lage  development is that they pmbtbly provide t he  b e d  oppor- 

tunitiss fo r  uncovering and encouraging new aources of young leader- 

ahip-essential t o  the  @ovth of polPtical maturity, The v i l l e g ~  

wrker trafning program which several cowtries i n  A s i a  are undosta&lg 



a m  recru i t ing  frcm sectors of the population outside of the castea  

and clae~les t o  which opportunity has t rad i t iona l ly  been l imited* Even 

i n  tihe cities, indudrial  dovelopaent is beginning t o  h accompanied 

in a feu placee, by a labor raovemsnt t h a t  is shirting i t8 focus f r o m  

p o l i t i c a l  ag i ta t ion  t o  incmasingly mapomfbh concern with the 

economic welfare of the  wrking c l a m s  within the  frpppework of 

existing ins t i tut ions .  Thia process has a long tray t o  e, but it is 

moving i n  the  r i g h t  directian. The failure of e f f o r t s  a t  ewmmic 

powth could rapidly reverse this t-rend and d r i w  labor and p a s a n t  

o rganbat ions  back t o  a concentration on p o l i t i c s 1  pro tes t  instoad 

of aon8tructive eff0l.e. More vigorous promotion of growth with oppor- 

tunities f o r  these p u p s  to  r ea l i ee  some auccesrr i n  their s f f o r t e  

t o  i m p m  t h e i r  welfare could p p a t l y  accelerate  t he  emergence of 

responsibi l i ty  i n  such organisationso 

Confidence in  the Demcratic h c e s 8  

Psychologically, ae oRa pointed out above, confidence t h a t  people 

have it in their power to hpxmm t,LKip om lot  As o m  of the most 

essential requirements for p ~ l i t i c d  m8pomibilj.t~ E c o ~ ~ I ~ ~ c  evLdences 

of success are among the most parauaaiwa ones. Seeing new factories, 

b e t t e r  farming metlbocis, improved public health and educatfon, and 

better transport actuallj becowing r e a l i t i e s  i n  reaporme t o  their own 

effort8 can supply t h i s  confidsnce. The more uiSely spread t h e m  

a c t i v i t i e s  and the more universal tho efforts of ~hicl i  they are the 

tangible  evidgnce, the more l i k e l y  is t h e  p o l i t i c e l  effect t o  be 

salutary,  



.ha3 . r , r - -<- rht P*!W prav:W n p ~ ~ a ~ l - t b ~ t . ~ B s  

$0 dmm? ~ r t a  d ~ ! - : t  ;~r.h.' ~e?j,z ., E; F,:L*&~, i A l k , B  a Q l l  IlbCIw Con- 

v4ap1cmq L,~LYI: eLtbr amzrzct diac~rseion 0s tha aperatan  of e h c t ~ r a l  

mech-rj d1mrced f mm ,mai ; . ~ a ; b ~ ~ ,  Lf' voting U t u  be made culi 

ectaw%%y &3& io9 mrs tnan an ~riteraethg a m  gadget9 Shm mat be 

aapssthing ts vote about whackl concern pop%Bg and so- test 

of carA%Iates o W r  than %heir oratodcal powm or the width of their 

circle 02' accplairftances, Ewmmic fssuea are, o f  oourae, not t m  onPy 

onerr d%h ,wai a.taI.L%y, buC in auns;rw;R whm o maJosfty of th pao2l.e 

11.m elom to  ebe margin of subi&anca, mod d k w a f ,  &uce%PonaP, 

and mcU1 %ssuea a m  duuctly related to  economic p r o b h ~ ~ s ,  ~illah 
education requires schools, equippsnt, and the aupport of teecham; 

public health mquires mdical services, beeter mtrLtion, Prd be%tsr 

housingg social Justice RrtquarR3.y depends on land redistribution and 

comnity  eemicea; a U e r  communicatfon of ideas depnda on rouda, 

wmmiceti .on d a ,  end the l W ,  

knternational cooperation on economic lSbsues offers opportunitiee 

to  dsnranstrete not o n l y  t b  c o m n  shared by the people8 of one 

country wfeh those of another hY; a h  b l p f i l  ways fi YMCh those 

goals ere being pursued abroad, Such &mn&rathns correct false 

images sf foreign stocie~lss, Une of ths most polAtically effective 

pmgsem8 me have carried ou* to date has been the sponsoring of vA~itas 

t o  Anrrrban fadutry by Buwpean productivity teama, T h  oetensibb 

purpose of t h e ~ e  v58its was t o  give the viaitom n e w  ideaa about tech- 
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aical  and arganjaational veys to increase productivity. Their most 

dramtic consequence, wideljr atterrted to, ues b epmad en uaderstd- 

Ing of what labo~+maagement llelatiom -re r e ~ l l y  like in America. 

Visitor v i s i tor  h 9 m  buth European ~3~aegement and labor expressed 

amosemerrt a t  the degwe of democracy and mutual human respeat they 

found ia American labar-menagwant relatbm, 

Ideology, values, and principZss of pol i t ical  organUation can 

be much more quickly grasped and promoted through pyograma of cDnaaon 

aatbn than thmugh debate or "cduc~tion.~ r .dTa isbg  and consulting 

on li!bolcloamgement relatione, on the organizat ion sf cooprctives, on 

a m u l f u r a l  extension, on educational mthods, on land mform, on 

local governmnt, on training and recruitment of apeciaUeto, minagem, 

fommn, c i a  sgrvants, adndniatrators and the lib, both nationally 

and especially locally, the United States has endless opportunities 

to illustrate American valuca as thmy relate to damrckic ac'tion, 

m c M  msponsibilit:, free mobility of ;~ersom, and 89 on in the 

persuasive form of practical appl icathn unobscured by unfw-dliar 

ideological t e ~ l o g y .  

It ie perhaps rroccssor, to ropset ti& B C O Z ~ O ~ C  problezc s1.a riot 

the only focus for constructive effort ,  at a h s t  a l l  th~e cCailer-=.'zg 

thine peaple can be s t i m d  t o  watt t o  do with tixsmselves and tho* 

societ ies  require some additional TZ r oumss. :.i-thout econornic @r%h 

neither the human energies nccesssrg inr tlbe phvsical resources 

required for the sstbfaction o f  the aspbotisrrs of their p o p h e  

wll1 be available t o  the poorar coudr ies  of %he world. Mot onxy is 

economic growth e premguisfte for pol i t ica l ,  cultural, and social 

improm1~8nt, it c m  i n  many ways ba E:: e n g h  of such improvetment. 
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The American Objectim Re-StatsF: 
L._U 

t>.e nnsm a ua;lque opportultiy* L e  alom ia all tho world have 

the abundant resource6 t o  mks such p v t h  possible, 

Others can d should contribute for a variety of reasom, b:e 

should prorpote not an exclusivsly llrPsrican program but; a partnership 

program in which a l l  the industrialfied countries should be iriffited 

t o  participate, If we t a b  the leadership in such a program u~ mot 

not fear, and ue can even wehcolae, Soviet prticiparicn.  Tho Commu- 

nat bloc is pr~bably both umb3.e and 1~a~&Uing  t o  supply by 15s&.? 

t h  v 0 1 w  of awistance that m ~ l d  f r u i t f u l l ~  be used.. As long &is 

we f a i l  to e x e d  Isaderahip and rea2:.;5.ct our efft::-.tj to o nieager 

scale wkiich the Comunist warld can afford to match, comaaks i.111 

make effective po l i t i ca l  capital  out of aid wcompetikior;, BE'; 

if ue take the in i t i a t i ve  boldly and un an inaginative scaie w@ con 

actually encourage Sovbt eorrtributions without fear that %hey ~5l.l. 

donhate the pmpm, 

To put the a r w t  of th i s  book mother way, our %&sic o'sjecki-:_:: 

are npoliticaln in the sense that our most pressing i;;:-sru:;l i:-: '.:;:'c 

%he soc i e t i e s  of the, uorM develop in %?;.a that will nL2 r@nxr 3:;.  

secnritpe3.ther as a r e s u l t  of  their own intieszml dynamics 0- ZI~a,tse 

they ars mak enough t o  io u8r:d es tgols by others, 3ut o m  ~tlp&bl.l?~%; eE 

go influence ~ : c l f t l c ~ l  Sevelrjgnznt b~ a r g m n t  or "-.'- ~ ~ ~ v . 2 ; .  - + - < - -  ~eikti-or. 

v e r ~  sfig2:L.. Likip.-d5 direct poUS;icaI int+e~~:~~enkiasi is akmsl  

ce&sjg tc? net. tip res~nti;.::,x-La em? ri.~istar.ces whicil will p r o k c &  the 

exact xvcrse of t!:~ rresu1.i ue seekc i;co~~;oc;ic i:~.r:rans whien are  

r z U t ~ s l  &,hLki rC ' :$c~ t  .Lo t h z  , . . , ~ ~ i p ~ ~ ,  hsfies ~h~ : : !~  y3uEe , ~ ~ l ' ~  I ) ~ s ~ ~ ~ ~  . 



!rO 

llence--not nonethelass can be ezfedive hatrmenta  of pol i t ica l  ~.nfZ~ 

because they w i l l  mrcruit a l l l e e  but in a moh .mre fundasl~ental sen89 

because We:: can develop political responsibility, They are thus 

a u~y--w uould argue the best arid perhaps the only way-around the 

imgeess wlth which on are conikonled when we t ry  t o  use our political 

influence directly, 

JXI important i l lustration of  thia principle is to  be f o d  in 

our pol ic ies  t o w a r d  cob-, F'e should be more olgorously on the 

aids of f l m e c b  and indepandencs for subject peoples. But, apart from 

the difficulties of direct pol i t ica l  intemrrtbn in the affairs  of  

our Europe an a W s ,  it ia not a t  aP1 clear that ne contribute t o  the 

pea- and atability of the world by encouraging c o 1 0 ~  peophs to 

r a w  th& energies around the goal of violent revolution, There is 

mare merit in the argunmnt of the colod.al pow3rs that  to  turn loom 

their  colonies before they have acquired the capacity t o  deal wlth their 

own affairs  I s  to do the colonies a s  -11 a8 the w r l d  at large 

a disservice. 

On the other hand, It w u l d  be hard for the colonial powers to 

deny that a vigorous and world-wide program of assietance to economic 

development met logical ly  include the colonial t reas. I& can and 

should apply the same conditions t o  these a s  t o  other rec ipbnts  o f  

assistance, notably that responsibility for economic programs mst be 

acce- by the people of the area themselves at both local and n a t i o d  

levels. be can insist, -ugh economic pmgrams, on seeking out and 

developing local leadershipo 1.4 can argue persuasivel; with the occupy- 

ing pouer8 that such pmgranm w i l l  provide an outlet  for the energies 



of local communities which w i l l .  reduce t h e i r  preoccupslion uith sub- 

werslon axxi vfoler~ce agauet hurupeana. he can d t h  equal juetice 

insest that our a m  m wrpportmg these pro@- ;Le to ej-d %he time 

a t  which the colonial. people$ can tmcuro that independence to which ws 

as wll  as they are cisdicated, ba can ehow the peoples of  the c o l o ~ e s  

that we are effectively sacurht, independence for them by forcing, 

as a technically necessary conditioc for economic grouth, t& dehge- 

tion to them of an increasingly important a h m  crf the decis-dt 118 that  

affect their daily lives and welfare, Thus the formal status of 

pol l t ica l  independence will become both h a s  emotionally 'argent and 

more attainable. To describe a l l  the ways in which this can be done 

wuld take more space than w can devote to it here. But w are con- 

vincsd that a sld3lful propam of econoAni.c and technical assistiance 

could both accelerate independence and take much of the dynardta 

out of the symbols of colonialism if it i s  pursued with vigor s M  

imagination well before the dynamite has begun to explode, 

The irapact of such a program on the economies of the d e . u l o p d  

oountriss o f  the free wrM w i l l  be discussed Later, Equally important, 

howver, are the  posaible p o l i t i c a l  and psycholo, i ca l  effects on 'ths 

other developed natioxm of a program of devolopmnt in which they 

participate as partners, Our common efforts uEiz them t o  date, with 

the notabla exception of the W s h a l l  Plan, have been l argeb  military 

and have had the negative ff v i t a l  obJectiwe of confh ing the expansion 

of Communist military pouer, Gfven the role of atomic wosi>ons in modern 

warfare and the pmponderant strength of the United States in thzse 



weapons and the means of the ir  delivery, our European allies have felt  

themselves 3n an aukuard dependent position, largely observing the 

Amsrican-Soviat arms race, on which their security depended but to 

which they could only marginally contribute, It is important for our 

relations with them that, now that the lbrshall Plan is largely eve:-, 

we demonstrate thet rn ham a luap  been and are still interested in 

mre conetructive t a s b  and tbet  they have a world-wide role of major 

reaponsibillty to play in carrying them out, A joint effort to xhich 

w make a major cantribntion which has as i t 8  objective t,he building 

of succesafil democratic societies could have importent effects in 

holm the alliance together and substituting the cement of hope 

through comn effort for the binding force sf fear, 



zamts?leal to develop theb eeonomi~.~ Any aeltwfld program %a .recvz 

Uiia interest must be based upon an u n d s r s k m d h ~  of take cconsrm8c 

?roblers8 ?Aeae eountr%es farce and of the possibLlities and l M r & % ~ r a t i _ :  

sf %he role outsiders e m  pzay in helping them t o  solve %hem p r ~ b 1 ~ ~ 3 +  

Nn %uo of theae eounWles are a b k e ,  and t h e  psobPems of ~~ w f b i ,  

be shaped in each bg %$a re,~orrn0es~ its cu1tuxeq lit8 hfatary, and i%a 

pdb$iea l  %nsi;itutions. Nonu khelsrss tr"iicse 9s energlng from the 

htensive  work of sod?%ai sscier~tiete m the development pr~blem over %he 

pae few years a reeagnition tl~a-t, these are commn elemen&s in tihe 

pa%tefns of developnent of clifferefiti countrtee which have 3mpPicatx~aze 

for dme%opmt palfcy evewhere, Since our propoeala grow out of 

o w  conception of some sf them c r , m i  elemm%s, i t  i s  important to 

Once,soccfetfes are stbred eon! the  lebhargy of traditional 

e c a n d s  stagnatim, the i r  transition to mature eeU-sustained growth 

san be divided into three stagesc 

Eshblrshing the TsecnndftPms 

F'irst, there is a period during which the preconditians faar 

wonom$c progress are establfshed* The idea wet econcmie progn"ese 

is posskiile spseode, Eklucal;lon, fm some 8% leastq brmden~ and changes 
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fs exnaded, notably i n  transnort, conanmicatiom, and oroducts, such 

aa rau materials, which can be sold in emort trade, The orbf t  of 

commerce, in te r& and external, wider!. end, ham and there, maw- 

fact.- enterprise appears, aut a l l  this actisriky proceeds on r 

limited baais within a n  econcmy and a society still mainly chaacter- 

ized by t rad i t iona l  Em prsductl8S'fr'jr teehniqws anci by the old volmr 

and inatdtut9lona which developed i n  eonjunction with them, 

W n g  this perfod, which generally lasts same tim, two tbingrr 

stiurd in the way of more rapid growth. The f i r a t  1s that these colurtrisr 

a m  desperately poor and tba -gin above tam subsistence is mallo 

They rwst learn t o  chanml this small margfn in to  productive investnrsnt 

Worn they can get off ciaad centerc This often requires fmaortaJrt 

p o l i t f a  and soc ia l  change and takes tfms, In t h e  memwhlle, ofrtually 

the en- output of t h e i r  economfse is required merely t o  keep t h e i r  

pondations alive on a rnisarable ~ i t t a n c e ,  Indeed, when bad hamrests 

or other misfortunes occur, wen this is not noesible ard widespread 

starvation is l ikely.  In good yeam it may be possible t o  set aside a 

small piart of output f o r  future we ,  but arriy fnpetus this @MI t o  growth 

is Ukely to  be wiped out by r feu bad years, Thus the precondition 

stage is commonly marked by a ssriee sf f a l s e  starts in which some 

early signs of grawth appear, only t o  ather l ah r  w i t h  a return of the 

economy t o  stagnation, 

The second o b t h c l s  f a  that  even fi capital is available tram 

outside, the eawacisy t o  absorb it i n  muny sectors of the economy ia 

aery low, It does little good tie supply money t o  build plants if 
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H I ) ~ L I ^ ~ ~ ~ u ~ ~ ~ -  ~~~~~~~ c.rj-qt-t~.;mg : a ~ , f ; n p ~ " * p i ~ . r  , , ':r)# ) 6 * t  l rffeP 3 0 l i t / ~ i r l ,  

--- < . . :.: "." . . ,. - . ' 7  < ,  
- 

i;l? P? 2 . 7 : .  -. ., 7 '. rcl dL ICL 

zave psLGei, m&gAfi&, om@,,& , r - b~ F ~ ; & L L I  .*+.3 de~*.n'AC L ~ : C Z ~ L V C :  

f;rztara, The rate savfn -w--thn W, itt;.~ :*trq.:~~.% a C(jUlItTy ~hlf@ 

back into i t a  own fu$w'e growbh--rises froriqps q.r, 5 per CenX. of trm 

m t i o m l  income t o  fa per cent  or m a r e .  Evert sor;. antportant 1s the 

mctwsm by which t h i s  O C C W 3 ,  The economy or~..a?fzss X t a ~ P f  oa 

that a high propartion (25--505) of aw increase *rn o u t p u ~  he 

oloughed oack i n to  fur ther  investmn$, New key i n d u t r i e a  exvarid 

ra;lidly, yielding p ro f i t s  which are substant ia l ly  reinvested i n  new 

capacity, Naw Wchniques spread i n  bath a g r i c u ~ u w e  and industry, as 

increasing numbare of persons are prepared t o  a c c e ~ t  them and tne 

deep change8 they bring t o  w a y s  of life, fi new class of buainessmcn 

i'usua tly private, sometims public servants) emerges and acquirse 

control wer t h e  key decisions determining t h e  use of savings,, New 

p s s i b i l i t f e s  f o r  export and new fmport requirements develop, Em 

economy explo i t s  unused backlo~a  i n  technique and natural resources, 

This is the  stage when the need for foreign capital f a  a t  its 

peak, Often, p r r f i c u h r u  Lta~ard the and of this a t g e ,  the  burgeoning 

enterpr ise  a t t r a c t s  substanti81 @vats internation;al capital, In a 

decade oo. two the basic s t ruc ture  of t h e  economy and the soc ia l  and 

palltical a t r u c t w e  of t h e  eociaty are transformed in such a way that 

a steady rate of growth can be sustained with a diminishing inflow of 

a Houghly, t h i s  w a s  the  process through which Brftsrin k d  

*by 1815, t he  United "tates by 1860, Japan by 1900, Russia by 1913, and 

thro7ugh which hdia eeeks t o  pass i n  the next decade or so ,  
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10-20 per @en% of t h e  national incone i s  steadily p i q h d  bmk 

fnts expmi ing prduef,Dve capacity, The stmature of the econany 

&angea eontbums3.y as technhLque improtree, The economg of the country 

become8 nwm intimately related to the international ecmomy, The 

society makes its tenns with the requirements of modern a d  efficient 

p&uctlon3 As rapid grwth prwfdee the masgin of sesougaes FTan 

which addlitfcmal inveatmmt can be made, the need for capital fram 

abroad slackens; ultimately it ceases entirely, and domestic e e h g i a  

m abundant that they begin to seek profitable ~ o y l a ~ ~ 1 t  abraad 

%n econdea  erem more recently launched on the g r o w t h  sequenceo 

Uaderdevelopnmnt Clarified 

In the catemporary world the so-called underdeveloped cauntriea 

stand a t  different points i n  relation to tbe three stages of ecmorJicc 

growfih, Most of the countries of cmtral Africa arxl the nfddle Fast 

aad a few in Latin America U k e  BolfvPa a d  Ecuador have barely begun 

the prmes8 of developing the preconditions for the t rans i t fa  to 

grwth, Others, 1;1Cke Indonesia, and perhapa Peru and Iran, are approaching 

e poiat where a auata9ned e f f o r t  to make the transition m y  became 

feaafble wfthfi, say, a decade, India, Burme, and the Phillipines are 

begfnnfig the trensftion, and Mexfcs is, perhaps, emerging f r c n ~  

A few like Argentina end, perbpa, Turkey have, on the dole, passed 

f&angh this transation with success and now confront the problem of 

regular growth itself, of%en involvbg painful structural adjustm$er., 
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r~~t~?;m:1p tlrr stfir'*> .r t . p  . r * l l f F * C , r  i * I r : t ~ ~  . ~ . : e a f ,  'UP 

i fa3,ces alre uaefsl, 3: a + l,lintr) ika: ?.la ~: . t )n ,  ?let: dl; average rats of 

powth of Der eaplta Ins-me ;If a t  bas& c n e  or t w o  per cent per 

year over at  least a ffve year ~ e r j o d ,  and ff t h i s  cannot be explained 

by adventitious events such as a seriew 'of exceptional-ly favorable 

crops, or abnormally high pricea fo r  its a p a r t s ,  t h i s  is good evidence 

that it is passing fromthe precondition stage in to  the stage of tram- 

i t i o n ,  & further t e s t ,  though this may be s t a t i s t i c d l y  hard t o  

de temne ,  is w h a t  prooartlon of i ts  annual product it is able to 

s e t  aside fo r  investment purposes, In the  precondition stage t h i s  is 

unlikely t o  be more than f ive  or  six per cent, w i n g  t h e  t ransi t ion 

it climbs un t i l  i n  the third stage it reaches f i f t e e n  percent or 

bet ter ,  Of course, these s t a t i s t i c a l  t e s t s  are only indicators, which 

must be interpreted in the l i g h t  of a f u l l e r  examinatior of t h e  

character is t ics  of the economy and the  whole society af which it is 

a par t  by someone intimately familiar w i t h  the way it operates; but 

they provide useful rules of thumb, 

The assistance which countries need from outside Ff they are' t o  

develop is of two kinds,, In the  f i r s t  place they need capital ,  both 

to establish the preconditions of g r o d h  and t o  make aura during the 

second stage that growth f s  maintainea wtiE they reach a point where 

they can be reasonably sure of m a i n b n g  it out or the i r  own increasing 

output, Two s a r t s  of capi ta l  may be required, Tbey id11 need from 

outeide some af the e q u i p n t  anl. supwlfes required t o  construct 
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pert icul~  developmnt projects, They w i l l  olso frequently need a 

certain volume of food a d  consumer goods t o  pennit them t a  divert 

own labar and other xwonmes from output for consumption to  develop- 

m a t  efforts, But  i n  addition t o  capital  they w i l l  also need a great 

deal of technical assistance, the tranafer of lmpledge and e m s  from 

other parts of the world t o  permit them to make effective use both 

of the i r  awn meagre supplies of capital and of whatever is nade 

available from abroad. 

Policy Implicatians 

The capital  and technical assistance needs of a Free :dopld 

grarth program w i l l  reflect these dif'ferent atagee of growth ard, 

therefore, the  different requirements of the various coslntries 

involved, A t  an early a t a ~ e ,  basic education may be the prine re= 

qnireraent i n  many countries, a2d i n  others auch overhead capi tal  a~ 

ports and r a a ~ t j r s ~  In many, technical assistance of various l h d 8  

msy be iitore a-gw.tly ceded  than capital, In a few, i~duetrial  capi2a3. 

equipment itscrlf my be the urgcnt p r e rqu i s i t e  fo r  continued propeaa,  

Host country program3 should have a11 these e'l_men%s within them, in 

different ' degreea. Each ccun-l~y m s t  wark out 2 t s  program -indivlduallyo 

There are no general rules of i;hmb such as tbe balance of ;iayments 

def ic i t s  which so pwerful ly affected Mar~i~aii Plan allwatione, 

The different stages of growth have sweral important iaplica- 

t ions for foreign econonic poUcy, The first is that  substantis2 

outside capital  can be productivel;l used by an econoqy fn tho fkr t  

or precondition stage only in a few f i e lds  l ike  trac3port, f r ~ i ~ , z t i c ~ ~  
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' . n r l : i : $ ~ y ,  bT!t the m m i r , t ~  't . . A i l l  ~ 1 ' 5  t ~ . d l , s ~ t ~ o n  

y t w a  aa?nr+,latPes f'or pre. :.~.:+",ve i nvastmsnt snfsac! to nom and 

inore kj.ntjs of a~+,'L-ty nut  there cu:ltinue ' i c . :  be :sharp, ; f c o r a - ; i ~ ~ &  

+-afng, lmits sn 9ow m?xn can 5e absorbed, ~tlese limits oo t h e  amo~mtrp 

that can be produc%~ve.Ly used, s,~mefmea te mod tire technical absosptf ve 

eapaclt& are s e t  by such f ac to r s  as the technical  and a ~ c l ~ p ~  

capacit,v available,  t he  sLss, e t a b i l i t y ?  and r~lotivations of the non- 

ipacmlt'iirai Laoor farce, tne level of s k l l l a  and education, the develop- 

man% of markets, t h e  state  of basic f a c i l i t i e s  fo r  transport ,  communi- 

cations, p w e r ,  and community services,  and the  like., In t h e  t h i rd  

s tage  technical. absorptive capacity ceases t o  be a limiting f ac to r  

on the volume of investment, which i s  then l imited r a the r  by how 

much of its output the economy is wi l l ing  t o  s e t  as ide  f o r  investment 

and how much it can borrow i n  normal in te rna t iona l  c a p i h l  markete. 

Certain l lmited types of invsetanent, such a i n  t he  production 

of raw materEals far export, depenc fo r  t h e i r  productivity not  on 

the s t a t e  of the domestlc economy buL on ?kie l e v e l  of demand i n  world 

markets, O f X  wePb can be d r i l l e d ,  rubber plantations esWl f shed ,  

tin mines opened by foreign cap i t a l  with foreign technicians la rge ly  

*espectfve of technical  abrsorptfve capacity, But for precisely  this 

reaaon ';he impact of investment of t h i s  kind on the domestic economy 

of t h e  c o w r y  o r  its capacity for  general development 5.8 l i k e l y  t o  

be ernali, With these types of i nvesben t ,  which ex is t ing  pr ivate  
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evaluation of that chance is possible. In M a  rsw an irnreebent 

program can shut From a grant t o  a lo- ~a&, but the 10- nuat, 

t o  achieve the objective of the program, c m j  longer maturities and 

lower rates of h b r e s t  than would ob-n f o r  coqurable investments 

in developed economies, Many of the risks, a a c e  they involve 

es6batg8 of the future periormf~nce of the whole economy, ips of a 

sort that pIct,vate investors cannot be expwted to beer. Intbis  

second stage, therefore, when a syabatantial amcwt of external capi ta l  

mmt be sz~s7Aec.I if t.30 c.runtq7 9s to st ovei? tile hmp, this c @ t d  

must be supp'd~d in p w t  at least by other than pr!..rate invoatcrso 

This i s  so boLh bsciiuss the ria& ares h i a r  ;zsd bzcousa the t g , " ~ 1 ~  

nmst be more favrnabls t o  the ~ ~ Y X J O P  than for Z?.%BZT.&~VB in~eshe&a 

in the developed eountriesd It ic worth exploring Wh6~.w ~ C P ? L ~ E J  could 

nct be biorksd out for suirp-g capital f ~ ~ i s l  ; B U c  aourcL9 on an 

equfty basis to ccm.t'rieo irr tki3.e stage, repayment snc! i i itawsL t o  be 

contingent on a rr.ln.d.mun rate of earth of the ndtional prodw?, 

two things mduce the soquimhmnti far m&r.aor.dlnary cha~asls  ~ G L I  -t,:. 

provision o f  outaide eept+alo Rnt,  6L:k.z cr)-mtry 5.s ZC:P gsnerat iI :~~ 

out of I t s  o m  ri3ing cutput the raso-mces t.3 plough bal;  I;I~ r i a  

capi.M ~ a p p v  car? be st..Ued on to t?ke GTCY ihs bu.rd6n of &' :let 

cpaital Lat2c,~ still rsqtilred. 

are low becuase nf ~ev'3m3.y 14aitod. ciprrcL%y to absmb it, In .the 
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g l l @ d  stag* G7ey ... P :r ::s,.A;! ? r  ;' ;.%&~JP, e h u @ ~  aomamd 'a l e v e 2 ~  sf 

mvestmenf in developed corzntrfLc40r tmy wiEi stin be smdl,, h i k  t n r s  

second stage fs in my case 0% 'fimitaa duration, say ten or fifteen 

yeare, and the supplybng comtrfes can look forward to a time when 

embraor-jinary masure8 to  haure capihal from outafde can be discon"kued, 

In the light of t h i s  analysis it %s essential to  note that. the 

proposals set fosth in this paper do not  open the Unjited States up to  

an endless, open-ended world-wide zbafn on t'tn ~esourcea, Th8 k r $ s =  

purpose would be to assis% countries ln establis!,ag the pmconditfaraa 

for growth (mainly through technicail assistance) and to assist then with 

capital in %be decfsive period of transitiono When a country has passed 

the transi%ions it sharld be in a posttdon to operate on f ts asn with 

help only fram normal international capttal w k e t  inatitutfooero Thus 

aur proposals do not involve Bmericaa cormnftnrenta beyond a margin of 

resYurces which we oan mobiliee without great strafn, 
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Chaster VI 
P 

TIE momBL 

Partnership fop Ec0fiomi.c G r o w t h  - 
The central proposal of L l i s  book ia thaL the U n i t e d  Sta tes  should, 

for  reasons state;? 91 Chspter 1, take the leaderahip in a new international 

2arhership pmg;:m for world econcmic growth, 

The strictly ecanodc purposes of the program wmla be: f l r a t ,  to 

nake a-~eflable  suff icient  capital to perrnit -he Pow-income countrfea t o  

launch an ultimately self-sustaining process of economic developmentp 

second, to stimulate and assist the underdeveloped countries t o  overcome 

obstacles t o  their own development other than capital avai labi l i ty;  

and, third,  t o  create a climate of international economic activity fn 

which tb economies of the i n d u ~ t r i o l i d  countrfea of Europe and Japan, 

as w e l l  as the United Statea,  could flourish and continue to grar, 

Fundamental t o  the propad.  is the thesia,  explained i n  the preceding 

chapter that them is a part icular ly c r i t i c a l  period in the economic 

development, of eveTy country which determines whether that country wfU, 

emerge into a long-run pmcesa of growth with expanding leve ls  of 

capita welfare or sink back i n t o  ecmondc stagmtion a t  the margin of 

subsistenceo If it does the fonner, there is hope tha t  the po l l t i ca l  

results described i n  Chapter I11 w i l l  follow, If It does the latter, 

the probabili t ies of pol i t ica l  chaos and instability--givfng way to 

sow form of totalftadan gwemn?i--are very high, External capital 



l a  required t o  prepare ctnmtriee far the transition to self-mstained 

long-nur economic growth, In the transition i-elf external capital L J  

often make the crit ical diffemnae between an upward sp i ra l  of eccmomLc, 

social, and pol i t ica l  develops~ent and a downward sp i ra l  of stagnation 

and decay, 

Mom specifically, what we pmpoae is that the U. S, , in participation 
with the other developed nations, should give assurance t o  every under- 

/ 

developed Free world c a n t r y  that  it cwld  secure as much capital. as It 

could demonstrate tha t  it could use productively, meetfng faj.rl.!r 

s tr ict  c r i t e r i a  of p r o d ~ c t i v i t ~ ~ ,  Countries would be divided h L o  t b s z  

categories: (1) thoee the p~ecandition stage, which w a l d  be offsred 

an expanded v o l m  of technical a~sirtance and ~cch capital  C ~ S  theg 

could demonstrate they wcrs ready fo r  mch of it 01; a grant Snais j 

(2 )  those in  the transition stade,  w:iich :;zuld b -  offered cur~tintrcd 
. 

technical assis",ce and ae much capita: as they c d d  %ell ~ F , c c r S  azd 

wished t o  borrow a t  favcaloabbe rates cf L n t c r o s t  and i35th  lo!^, r3 -t:--i.ties 

- pravideci there %as agreemat that  proposed programs cnd. amj* -2 :-.r.i 

appropriate c r i t e r i a  of pm&uctiwity; a d  (3) t t i a  e .cfiich ha~rc: .:. -.' . .~i-:-. .-': 

self-sustaining grac~th, whose access tc forelcn capit.-3 i . - y i . - r l  -, A % .  -! - - s ~  % 

determined by thei r  credit wo~thincsc as SldgeZ by e;.::.i.sl;l.n.. - 2.. i . . 

sources, private and gublic,, 

We belteve, as cxp1aL~c.d i;; Cha7t;e:- X :,slow, th:q.lr :k F:-Y::.: . + :. 

which krwdd. be tzkm up rmdz;= 5 3 h  an offez over- Ghc I:?;Px~ ?.c:.! ;,. ::-r. ;::- 

SO wo'rllc! n o t  at* tf;e ! I :ZE~.  & .-; . . c  *,zz +.?*; .. - or tkr-e ' ~ f ~ . ~ ~ ~ ~  <:>?-;-z,;-:? 2 

,yew higker t.;,~?: ~cyn@!;f !.cT;,:::. of kL.;:;ri.:.~.kf3ndA ~ z ? q t a  ~C~C;,;,~~~~.,, ,-$:::.; 

. . ,. ,. - S. ~ A f c r :  sf tL2.i.t PJ;$!?":> ;.::.,.:. :;-?:.JF$ 55 ::r; :"fi I l a  :no;.;- ojT fllTi .... ::::'71,:';,Cf;.,: 
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of teaks@ key aharac' te~iszlcs 02' tihe pPai l a  t 3 a t  che problem of h w  r , ~  

allocate the available flm* squit~bly among mcfpfent countries would 

not arise, &ery request fm asasstmce whiLch mr. cr?teda of pmduc%k./ity 

to be described later would ba granted, In the eai-1.y stages some count°ies 

'like h d f a  vhic:h alv ztl a stage sf devel~pru~ent diere they car, absorb 

additional capital mad%lg jrould get  the lionys sham, As other countrze~ 

were able t o  demoos&rate %hat they were overcoming the di.f'ficliLties 

of eetablisNslg new Insti%utfona to carry on economic actlviky, develop- 

ing er labor force with the necessary srkU.8,  training admlnistrntors and 

managem cspab2e of operating new ver~turrsa,~ and drawing up detai:ieci 

inveskmnt ~ragnaas LO rvlaure balanced md cOn~f~teXl% growth, they woad 

Lecum elPgii7la far idgher he-xela of assietance, MeanwHe, as bcoroes 

roaa *a the fassar soqazg eulmtffes they would be finding themelwe 

a ~oaitfcn ta UIU~:?.~: , -  a large, qmd lwger par), sf the* capita% 

~equiremnta c u t  of % k k ~ i . ; ~  man azrl.ngso 

The esaent,ia3. Idea. ox' thf s pz-:3pm 10 t h a t  %he a l ~ o c a ~ o a  of f'ds 

.?;'.ax: a ~~j~:'::l'.';jr r,~ncr3p%~ A banker i s  baa& on a bsriiJig ceazcvpt 1'a'tlwl~ 

3aes 30% Xfat al.1 his poten:,id cus-t;omers a d  t,hsx': t;ry w decide haw 

';o a m a t e  h ~ s  Lsaaole P u d s  m snch a way as too be 2-r "ta each,, 

He se*& eertab em.T,eri!: fc-i= *%he sl~randnaes of loans mi then 3relcrsrmes a= 
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: LC1 -;.a,. dr.. yi . . : , ; . ~  - A.L- : ~ ~ Y ~ ~ i a  - in ccir, -.; . : : g ~ m  would be B C E C ~ J F ~ ~ ~  bradel- %T= 

%:ICZZ 30-11-y ~ p p l i e d  by a l:.snko They would rrlatc n o t  merely to the 

EC:*P;.&~~SS cf: z::ch p8rticuZar project ";:en by ftself L % t  a l s o  to the 

?i?i.o;r.?czb f~z -  "& entira eccr,oI"uy 5n vkicl: &the progect was to be located, 

.%"bLha :d%stribs-bj,an of P:in4n u o n g  cc-xi tr ies vroule be determbed by 

? second key characteristic oi t ' - ~  p,-n?cri--1 i e  that f t is deoigned 

io yyct,",de & ~ W B  ineentivos t o  t2.e [jwr.n;.tents a:" C?e v-r6er~!evsloned 

r.c;intrics to b k e  th steps wcessal-:- "c ppn.orm;e dcvelopm at, and t5us 

:;sits thzir countries e i ig ible  for assfstan.cco It is a fu~r!ament& 

ssl ;?pt i r ; r ,  of this pmgran that the dew?-opnmt of capacity to use 

c 3 ~ i t a l  el",C.ctively t o  pro~cote growth is a job mainly for the under- 

aevcloped countri.es themselves, A properly &sewed world program of 

"uchnical assistance can help greatly ifn supplyLng the hw-how and fr. 

carrying out the necded programs of training and education, Present 

technical. sssirtance program should be suitebly eqar~ded to t h i s  end3 

aqd Lhc t a sk  of n neu pmgram skmuld be not merely to make more capital 

available but ales to advise and assist countries in preparing themselves 

to use capital p.c4uctfveby0 WIC the bulk of the taek met be done by 

the people of the dev&oping country i tae l f ,  They must develop the 

necessary institutions, generate the required energy and init iat ive,  

acquire the requisite wisdom and courage in planning and cmnt~ofl ing 

resource use, learn the necesstwy skllls and tachnfquss, 

The par%nersh%p n m m m  hemp .~mrms& would remvcr *the one 

bottleneck wer mfeb t& ?mderdeveir;wci cmntrLcrs cduurat have aach 
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control-lack of capitalo If the  pmgram were adopted, with a c lear  

intention t o  maintain I t  f o r  scma time, each Free World country would 

know t ha t  whenever and whenzver it vaa able t o  demonstrate t h a t  it 

could use resources productively in the context of a sensible program, 

the  resources would be made availsble without any sort  of military or  

po l i t i ca l  atrings The impact of this 'marl,edge, consistently at  w orb 

over a period of years, would be a power- force pushing countries to 

take the steps needed f o r  the i r  own growth, 

me program would place the burden of responsibili ty f o r  economic 

growth equamly an the underdeveloped c o w t r i e r  themeelveeo A t  present, 

po l i t i ca l  leaders i . ~  theee cowtriga can excuse their own f ~ t l l ~ r e e  to 

themselves and to their constituents cm the ground that their r r ~ - % i u n d  

resouyea are sisply not equal t o  the task, and that tkc  r icher  c z ~ ~ t i . i c s  

refuse to help on ternathey can accept, Eut if over a period of yews 

the internal prerequisites for effective and pmductive uaa of capZta3 

are continually reiterated by s respected a:d impartial i n t e m a t i o t ~ s l  

body, and Lf the IczowLedgc sprende thzt loar,s or =ante nocessay to . 

progress w i l l  be forthcomir:~ wherever and whenever cdequate s 5ops sxe 

. ,,,,,n.Zs ?or being taken to niee'c these prerequj.;it,cs, t h e  gresszre cn govern-.,.-. 

effecttve $rfominco wXU become irl*esi,st.Yale,. 

The Development of Abeorptfve Capacity 

It ie basic t o  our analysis that S this plan wem accegted, r233orn9c 

g r o w t h  in many areas ~ 0 3 d  depend more on the developmnt of abs~rp-tii-s 

cawci ty  than on tihe avai labi l i ty  of capi ta l  f\zndee A third kc7 demzn2; 

is, theno t h a t  th  plan provide far tliz expanrion of absor>t:',ve ea;scl",r, 

To develop abaorptlve capacity in its uidest sense ~EI the bask fi~:tioz 
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of technics arref stanca, ke mcommenfi, tbeml'crrao that exlatlng 

technical 8s;afsirance pmgram6 be reviewed in the Ifght of the expel-iense 

of the past decade and ff necessary expanded, and that they be puqm%- - - 

f i l l y  reshaped to meah w i t h  the proposed program of loans and grantso 

In general, &re the bulk of a comtry9s loan or grant applications ?z.il 

to meet the proposed criteria, a prima facie case for expasded teckniczl 
.L---...y 

assistance would existo 

There are several kinds of technical assistance w ~ f c h  ma.y c'ace~~;-:  

more priority and resmrces thr:i~ they have Mtl~ertu hem givcn: 

(1) We have c~?pimslzed the  eat ini~ortance for the ~c l~rdevs lops : !  

countries cf working o u t  ccr.sistc:~: srrd detniled de?.relopsumt pxgrams, 

In the early stages and for ,wny cou??';,:.-ies 3 ::!: of such ~deh't-b 

considered program w i l l  be s principal l i ~ a i t a t i c n  on -&heir ab%lity 

to absorb loans and grantli, In recent p a r s  the pool of talertt end 

experience in p m g r d g  techniques has been grolalng rapldl~r, It sl;o113.01 

be possible t o  supply countries just, starting the program&r,- ; )TL;C~;SP 

wLth technical assistance which could g e a t l y  accelerate their y r  - - & .  - - + ' -  -. 
. " ... r. ( 2 )  One of the most serious bottLeslecks irhi,bitizg %!a :<;.-x?,~; i.2::; ;. -,;. ,.. . 

s~rI;tfve capacity i r i  tb underdeveloped cc,,r?.i;Tfer% is a ::' :::t:tv <,- -. 

m a g s & l  a d  a&&ip^;yattve &fUs "-).yo n& 2,: r.5 : .. .:. h;l(:e ;,:>! : I..' ,: 

uacfd  here, The f imt rgv~ld  bc M p  in esbt~l- iahlng c*cel'.':,:-~.li-.:I : :Y.' 

tr:.,.lning p r o p a m  ciesf grad to Scvclop a Sf ggw stlpply o.? i.;:Eg:r;:;::.r.. 

mtlllagerp.b g -?,J a,; cdr...lr,dG ..-.; .--; q. 3. .- 2tL-1~2 tcL:.znt; z ~ r i  ebfi sec2nc >i-jc;u:.ri :;ti ,:7;-rt.~s o 

. 
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- :‘.;~EITIL~& 7 1 c f ~ h f ~  . r . r  - 5 .  * v i:$~ E ~ I  ' 2  0 L * 

6 J - aaopicee art? UZA.;~ , - - - t_,i F~ :TW~ # I  @rib*@e~mg advice; 

t f  the shtiti qe ,-m?oas Q &tL:,rt..:m, G: e 1eclie i s ?  dtjolu ~ o ~ f a e a n c s  wial 

a . w d  gr~aS.7, Some thouqht s t : g t ~ i  i -.a 2. :;: o~ganiza%Lon of  an 

mwmaLlond FOOL af en-erQig ~9'c;d=r9 -2q'lrs aq?eflmce in the prr=blenw 

cf adaptsag engineering design tc tm L ;ad. %Lorn meaent "i.9 under- 

dcrvelo~& aEa8, Such a pmb , % ad ~t.: :T, -0 ec:rasi~ Itixlg on ~ r n  jest.: 

on request, m5@t conduct; reoea~ch tntx ~ m ~ t ~ Z a m  of engineering design 

counncm tu a nmber of countrhe, 

(&)  k r e  fun-tally, o pu:.r>sash fil: effctd t;riWd be made ta 

eip -ly neE scientific howledge to bhe e~om.2rn'~c pmrrtLsm of the arnder-. 

developw areaao One of tne resciwsaaj in updab the Bnfted States f s  

rfches~;, o w  ficien%ific SkLCi, an9 ir:aginat3 utr, has beem of nece~afty 

rather heavily fwussed On s c e n t  yeam on Wta devc.%upmsnk of weapons, 

fjm.y of OUP %cp scientis3r8 would eagerly wsicoew, au opmrwlnfty to turn 

*,heir energtea to constructfve pr&'P.crrrar relating to human areffareo The 

same kind of concentmzian of firs-t-f:Lmy5 ntAnd8 cm a specific pmlalem 

tFa,'tl haa ~ m d u a d  one breakthrougn a f t e~ .  anotbm eEa d f t a r y  technology 

ancula be capable uf spenfng some 04' -eh@ b:chnolo:;Sd. 'wtflenecka +s 

,-mtb in in thederdevc~oped m a a t  

The arrlulgsrnerrtrs being se% ~y ~'QY the 13 ve topent  of amdc energy 

far peacetime uses cotad ae reads We focal point; far  a mom genera% 
- - 

~ : - ~ * ~ f i r a t z e  scfent ,~ fYc pml~ram~ Pea~e%lme u8e of atomic: energy f a  

only one of many excftL~g new tee.hni::.d dejellopmmw which ~tlouid 'be 

~uwued, 1mgtnnZiv-e e f ? o ~ t  3n an dasquate t c a e  m i & t  well pruriuce 

'mnort:inS, developments on wach prc?ult?~@ as a f n g  fresh $later f m  :;eH 
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dater at, low coat ,  rainfa3.i u ~ a % ~ = ~ + h ,  ,ZW ... a f:.mo 01 solar 

energy, tha development of algae a5 YmJ swa%e8 ma chemical laeaz o f  

. .  ppulatfon control, Reganal laberatofieu or fnstfturtes could be 

establf shed t o  work on these pm~lem9, wid ocierrtlets and e n a e e m  

fl.om the  ent%re Free Horfd c e d d  be bruugb$ tu Uiea ,  

The Well-Undemtood Objective 

Thfs incentive effect of the  program - w i l l  .ba strong only if: a 

number of other key elenmnte of the proposal a m  preserved, A fourth 

such key element 1s that tihe r~clpien% countFfgs must be convinced 

tkt the program does not have narrowly poli t ical  o r  military objectives, 

Ita basic p1.it9ca3. objectfve--the developnrent of atable,  effective 

societies mo~rhg in a democratic direction--la one with which no non- 

C o m ~ ~ ~ ~ f s t  country wiU quarrel. ht %f f t  is believed t h a t  it is 

desip.ed as a way to force neutrals fnto our camp, t o  secure acceptance 

of prttmlar heckcan forsf@ pcilicfee, or to  draw other countries into 

conflicts which they believe, however rightly or urangly, do not concern 

t h e m ,  none of the m e  Fundamental resulte w e  seek w i l l  be secured, 

The underdeveloped countries, many of them mcently fresh from successful. 

efforts to  throw off political d o ~ t l o n  by colonial parem, are highly 

senai t f  ve about their pollticail independence, If they believe thfa 

independence is in any way c o m p ~ e d  by accepefng assistance fmm us, 

either fn grant or in loan form, they w331 d e c t  that aaahtance, as 

some of t h e m  have done in t b  pate, hwever desperately khey need It, 

tor their own growtho Many of them believe that  fi assistance is 

channeled through an international body, they w i l l  be better protected 

from lmlitfcal strings, H o u  far we can o r  should accept t h i ~  Piew ia 
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rfiacueaed 5.n Cha: l t e~  KT, but e* , , . :.A, .. .i.,, -as9 WE o m  cryst& 

 pear- in our OWr n h d 3  tha% ~XLP ;I-. - +  r,,J. - 4.v ~a;l- * i ~ C h c  thfe ptl~ttcda? 

. L program are n e i t h e ~  t o  st~*od~l9;lhet, . ++- :I+. - i ~ .  % Y  'I:--:ee ar our W e a  nos: 

to buy adherence t~ our i"s~rA@, - 1  1 .. ' '. , -- ',., ,.*~iV3"Ur ,.t& +n$%itution 

ca:~ pmtecib the program Fro::; air . ,a:.:.;..** L . - if wo do achieve 

conseneus and claflty on tkr3.a noin?, i n  '.& tnt4Le(? t!tatae, 5nternal&onal, 

safeguards become much be88 cru~fai i~ 

?he Poerftive C r i b 1 5 8  

It b, OP C O U r 8 8 0  88 L - P ~ ~ I .  kt2 hive abTBi.:~, : X J S % ~ ~ V ~  cfibrfa 0f 

elfgfbifity aa it is not ta apply wmng "u-teria,, %x purpose 3s not a 

giveaway program without st.rfnga o i  my ~~i .n t t ,  w e tnoe P. very ~pecIf3.c 

purpose in adopting such a program& --ta Promow Lhd smriandc gmwth of 

zhe underdeveloped countrfee, P - ~ I S  VIQ ahauld 1.e -cry  sure that any 

rnoney ue make availrb'le, in d t b s n  gr^~mt or lean furmB w%$r serve Ma% 

purposeo We beffeve, as exp'lH8ned f u * ~  PXP Shap%er 23, that a eat  of 

:riteria can be eatciblisbd which *rX.L,i mwe the agreement and respect of 

both the recipfent countries and a+nw prti~ipr9tXPbg suppPfem of capitai, 

These should include the general cona - tionbl t ' i t .  develspmsn$ be under= 

*&en fop the Mefit  of %he e n t i m  ;mpdation sf the recipient country 

ad that the g d s  of its aatrelepwnt wogram w related to the aspiratism 

bf of A t 8  p p h o  -9yonc LM&, they shoad lx~cluQ6 qxdte~ severe 

~ e c h n i c d  canrd%tfans governing 3l-a 9cunodc- effeztiweness of assistance 

F@ pmot2ng  detrels~loent, 'r7'ngrmiXrag =aiscustliona must result %n 

ageenant tmt the recipfernt. cewatup. tJ;anr r m k w  out: (1) a consist9nt 
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i d e s  for an assfstacs ~mgmm f a  wop.&tl &~iPe,  T h e  iinited States 

agencies responsible far M a  ~mgr%m shorirci s ~ t  up such a code to 

govern their o m  behavior and ,hat&d d%asms8 this code both with partici-  

;latxAg supolfers of eapi- and ~ % % h  rt=d;pi@nmn 

International Sponaorshi~ 

Related to th%s fs another key element of tr~e jrmgnmp n d y  that 

not mean tiha% all adtllinistratiion of ?mgzuii'mL be turned eves tpo 

the Cnqted Nations or some other i n t e m t f o d  organ%~t%orr, There, a:* 

.many eelllntrlerr now contr fht ing ta de~t?lomen$ aaaiatance tmough maray 

agencies, bofA nationail and % n ~ ~ ~ ~ r ~ ~ J  F:wJh baa its arm appmt:h and 

h i c t i ~ n  and no pufpaae would r>e served by consnlfbtiing them allo It 1s 

*quite possibles howeverp to retab a h~gs nuuber of separate chiznnels 

rrf fhanclag and at the same t%m tr&ng them all within tihe framework 

of 'an intema+,fcmaUy agreed gagram, We hare already suggested t b  

d e ~ i r a b i l i $ y  sf establishhg sr! in:.a:fnult%od code 0% criteria rshich mould 

-;* ~ I I I  t;asbc ~hfloso~hy and g~olmnd d e s  b u k c n  Wtk aupr?Lybg and 

=@%pien: countries would acih.tm, As suggested later in Chapter X I ,  this 

zcu3.d be sup;xr*d by an L n t e r n n t i +  ~ec~etaris-tis,  mrnaps hmken dm? 

cr;urbf nate and internlate varluw saetwfib~ Lie s~-rce :?a e l o r i d  2~ 

.3 zacf *a . rqjlere needed ac L - t d  ". a~ sde~ ',ctt,uem .I ~ - 2 s ~  i:ea;?dL~$ 
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assistance and potential  sources of supply of finance, 

An important reason for  Internationalizing the program to as great 

a degree as is consistent w i t h  efficiency 13 the contribution th is  could 

make to t h e  sense that the countries of the world were engaged in a 

great common constructive ef for to  T h i s  is perhapa mre bpor tan t  to 

the morale of the indwtr ia l ieed  countries than to that of the d m -  

developed one SO 

A World-Wide Program 

We believe t h ~  fncrntlve effects of the plan will be much mom 

pronounced if it is world wide in application than if It Is lMW to 

one o r  two regions of the world like Southeast Asia and the Middle E a s t ,  

Tt should be clear from ;:hat has Lwne befora that w e  do not think it 

should be labelled as an anti-Conranist o r  a n t i 4 o v i e t  programo We 

are as Interested in s t a b i l i t y  and growth, Jln the long run, in Africa 

and Latin America, as we 2re in .Asiao Since much of Africa conaista 

of colonies, there would be difficulties in launching an African 

program unrelated t o  anything elseo In the  conteat of a global progmn9 

Africa clearly deserve8 a place; and many of the  condttiom which should 

be set down f o r  programs elsewhere can and ehould be applied there, T558 

does not, of course, mean tha t  ab'l pl,nn;ng and adrainistrstion met  1 :3 

on a global basis, R e g i d  units  are both more meaningful and more 

efficient,, But once again, the philosophy and ground rt:.tec of L\c JTSLTFZA 

would gain great support f r o m  being placed in a global contexto 

Continuitx 

Iast ly,  the pmgram -dl3 h!"lre very litt3e incentive effect  i f  it b3 

not asau-er: of con.t'intiit:r over a nm-ber of years, Tht steps W l a t  must 
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be taken t o  prepare a country for effect ive use of additional investment 

resources are complexa time consuming, and d i f f i ~ u l t a  If an of fe r  of 

assistance i s  t o  stinnalate action i n  compliance with its conditions, it 

must be a atanding offer  effect ive over an extended period, Even where 

the general environmental conditions are already favorable, project 

planning, the adjustment of developlasltt programs, and the l i k e  may re- 

quire two ar three yearso Where more Mdanmntal deficiencies i n  education, 

s t a t i s t i c a l  information, labor and entrepreneurial s k i l l s ,  transport 

communicatdons, and public administration exist ,  ths lead t h e  m y  be s 

decade or  more. Even quite a large  program w i l l  lose r r ! c ~ c t  of ito cf."i:.stive- 

ness if it tee ters  along &gays on the vergs of Congressf31lzl dlsapg~oval  

vith no mre than n one-year l ease  cm l i f e .  The limited rPirgnii.tcde and 

great uncertainty of cur propclrri3 for the underdeveloped areas t o  date 

go far to exglain the lack of responee t o  such offers  as the Preeridentls 

opecial fund fo r  Asian regional developmento 

Avoiding Autarlq 

F i n a l l y  there am two other key aspots of t i l l s  pmposal, First, 

though the underdeveloped countries vlll establish how i n d ~ ~ s k y ,  2nd i . ~ i U .  

become somewhat more self-sufi"icient, they nest r,ot dsv~lop a;rtc~?sic.~;I%-., 

Their experience with dependence on world t rade hrts not heen a. Tmpfh c l ~ ,  

and it would be understandable i f  they were t o  press for  making tl:c;;r- 

aelves as economically independent of G2e rest of the ~;orlc!  as ~GL:?~:LO 

They can be persuaded t h a t  t h e i r  own rapid growth recpi-ws k t  ikeir 

development be based on a conei&xd.Ae int.enatPcnal division of 32br,r, 

If w e  and they follow trade and monetnrcj policfes desigaed b rreeksc = 
effect ive internatio~~i: 'I  trading comun4,ty, and if their fnvcab~ailt 

progmns are c.~nscisnsly dcsi~:.ad t o  exploit  tho-> ? ' -n tena tL .~nd  com- 

parative advmtsyc, not cnly ~ a 1  we and they beaeflt ,  but the  o+,"F 
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industrialized r~..LStms, espeaidly in TJestern %rope, t d ~ l  be able t o  

maintain rates of ecsnornic pcd-t;h L?ey would otblwise have d i f f i d t y  

supnortingo T h i s  18 explahed at greater length i n  Chpter VIIIo 

The Productive Use of A@c\lltural Surpluses 

Second there is a resource which, with a l i t t l e  Fntelligent 

plaming,  could be made to play a much more impaWit p a r t  in international 

efforts  to pramote development than it has done t o  dateo This is the 

large agricultural eurpluses of the United States and the other agri- 

cultural exporting nations, Development is still inhibited in a number 

of areas of the world for  lack of an assured suprly of food and fibres, 

whfle in other areas an excess of agricultural rsoduction continues t o  

be an e ~ ~ s a m e n t o  Chapter XX auggeats ways in which t h i s  paradox could 

be resolved to  tha mutual benefit of both setr of countries, 



Chapter VII 

CRITF3JA 9F ?LIGIBILITY FOR ASSISTRYCE 

. .; s-.- :3;2!!&3~7 Stan&& - .,'A- . ---.. . ..-- -- 

'.lu ha.?~ enpllao tzed tb.ki;sitzl should be ma& available only :&ere 

2 *.,..., -. .. iz i ' ~ 3 ~ 3 i ~ 1 3 1 0  zsswance that it w i l l  be productiirel;y. used, Indesd, 

5.:;- ccr:-1rd. S a - o f  af13catlm of - k d s  according t o  a biinking concept 

5.P cr::?Ai; i,:~rtbLnsus tac;.:;!.sal absorptive ~a~oacity-izinges on t he  

~ ~ e s t i o n  dr' u!le'c:.c-r it ?r pr-;oi.bl.e to  establish raas-jcabl~ objective 

criteria such t f r i ~ t  expj.%s wo~:id br? able t o  sgrac aa t z j  :rhether a given 

ap-dicztion of r s s o w e a  rraa l ike ly  t o  'e ~ u f f i c i o n t l y  productive t o  

3ustiP-g making then available. WhEe tl.3 eia:a?st of jndgr?cnt will, of 

csurse, aIwa;rs be i r n p o r t ~ i t ,  a it i:; in any bankLiz operaLtan, we bel iem 

it is  possible i n  practice to set f ~ r t h  with c3nsiderable gi-ecision t h e  

c ~ z i s i d ~ a t i o n s  on which j u d t ~ n t  rmst bo based, 

At leas& four ldnds of consid3rations must be involved: 

a, It m e t  be within t he  techaical and adminfstrative capabil i t ies  

of the receiving country t o  cGrry out its propeed prodect with reason- 

able efficiency, and s t e p  must be under way t o  remedy any wealmesses 

bo Steps must have been taken t o  in- tha t  the rest of the econoq 

of the receiving country i e  being developed suff icient ly t o  make the 

proposed poject  fu l ly  productive in the  time period envisaged by the 
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cation& and t r a f i ing  programs, 

d, The reamiving coun'crygs develtner-t Fogram, of w h i c h  tixi p.m;tect 

i s  s part, must be consistent with the requisepzmts of  ex-wndfng world 

commerce &d the international division of labor, 

lbnagement 

Each nf these c r i t e~ ia  deserves exp';anation, The f3.rst i s  fop the 

most part of a kind tha t  any lending orDganizat%on would automatically 

apply, Are there trafnsd managers t o  ruri the project? Is adequately 

s ld l led  labor available? Has proufaion been made to insue competent 

technical superwlr;ion? Any investment banker could spe l l  out these leequire- 

m n t s  in de ta i lo  The application sf these rather  simple c r i t e r i a  wiU 

probably exclude fn the fbst inst;t[lee a lz rge  proportion of the proposaU 

of the underdeveloped areas; but psnding agencies should not confine them= 

selves t o  rul ing that  the  c r i t e r i a  have not been met ,  An essent ia l  px% 

of the plan f a  t h a t  Pending agencies should pn,v5.de advice and assistance 

to make good tbe deffcfenefes discovered, They may do this directly 

themselvee, o r  they m y  refer the case to the national or internatfonal 

agencies specifically resp~nsLble for supplyirag behicaf assistance, 

Balance 

The second c r i t cz r i~n  La likewise one that Pending agencies customarily 

applyo Do marh-ets &st o r  can they be foreseen. fw the p d u c t  of p- 

p s e d  instaPlatf0ns7 Are transper%, co-icatLons, and public service@ 

a.ielequam to weme the ri-m of ma -*i.*net, OF w i l l  they br developed im 
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. . 
t2 do es:' b v a  ccr:.>Ia:~ter,tar~- t4ru:~t-JI';1cs ; I ' c o ~ u c F ~ ~ ~  ';i)e mater2al.s and 

~ e r j l c s s  nsaded by tho :,'opsod V'S;~L'J~ b8en p1arw:ed on th.; required sc&e 7 

Igain, rejection of psoSect applicat,%ons Secause of failure to me% this 

cacond c r i t c -  '.an r::~uld be accompanied by reco:mendatLona fon action -to 

eliminate the clef iciency , 

TI@ Ssoe 2 0 ~  an Over-all Devel~pemt Program 

i'hesu two are Zreque~tly :he only c r i t s ~ f a  applied i n  international 

bzvast~~nL operations, But, while important, they are much l e s s  importmt 

Pa a propam of Lho scale here eontamplated than the remairring twoc Let 

us 1032, ther&!ore, i n  aone d e t a i l  at the requirement tha t  the  receiving 

c3un t q r  have r cox-~actlj dosigned over 511 developanent m-, 
Far s~bstmticl expazlsS.on of in t s r r r a t ion~ l  iwestment above 

&s-Lisg leve ls  it is essent ia l  tha t  invest8nent r r agans  (not merely pro j- 

ects )  be developed by the receiving co~ci tr ies ,  F x h  ,programs are necessary 

to inmre: (1) that the mnious conpnent projccta tn ter re la te  and rein- 

force each other; (2) that the generzl objectives Implied i n  the entire 

pattern of project8 are one8 which the people of the  C O ~ L S ~ F ~  will aupport; 

(3) that  the collection of projects and measures undertaken w i l l  produce 

a 2astJer growth of national product than aw other which i s  consistent 

with t h e  goals of the society3 (4) t h a t  the resources of the  s conow hare 

been tapped f o r  tha marinamr contribution they can make to its developaent", 

and (5) tha t  foreign emehsnge requirements have bean minimized, 

Such programs ahould cover both the  investment planned by public 

authori t ies  and some estimate of what can reasonably be expected f'rm the  

private sector, I n  other worb, they ahould proJect forward for a reason- 

able period the  t o t a l  pattern of investment f o r  the en t i r e  econorag, together 
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with estimates as t o  the  sources from which resources for  investment, 

both public and private, can be secured, Idhether the economic philosopby 

of the country ca l ls  for close regulation of private investment o r  per- 

mits private capi ta l  very h e l y  t o  seek its own outlets,  some estimate 

of the forme it will take  ia essent ia l  to  the planning of whatever 

supporting pub- ac t iv l ty  ie contemplated, The need f o r  programing 

derives from the f a c t  tha t  it i a  character is t ic  of the t rans i t ion  stage 

of d e v e l o p n t  that the  mccess of many particular investment projects 

depende upon the e n t i r e  s e t  of investments being undertaken ~ P m : ~ ~ ~ ~ ~ ~ a s 1 y ,  

A t  the least,  the^ existence of auch a development program is ebedence 

that the  cu*mtry has ~ p l i c i t l y  ficed certain fundamental choiccs abmt 

its developaent--such as the reltitive weight t o  be given t o  a g r i ~ d . S ! ~ e  

aa against industry; tho fract ion of resources t o  be devoted t o  social 

overhead capital  such as railpoada, public u t i l i t i e e ,  and the like; L)re 

hprtam~ t o  be phcedl on consumers1 c3pft22 such as housing as againa% 

more directly productive i n o t m o n t s ,  It. nations?. p r o g i ~ ~ ~  xi11 natural7-g 

reflect the values and goals of the people o f  tihe countr~ fo:* which it :rzs 

&awn,, The pwpose of review by cn agency o;ttside the country fs ~ o %  to 

pass on those values but t o  insure the progrem't? intc~nal scZ>co-3str2:cncg, 

t o  make certain that a l l  relevant issues have hem faced, and, *-lBr-r. ',!IF! 

A.. program rests s t r i c t l y  on economic or  tachnfcal r c l a t i~ns ,  t z ~  c:.~ ..*rl: 

they have been correctly applied, 

An important consideration nust bc whether t h e  rnc-zdss?s andcaA,?-:rcil 

by the country t o  capeare t3e maelsmun f low of savings fr23 its 31m c3.gJiaerls 

are adequateo The -sYnansial xechaniem and t?& tax structure -st 50 33 

de~igncd aa not . t ~  lea~s pckc5s of  ei ther  unemployed o r  r i i sap~l ied  
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resource80 Savingo channels must be set up t o  nsxhnize the f low of ssvings, 

both small and large, into developaental investment, Fiscal management 

must be s o  designed as t o  prevent unhealthy inf lat ion,  A l l  o f  these 

criteria are capable of generating M c t i o n s  and differences of view 

between supplying and receiving countfieso They must, of course, be 

applied i n  a wise and r e a l i s t i c  manner with an understanding of what is 

politically and administratively possible i n  the particular country in 

questiono But we believe frictions can be min5mized and understanding and 

agmement promoted by the international adoption of s code such as is 

suggested i n  a later section, 

There a r e  few countries which w i l l  be able t o  meet t h i s  th i rd  c r i t e r -  

ion vhile  in the first stage of grovth, levelrtheless, investment can go 

fonrard on the basis of the first taro c r i t e r i a  where it is clear  t h a t  

the national project in question would be part of any sensible develop 

rosnt program, whatever its details, &my investments in transportation, 

p ~ b l i c  services, basic power sources, improvement of agricul tural  'tech- 

niques, aod the l ikeo  will be of tNs character, Thus, sane modest 

expansion of eHisti.ng investment programs could probably be approved I n  

the abeence of national program planning; but before the levels  of 

investment contemplated i n  our proposal can be f tUy reached, .r~arry under- 

developed countries must ins t i tu te  much more so@isticated programing 
I 

procedures than they now have, Indeed, in most cases it w i l l  be Impossi- 

ble  t o  pass on the soundnees of an individual project, even according t o  

conventional investorsf standard8, without famil iar i ty with the program 

of whlch it is a part, In a develaped e c o n q  the environment of a 

project often changes elowly enough t o  be taken as given, In  an econorq 
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uOe~~! -b ing?  b u ~ d a j  ?&-: ,.L i.3 ,$;' *Y , " ' .  I , , ~ A D @ S  trjogetner, u rd  &he who, e 

paerxxn o f  chan~s m s t  st- ~ ? X ~ R A I I P - . -  - . +: + r  ,.. us 5c.j part Agencasa 

applying this W r d  cri terfon tc. ?;!:vr?semc,:: p;q"oge~"%s 'be of great 

help in as s i s t i ng  countries to uncsa-tz!ce t:ffective programru.-?g, 

One c r i t e r ion  in  particular wkuch the private banker custonnari-bg. 

employs must give way t o  t h i s  broader c r i t e r i o n  c f  contdbut ion t o  8 

consistent programo Private l o a m  ofken hang on the question of whether 

the project  t o  be financed is self-llquadating i n  the sense t h a t  i ts  

operation w i l l  d i r e c t l y  produce the  mvemes necessary to repay the  l o a ~ :  

Tfiia is a very poor c r i t e r ion  for  deve%opent losna,  X project be 

self-l iquidating became it. cii.acourage8 ether investments which would 

otherwise take place and attracts $0 i t s e l f  revenues which const i tute  a 

diversion ra ther  than an incsezse of t o t a l  product, On the other hand, 

a prcject such aa an fr r lgat iol :  scC@mre may greatly expand t o t a l  output 

but may be of such a character that.  i t  is  not possible t o  collect equ%- 

valent added revenue from the imlned%c.te bec-.f2+ciarfes, 

All projects taken together, %:wt IF, the w , . . ~ e  national effo&$ 

should be self-l iquidating i n  t he  sense t h a t  the ,national product created 

over time exceeds the nation& cost incurred, Moreover, each incli~1dual 

p j e c t  should clearly produce over time a sufficferi t  increase i n  the 

t o t a l  product of t h e  country t o  mere than cover the cos t s  of intern&% and 

a m o r t i z a t i ~ n  of the c a p i t a l  it requirwr;, For example, the  i n c ~ a s s  my 

a k e  the  form of lower costs 60 other indua%ires, and need not aecrus 2.n 

an i bn t i f ' i ab l e  way to the p r ~ j e c t . ,  The nlpPrar crftea: 32 of whether a 

Droject can repay h m  i ts  ~ v n  1-evenues is gt best irrelevant and at ~~~~ - 
,EX be seriouslly misleading" 
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Q e n ~ ~ m ~ x i ~  arei&rGkxtd~Q: 
- 2 p - n  

F 2 s? xrictlrafi B L I Y ~  ~ b c  m d s  ?jptu.fleaac~ 'une i;r?rch;t> . ~ t , , - ~  9c.f avesr.r;, -, 

13 c?gen?.:ag new :autpt with2.n tnr cxoklnt~~: ;!hem i t  1s rmde and its J&". ,-.i,, 

L o r f t y  I-rx c r ~ a t i n r  f o ~ f  gn exchange earnings out raf which fmeigi~ DCT-JT;P 

iags can bc repaid, I t  sgldom makes sense Lu apr* the t e s t  af fors~,qi 

exchange earning power %w parbicular ~rnJect.s. T k  pssf lb i l f t i@~ of 

repa~rrneot of a foreign laan wi.3.1 depend un the ent*ae balance (*? paP:~-.8 

pcsltaon of Lhe borrcwbg country at the t;he lnterast ana amurtizati:rr 

payments f&l3 due, The r i s k  of foreign exchulfy &.ffI~!ul$fes the 

period sf repayment is greatest %or a country in the ?irst or psecsmd5trctrl 

stage, lesa in the second stage, and l.east 311 tihe third or seif-susbzlning 

a*age, This f a  true pax-tly because a8 developrsent proceeds the econoqy 

becomes mom divers i fred and fl&bPe, Its cpprtmlties af product fur^ 

for fore3 gn markets g~ow, p a r t l y  because, xs cii~velopment becomes regular-- 

fzsd, ~t can more easi'lj attract new c a ~ f t a i  to replace t h a t  belng w i t h -  

&awn, Tnsc e~nstlt~tes an added ?eaaon fop supplying a good par t  (?." the 

111~2 ted an:.ant,r rlf cal:;ta2 nended in Lhe ffset a t a ~ a  in the fox- uP 

grants, soft Lrxzrrrr w i t h  local currency repayment, PP equ4'tles ;Ifileit can 

-d~. be ram-~ered if %he econmp %n .'acts moves inte the transit2en, 

\inether fcrrelgn cxchain~s . i I f ' ~ ~ c u l t J e a  w l l P  be snt:c~unbred ln t iis 

ssconc, anci tt:::.i ;:%ages depnas p.rtQr an the Icha of msernatiorm 

tradl-q envacr~psnt wurb has Wen patabliahed by that t m e  T b 3 ~  1.r 

o ~ p ~ 1 C i s  ,rc* ! J" C:B whether our fr~urth cv-iterfsn has he:. - ~ , r j a ; r * a m  

t ha t  s ' ; m t r a ~ d  :s,:)' &f*uc3ntj,an %(u& the p ; ~ i b l l : ~ e s  ~f L:iw 15; ';t:'f~l r ::. :'a 

s r 2 I'c t b d 3  prablet~ we t'cllPi3 I l r  Lkse next ,?:t;;:te* 
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Hw Aatar& AFifferB 

The fouW criterion d e e m n k  EprrGa;jlk, ab&r@?~&ibm, sfnce i t s  

Ipbserwame i s  importent not onl ,~  t~. tnt: rinc!ercic~~r~~ped comtrfee but 

ta the econonies of the imluatria.L~cs;t Gr3r;LTbtr;ea h c ~ ~ % r d h g  %he 

United Ftates as ueUo It fs, rnoswwer, w crbtas"am on w h i c h  we 

earmot i n s i s t  unless we are preparm ti: a a t  u r ~  c.aos.-,, le b) m o d i n  

O U ~  own trade poP%cfe8 so at? "rope n ~ ~ ~ y  to rur:r'a"im ~Atd~sf :  ft$ require= 

ments , 

Plann¶ng officia38 in the d s ~ n v s l o p e d  caunrtpiee, Pmderstandabb 

preoccupied with intarrnref pr&lem, wsXI :oL t c n  pay adequate 

a t t e n t i ~ n  t o  the ways fn whf ch h e i r  n w r a  wsnn a eir c m  g a b  from tieing 

integrated Into an expanding wc)rU ~ C D G . ~ Q ~  31 a a ~ a b l e  world of 

free trading relations so& as are ~w~tfntes ~ I s b i r e ~ L ~ y  thought t o  %lave 

characterdsed the mneteenth century tht 6~uvelapmar;r% prot;rm for a~ 

countxy which produced the laagaao ~ n t e r g r a l  rate a j  powxdi w1~3.d &I@@ 

be the one which took most aibocaxlt,q,e of Ure pobsat i l2 iLea  of ~nte~~"m+Porbk 

specialfeat8on and dfviafen ol' amw, 3ut Ls  Lnt. @ontcmpmary w~ataLZs 

world, plagued by extsuw f'lactuetfam $1: the 3~3bcttes o f  h e 6 ~  rawnod- 

itkee, .rubJect to vlnost rju- '.:krang*& AS tr,P % t : m  +id cond~t$om WJ 

,ahI& ~ t e ~ ~ o ~ ' ,  trade fs csmfeci on, and, above a i l , ,  subJect ' k ~  

M e  overriding risk tha t  fem1;p areas iWy be cut o f f  al"%ogelilker at 

alqcpst any moment by yo'ki t i~al  or ~ . i t z q  aevdapme&t~1, p r o ~ r ~ ~ g  

a~16h~r%tfee are under p e a t  presmre to a:,mdm at: ow$oue benezike 

,.f Fwtermet$mal trade for the a a ~ u . r i . % ~ ~  slf sowe degree 02 PUW@ 
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Thia results  in declrrions of two sorts, Ih the first place 

theae countpies are slow to  8- and to give priori ty to@ppartunlties 

t o  invest i n  the praduction of things that could be sold abroad, There 

are st i l l  undevelcped mineral and raw materiel. resources in inany of i;hem 

which could be further exploited t o  provide the supplies need& by 

the indwtries of Japan, Western Eurape, end the United States, But 

pa1W.y because extractive i d u s t r y  her been associated with coloniaSam 

and partly because international markets have been unreliatrle they have 

frequently been reluctant t o  give sericme coneideration to  Fnvestmenta 

of this s m t ,  Beyond th i s  there are poeeiblllties of specialization 

as among the  underdeveloped countriee themelves which have not b e a  

conaidered because development planning in each country has stopped 

a t  i t s  own borders, 

In the second place these countries have Imposed partly through 

t a r i f f s  and quotas and part ly through exchange controls severe restr ic-  

tions on the inport of many kinds of goods in the hope that they could 

develop efficient production of these thing8 themselves Pnder an 

umbrella of protection, Some of these restr ict ions are justified, 

g l m  the situations of many of these carntriee. Where internal 

taxation procedures have not been adequately dweloped Import duties 

have been one of the few effective ways available t o  them of restr ict ing 

the luxury consumption of the very wealthy classes. Economists have 

long recobmiaed that there Is some validi ty t o  the infant industry 

argument far protection in  a young countrye Industries must a t t a in  

a certain scale and acquire a certain amount of experience before 

they can hope t o  reduce their coets t o  the level  of large established 



coqetitc~rs abroad. W%tbhc~u% s m  yrrxtectian wrch imiustriea can 

nevEr get staxtzd,.  Ne~crthtt2as~ it. troulcl be hard to contend L!afr 

all the trade restrict-ions applled !*,y the rnrrlesdeveloped cmntri3s 

could be juet%fied by ra t iona l  a r ~ w n t a  o f  this =to 

Te- Autarkic Tandaaciee - -. z* 

In the intierests of m a x h l z h g  productAvit3 in the uderc iev&w~d 

countries, a new program of capfl*&l assimbnce ~II development should 

contain safeyards against an exaggerated trend taward autarky, The 

econmic costs of a t - k ~ p t e d  self-safficiency i n  some industries i n  which 

the underdeveloped countrise have no experience would probably be 

great enough t,o thwart the* o m  proepecte for grawth; for mqy of 

them are comparatively small -ries with market6 inadequate, baa21 

now and i n  the foreseeable future, to suppost iadastrfee r e q ~ b ~ g  

large-scale o,seration. Althouch diversffication i s  o reasonable gmb 

for an econony, S,t  mkes no ecoriomfe sense to push it, to the &sma 

of atternpmc! no33-w1fficiency, --especially in a small eoonoaj., 

b r e  poaitiveld--, there are subatankicrl possibilities sf ep.,on,d.es 

whfrh could result ;'Pars reglczal cooperation in investment plans, since 

Lbrcugh such ~ o o p w z t i o n  each cvuntry could devote I t a   effort^ to 

inver:nent in ent.erpr%ses in whPch ft had corrlpasa*dve &~6AIIta&88, 8esr.at.e 

fa the expectasion of a market larger than its own popUat40n znd perhapre 

gust i fyhg  a s r d e  of operatSon not possible d t h i n  its a ~ m  LcmBt!ra, 

Irdmesin, with cheap aaturd gus, might make fe r t i l i ze r  for ~,C..FG%Q:!~Z 

South AeTm area, Iridio d g h t  be a source ~f l igh t  engheerlnlt,, znc: 

ec or;_ This uonu requrre dfsmssfon among the programnixti ~2-~2,3:":"t c; 

3 , ~  ~ 2 . y  i->,. - - 7 ca ~ r - t r i c z  of a region and pnssitsly long 2. - : lp - l  . ' r 

.- , . - ' -  ,-c. , . :- . i ~ ~ ~ ~ ~ e r d s  r: prudr::? r . ~ ;  - .'a;r a",:, T .- , I d - 
LI.. . ' 1 L. 
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The Interest of the Industrialized Natioarr 

There are also important reasons for pconroting the international 

diviaion of labor growhg out of the requireaaanta of the inciustrialised 

nations whose economic advancement it is also in our intereat t o  further, 

The plan proposed in this  book can help substantially i n  meeting their 

econcxnic problems, They no l a g e r  face o shartage of r eemcee  fa r  

self-sustained economic developeaent, but they do face a problem of 

sosltinaiDg ad@saemt t o  the i n t e r n e t i e  economyo 

For their  econacrliea developed i n  an era of i n t e r n a t i d  apecial- 

isation and i n t e r m a t i d  trades ond without continued s p e c i ~ a t i o n  

and trade they certainly cannot provide elrpandlng incaaes fo r  their 

pemple and may not be able even to  mointala their preaent atandarde 

of living, They need two thin!:a: markets in uhlch they can sell those 

gooda they can produce most cheaply, and sawcea for food and raw water- 

i a la  which they cannot efflciemtly produce a t  home. Without a restoration 

of international trade there Is l i t a e  hope of finding a solution far 

the growth problems of the developed countrisa of Westem, Europe and 

Japan, 

A t  the moment, the lntarnatlanel position of the Westen Exuropean 

ccruntries appears to  have imprwed, Most of them have succeeded in 

i n c r e a w  their  reserves of foreign exchange, ani the gap betweem 

black market exchange rates and official ra tes  has mrraued in meny 

instances, However, it ahould be kept in ndnd that the t o t a l  flow of 

aid, military a d  ecanonic, has not been go* doun in the l a s t  fsw 

years, The impact of a sharp reduction i n  this flew with no change 

in the burden of military expenditure, would be serious, Furthermore, 

expanding levela of income i n  &ope will require expanding level6 of 

trade both bcatuse greater production i n  Europe rsquiree p e s t e r  



e=.pa&hary disbmem~nta  3 :' .&LA,! ,..i~:. :: 7s; . &. . .:... :.. :. r, b j ~ - * i j  ; : O ~ C G T  &, 

~&th the Korean W a r  and xte r&f%tx+~aQ., i ' i i ~ .  , . ; o ;~re#  r . e,,-,. .auXiOn4)ln W ~ O S ~ ?  

yrosperltjr was huat;  cm brfa~ie:. cew.3 y2 Lrarla l"z.~vlval merely %o 

s r z z ~ s ,  134, alone to ::row, 

Xn % h ~  short run it would be *n~uli.cln r;A&e;:;CX'tibe 'the econornX,? 

L~par.tisn=e i ~ r  the developed ~ c m ~ i e ~  of 4Che5.2 k. Idle r&krfal& and 

an3 trade mione the industpla~ c,tmtmXe~ 'uPiem~t;.Lree has aliiayts &leexi, 

K::,- *- :.F?TJ*F;P]T~~ to each of them Lh= trade &.a1 1~3k hhcwte WWS, 

'h'om:'heless as time goes ori t h e  poliaArre onf Use. wGe~aveXop& .td?ecds 

sax: become increasingly crit$*cai e m  pmq;h txade ~pp~r . ; ;  

t i a i c l e a  urlbch makee the d i f S e ~ e n ~ ~ 3  t~e%ween !;FYO%I; am1 utags t ian  ?,n 

5urope ax& Japan, If Investment, Irk csxtrarcLlva mwnr',ea i'm- axi;vrn 

D.<m roLa?&zl ru l e ,  raw m%wb3 uonta + d i : r  r l a a  AIL! codstF$e@ bepeskdent 

fo the e:qx?Ttllw area, If, urn the other heract, a m 9  part af *%he 



such devices as long term purchase agreement8 to &we aomewhat 

the violence of fluctuations i n  raw materm export prices, end it 

should be a fiPm objective of the undordevelopd areas progress-lv@v 

to increase the extent t o  which they themaelves process thei r  am 

raw materriale before export, 

So fer as markets are concerned, i n  the short run tho proceee 

of development i t se l f  generatea requirements for capitial gods and 

equipment which am provPde an LRportant outlet for Ehropean tiJld 

Japanese ~rranuflacturee, Sene of them aales can be finfumed by the 

capital contribution8 the  other developed countries can make in 

loan or grant forn b developm& pme;rmm. T h e  capacity to flnance 

their awa exports ha8, howaver, narrow limits, D o l l a r 8  -plied t o  the 

uarferdeveloped countries by the United States can do double duty here 

ii we have the intelligence not t o  attach "buy American" strings to 

then, Some portion of our dollar contribut&on to d ~ e l ~ p l ~ a t ~  apen* 

i n  -ope and Japan for capital equiplaeat, #ill etrengthen the dollar 

buyjng p a w e  of these countriee and t h e  indfrec%ly stimulate our own 

q m r t s ,  Thus our development assistance contributian, can If we 

do not reat r ic t  its spending t o  t h i s  country, become an imgorbit 

lubricant of intarnational trade everywhere and hasten the day when 

currency and trade rea&rictlons grawing out of the pwtwor dollar 

& e g o  can be done awv withe 

B the longer run, as the tmlerdevelapsd countries derslop srd 

become industrialhcd, the* participtloo in world trade can become 

quantitatively much more important &o t o t a l  , world t r d e  flows. Fears 
. , 

thet  as they develop they w i l l  beca& *&&titore of premzUy , 

Mustrial lsed countries lurl thus reduce export opportunities 6hoaald 

be quieted by the history of 5ndustriPlizeiUon everywhere it has 



p .* ". . . - - 1  A k  ::i.;wldarrf % s,j' l i-t.i:;, ;?; I:L i i  & . r -' kjl*: i:~c..dy& i ~ i  .;:;.* 
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. . . -. ~. ~ . . .. a FA~*E fo** Tach ;l&rsct$.n!- ~3 rh:~.::~ ;.ci Qre+ ; :%$%& ?3p68 a t  S N - ~ - < - I . C  6 

f t  now p3.&?r~21 at h a d :  The % , ~ ~ c i a  ;.?:,n.%bf;~!t.ty% ril)ea& wkier) F T ' L * ~ : ; ~  

hmdrad m%llicx people experbexi.& a. axpans.i.scr f o  their w::c.masj fr.c~; 

%Ff%y dd3,ars per ye22 pet. ?A& tq fntir :-L- ur tm fdmer tr:nt 

amc+ are a h o a t  hposskb3e %a rbs\rakl.za, 

An AmerAcsu:, r",espons8trWq 

!:?.I :;:?&a dqxmdtr in; considerable degree, of cuurse, on lie Sc 

e n % ~ ~ ' ~ ? , c i i l  ~izllcy,; 22 18 very mrrtr br-, QUR i~iterest. that &he uxxier.= 

rievelapec! : 511r,tri. ea t)~urnsd.ves earn thrs.u;.:h expw k to dollar areiia 

ar large o psr t  of t h e  resowden needel for the i r  development a3 

possfhre: ThSs n u 1  not be much i n  t i e  imeciiate fitwar. as %he%$+ 

eeoncmea mB howevero ~ s ~ a  w a l l  be sm mcrwsi.ag nunbar- af ;ar?esa 

which they sholald be ad.0 64 ct.;rnps%e cj:'fe@tivcly $n U:, S ,  n&Fite%s 

'3 OUP tariff policies do not prevaslt Qtm dobxng eo;. In the 

long sua our dwdcapen-t Zl~anpr cxm tm rep%& or&y :;-~f they o r  t h 4 . s  

cur;hme??~ call f:Oilp&~~~ 

Second 11nbkh;za;at1hg effect; on ZIikma&ianril t r d a  of r~ f),:p,;. 

of dwel;opnlen", rkollstrs X'on tkG.5 c i ~ ~ t P 2  w 5 . U  deperd e~1C5~re2 y a: 09ir 

BEST AVAILABLE COPY 



:*, j.. j . ..' ". . 
A .  , . . I.. ,. ' ;  i, , ; !>.? I,'?;* ? ? , ? ~  .gt: ! . , - :3 4 $ b > .  : !., b .  &:,: ; , ' ' ; 

BEST AVAILABLE COPY 



tted t o  dollar purchases, We are convia@sd that the desire for 

convertibility is  s trw and general enough to bring it about once 

confueme i n  the scale and etabil i ty  of Uo S,, action is ~ b l f s h e d ,  - - 

Such confidence can be produced bj U, S. idUhgnese to proceed 

with these proposals; but it cannot be produced by negotiating pressure, 



THE ROLE OF AGRICmtTURAL SURPLUSES 

Putting surpluses to Work 

We believe t h a t  i n  the context o f t h e  program proposed i n  W e  

book arrangements could be worked ou t  f o r  the use of very much 

larger quant i t i es  of foods and fibres i n  dq~eloy~nent-  programs than 

have been u t i l i zed  to  date, without disrupting internat ional  com- 

modity markets o r  in te r fe r ing  with the sa3s of foode md f i b r e s  i n  

those markets by other exporting na t icns,  The undefiaveloped 

countries need a program designed not merely to  su 'pplyapi ta1 goc~ds 

o r  other items available only from abroad, but  also to expand t h e i r  

general resources i n  a l l  waya which w i l l  promote domestic ca?i2al  

formation. 

Many of the  underdeveloped countries have a hr;cc unenpk~rreci c- 

underemployed labor force which could be used for de~?elopmn.Lwf. 

purposes, In moat of the Asian countries them are  zany pca92.s no:; 

idle o r  inef fec t ive ly  empl.oged whose labor, if  mobiUzed, could 59 

used t o  bui ld  roads, b u i 1 d i r . g ~ ~  canals, and firrigation warks, t o  

reclaim land, t o  nodernlze villages, and the l ika,  Indeed t h i s  

supply of underemployed labor i:, not i>nx: a p o b n t i a l  economic 

resource, but  if lzot given eanlugmnt can conct;ituts f o r  these 

countries a serloue poli t ical .  problem, India, Tor example, .In s p i t e  

of a quite ambitious second FP;e Yeor Plan, does not m u  expect t o  
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be able to  reduce her large volums of unemployment signif icant ly 

over the  next f ive  years, since new employment opportunities w i l l  

barely match increases in her  labor force resulting from population 

glPYths 

Why Labor Is Underemployed 

Three things stand i n  the way of u t i l iz ing  this pool of under- 

employed labor f o r  developmnt. The first i s  c scarci ty  of adminis- 

t r a t ive  and managerial t a l en t  to supervise mch projects, This i s  

being slowly overcome both by the e f fo r t s  of the countries them- 

selves and by the technical assistance pmgPams operating v i t h  t'rens. 

The second i s  the unavailabili ty of the minimum amounts of capi ta l  

equipment required to undertake e w r  the most labor i n b ~ s i v e  types 

of projecte. Thi8 shortage could be largely overcone by nrocerlu~~zi 

already discussed as par t  of the program proposed i n  this book, !Ilia 

third obatacle is t h a t  the unemployed are underfed and und~rc2.otkeC.~ 

It is t h i s  th i rd  obstacle wlt,h which we am concerned here. 

If the unemployed are p u t  to work a t  wages supslic:! by t he  

government, they w i v l l  spend. those Kages largely on additionel f o ~ t  

and clothing. I f  tine additional food and c l o t h h g  is not taailr.ble, 

the additional expenditure w i l l  push up the  prices of these essez:-liaI 

ar t ic les ,  and general inf la t ion  a511 result,, -7 :  other mr&s, the 

volume of wage payments which the authori t ies  of t h e  undercisvelapxi 

countries f e e l  they can safely mderfxke i . ~  l i r d t e d  by the i r  es'tinatc 

of the likelihaod tha t  such payments w i l l  ind i rec t ly  pueh up prices, 

especially the pr ices  of e s sen t i ah ,  An e s t i m t e  of these' ria!cs 
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is cqmplicated by the uncertainties of the yeather, An undertaking' 

which would be safe  i f  the aeaaon turned out to  be favorable mignt 

produce disaatrou8 in f l a t ion  if these mre a bad harvest, Storage 

f a c i l i t i e s  i n  the underdeveloped countries are i n  general most 

inadeq~ate, and there is thus no way f o r  them to build up adequate 

stocks to prepam f o r  contingencies. 

A Specific Proposal 

We believe that, should them be estab=shed an internat ional  

food and f i b r e  bank of which the underdereloped countries could draw, 

and should some additional capl2al be provided which they could count 

on f o r  a period of years, they uould and could implement plans t o  

employ productively a considerably greater part of t h e i r  presently 

i d l e  labor force, Demanda on the food and f ib re  bank wo~ild, we 

believe, be very substantial, But f a v o r ~ b l e  reaulta could 5s ax- 

pected only i f  there -re some assurance t h a t  both %he capital  arid 

the food and f i b r e  supplies wodd %. available over a period of 

years, It takes time and scarce r e w s c e s  t o  organize h b o r  k- 

tensive projects, and, once started, they cannot ozstly kc 2 3 -  

continued a t  short  notice, The horizon of an internrtiorsl. faoL? ant: ?%re 

program s h ~ u l d  be a t  l m s i  f ive  and preferably ten y e a x ,  

A warning i s  necessary here, Idhere t h e  other two co;id:tl~l:..3 

are not met, the movenent 0:;' agriculture1 connoditics t o  ~mder- 

developed C O U Y ~ L ~ ~ S  can have very d amg5ng effects.  For 1 there is 

an increase i n  agricultural. s w n l i e s  wlthout any corresponc"r5.ng 'ncreose 

i n  donand, agricultural p d c e a  ma)- f a l l  smrplg, ned.;cing thci inconcs of 
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peasants and alowing o r  stopping program of agr icu l tura l  and . 
village improvement, Fu r themre ,  some of t he  underdeveloped 

countries which export agr icu l tura l  surpluses depend on the ea l e  

of such surpluses f o r  the imports which they, i n  turn, requj.re f o r  

t h e i r  own development, Thus the unplanned dumping abroad of 

agr icu l tura l  surpluses can be much worse than useless. It can be 

disastrous, 

Heshing w-rcial Marketa 

A plan f o r  the use of agr icu l tura l  surpluses must have several 

featurea.1.f it is to avoid in te r fe r ing  with the normal marketing 

of agr icu l tura l  products both within 'the receiving countries and 

by the exporting nations, I n  tho first place, countries ahould be 

assured t h k t  they could draw on food and f i b r e  suppI!.ss -3 necsasay7 

to meet expanding demands o r  abnosmally short  supplies; but that 

they would be undei. no obligation t o  take ouch supplies If ~3oncstic 

supplies anit normal imports -&re adequate. The pragmatic t e s t  

would probably bo tho behavior of prices of food and f ibre ,  Indea~i, 

t o  protect the exporting countrios, thc program should pnGakil?~y 

contain a provision tha t  no comtq- ?;ou2$ be p-.renittrjd to drsv 

on the stocks i n  the intiematione1 'sod .?;XI fl':re b a d  unless 

pr ices  i n  i t s  domestic markets rose aha-bz, cer ta in  r r o m l  k ~ e B e ,  

A second protection f o r  the exparting countfies wouldbe t h a t  

they would themselves be invi ted to par t ic ipa te  i n  supplying 

conmdit ies  ta t h s  internat ional  stockpile on a basis determinscl 

by t h e i r  aornal  shares in i n t e m ~ t f s ~ a l  cormnodity movemento, 
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Exporting countries like Cmada which a m  suppliers of de~9lopmnta1. 

capital for  the underdeveloped countries would be encouraged to mko 

their contribution partly i n  agricultural connoditiee, Exporting 

countries l ike  Bunna, which am i n  need of de~rels?mental assistance, 

muld receive such assistance p'mbv i n  the f o m  sf purchases of 

Buneeae rice for the food bank with ham3 cuspencis8 which Burma 

could use for  develop~il~ntil purppaes, 

This food and fibre program lcoks on the face of it vczy X I C Q  
" 

a number of international comoriit;;. stabflieztion schemes which he7.:- 

been put forward i n  the past, It differs from them in that, by 
, . 

providing assurances that food snd fibre wodd be a~:-t,i-hblc 33 sr6- 

vent expendbture froin having Mlatl1znary effscts, it would on- 

co-wage cotantfies t o  undertake local dme3~pr1~nts'l. expendlt.~:sc, 

As to paymat, the food bank ~horlld probably accept a t  %test ?I;? '.k2 

early stages loczi.3. currsccy rrl;ich -kr;llld he held i n  s ccn~terpaz-i, 

f unda ecccr,ziit, 'This f urd c o ~ l d  Lw usod for cizvelopr,~ei~t~l ;..,;i~s%es 

in recipisn% c o i i t q  as ~ z r l  of: Qe c a 2 i t a l  supplying pmgra.2 

of the dsvaloped countries, QZ, If t h e  13~1lrta:-;- si%ua ti02 57~q116-,x2, 

it could be held i d l e  pending Tuture dsveZ07.imn-l~. 

How Much of the Job Can Surpluses Do? 

Experts 3110 hgve s % ~ ~ r ~ i e d  the problem in the full Ugh* of t h e ~ s  

facts are convhced that, in a dsvclcpx~nt Trogrem which alsc ~r+--~",Gr s 

capltal  gaode and which 9~ phnilc.6 fo r  o ~ m e  3Taps aIrsac3 i r a  the Xgt,? 
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of agricul tural  co;lmodities i n  assistance program, The FAO, 

f o r  instance, ha* estimated that  something l i k e  ($100 million 

worth of agricultural surpluses could be used annually in India 

i n  connection with an expansion of $250 million per year in her 

investment ppgram. I n  general it appears t h a t  from per cent 

to 25 per cent of 411 foreign .capi ta l  required by a l l  underdeveloped 

countries could take the form of agricul tural  commodities, 

If this estimate i s  correct, and the e s t i m t e  of t o t a l  capi ta l  

requisepnent,3 given in the next chapter is reasonable, agric~ltural 

surpluses co:jld be used to the cx t sn t  of aroulld $500 n i l l ion  worth 

per p a r  over and above extraordincry relief r . ~ u i r e m n t s  i n  ex- 

ceptio1n11y bscl crop p a r s ,  Various ideas have been put forward 

~ O P  d5atributing more food throagh chanrlels entirely outside the 

11!c?rka€ n~cimiarn, l i ke  school lunch programs, special  f r e e  meals 

:or pr~jec'c xcrkers, and the like. In  our view such schemes ai- 

Y ~ k ~ l y  tc be b ~ t h  inef f ic ient  and iyant i ta t ively quite United, 

I s (.,vide 80x0 S U C ~  nmgrr?-m a3 WB propose f o r  food and fibre stocks to 7"- 
, 

insurance against the inflationary comequer.css of ~r!d.l.tioatl i;,?ge 

payments offers  mom hope f o r  substantial  use of ep;ricultural, sur- 

pluaea i n  development efforts.  The plan $Ti!-1 be mom %ffsc:5n, 

of course, the larger the nimber of essent ia l  r o m d i t i e s  H'nlc:: 

can be included i n  t h e  reserves, 
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& p e r X  

TEE W I T U D E  OF CAPITAL REQUIRFHJWTS 

What Determines the Mce T a g  

Preceding chapters have outlined our proposal t h a t  the  developed 

countries of the world should undertake, through a variety of channels, 

t o  make available to  t h e  underdeveloped countries suff icient  capi ta l  t o  

lheet all reguests for  such capi ta l  which eatis* cer ta in  c r i t e r i a ,  Tlzia 

proposal at once w s e s  three questions: (1) If this offer  were ride, 

w h a t  is the maxfnnrm amount which might have to  be provided amcal ly  t o  

make good on i t ?  (2) What are the chances t h a t  this am3unt would be 

suff icient  t o  s e t  in motion a process of self-sustaining growth In the 

underdsvelopd areas? (3) What ie t he  probable l e v e l  of e l ig ib le  rcqucr~ta 

over the  next five t o  t en  yeara? 

Several factors l imi t  the volume of capi ta l  assistance tbt the 

underdevelopd countries are likeu- t o  be i n  a position t o  aboorb 2roduc- 

tlvelyo A lbit on the s i ze  of a detre10,merit progrzi~ and on tho p.*wiber 

of dembable and feasible  projects i s  sot by tho a b i l i t y  of t h e  unde~d-eva- 

loped country t o  organize, adminicster, a d  carry out projects and t o  

r e l a t e  them t o  each other in such a way t h a t  t he  output of each px-ojec.2; 

is used productivelye Foreign technical assistance and advice c m  ~ z ? . s o  

t h i s  l i m i t  somewhat, particularly I n  certaln specialized types ~f projzc5s, 

The countrien themselves, hawever, are reluctant  to  t u rn  over fiwoJoc-L 

w g e r n e n t  and control too largely t o  foreign expsrts; and, evan i f  t h y  



were nat' pol i t ica l ly  8ensitive on this point, it is doubtful i f  their own 

long-run developent is rea l ly  promoted by starting en*drprises f o r  which 

they do not take a share of r e s p o n s i b i l i ~ ,  

It is extremely hazardous t o  attempt t o  estimate technical absorptive 

capacity, which w i l l  vary widely from country t o  country, depending partly 

on a country's state of developtent and partly on its hlatory and traditions,  

We believe, however, that it is reasonable to assume t ha t  the  average maxi- 

.- expansion i n  tho level of capi tal  formation Chat can be achieved 'sy 

countries in the e a r l y  stages of development i s  from 33 t o  53 par cent in 

the f i r s t ' t h r e e  or  four years after plaruling f o r  such expansion 1s in i t ia ted ,  

There will-Be s a e  cues in which even this i a  too high a figure, and others 

in which a s h a e  project like a darn o r  an i r r iga t ion  system may involve 

expenditures exceeding t h i s  lwt, Rowever, an examinat1 an of individual 

country plans gives us some confidence tha t  t h i s  is a reasorable order 

It is most unlikely t h a t  countries in the rarj early stages oP develop 

rnent can find suf?icient msourooe within their economiee t o  make 

more than a very sntall contribt~tion t o  such an apaaded lev01 (I? iec.est- 

aent . Sbca  their' poptaationa a re  a t  the nargin 32 subaiste::co, car~,nsm~- 

t ion  cannot bo reduced in order t o  f r ee  reaomces f ~ r  iP1ve~ncz.,t, T~rtiicraore 

the i r  re la t ive ly  w i m i t i ~ e  methods of mobilizing stlch sa*nrgs az! t h y  2 .e  

capable of gmerating are unlikely t o  tap moro t h m  a fkaction of thessp 

There are certain cases, notably the o l l  pmducirig countries, i n  whclch the 

mvenue from an  exportable reaource provides the mans fo r  developenti 

erpendfture without cu ts  comumption by the population as a ~ ~ h o l o ,  but 

theae do not bulk large in the tot& of capital requirements for  delralo~crst, 
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Accordingly, it seems reasonable t o  assume that  for  countries in the  pre- 

condition stage of develop~ent vir tual ly a l l  of the additional capital  

needed t o  launch the  growth jnoceas must be supplied from outside, 

Once the growth process is undar way, two things happen which affect 

the need fo r  enal capi ta l  i n  opposite q s .  In the  f i r s t  place, the 

capacity of the country t o  absorb capi ta l  rises rapidlyo A trained class 

of  admlrntatrators appear83 ski l led labor I s  increasingly available; t~w-s- 

port, power, and camnnnicationa are increasingly able t o  fill the nee& 

of new enthkprisea; markets ara wtpanding; and the motivat.ions rcn,u;.red 

t o  stimulate innovation, risk-taking, and efflcfency ara  more and more 

developed, A t  the same time, a8 income rises, a portion of zach year'c 

income becomes ava;ilable t o  be plowed back in f'urther investment, am2 the 

society becomes increasingly capablo of m~bi l i z ing  this &action for  

develojment, The fraction of t h i s  increase Jn bcome which Can be ss-ged 

is  much larger than the &action of total incom saved, Although the  

average ra te  of savings i n  Asia, f o r  instance, i s  probabljr not  mch above 

5 per cent, tha m a r g i n a l  rate of s a w  f ro= incr-zseo Li iilcorrie cfn ba 

pushed as high aa 23 t o  25 o r  even 33 p r  cent, Thus, a t  t h e  sarrlo tiae 

tha t  t h e  capacity of the e c o n q  t o  absorb capital r ises,  I t s  cap~c'stx 59 

supply its own capital  needs out of its own resources also rises. If 

additional external capital is sup?lied at an annual rate sorn9thjng ?%kc 

33 t o  53 per  cent of the ra tes  of fr,-iestment premiling a couabq: zt 

tbe beginning of the developrrrent process, the countr~- cul mobfliac suf,"i- 

cient  saving out of the  increases i n  its income t o  kesp p c e  with its QYX 

groraing capcity t o  nse capital,  Indeed, or~ce the take-off OCCUFS, t h a t  

is, once a regular ra te  of gro*&h ir! nat ional  incom has b e m ,  t?.e 



requirement for a net Inflow of' capital on a substantial scale is W k e u  

to last for more than ten or flfteen years. After tbat period of t h e  

the country can put i t se l f  i n  a position to supply all of its own rsqum- 

ments out of its own resourceso It still attract foreign capital, but 

it can do ao on t e rm attractive to private international investors, 

Some Rough Figures 

To estimate, then, the amounts of foreign capital that could product- 

ively be absorbed by the underdeveloped countries, one must consider c3m- 

tries in two categsrias. First, for those which have not yet en!;ergd fctc 

the transition phase of growing iutional income the estimate can be nsde 

by taking "3'3 to 53 per cent of pi-eseat levels of capiAr;al formtior., lbr 

those which have begun to grow, the percentage w i l l  be less, be- the 

smallest for those farthest along in the gmwth p c e s a .  These estimates, 

ex@ahed in greater detail In  the Appendk, result in  the fol1mrh.g Tigrss:  

m a ,  Pakistan, Ceylon 

B a k e  of non-Communist Asia 
(excluding Japan) 

Middle East (excluding Paastan 
but Including ~ g y p t )  

Latin America 

Africa (excluding Egypt and Union 
of South mice) 

Billions of Dollars 
Per Year - 

008 - l o o  

TOTAL 2-5 - 305 

Since our prpose was to estimate thto ar;xlrmrm ax.:*mts of foreign ca$t;rL 

which underdcve'boped countries could use poduct2vely, ve imp as se3.1 take 



the higher end of the range a8 our f'lgure for planning p p s e s ,  recognizing 

that actual U d s  are likely t o  be somewhat lowero, 

Our second question is whether levels  of  investment of the magnitude 

suggested in t h i s  table would be sufficient t o  launch the  underdeveloped 

areas in to  a period of growing per capita levels  of income, Conptations 

are given i n  the Appendix wMch suggest tha t  these levels  of capi td l  foms- 

t ion  should produce rate8 of growth of per capita incomes of at  l e a s t  1 

o r  2 per cent per yearo The procedure used in this &monstraticn i o  roughly 

as follows: Starting with estimates of the natiolzal incomes of a l l  the 

underdevelaped areas, one can make estimate8 of t h e  capita3 outp9t ratio 

which may apply i n  each region, that is, of the number of units of capi ta l  

required t o  produce an increase of one unit per year in output, The c a p i M  

output rat ion used i n  these computations waa 3:19 This is believed to be 

a conseroative, that is, a high, figure, T h e  figure used i n  the I n d f ~ i  

Second Five Y e a r  Elan, for example, is about 2.3~1, 

Applykg this cap i t a l  output r a t i o  t o  the levels  oS b t a . 1  irrvestnezt 

which would obtain in the underdevelopad areae if the a - w n t s  of capi%rl!, 

i n  t h e  above table w e r e  supplied from foreign sowces, one gete r?te9 of 

gmuth of national income ranging f r o m  2,s to 3,s per cent ., Sinca ~ 3 p l . 3 -  

t i o n  growth ranges froin 1,s t o  2,3 ps cent in mst of the underde~e'.3pe? 

areas, the resulting per capital  rates of  gr&h of income a c  f r o ?  1 t3 

2 per cent per yearo In  countries laiuzclhed 03 the grm-th procass, 

which w i l l  be making increasing contributj.ons Co capttal  formatfun aimally 

out o f t h e i r  own resources, the rates  of gr3wth of per capita Snc~.m may 

be smewhat highero 

India i l l u s t r a t e s  t b s  general primifles  set forth above. Foreign 
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capi ta l  requirements fo r  India included i n  the above table represent about 

b3 per cent of the  level of capital, forwt ion  achieved in India in 1953, 

India's Second Ffve Year Plan, beginning this year, cal la  for a much high= 

level  of capital formation than in recent years, However, because IndLaos 

national income has begun t o  grow, the  proportion of he r  capitdl require- 

ments tha t  ahe can meet out of her own resource8 has a lso  begun t o  grow, 

Eer requirement f o r  foreign capital for the Second Plan represents, there- 

fore, less than 20 per cent of the investment programed for the whole 

f i v e  year 'pertodo 

The figure of 3,s bi l l ion  dollars arrived at above assums that evev 

country confronted with the possibili ty of securing whatsver capitzl 2% c m  

productively use will within two o r  three years be able t o  subnit aczspt3ble 

program and projects which would utiUee 33 to 53 per cent more ~czp2.t;rl 
I 

than it has been investing i n  the recant p o t .  A t  first, o f  colu-se, t%e 

flow would be much lcss than the  suggested figwe, But we acslanc thzi=r 

were a standing commitment t o  f!i.xmnce welldesigned progrz!??: -:? t3 z ~ i v e r ,  

limit announcod and malntainod, what is called technical ~bsor;:t 5%-e sr.-:;;- 

city could be si;agp.sd up on the average by &@EL 113 par cenL ~ i t . 2 ~  abost - 
three yeapa, Very far govsz-mefits w i l l  m!:e tho e f f o r t  o f  F-:sra~irrg 

national investment plans fo? ~ > i c l !  r,a rcr9,:rces are i% tfgl?c,, ':-r:t o ~ c c  the 

assurance is given that capS4r;aJ_ $21:- be f 3rth~u::S.L-y, their plamFng sf.T;1;r9, 

will hcrease  considerab7,Sr.  WE^ assurle thz'i nf* me ~mowea~c?n% c? t"ne 

progrm we propooe roughly two years might be required for "ufze elaborntioo 

'of well-prepared country programs &d proJects, acd ~e rhaps  an addr"u-lod?l - - - 
third year for eol~lng the p b l e m  of logistics ( ~ a l c c t i ~  pro=;- .-_-y:Ll.;a:?n+,, 
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Thus, i f  all countrise were equally ef f ic ient  at  u31*king out acceptable 

programs and p j e c t s ,  a commitment made today of a target amount of annual 

ald  should lead t o  disbursements beginning on a large scale only after 

about three years. If by t h i s  process absorptive c a p c i t y  were increased 

by 30-50 per cent, the  amount of foreign investment called f o r  would be, 

a t  a maximum, about 3.5 b i l l i o n  per annum, This amount would make possible 

a r i s e  in per capita o u t p t  of at l e a s t 1  or  2 per cent per year, Technical 

absorptive capacity would continue t o  rise a f t e r  the t h e e  years 

by 5-13 w r  cent per year, but the additional capi tal  raquired t o  t&ce 

advantage of this r i s e  could be supplied from domestic savings, 

I n  practice, the r a t e  e.t rahich countries w i l l  be able t o  q u a l i e  f o r  

capi ta l  w i l l  vary according to t h e i r  stage of developent, Some countries 

a re  probably prepared r ight  n.m t o  absorb productively subs ta t ia l  additional 

~uma (e.g,, India) ; some might or,csr&aa thenselves t o  use sizable amo.mts 

in a few years (gag,, ~ndonesia) ; sonc mar rsquirz a decade o r  mom before 

the preconditions for  effect ive invcstrrient on any scale are established 

(e,g,, certain African regions), Thus it seems most u n l i k e b  that,  i f  a 

conmxltment t o  make ay~ila41.8 3,s bi l l fon  dol lara  aamal ly  is entered into, 

t he  rate of actual disbursement w i l l  r i s e  above, say, 63 per cent of tM 

amount, Thus, on the average, we would predict an annual actual   la-, ;1me 

the program got going, of something -Xke 2 b i l l ion  dollars, 

It should be emphasized, however, t ha t  fo r  such a  sop^ EJ we ozvisagc 

t o  exert rcal pressure the commitment ~ s t  be p;rester than oxpcted .2skwss- 

me~ts,  If the  commitment is pared beluw the  above-suggested figure, t ko  

actual  disbursements w i l l  a l so  fall a t  l e a s t  in proportion. We regard it 

a s  of the highsat importance t ha t  sums of t h ~  Ml order of ~m@1i'cud6 
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suggested above be offered t o  insure tha t  capital is  forthcorning whznever 

clear  c r i t e r i a  fo r  productive investment a re  mat ,  

Wher : The Money Might Come Fkom 

The maxinsum figure of 3 ,s b i l l ion  dol la rs  re fers  t o  the t o t a l  annual 

additional foreign cap i t a l  inflar into the underdeveloped areas from what- 

ever source. Resent  capi ta l  inflows const i tute  part of the base on which 

the  30 t o  .SO per cent addition was compted, Thus the 3 b i l l i o n  dol la r  

figure is ih addition t o  w h a t  is now flaring, It should be noted that 

the net  capi tal  flow abroad f m t h e  United States t o  the mderdeveloped 

areas outside Latin America has been quite small, Only a very a m i l l  

fraction of our U, S, a i d  program has been devoted t o  capi ta l  fo r  cdr?v~lo~a- 

mental purporres, The bulk of it has heen e i ther  military assistance, 

general. assistance to current budgets t o  permit recipient countries "to 

maintain a la rge  military establishment, or  r e l i e f  and rd-x%bi1Ltabyion i n  

such areas as South Korea and South Vietnam, In Latin Anerfca there has 

been a good deal of  America private investment, but  it has been offset 

t o  a considerable degree by cubrsn t  amortization payments on f o i - e t ~ 1  2a'at 

by the  Latin American countries, Well aver half the  c a p i t a l  :-ilZ.~& ccrreatly 

going t o  t h e  underdeveloped areas represonb t he  provision of e a ~ i t a l  by 520 

European countries t o  t h e i r  Dependent Overseas Territories,  

It is dif'ficult t o  be precise a?mut the  brenid-ok? of  t h e  3*5 bil l ion 

dollars  bg sources of supply, U n d e r  appropriate canditForls there i s  room 

for  a substantial  expansion of private investment. !igai.nst the  b ~ c l : ~ ? m d  

of the intergovenmentxl e f fa r t  envisaged, it is  believed tha t  over time 

major progress might be made i n  increasing the flow of private ep:',taL t o  

the underdeveloped areaso Changes i n  the U, S, revenue code my help 
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encourage more direct invcstnrent, as would a Pevital i l ;~t ion of the transzer 

guarantee by the Export-Import Banko The recently establishid International 

Finance Corporation (IPC), aff i l ia ted  wlth the IPtemational Bank, i e  a 

hopeful device for  encouraging the participation of private capital  in 

International ventureso Wiu would support the d e v e l o p n t  of eimilar in- 

stitutions, such as the Indian Developamnt Corporation, within receiving 

countries 

Since successful private Investment projects g e n e r a y  require a 

favorable environment in terms of developing local  markets, available 

transport and commnicationa fac i l i t i e s ,  and the l ike,  theis  s h z ?  In the 

early stages of development must necessarily be luwo Public loans, by* 

helping to  create the necessary envSromnt, can pave the uay for greztljr 

expanded private investment as growth takes holdo We chould not set a w  

hopes for  private investment flaws too Ugh; but the effort to expand tholr 

role should be pushed with vigor0 

The lack of success higherto achieved in negotiating a more favorsble 

climate for  private investment shculd not be taken as evidence that fustkcr 

efforts  will be i'utile, Tnternational privzte capttal flows have been held 

up part ly by insufficient availabf.lity of t ~ b l i c  credi t  and part ly  by po- 

l i t i c a l  and psychological blocks vhich hs-$6 perc. 7tively dfmintshed although 

they have by no means disappeared, In the context of thls p r o p m  :it nay 

well be appropriate for the i n t e r n a ~ o n a l  ds*~elopment council pmpooed. *. 
Chapter X I  to explore a Free World code fo r  capital novements which ~ J O U ? ~  

incorporate the best 1.essona of recent experience in protecting bat3 the 

international sovereignty of the rec.f,pient and the legit inate econo~dc 

in teres t  of the lender, 

The International Eank could step up its lending :*ate subs?xr.6,islly 

i f  new projects were eligible tinder i t s  ruleso I t o  rcsmrzos for  cai-c3-:gg 

on such operations could be expaded by ad,%itiond salas of its secl;:-i,+,%es 



O f  the remainder to be supplied though public channels, it is certainly 

desirable tha t  a portion should come from other developed countries, Europ 

has expanded its own economic base enough since the war t o  mahe a signin- 

cant additional contribution,, In our judgment, the importance of generathg 

substantisl  capi ta l  comdtments From the well-devetloped countries of the  

Free Warld other than the United States cannot be o~ereatimated. Joint 

creation of capi ta l  funds not only will make the concept of partnership 

more persuasive i n  the United Statea; it is a lso  eslsenthl  i n  ~ r d e r  t o  im- 

part  the international character t o  tiit7 entarprise requisfte far its 

acceptance end contimed support in  the und.srdevelopsd areas, 

The problem of what proportion should he loans and w h a t  pPoFa&ian 

grants i e  a lso  a d i f f i c u l t  one. G r a i i t s  wodd be appropriate prbwjly to 

countries at the  ea r l i ea t  stage of d e v e l o p n t  whero the  prediction o f  

repayment capability is the most bardoua,  and the c r ~ d i t ~ o r t h F n e 2 s  28 

limited, Since these wi l l  be the comt.ries with the lovest technics1 ahs2raw 

t i v e  capacity, it is reasonable t o  aasm t!lat grants would 50 a ~1Zts small 

part of the tatalo 

On t h e  basis of these cons id era ti or,^ the supply of the msxLm.w f5gcx-c 

of J05 bi l l ion  dollars  might b r a k  d m  by source as follows: 

G r a n t s  : 

U, S. Contribution 
Other courztry contribution 

Direct Private Investment 

Additional International Bank Loms 

. 0-, S, Contribution 
Other country contribution 

TOTAL 8 3,530 million 



The American Contribution 

Thus t he  maximum burden of our proposed program on the U. S, Treasury 

would be about 2 b i l l i o n  dol lars  per year, of which over 83 per cent would 

be loans. This maximum would almost cer tainly never actual ly be reached, 

It l a  based on maximum estimates of the absorptive capacity of the recipi- 

en t  countries on the  assumption that they did everything within their p e r  

t o  incrq~~e t ha t  capacity, Actual demands f o r  tb first two o r  three years 

would be much smaller than this; and, because some countries will b~ mch 

slower to  develop absorptive c a p a c i t ~  than others, the r a t e  of witixii-atzsls 

is unlikely ever t o  exceed 63 per cent or  so of this figure, o r  a U, So 

government obligation o f  about 1,2 b i l l ion  dol lars  per year, 

In  addition to  the cap i t a l  program, the  level of U. S* technical. asoint- 

ance, offered e i ther  d i rec t ly  or  through &he United Nations, should ~ohab2.y 

be raised about 1C3 million dol lars  per yenre Also, we have made no .%llorsznce 

here f o r  the  spocial needsof  Japan, Although Japan had passed i n t o  t h a  

t b d  or self-eustalning phase of bevelopent before Tdorld W a r  11, t ha t  

war exposed her not onlgr t o  serloua p2qsical destr;.rction, but more important, 

to a reorientation of her trade wbLch has not  yet been s u c c o s s f ~  accm- 

plished, If a l l  the  measurea advocate2 2x1 this papr vere a d q t c d ,  i n ~ h d h g  

the l iberal izat ion of  trade sest~icti_qns and tke supplying of c a p i t ~ l  :slth- 

out "buy Americanw strings,  it would be our hope th~t  the Jspanose Sal,:~r!co 

of payments problem could in  the long run be largely solved, Thers w i l l  

probably be a t rans i t ional  period of f i v e  t o  ten years, however, during 

which loan-8 of one or  two hundred millLon dol lars  a year for Japan  ill I !  

necessary, Taldng a U  thase things together, the t o t c l  rJd S, Traacury 

b.rdsn of a program such as is here advocated wmld not be l i k e l y  t o  cr:cssd 
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1,s b i l l ion  dollars;  and t h i s  l eve l  would not be mached f o r  several years, 

by uhich.time the requirements f o r  mil i tary assistance apend3ng might have 

been somenhat reduced, 

We must emphasize again, howlever, t h a t  while th is  is our best estimate 

of the  amounts t h a t  would actually be drawn upon, it is  an absolutely 

essent ial  feature of this proposal t ha t  the  amounts offered be suff ic ient  

t o  cover greater demands in the event tha t  more countries should be more 

a u c c e s s ~  in increasing their capacity t o  use capi ta l  productively than 

we have assumed, 

It is important t o  be c l ea r  as to  the sconomic purpose af the  proposed 

loans and grants. They woulcb cot be designed t o  meet ra rsquirsment for 

foreign exchange o r  f o r  particular goods wUch can be supplied only f k ~ m  

abroad, They wvild be designed t o  auppZement the over-all resources of 

the  underdeveloped countries in or&r t o  pornzit ' t h m  t o  add t o  the i r  PO- 

ductive equipment a t  a rate ?astar than would ha passiblet without auch 

loans, They would be used f o r  the import of such aquipnent i t s e l f  or  for 

the impsrt, for example, of food to meet the higher demand resulting from 

greater employment in developmental ac t iv i t ies*  Indeed, as ex~laiiiod :n 

Chapter UC, a signif icant  part of the t o t a l  U. So contribution cw.3-C be 

in agricul tural  surpluseso Cri ter ia  would be rigid&- set t o  prey~olae t5e 

use of loans and grants fo r  an unproductive and temporary exps-mi~r? Ln 

consumption, 

One requirement cannot ba shirked i f  the  plan is t o  succeed. The 

United S"tates must discover a device fo r  guaranteeing a cont fmi ty  in capi td l  

loans and , ~ a n t a  whfch,would aroid a? annual Congressional r e n d  of the  

effoz%, I-Tithout a firm conviction that  t h e  U, So portiion of the ef for+, 
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w i l l  be  sustained, none of t h e  l a rge r  benefi ts  of t he  poposa l  can be 

envisaged, One possible device would be t o  appropriate the  necessary 

Funds in a once-for-all act, looking ahead, Say, f l ve  years, l e a v b g  

discret ion for  t h e i r  release tb t he  Ekecutire Branch of t he  government, 

following broadly t he  technique o f  appropriation now used with rsepect t o  

the  Export-Import Banko 

On t he  ten ta t ive  but not unreasonable c r i t e r i a  set out above, t he  

U, S, government cormsitment i n  loans and grants might come t o  2 b i l l i o n  

dol la rs  per anuum, of which 1,2 b i l l i o n  dollars might be disbursed, on 

the  average, if  sound criteria f o r  e f f i c i en t  use were applied. Thus, t he  

i n i t i a l  Congressional appropriation, under t he  organizational principle 

s e t  out above, might be 13 b i l l i o n  dol la rs  fo r  a l locat ion over a f lva-  

year period, 

We believe tha t  a program conceived orr this sea?-s, s tabi l ized f3r a 

substant ia l  fu tu re  period, founded on an incentive system which vonld 

remove t h s  bottleneck of capi ta l  lack and throw the burden o f  respocm5b51.- 

i t y  on the developing areas, r.;.mld ;;raximLze the pace of econmic !_.~-o-~th 

in the Free World0 
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Chap* XI 

INSTITUITONS TD CARRY OUT THE PRDGRAH 

Organizing the Job: 'Rso Extrame Positions 

One of the issues wst hotly debabd i n  discussions of pmgrms 

such as the one presented i n  th is  book is how they should be organized, 

?!any pmpoeals have been put forward f o r  channeling all assistance 

through an international body auch a s  the United Natioris, The mst 

compnehensim, of these calls f o r  the esttblishment of a Special 

United Nations Fund for Economic Development (SUNFED) to M c h  the 

developed countrlee tmuld make contribut&ons and which m d i  i n  turn 

make capital  available to  those coun0tes i n  need of it, On the  
. , 

other aide of the argument are  those who assert t ha t  the U-dted States 

and other suppl:d.ng countries neither will nor should turn over 

large sumc f o r  dis3ribution by any such international body, Capital 

assistance, i n  t h i s  view, shoulci cantfnrxo to be arrangod bilorbnlly 

80 tha t  the suppljring country can cubisf)r i t s t 2 8  that the resources 

it auppllea am being off ic ient ly  wed to pmliiote ob jeetiveo of -&.f ch 

The Real Issue8 

Them are lssuee raised by t'nls debate which must be d e a l t  

with in any proposed ins t i tu t ional  solution, In  the first place, 

if anp given underdeveloped country is Ix mceive aszxio.tance frzs a 
L 

nmber of dlffemnt foreign sources, there must be som mchanibm 
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f o r  satiafylng each lender that  i t a  contribution f o m  parl; of a 

consistent and coherent program, I n  other wrds, the supplies of 

capi ta l  from various different  sources must somehow be coordinated 

and related t o  each other. In the second plam, the issue derives 

mst of its heat from the concern of the underdeveloped countries 

tha t  the c r i t e r i a  to be applied i n  deciding whether aasisbnce i a  

to be supplied should be such a6 to protect those countries f r o m  

undue pol i t ica l  o r  economic infhence from any other single nation, 

They bellewii tha t  an international body representing a varS.ety of 

different  national interests  i s  less ltkely t o  attach pol i t ica l  o r  

ndutary string8 ass isbnce  and is  mxi Ukely to rely e~clU8- 

lvely on technical considerations of economlc effectlvemss in 

making loans and grants. 

Looking first a t  the practical pmblenm of coordination, it 

should be born in mind that international loan or g m t  act fv i t ies  

are already being undertaken by a multitude of agencies, An aider- 

developed country my deal  with the Eqort Impor t  the Later- 

national Bmk, the U, S, International Coopemtion AMnistrsEiion, 

the Colombo Plan, the nat ioml  and in-ternational tec'ratcal asatatonce 

agenciee and other specialized agencies of tke U, I?., the agencies 

of governments of creditor countrie~l other than the Urdted States, 

and perhaps others. Broposale L i e  afoot f o r  the creation of nmmm 

other i n s t m n t a l i t i e a ,  A program of thz sorts :?%re proposed. ;l6gh% 

be handled through one o r  mare of these existing channels; through 
b 

a new aeency set up f o r  the purpose; o r  thmugh some combination of 
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new and eldsting agencies. It is tevpting to suggest tha t  a l l  

theae operations be combined in to  one master operation under intgrc 

national direction which could insure coordination, This aeema to 

us a bad and probably po l l t i ca l  unacceptable solution, There am 

nany agencies aow because there are many suppliers of many kinds 

of capital  and many purposes f o r  which capital  is eupplied, A 

large single organization would lose the advantage6 of speciorli- 

eation, wbuld deprive lending countries of ultimate control over 

their funds, which some l i k e  the United States would be w a k e l y  

to accept i n  a program of the size proposed; and might be subject 

tosonre of the bureaucratic diseases of ine r t i a  and red tape which 

plagm all lmge o~an i aa t l ons ,  

But if programs are to be carried forward by agencfoo 

plus such new ones as the United Nations o r  lending countries Uke 

the United States my choose t o  se t  up, how I s  coordination be 

secured so that  the rnany diffe*wnt flows of funds produce a c o ~ s i e t e n t  

integrated result? 

Coordins tion 

We pmpose tha t  i n  the first Instants the f i i~c t ion  of coordfn- 

atlon be performed by the borrowing countrie8 t1;emolme. It is 

the borrowing countries which w i l l  be faced wlWl the probloin of haw 

result, If they undertake effective p rogmdng ,  and if they fit all 

7- capital i n f l ow  i n t o  the f ~ w o r h  of the program, and if the p-,, 

reflects International a s  well a s  m t i o d i  considerations, the nscooaCaqu= 

* 
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coordination w i l l  have been secured, 

Them I s  s t i l l  the question of how lend- agencies are ta be 

aatieffed tha t  these Wme conditions have been met without im- 

posing on the borrowing countrg the neceaslty of explaining and 

defending in detail i t e  whole program separately vi th  each potential 

contributor, To meet this need we propose the establishment of an 

international body which mule not i t se l f  dispose of any funds but 

vhich would collect and maintain information on development pro- 

gram and on sources of funds on b~haIf of both borromrs ancl ler.$cx-, 

redew and analyze deoelopnsnt pmgmnm according to .rgrasd criteria, 

m h t a i n  contact aqong varioue auppllzra of funds to any given pro- 

m, and i n  generel a c t  aa a broker betreen countries needing 

assistance and countries and agencies prepared to supplr it, 

Thitr body might have a quasi- legisktire  assclvlbly corisistiing 

of represen+~t lws  of e l l  the capital sup~lying and an the c a y i b l  

recsivlng cour'tries as mlP as c r ~ e n t a n t i o n s  like t h ~  Intamationzl 

Bank uhich participate In  dev6lopn:snt a c t i ~ l t i r t : ~  This ilss~mbly 

would meet infrsquently for lirabted 2esiodso The bodr w o ~ l d  a l s ~  

have a small pe-~nt secretariat which %iould, maAntaln complete 

and current information on a l l  international cap3~z'l. m ~ c x c n t ~ ~  an 

applicatione f o r  grants pending, on all developmerit p l a  and pr;l= 

grams, and, so far aa possibls, on the status of progress wder six!: 

plane and program, It would also el-rrmge fo r  consul ta t i~n amra 

suppliers a d  participants relating to any pasticuler program or 

set of progmaB, The usefulnese and inf'lwnce of t h i s  body woad 

of course depend on fisu carefully it was set up and abom a l l  OE ' 
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the calibre of the men who could be perauaded to  staff it, If tw 

o r  three of the moet important capital sources, l lke the United 

States and the International Bank, and two o r  three of the mst im 

portant borrowen+ like Indla and &yp$ were determined from the star t  

to  give thia body a real function to perform, tm believe it could be 

an important focus f o r  development a c t i d t i e s  and could sa t i s fy  i n  

part  the legitimate desire of many countries to see developtent 

aasietmce internationalized. If it acquired the respect of both 

lendera and bomwerq each country's plogramulng authority ~ ~ P l l d  

need t o  discuss i ts urngram with only one intexnationsl apency, 

which i n  i t 8  turn w ~ u l d  have Uaioon with all other ags~cies, Ozco 

the progrant was agreed upon, that is, once tho p r io r i t i e s  of sectors 

and projects =re established, ::v agency would be ?,we to partici- 

pate i n  i t a  fZnaYIcing,, Indiv9dual londfng apc:-cl-.s would presumtbly 

continue to make t h e i r  own judgm~nta concemfng the feas ib i l i ty  of 

part icular  projects they were asked to firiance, but they could rely 

on the international body f o r  an advtsory opinion as to whether and 

how such pro3ecta fit t n to  a country's over-all imreatmnt pmgrzcil, 

- Haint8ining the Criteria 

This leavets the problem of internstionalizing the ~ ~ i t . z x 5 . a  

detemlniw eligIbili*vg for  a s a i a h n c ~ ,  X t  ahould 2-  iscogaiasr2 

a t  the a t a r t  that M e  w i ? !  be possible only if the xii6t 4q.>r*umt 

auppUara are themelma willir- to abide by c r i t e r i a  which cniilci 

gain i n t e m t l o n a l  acceptance, Unlssa the Unifzd S t e b e  wkes up 

its d n d  fi-My that it will not a*utOwt to use thia p m g m  as m 
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instrument to pursue pol i t ica l  o r  military objectives unacceptable 

to a number of Free World countries, there i r  no point i n  discussing 

international cri teria,  No inst i tut ional  device w i l l  achieve 8om- 

thing the Congmss and the.public have not decided they tiant t o  

achieveo But 'if America does decide, as we believe it shcnald, that 

its economic assistance under this program should be guided by the 

ldnda of criteria o u t m d  Chapter VII and only by thorn cri teria,  4 

there is  real  merit in an effor t  to aecure international acceptance 

of the cri teriao O u r  agreement to abide by such an htgmtisnal. 'l-j 

established code would be very iwrtent  eTndence t o  other cauntlpies 

that  our concern with the auccesa of their own internal developwmt 

effor ts  was serious, 

It rhould be made crystal  clear that  cominittmnts t o  an inter- 

national ecommic developmnt progran, gomraed by such gea?e~& 

standards, would not pmcludo continued, para l le l  pmgram 09 ni3,i- 

tary asoiatsnce, r?or would it preclude special. b i la tera l  eccsoxLc 

asaietance to countries wh!.ch, in the A m f i c a n  view, required it 

because of apaclal circwaksmca; for  e-le, Southem Viet Nana 

The code would apply to that part of tho nat;ionta effort sllocolod 

to the international economic developmilt program ~;;1;"0pse0 here0 

Machinery fo r  establiaMng and revieuing such a code coildd k 

s e t  up within the internaaonal assistance orgmlzati,on propose6 

above, The assembly of that  organiaatLon could 8 s W ~ ~ d a h  a s ~ l l  

quasi-judicial council whose func+;lcn it would be to d m  u? tho 

basic cdde lntanded to  govern the acti-J-lties of granta~s ar.6 grim'teos, 
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lenders and borromm, to  establish c r i t e r i a  to  be applled in 

evaluating applications, and to revleu those criteria in the l igh t  

of devebpmnb. 

This council should consiet of no more than perhaps ten menibens, 

They should be picked, l lke~  judges of the International Court, not 

as representatives of thei r  countfie8 but a s  individuals of great 

reputation and stature, A code of c r i t e r ia  and practicee, once 

drawn up by such a council, should be mtFPied by the larger assmb1y, 

Sbdlarly, madlficationa and amendments of the code ahould be p c a b  

jected t o  rat if icat ion bg the assemblyo Membership on the Council. 

should mhte, and members should be chosen fm both s u p p l m  md 

recipient co~intries, In addition to establishing c r t t e ~ t a ,  %Is 

Coundl nright be called upon from &dm@ to t h e  !)y either le&- .b1 o r  

bomvmrs t o  pass judgment on the d e p e  to wMch particular pm- 

gram8 met the agreed cr i tar iao  

On the question as to uhether the international body hem pm- 

posed should be a presently exLstix cgency of the United Nations 

given thir new function o r  a new body intagrated in to  t he  U, W, 

structure, we have no fixed views, Since the affectfvwiess of th i s  . 

organization wi l l  depend on its wideapresld acceptsnr-2, C ~ i s  shsut,d 

be detomdned only after extensive discussion with t b ~  pm?osed 

members. 

It might be dseirable t:, decentralize some of lihe infarmstion- 

gathering end coordinating functions of the international devslop- 

mnt body %a regional organizations, For example, in Aaie the 
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Colombo Plan organisation, considerably strengthened and expanded, 

might perform same of these functions. 'Phis issue should be de- 

cided only after extenaim comultstion with both supplyias and 

receiving countries to ascertain their dm, 

Whatever detailed organization may be finally agreed upon, 

the essence of it must be that it combines ul.kLmate unilateral 

responsibility and control of fund8 with multilateral responaibillty 

for the application of common criteria of eligibility and the 

coordination of capital supplies from different sowces, 



Chapter XII 

THE PFIORAM I N  SV'lMARY 

The proposals made i n  the foregoing chapters may be summarized a s  

folloMr 

a. The United States uhould launch a t  the ear l ies t  possible 

moment a long-term program to  promote sustained economic growth in tb 

Free World, This program would make available to  the underdeveIopzd 

areas sufficient aclditional capital and t e c M c a l  assistance t o  satisfy 

all likely demand8 fo r  such assistance which met  f a i r l y  high stalltdards 

of e l ig ibi l i ty  based on the pmspectitrs productivity of invee~.ent,  

The levels sf investment assumed would be sufficient to make 'p))3ssi'ole 

a t  leas t  an ovelcall 1,s o r  2.0 per cant anrual increase Zn ran1 tn- 

come pay capita f a r  al?. the underdevs7,opd cauntfios of tLu Free, World, 

I$ practice, some *would grow Pseter, som slower than t h i s  rnte, 

b. Ae part of thi8 p r ~ g r a i  &ha U, S, g~tmmmnt sfroad offor to 

provlde a new long-tern capital fruzd of from $LC to 8l2 billion ta be 

available over a five-year period for loma and g m t o  t o  accolera'i 

econornic growth in underdeveloped areas. In many casoa inzd iv idv~ l  loans 

and grante should be i n  the form of standby agreemctc-i;s c o v e ~ h g  i;h! ft:l.'i 

period of a demlopmnt program. *lthough an i n i t i a l  f i e - p a r  a i b -  

cation is recomnded, the plan wolild look ahead for a l o n ~ s r  p r i 2 2 ,  

a t  h a a t  a decade. 

c, Ti?is om should be accompanied by c o d h m n t ~  f r o m  the govern- 

ments of other advanced indwt r i a l l zed  counwcs to malie adWiional. TQ::~IS m d  

gra~lta of f r o m  $2 to $3 MUiar! over Me s a i  t i n s  period as pcz% of a 

unZfied Free World progm,  
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d o  Concerted measures should be taken to  enlarge the  international, 

flows of s i va t e  capi ta lo  Such measures might yield an addition over 

present leve ls  of $2,3 t o  $2& b i l l i o n  during the  first five-year periodo 

ee Theae sums must be made available t o  Free World countries without 

any military or po l i t i ca l  strings, but under s t r i c t  b u s h e s u e  c r i t e r i a  

designed to  guarantee that the loans and grants could be effectively used 

and tha t  the loans could be repaid within a reasonable period of t h e ,  

f, Although it is most unlikely, if  such criteria are enforced, t h a t  

the whole of the suns offered would be takon up, it is essent ial  that 

avai labi l i ty  of the f u l l  arcaunt be guaranteed i n  order t o  reinove lack of 

capi ta l  as a bottleneck t o  ecocomic g ~ o w t h  and t . 2  ,provide w x i m a m  st-- 

l u s  f o r  the governments and peoples of the 8andcrdeve10ped countries ta 

expand t h e i r  c a p c i t i e s  t o  use capi ta l  effectively,  

g. A systematic plan should be worked out for erstablishing btorna- 

t i ona l  stocks of agr icul tura l  surfluees t o  be made available f o r  dovel3p 

ment purposeso Such a plan must inclira t h a t  distribution of auch S ~ ~ C ! C B  

w ~ u l d  n ~ t  interfere with the  nonnal marbts of exposting countries, 

he Loans and grants should be adninistered by e::i:,.tfne natfditjil znd 

internat1ona.l agencies, including the E z ~ o r t - I q ~ r t  Be!-, the l[nLernckio?al 

Eank, and the Colombo man organization; but now machfnery ~ i , z t  :?e crs~..'cc:. 

t o  s e t  tihe ground rules m d  sec7ue acceptance of the  .critez>is Tor ,?.1;0 3.2- 

vestment programc 

I, If the O, S, csp i t a l  mde awailable under t k i s  progrzz 5s t o  have 

its 9d.l potelztial e f fec t  i n  provimg a lu?xlicant t o  intern,crtionzl trads, 

we mast refrar-n from a t t a c b b g  "buy ilaeric~iil" caz5.tions on our contribution, 
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In addition, i f  we am t o  persuade the underdeveloped countries and. the 

other industrialized nations t o  move toward an increasing volume o f  trade 

and an effective international division of labor, we must s e t  a more per- 

suasive example by pursuing mow vigorously t h e  relaxation of our am 

barriers to international comerce, 

We cannot enrphasize too strongly that this program w i l l  not achieve 

i t 8  basically pol i t ica l  and psychological purposes unless its ftmdanlental 

features are preserved, Dilution c m l d  prom eztrenely clangerous, The 

sharp edges of policy which rmst be p r e s e m d  appeir t o  be these: 

lo The additional sums envisaged must be large enough t o  remove lack 

of capi tal  as a bottleneck t o  growth, under the tough c r i t e r i a  of p d u c -  

t i v i t y  envisaged, 

2,, There must be no tie betwea econontic a id  and military racts; and 

no expU.ci% pol i t ica l  conditions within the Wee Florld beyond t5e rsqtltre- 

mat that'developwnt goals be democratically established, An aid 2 ~ o ~ m  

with strlnga pields sa te l l i t e s ,  not partners. 

30 The plan must look t o  a long future and envisage a z1zst3-!.neB V ,  So 

effort, 

4, There must be a r e a l  measure' oV' Fntemational con t~ ibu l ion  w d  

international adminis+%ration, 
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Chaptsr JUII 

THE PROPOSAL IN l R B  SEITING OF NATIONAL POLfCX 

It i e  time, now, t o  drau back Prom the deta i ls  ofoour proposal 

and t o  slremina how it relates t o  furdarnanto1 American intersetaj,ho# it 

relates t o  the threats which confront the naticmj how it could affsc t  

a a ~  relation8 with the Communist Bloc, This appraisal requires a 

'def'inltion of the national interest  and a characterisatiori of the 

dangers we face, 

What is  the National Intersst? 

The fundamental tark of American military and f o ~ e i g n  palicy im 

to maintain a world enviromaent for  the United States within which 

our form o f  society & continue t o  develop in  conformity with the 

huteanietic principles which are its f o d a t f o n ,  Tfe nust, of coursc, 

physically protect aur own country; but the  protecuor: o f  A&rican 

t m i t o r y  i s  essentially a means t o  a larger end--the pratoatlon of 

anr atill-devaloping way of life, 

If the problem of natioral security is viewed in these Zcrma-cot 

m e r e l y  as a question of pro%ecting iAls ~ationea real estate but itc 

basic values as a society-it follows that We Enit& States has two 

dis t inct  but connected interests  in t!!e vest continent of Eurcsia, 

Since the combined resourcsa of Eurasia cculd ~ o s e  a serious threat 

of military defeat to the United States, it i t 3  o w  interast  that 
C 

no slaglo power or.group of powers, hostilo cr potentially hosti le  

t o  the United States, dominate that  area, Since, whatever the military 

situation might be, a Eurasia. under total i tarian dictatorships ur:.;I1d 
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threaten the &val of democracy both elsewhere Bad ia the U n i t e d  

States, it is equally our in te res t  tha t  the societ ies  of Ebrasior 

dwelop along l ines  broadly consistent ui th both arr awn conception 

of the proper re la t ion  of the irrlividual t o  the s t a t e  and with t h e i r  

awn cultoral  heritages, 

We do not seek societiee abroad b u i l t  in our own image, We do 

have a prof& in te res t  tha t  societ ies  abroad develop and etrengthen 

those elements in the i r  respective cultures tha t  elevate and protect 

the dignity of the individual as ageinst the claims of the sAtxiteo Zcch 

elements of harmony with the Western dgnocratic t radi t ion  exist i n  

different  forms everywhere; and'thsy have been strengthened by the 

attractiveneaa of the Western dmocratic example a t  its best, no*LEy 

by the example of the  American revolution aud the values on whi-ch, 

historical ly& our soolety was erected and on which, by and large, it 

ha8 subsequently operated, 

2 -QT+ We have, in shod,  a mazor and persistent stake i n  a world :zzvL 

meat prad-Q made up or" open ~ o c i e t i e s ;  for  with modern conra~:ni- 

t l e s  it is  difficult t o  emrisierge the survival of f i  democratic fmsricon 

society, a s  an island i n  a totalitarizin ma, 

I n  bnna of geography, it is  a persistent interest of the ~s:Ated 

States tha t  no aingle power o r  power grouping n i l i t a r i l y  do.nimte either 

Vestern o r  Eastern Eurasia, I n  ?*Jestern Eumsia the threat  of such zn 

outcome is  posed for  us by the v i r tua l  absorption xithfr. the Scviet 

empire of East Gemmy and Eastern Europe, The threa t  would beco~e  

vir tua l ly  a r e a l i t y  should West. Qernany be l o s t  t o  the Free World, In 

the Fsst the threat  of such an outcome is posed for  ca bgr the close 
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alliance of the Sooiet Union curd Comwrnist China, The si tuat ion i n  

A s i a  is, hawever, nmrs cauplicated than In Europee Whereea in Europe 

tJe& G e m ,  by and large, is the crux of the mattes, in Aaia there 

i a  Japan on the one harrd and the whole area of Southeast Asia on the 

otber, Southmat Aaia stretching from Ma-China around Thailand, 

Burma, Mab~fl, Indonesia, India, and Paklatan, In  Asia the threat 

would become virtually a rea l i ty  should e i ther  Japan or Southeast 

Asia be l o s t  t o  the Free World, 

It is plain,then, tha t  the C o r m ~ u n i s t  world poses two throats to 

the United States--a military threat a2ld an ideologicsl threat, 'IIIiess 

threats a re  cleerly related: the ideological loss of andia, f o r  

instance, would raise impartant military psoblerea; the rid1ital.y ~ Q S S  

of northern Indo-China haa raised inportant problems of idwlogics l  

orientation throv.g5out Southeast Aeia, But a e  two Americ~n interests 

are not and should not be considered identical, The time necessary 

ard the kind of e f ra r t  rcqulrd t ! ~  cope w i t h  the military ehreat are 

likely t o  differ fron those required by the ideological threat., Tho 

military threat  t o  South Koraa was dealt with in a few years3 defeating 

the ideological W e a t  t o  South Korea m y  prove a creative Free Yarld 

taak for a generation, 

If this view of the herlcan in te res t  is correct, the detzitc 

which has been prcceeding i n  the United States over recant years aa 

t o  whether the nationts intereats  should be defined 2.n power term 

or  i n  t e r m  of the ideological principles t o  which &iterican soc iq t j  

is attached, i s  a somewhat misguided debate, This is so i n  t z~o  

respects, 
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Firat, if the essential &&can intereat h to preserve a world 

e-~rimaent within which oplr farm of dsmocratfc aocietq can persist 

and develop, then the na t ionJe  stake i n  %he i c i e o l o g ~ ~  and polit8c~il  

balance in Euraala i s  as l eg i tha t s  as its i n t e res t  in the military 

balance of power i n  Eurasia, Two na$ional efforts, me.lriZitary and 

the other pol i t ica l ,  in te rac t ing  intimately, m e t  go fomasd togefhes 

as part of a t o t a l  e f fo r t  t o  protect the inkerest8 of American aocie$y, 

There i s  a seccad sanse 1x3 ~fiiicb %he debate appears mdls~id&, 

It appears t o  be a characteristic of American his tory  thaf this riation 

cannot be effect iye in its military and foreign ~ o l i c y  unlese it 

be l imes  tha t  both i t 8  security inbreets aand i t e  commitment t o  certain 

moral principles require the nation t o  act, From the  Spani6hdrnerican 

War t o  the present the natfon has acted effectively only when both 

strands i n  its interest were beliered & be imolredr in the mtw'ish- 

American War i t ee l f ;  in the First arid Second World Wars; in the cf f GI-.': 

t o  r s c o m t m c t  !.Jestern mope,  in 1947-199; In the sarly pfiar; ea 3 ; %> B 

Sorean War, When isealiam alone seemed t o  be the bacls f o r  ~ ; r S t i c ~ s  

we have taken, We natioc did not back its play; for exenpls, i n  kks 

Open Door Policy and i n  ~~?i lson 'J  s ideologiassl f onrmlation 0% t i l t9  : .r,erlc& n 

i n t e res t  a t  Versaillm, Equ~Lly, the rra-Slon tlns not been ~ T f r i t ' s r c  

-&en S t  is confronted xt% eituc?ticr.z whsre its power in teres ts  ~i&% 

be involved but bjilere a persuaelve moral basis fo r  Ai:,:~icen actior: 

uas not present, The notion cf Rilcrlcan hipr ie?. ln,rr ,  por?ulas in s c r + ~ i n  

American circles a t  the turn of tho  cent=:;.j., dit l :  quickly when it C G ! ~ "  

frmted the deqi Amcrtcan i r i i t b c t  i n  mpprt  of ; . ~ l i ~ . i a X  iadepcrrdmse, 

the case of the Philippines and elcrihere, Eirailarly, a inajcr re t i ion  
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why the United Statee was ineffective i n  the lBdo9Qlina criaia of 

19% was that  it was then extremely d i f f icu l t  simultone~usly t o  deal 

uith the Comrrmniat menace a& t o  disengage frox Wench imper3alim 

in that  area, 

In general, then, a sound American policy should be based on e 

day-to-day awareness of the railitary and nomilitary actiona r e q u k d  

t o  defend and perpetuate the quality of our society as w e l l  as to 

maintain i t s  physical security and upon tin awmoneee of the Airiczm 

need t o  believe that both interests  and ideal8 are a t  stake, baiora 

sustained and effsctive public mapport can be evoked, The art of 

America stateemanship i s  t o  fomulete cauaes of action which 1an:ronias 

in specific settings, abidhg Americiin interests and abiding American 

Ideals. 

The Threats t o  the American Interest 

In the l i g h t  of this conceptfan of the American interee21.d.t is 

possible t o  define i n  reasonable order %he +&reatis which the nation 

now faces. The ,merican interisst is threatened by tkreo po'i;mtiaL 

forma of Ccnmnuaist ditary  aggresehn. It is also urgent&? ax? . 
immediately threatened by the psychoS,ogical, eeonomlc, a.1 poTP~icnP 

offensive now being conducted'frora Y~ccow and .Pdd.m.g, des iped  t o  

disengage the U n l t a i  Statea *om power and influence i n  the Zuras5.aa 

continent, The milf tarj and n d l i t a i y  a q c c t s  af Co .aimmist ~ o l 2 - c y  

are closely lW&, In e d i t i o n  to these immediate militar,v a:& 

nonmilitary W e a t e ,  the Itlrjr!.ca~ htereet facers a long-pmn danger 

of isolation f ram Eurczia, quf.-La indegodznt of current Co:r,7u-d~t 

act iv i t ies  and i..rdependent, men, of the existence of a world4do 

Communist mcvement, This whale r.pactm'il of threats can Sa defined 
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The Three EUlitary Threats 

The most obvious daager the United States confrorite i s  that  the 

Soviet Union may acquire i n  the technological a m  race a lead mfficient  

for  the men i n  Moscow r a t i o n e w  t o  enviaage a sudden attack designed 

t o  eliminate American retaliatory power a t  a blow, The achimemezt 

of such a decisive lead i s  by no means easy in the modern warld; and 

it should not be Identified w i t h  a lead in one form of delivery 

technique; for  e q l e ,  the poaalble current Soviet edge In medim 

range and intercontinental guided or ba l l i s t i c  xiasi les ,  It i e ~  

possible fo r  one pwar t o  have e very eubatantfal lead owes the cr&Pr2r 

and still f5nd it irrat ional  t o  enviaage an all-out attack, b~csuse  fti 

could not count on sufficient destruction of the other's rei;aliatory 

power t o  avoid grieviaus i f  no& decieiae dvaage being done t o  i ts  am 

society, Nevertheless, notably Ln td~e  caTe o f  lag-range mieefles, 

it l a  evident +that the fiFst charge on Amertc.m security policy is 

t o  woid any possibility of being so outstripped techndogicably 

by the Soviet Onion as t o  be vulnerable to the wipin~ out of *fie 

American retaliatory force i n  a single wave of attack, 

While the danger of a succeasfil Sovlst aer ia l  b l i t ch feg  i a  

real  but not imminent, the erosion of the Aiieric~n mllitarx po3i liti:. ir: 

Eurasia, because of S o v i e t  equality or superiority wcegar.s o.: :-::'r 

destruction, 58 already urmder way, The Savlets have r;lcced-.2 mrcr 

the past decade i n  rapidly closing the gap in weapons of mzso 2ectr;.ctisn, 

in the murs of their  del iwry and i n  the cema of defenee s; tnf .n~t  t be to  

They have used th i s  developbs; capabtlity t o  mppart, %n effect: a 

progan of pcli t ical  blacbsil, By ineals which are either fubtle 
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or unsubtle, as aceasion demands, Moscow is  tel l ing American alliee 

and potential a l l i e s  that  American military atrength can no longcs 

protect them; that  should mjor war come, the United Etatea could not 

prevent the i r  national destruction with Soviet weapons, Therefore, 

PIoacow a r p a ,  the only ~ t i o n a l  courae fo r  OM- countries is to  

disengage frm alliances with the U n i t e d  States, an a r b m n t  of same 

evident persuasiveness From Iceland t o  Ceylon, This policy of b1achmi.l 

almost certainly could not be effective i f  conducted i n  StalinQe 

inimitable style: by and large :rbm m a  are aufficient3.y frightened 

they cling together d exhibit considerable cotlrage in the face of 

the raw threat of force, me preeent Soviet leadership, harmer, bas 

conducted its policy of threat with some subtletyo It has gained 

considerable force from the fact that it i a  accampded by a psychological, 

poli t ical ,  arrd economic policy that 18 desimed not merelj. to make 

association with the Unltsd States mat t ract ive  but alao to make 

assaclatlon with Noacou more attractive, Swlet policy i a  now an 

ertreme3.y effective &-ture of st ick and carrot; and It l;l~acter;s 

t o  break up the AmePicaa m i l l i a y  aUimce8 I n  Eurasis arA t o  

disengage w &om sane of our mafor emerrseas basea, 

The third military threat is Lhat of  Ijn.itei w a r  collductei cnder 
P 

ciFcunstances where tim United States fincis it hposs ib le  t o  b ~ h g  

ln to  play the magor instruments i n  being of i%s military i3tre~m.b; 

that  is, ~msic.m air and naval p.mcr, applying atomic weapon80 By 

and large Floscow end Peking have behti~ed since the smaer of 1951 

as though they regarded lMtd war as an :msatisfac%oq~ inst=nt 
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f o r  expanding ~omnrmnist influence and authority, Nevertheless, i n  

Asia, the Mid& East, and Africa tba Free World i 8  &8rable to 

degrees of military aggression, along the line8 of the Free Worldqs 

experience in Greece, Berlln, Malaya, Indo-China, and ( l e a s t  l i ke ly )  

Korea, The degree of vulnerability to lidW war depends i n  sub- . 

s t a n t i a l  part on the politdcal,  social, and econodc soundness of 

vaxdoua Free World areas, eince the effect ive use of C o d s t  

techniqws of United war hinges on the exploitation of weak, divided 

eociet3es and the internal  disintegration tha t  follows. In the revol- 

utionary t ransi t ions thmwh which mnny socie t ies  i n  the Fme World am 

now passing we can mitigata periods of wealcnese and division by our 

m I m d l i l a q  policy, but  we cannot guarantee t ha t  t b y  all not OCCL~O 

cannot, therefore, rule out the poss ib i l i ty  of having to face 

nese problems may aeaume tvo d ie t inc t  f o n s  corresponding t-3 

tm different  possible Communist strateglos, One nov f a d l i a r  fom 

of outbreak could arise where oxternall C m u n i a t  support is given 

a loca l  insurrectional p u p 9  within aMch C o e s t  leadsrcirip ic 

. predominant, We have confronted t h i s  kind of problem, ECP ~xample, 

in Greece, the Philippinerr, end Indo-Chir,a. In t h e ~ e  s i t w t i o n s  the 

Corn-data hope, tha t  by backing mil i ta r i ly  a faction over which they 

have pre t ty  complete control, they can dirc-ctlyr gain control over a 

disputed area. 

A second form of outbreak may be more  probable i n  the future. 

It is a cardinal principle of C o m i s t  doctrine t h a t  i n  amas whom an 

immediate seizure of power by a Comunist Party i u  not  possible thsj-r 
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longs in teres t  is best sewed by weakanlag nbourgemisn gwemuents 

in any ways 'that present thepl~el~f33, Outaide C~Rnun i s t  domPnated 

areas their purposes a r e  sewed by er,courcying chaoa and conflict, 

This l a  the kiad of problem faced potentially in the Middle B a t ,  

in Ka6h1nir, and in parts of Africa, It is an evident in terea t  of 

Moecow t o  promote euch disruptive schism i n  fhe Free World by rais ing 

the level of tension, s o m e t h a  egging on both par t ies  t o  a conflict ,  

'even t hough there are i n  prospec+, no immediate gaina for loca l  

Comnmists, The American interest ,  on the other hand, is apposed t o  

the  heightening of t e n s i o ~ a  anywhere since the  1ongsu.i constmct~ve 

forces which we be l ime  w i l l  assort themselveo if they have a ckmcc 

cannot operate i n  c r i s i s  s i t ~ a t i o n a ,  Hzn who are claae to violence 

cannot d i rec t  t h e i r  f u l l  energies to bullding stable, effective 

societies, American ncMli l i ta~y as well as nilitmy policy mmt be 

designed t o  cope with t h i s  SeC~nd t j ~ e  of b l ' u ~ h f ~ e  a6 well as 8ith tk 

f*t, 

The Urgent Nanmflitary Threat 

The most evident and urgent threat t o  the American interses ilot 

consist3 i n  the psychological, po l i t i ca l  and e c o n d c  pollcy t3JI which 

Hoscow and Peking seek progressively t o  elimimte the U n i t e d  Sta1;cz 

frap influence arrd gmer in ~ a a e i a ,  and, i n  appropriate rtages, t o  

draw the  tio om of West- Ehsope, tho -Middle Bst) 'F:frica* 3rd i . ~ i Z  

into the orbi t  of ~ c m u n i s m ,  l!oecowes ;nethod is t o  asoociate iQiwlf 

aystelaetically with the aspiratioha af the pscpla of tlz Freo Xorld 

for  peace, econmic progress, and po l i t i ca l  Moperdanceo This pclicy 
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ha8 been under way since, roughly, the  summer of 19513 it was art iculatsd 

by Sta1i.n a t  the Nineteanth Congress of the C o , d s t  Party in 1,952; 

it waa developed with great vigor and t a c t i c a l  lmt$nation a f t e r  

S t a l i n @ s  death; and it has been notably reinfqrced by the dramatic, 

symbolic a c t s  of the Twentieth Party Congresa i n  1956, notably the 

theological demotion of Stdllin acd the elevation to  unique ideological 

s ta ture  of Lenin, 

The poli t ical ,  economlc,ard psychological elements i n  the present 

Soviet and Chinese Cqnmuniat offensive o x  being adapted w i t h  s k u  t o  

the problems end poss ib i l i t ies  of different  areas i n  the Free !.Iorld, 

In France end Italy the principal ernpbasis is on the building of Polxdar 

Front gwernmento and creating an envi,ranmmt i n  -which they a r e  lf!=cel~ 

t o  thriveo I n  Germany  the b a i t  of -German unity is being 8teadiI.y 

held out i n  return f o r  a rupture of the NATO t i e ,  In Britain =d 

Japan as well as in \Jestern Geraany the possibili-bies of trade #it& 

the Cannaunist bloc are held fo-rth, In the Kuddls East t h o  cssociation 

with lzneatisfied national asplralions is linked M8Lh credits, ",c!:~icsi 

assfatance, end trado I c  ~rrx luc ta  difficult t o  mp~lcet -witkin %hs 

Free !JorId under current c 2 r m ~ s ~ c c s ,  In Southeoat Asia the obf~c t iva  

is t o  use very economic, pd i t i c21 ,  ard paychologfcsl d e v i c c ~ t o  

encGuraga neutralism wherever it exists o ~ d  t o  s.~.catc the Fciundaticizs 

f o r  the development of local c ~ i m  Qn a Popular 3?r~nt basle, 

In the context of American policy ovsr the past f i v e  p a r a  

Soviet offensive i s  formida5l.y effective, It threatan8 i ~ t  only to 

uaderndne pol i t i ca l ly  Pmerican military alliances and the possibXLity 

af maintai&g the American base st~ucture, but it threatene a lso to 
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reduce progressively the p o l i t i c a l  M u e n c e  of the United States  i n  

Brrasia a d  t o  open the way for later degenerative processes thpt 

might make posalble actual Communist takeover, 

A Long.= Run Danger to %he American M e r e s t  

In the opening of t h i s  chapter the American in te res t  was defined 

in t a m e  which include but transcend the problem of countering Cmm"1irst 

aggressive objectivea and techniques, The American i n t e res t  has been 

rather coneidmexi to be the raintenance of a military and pu l i t i ca l  

amiromnent in  Ikrasia such t h a t  American eociety can &ontinut! to 

develop a l o n g l k s s  consonent wit21 the nation08 baeic h is tor ic  values, 

A t  the  moment tho  spectrum of th rea t s  which confilor.to the nation sten 

from a systematic exploitation by Moscow apB P e w  of certain conditbone 

witbin the Free World. Looking ahead over the nsxt 50-100 yeare, 

hawever, it i a  altogether possible t h a t  the United States could be 

confronted w i t h  major dangers even if conarmnism should wither ,may 

o r  even dieappear a8 an effective fntamaticmal force, Specificubly, 

there are two long-nu, dangsra, The f i re t  is that the urrdea'd~wel~grd 
< s 

oreas develop along lines hos t i l e  t o  the  Weet and Western tl*aditlon, 

The populations of these areas constitn.te a very hi&. 2 r o p o r t i o ~  rlrf 

the ~ U ( B  population4 Should their baaic orien4ation be cl~>ti-':eeE-Jvcrn 

and tmtidmerican, the United Sta tes  w d d  eoaJfrant a very zrav3 n e t  

of problems as their societies were meda~%ized and their strength 

b e m e  more effective, P a d  euch an evolution is not a-t all i ; r ~ o ~ s f . b l e ~  

The colonial herltage of these r e g i c n ~ ?  bhcir puwerfil. Ea%ent ~ n s e  

of h&%lity due t o  the problem of csloz-, the difrPculties through 

which they will  have t o  pass i f  th4y are to gain modern status for their 
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societies, all might w e l l  lead t o  attitudes of ftmd aad dangeram 

host i l i ty  which might eventually s p l i t  the world on new lines, It is 

an American interest  Prom the present forward ao t o  aseociate ourselves 

with the evolution of these urderdeveloped areas that  the poasibility 

is maximized that  when they emerge t o  modern a t a t w  the l ines  of 

association rather than of conflict between the Uaited Staters and 

these areas are dominant, Their aspiration for  the values of indi- 

vidual dignity, notional indepeadence and material mlfare make the 

trlnmph of these mare hope- stranda by no means impossibleo 

The Role of the Proposed Frogram 

The proposal made i n  thii book emergee, then, as a mbstantial 

portion of a t o t a l  policy designed t o  protect the nation(8 intereat 

again& the threats uhlch oonf'ront us, both in the bumeditate future 

and, foreaeeably, over the longer 

It is, of course, no mbstitu;te for  an adegoate well-designed 
$ 

military policy; although it is an indi8pensable element i n  a policy 

designed t o  minimize the possibilities of limited war in the under- 

developed areas. And, as the arms race in  major weapons mwes into 

what may be a protracted stalemate, this klnd of w a r  may be the most 

real  fonn of military en@gement we confronto 

It is  a positive anewer to  the hmdSPte threat posed for ua by the 

current political,  economic, and psychological offensive of the Caaumniat 

bloc 0 

Over the long pun, it is the moat promisir& inatruntent we can 

devise t o  asaure that  the industrialised aml underdeveloped areaa ultiar- 

ately emerge frm the present revolutionary phose of history as part af 

caanon, harmonious world caogrmnity, dedicated to ths prayoeition that 

the s ta te  is the s emant of the ixdividual. 



Relations with the C d s t  B l o c  

Haw might a proposal of th i s  kind affect  our relations with 

Moscow? 

f t s  flrst and f'mdameatal consequence w a d  be to place the current 

Cannnrnist offensive i n  the wxle~eveloped areae i n  perspective and 

reduce its effectiveness and its danger t o  the Free Worldo The C4mmuniat 

offon8ive has gathered strength mainly because there has been a vacuum 

i n  American and !Jestem policy In thi8 area, It is a f h i l y  e8tabUehed 

fact that a number of leaders i n  the uadexdeveloped areae, having taken 

the measure of Hoscow~s intentions, are anxima to rebuild thei r  

relations w i t h  the United States and the West on 6ome such baais aa 

that proposed here. The (3mmmist o f f d v e  26 clearly opportunist in 

character and disruptive in intent, 

Against the background of a gap in AmeFican a d  We6tern policy, 

that offensive has exercissd a strong attraction in the underdeveloped 

arms and h3s had important effects, bpizmt the background of an 

American initiated program of the k h d  proposed i n  this book, it would 

be vastly 1 0 ~ 8  impressive, 

The United States and the Free World generally might then exambe 

Its econanic relations t o  the Cammtdet bloc i n  a new setting of poise 

Md confidence, 

Specifically, two question6 W e :  (1) what position ehauld we 

take with respect t o  participation i n  fhe program by Soviet bloc 

countries, atrj. (2)  how might our poUcy with respect t o  EoetdJsst 

trade be affected by the plan, 



Cormma~sst countries might participate i n  two opposite sense, The 

Soviet Union i t s e l f  could supply some capital for  development, while 

some of its sate l l i tes ,  pa r t i cu la ru  China, might be potential 

recipients of lwna, Our calculations of capital requir-ents and 

possible sources of supply )lave a l l  bean made on the probebly reasonable 

assumption that  the entire S d e t  bloc would remain outaide the prograin, 

both a s  lenders aad as borrowem, Consideration ahould nevertheless 

be given t o  whether Carsrmniot countries rrhould not b? M t e d  t o  wtf- 

ctpate on the same terms as everyone else, Yo particd.ar prc3lezs 

w d d  seem t o  be raiasd by irmiting contributions from Russia, 80 

l o w  as Moscm would agree t o  the kinda of c r i t e r ia  which the Free 

World w d d  regard a8 acceptable, and so long as the question of 

Soviet participatton was not pemitted t o  slow d m  the developnenti 

and execution of the scheme, If Moscow is Mted to par t ldpa te  

i n  order t o  remove the weconm.ic coriti*ulonn f'rom the cold war, it 

must ewidently be cn the basis of no veto Fouer in the intcnotioi?gl 

develcpent body, On this*  condition there would stam t o  be every 

reason to make the imi ta t ion,  If 5t ia accepted, mcb of the  poli'tical 

advantage Hoscow has secured ~'apn the coapetition ww.t,d be gone, 

If it is  rejected, it w i l l  be a clear s ip1  to the uwld that the  

S d e t  Unlon wishes t o  uae aid a6 a bj la tera l  political. toolo With 

a major, sustained Western in5tiative &er way, based on positive 

principles, we could afford t o  l e t  ?bscow contribute as i% wocld t o  

the developxsnt of the Free :#orld, Thers is n, need for a purpcsef~d, 

active Free World, grappling with its cownon problem on t h e  scale 

"hose problems reqiire8, t o  take f2ight a t  the prsaeme of a h ~ ~ i ' u ~  of 

Soviet technicia!:.~ or evsn a t  Soviot credit8 and trads, 
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As t o  the satel l i tes,  soms of the Eastern European states cmad 

only qualify as contributors; a few (probably Bulgaria, R d a ,  

irnd Albania) night qualiFy as borrowers, i n  addition to Cammunisk 

China, The cr i ter ia  of suulaiaaion of detailed econanic plans of 

potential borrowers for international inspection arrd apprwal would, 

however, almost certainly exclude them i n  practice, The desirabil i ty 

of maMng the geature would have t o  be dstennined by weighing the 

possible dzagsrs a .  such a move agafmet the not incnnsideraUe vi~ibazo 

of being able t o  amounce that the plan i s  open t o  e v q  country 

in t h e  world which is will ing t o  abide by the who3ly nonpolitical 

conditions ee t  upon partidpation, 

For Moscow, of C W S e ,  the proposed program w o u l d  create an 

acute dilemma, The present Soviet policy in unddwelopai aroas is 

based on a fai lure of the United States to  associate i t n d ?  poeritivdy 

with their constructive espiratlons, 

If the proposed program were successfully launched Mosccm 

would face the hard choice of joining it a3 a junior member, mdw 

ciPcurastknces likely t o  irdvsnce Free !q!~rId interest8 GY g ~ o c o d i : : ~  

on- present blla3&re3. coarse d e r  mpra$~ug clrcnist-mw~ Bci 

far  as Soviet pmpones are concerned, 

With respect to East-Weet 'Vitade ue belime that this plan, if 

put into operatbcn, adght render this issue a leas divisive on2 Ls t? :~ 

Free FlaPld than it is a t  prssmt,  Lqporbnt ZrQups a Europe and 

Asia have seen in an expansior? of Past-WoaL. t P ~ d e  one sdutinn 'GO kh~t 

i n t e r n a t i d  ~conmlic problems of theis countrizs, a d  have tberc-tore 

strongly opposed our policy of restricting mch 'trade, 
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It is  our vieu that i n  f ac t  fheir hope8 of a real solution i n  

trade with the C m i s t  bloc are in many caaes illusory, The economic 

position within the bloc co;nbined #ith its pol i t ica l  policiea make it 

in fac t  most unlikely that any substantial increase i n  East4es t  

trade would take plaoe i f  all control8 by the West were dropped. It is 

~ertein~, for example, that C m i s t  Chine could not mpply the  

comwodities needed by Japan, on the requisite ecale, without dimantling 

its trade t i e s  uith the Cormmist bloc: an outccrne not In sight, 

Recent Soviet purchases of rice from DurmLt and cottong from &gpt . 

have suggested dangers from the mergence of the Savist bloc as a 

major buyer of agricultural surplusee, If the senjag countriee 

can s e l l  the i r  surpluses t o  no one else and can.secure capital  f o r  

dwelopnent i n  no other way, th i s  is indeed a disturbing phenomnmcrr, 

But  i f  the West provides plternatives, we do not have t o  be c o ~ c c r r ~ 3  

about the Soviet lure, 

Our a l l i es ,  both the developed countries U k e  G e m y ,  B r l t a h ,  

and Japan, and thz underdeveloped ones like Bunna and Cg3Tg'l;, urn 

terd t o  be attracted by dangling offers of E s ~ t ~ ~ e . t  tmde 30 l o w  80 

they feel,  the phc5 of inadequate Free world markets ad Iradequclte 

supplies of noadollar foodstuffs and raw mtsrfs;ls, HOSCW aid 3dikrd 

:.a,,-.xi1 strain so 18134 can be relied upon to  exploft this srzso 0:: .-- -.*-' 

as it exists, These proposals, taken as a uhola, : ~ c u M  in our ,j~dgrcPrt 

p a r ~ 5 t . a  aolid Free World solution without Us+m3kmt track, leaving 

the Frw World t o  take or leave trade with tho  C d a t  bloc ao 5% 

suited Free World interest& 
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Politically, East-West trade is neutral, Depending on the posture 

of the two trading partners, it can Just as well pall on the East as 

on the West; or it may not pull dther uoy, The bosic r u l e  of . the 

W e s t  should be: the only safe Enst-West trade i.8 that  trade we a m  

prepred to red i rwt  on ahart notice, This require6, in general, a 

viable growing Freg World econolqSr of the kirrd mrlsaged i n  these 

proposale, It may require, in addition, special stockpiling provisioner 

for those auinmodities coming from the Communist bloc, designed t o  

pennit a quick transfer of eource of aapply, 

Against suck a backgrouad the Fme W f o r l d  would be able to play 

the game of East-West trade f r o m  a paaitlon of strength, on a take-ib 

or-leave-lt baeis, 

Generally waking, then, the proposal perrented here ecmld rsmove 

the dangers a r i s i n g  from the blandishments of Communist economic 

foreign policy smd p e d t  the R e e  World to proceed w i t h  i ts business, 

w i t h  or  without Commanist participation aad East-West trade, from a 

position of poise end confidence. 
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Chapter Z I V  

In i t s  essence, awl proposal c a l l s  for a sustained effor t  by the 

U n i t e d l  States t o  associate i t s  purposes and effort8 with those of the 

aspiring new nations i n  the underdeveloped areas, Quite aaide from its 

vir tue as  a means of protecting the national in te res t  th ia  aesmiation 

could have profound and wholesome effects  on the qualit? of our d o n ~ e t i c  

l ife,  

The U n i t e d  States has now come close t o  solving the ran& of iasucf  

which dominated ita po l i t i ca l  l i f e  since 1865., Broadly speaking, Cttc 

central  problem was t o  reconcile the fact  of indu~kr ia l iza t lon  with tho  

abiding pr inciplas  of democracy, The farm problem, the e ta tss  of big  

busineso in e democratic socicQ,  status and responoibilitiee of 

organized labor, the =voidance of c!xtrene c;.cliczl une~~ployrrextt, social 

eqcity f o r  the Negro, t h e  pro.rision of e t ~ u s l  ediicniicsaal opportunity, 

the equitable dis tr ibut ion of inccme--all thase great issuee xre  ccztafnI;y 

not wholly solved, but -ere i s  a naticrrd cofismsus on then withk i;hi&, 

we a r e  clearly moving fom&+Id a8 a nation, The acbievenent a,t t;.ir ccs2- 

sensus absorbed the bulk of the nati:ri~a czentivenees aid Z d ~ l  l r  : o- ; , -~  

the past ninety years. If we were t o  contime to devote ocr cL,tci~t~x: 

i n  the  erne proportion t o  domestic issues, we would rtln %c ~cz~*:z.-=: :I::. s 

say, Sweden and Switzerland-of b e c d 9 g  8. bore Lo 01-sel-ves an& the 

world, We w o u l d  be quarreling cver increaeingly smller ,rrar~-hz, 

2~creasinghy narrower iesuce, and, eesc~!tial3.~, enjoyiing the  1xi:l.r-ia!. 
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fruits of a very r ich  and somewhat complacent society, progres8iveJ.y 

isolated from the  v i t a l  issues of the r e s t  of the world, 

Our proposal duee require t h a t  the United Statee al locate  

increased reaciurces for  loans, techriical assistance, ad, perhape, 

some grants t o  other nationa, The order of magnitude of these increased 

outlays are, however, exceedingly modest, Our annual gross national 

product i s  of the order of $400 bill ion, and it rhauld segul.arly herease 

each year by about $12 bil l ion,  There 5.6 r , ~  question here of sac,-Lficing 

our standard of l iv ing  or of disrupting the workings of our econoirw, 

We can obviously afford t o  do the, job,  Whak is r e q ~ i r d  Lo launch eml 

execute t h i s  proposal i s  w i l l ,  understanding, and a positive sense of 

our national purpose on the world scene, 

From the  revolutionary beginnings of our hia tmy the United CtnLe~ l  

has, on balance, acted i n  loyal ty t o  the concepticn t k . ; t  i ts  sccic-by ha8 

e meaning and purpose which transcended the nation, Dmr, "i: X-:e ~ ~ ' ; E s G E %  

day the peoples of the UnSted Statea and of the world i n  genere1 h ~ v c  

not wholly l o e t  the senee tha t  %his a a t i ~ ~ l  represcztu a ccE'tinl:?ng, :;:riqua 

experiment i n  the  development of f r ee  a ~ c i e t i e s .  If aver the coming 

decades the United States shout,d turn i t c  baclr cn the great revoltl&ic;risry 

t r a n s f o m t i o ~ a  going forward i n  t h o  ~ndmdc~olcpal".  areas, devuthg Itoelf 

alqloet emlueively t o  domestic chores an6 obJectivss, Pmricar, eociu'tgr 

might progressively lose  some of those Saeic ~ l p i r i t u a i  qdakities wtlich 

have been his tor ica l ly  linked t o  the  nationgs senoe ~f world ndseion, 

The nation runs the long-run danger of helping bring about, by i t s  own 

epi r i tua l  decline, a kind of ~ e l f - ~ f o r c e d  isolation which, should it 

BEST AVAILABLE COPY 



coie about, would Further damage the military a& nonmilitary bases 

of national security, 

On the other hand, the execution of the proposals preeented i n  

this book require an act ive rededication t o  the M a m e n t a l  priEciples 

which have given Anerican l i f e  i ts  distinction, its transcendent quality. 

The nation w i l l  have t o  sustain an e f fo r t  a t  association over many years, 

with i ts  taxes and its talent ,  i t s  sympathy alld understanding. It w i l l  

have t o  learn much of other peoples and came t o  know problems which the 

United State8 has long since outgrown or  which it never faced, 

A 1 1  if t h i s  i s  t o  the good3 f o r  America a t  i ts  best has never 

wholly l o s t  a sense of the c o d t y  of human destiny: 

One thought ever a t  the fore-- 
That i n  the Divine Ship, the World, breasting 

Time and Space, 
A l l  peoples of the @obe together uai l ,  aail the 

Voyage, 
Are bound t o  the same destination, 
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