= Pc-0AA -GG

PROPCGAL MOR A NEW UNITED STA'RS FOREIGN ECONOWIC POLICY

by

Max F, Millikan and W, W, Roatow

With the assistance of others
at the Center for International Studies,
Massachucetts Inatitute of Technolosy

The present paper 1o & vised ard srxpanded version of
2 paper originally wyritten two yeurs agde. Prupirniion of the
paper would not have been D ibds hied 1% not Leon for the
research on economic develoyment which is oeing done zt the
Canter for International Studles, but the authors' viiws are
pursly personal and in no woy reflech the officlal rosition
of cither the Massachuzsits Insiitute of Technology or the
Center for Intermationzl Studies,

This papar is not a final draft, In a revised form ond
with the addition of appendixzes, it =ill be published by
Harper & Brothars in January 1957, The authore have no oljsctlor
e public referances to tha ape“ tut request that oo dirzet
guotationa be made without ihz zsonsent of the authors sud he
publishers,

BEST AVAILABLE COPY



I.
II.

IIl.

Ve
Vi.
¥il.
VIIl.
IX.

Xo

azx.
aIl.

TABLL GF COMIINT™

The Purposes of the Programs

Some Fallacies and Pitfalls

The Development of Mature Democracies
what an Economi¢ Program Can Do

The Stages of Growth

The Proposal

Czd.‘beria of Eligibility for Assistance
The International Division of Laber
The Role of Agricultural Surpluses
The Magnitude of Capital Requirements
Institutions to Carry Out the Progranm

The Program in Summary

2h

3
L3
sl
67
7L
83
89
102
10

The Proposal in the Setting of National Policy 113

The American Mission

130



Chagter I
THE PURPOSES OF THE PROGRAM

TherTheais

It'ia_the thesis of this book that a Tnch expanded long-term
program of American perticipation in the econamiec development of the
underdeveloped areaes can and should be one of the most important
means fér furthering the purposee of American foreign policy. We
believe'that such a program is one of the few concrete instrumente
available to us for achieving the twofold result of: (1) increasing
the awareness elsewhers in the world that the goals, aspirations,
and values of the American peopie ére in large part the same as those
of peoplééAin other countries; and‘k?).&eveloping viable, energetic,
and confident democratic societies through the Free World. We believe,
therefore, that such a program could be a principal and effective
instrument in our efforts to produce politicel, _aocial » and psyclio-
logical results in the national interest.

The program we propose would require U. S. government .expenditure
someﬁhat larger than current spending for economic aid. But the
amount of additional money needed would be emall compared to what we
shall have to spend in emergency efforts either to salvage situations
which have been permitted to degenerate, such as South Korea and
Indo-China, or to put dut additional brushfires if they gt started.
The total costs of such a rrogram would be insignificant compared to

the costs'of waging limited wars.



Th&‘Foreign Policy Lontext

We are acutely aware that, insofar as the U. S, national interes?
is taken as a point of devarture, there are fundamental differences
of American opinion as to what constitute the princinal dangers andrwv
opportunities confronting us in our relations with the rest of the
world. It is important, therefore, before developing in detail the
case for a new economic assistance program for the United States, to
outline the foreign policy context into which the program we propose
1s designed to fi%,

There are two priority tasks for U. S, foreign policy.% The
first of these is to meet effertively ithe threat to our security posed
by the danger of overt military aggroesicen, a thycat pow inherent in
. the present capabilities and possible future intentions of the Communist
bloc countries, This threat is to be nmet 'wrimarily by maintaining or
increasing U. S, military sirength and by solidifying alliazness with
other countries in a position to coniribute significantly to that
strength. One of the instruments to be used in this effort is cconmmic
assistance to countries with imvortant industrial potential; msinly
the NATO powers, designed to make that rotential millitarily wore
effective. This military aid is part of ocur current policy ané wili
not be discussed further in thig book.

The second priority task of U. S, forelgn policy is to rnromoie
the evolution of a worid in which threats to our seeurity and, mors

broadly, to our we of 1ife are lisgs liitely 1o arise. OSuwtmess in oiis

*These general tasks of smerican foreipn policy ares conslasred a7
greater length in Chapter XITI and rejsizd Lo our proposals.

BEST AVAILABLE COPY



toer weo i meen the frecins ol o o Th e s seanyrag Feom
Tl baery L omare gansby ctive Limw, omone 3 oenTienn, 1 owenid
mean freeing sur socisty fom tﬁa pres Lmen i“@wfyah}y ass;ciated )
w.th & parrisor: stete, pressuves o U s hur monat eherished
valueg, 1t 1y this task with whizi wr2e son lg wriiiy eorcerned,
what dces success in this secon msn 7o o lesd
Here there arise among thoughiful mer ihe aost serious dif-
ferences un foreign policy. Some wouid smrnasies the importance
X orgardzational arrangements for col.ie-iive awunity--a better
structure for the Unlted Navioney & sys=tem of viistarsl; multi~
latersl; or wrld-wide intermational ggrcemenisy “nxil.utions to
redure the importance of national saveteignny.Eik& ﬁurabean Union,
world Fedealism, and the like. Some would e mhasize ideclogical
sonsiderations~~the necessity tc ceuntzr and exvuce sysiems of
thourht 1'ke communism which have & Lullt-in comsd tment to viclience
an ins rument of change; the imporiance of relpting systematles ily:

and promu.gating widely the values a! wesiern demgorsztiz Iiberalisn

=

in a form which would be irresistivly persuaegive to peonles esverye
whara, oOme Would emphasize the importance o ciealing social,
economic, and political conditions in which vialence znd vrotest
wouid lese their appeal because more sttraciive melnods were
~veilatle for satisfying personal and é&imectiv& aspirations.

Zueiou ly all these approaches anc oiner:z zegides sre needed.

riion thax

A
b

Uaderlying the proposals in this book iz ihe cone
we 11 e pat relatively too much empharis in recent vears an nacts,

Va1 1es, negotistion, &nd iptermarionael dizlomesy wod T 1vivl
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on measures‘to promote the evcialion + at. e, & enidve, ané
democratic societies sbraac. whirh rai . <rllivt Lion Dot 40
generate conflict because their own s=itonnl !rierects parallel
ours and because they are poliitical.y umwsiits =77 “wiure. This
conviction, in turn, ie basec upon &n esiimais ! the nature of

the forces at work in the world =makias: for chanie.

The Great Transition

It has become a commonplace that we are in the midet of a great
world revolution. For centuriea the vulk of the world's population
has been politically inert. Outside America and Western Europe,
and een in parts of the latter, the paitern of society remained
until recently essentially feudal, the possibility of change for
moat people seemed remote, and political activity wos confined
to an extremely small elite, Within the past forty years two
woerld wars and a phenomenal increase in the esse and effsctiveness
of communication have fundamentally altered Lhe perspectives of
hundreds of millions of people. Countries with populaiicons aggie-
gating over half a billjon have just wen their independence and are
trying to cope with their new status. The rapidly accelerating
spread of literacy, mess communications, and travel, which has only

begun, will produce even more unset.lin: results aver the coming
This revolution is rapidly exposing previously apathetic

pecples o the possivility of change. Tt is cresting in them new

aspirations for education; mocial improvement, ané economic develop-
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¥ orest oppertundity.

the danger is tha%l increaeing .0 51 «o’he will pecome
convinced that their new aspirations r~as e = aili2d only through
vx2lent change and the renunciation of demecratic institutions.
hat danger has no single cause. It i# inherent In the revolutionary
Lrocess, But 1t is greatly increased oy the exitieuce of communlBhee
noi pecause of any authentic altractiong iw iie Liwr.opy tat because
Vhe Communists have recognized thelyr onpcriundties Lo exploit the
revalution of risinp expectalions ov ritlaring comanidlem an the
road to social opportunity or cconomi: ienroveme:t or individusl
dirnity and achievement or nstdonal aa;;ureapeftﬂ smicnever £1ited
2 fiven sitﬁationg

Thus, the dangers of instability inpersnt ip (e awakening of
furmerly static peoplee wouid be present even in the absence of the
Lommundat apparatlus; as s demonsirated by the owistence 3! Lrouble
ote Jike Renya and Moroceoe=ap.arently relativesy unconnected witn v
wwnuiisl subverzion,  Buv the aanpar ls, of sourse, greatly inten-
s1¥:ed by the Jocus which nuil Tomm.oniat thoupht and Communist
sreanization give.

We ave nol presenied s cansSic want and persuasive alternativa

3. +% 4z the uapleasant truth that

B ]

ol

nerms of the democratic sroce

e Unloed Slates hes come Lo be regarded Lncreagingly in the
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ancommitted areas of Lhe woric oo 4 “wepr L0 oov twyeruie 4ad An
worst aggressive, preocouriod &0 Ll LLIATDL o owpuiotions sad wilh
a game of intermational power 1 imacy witon hus oo meaning Cox
the newly awakened ordinary <« L7 sn, w2 2re o5 lonper {dentified,
as we once were, with the aspirations oi pesple fouvr soclal and
aconomie iﬁprovement or with their itopian image ol a society

designed to satisfy those aspirations.

The American Opportunity

Qur great opportunity lies in the fact that we have daveloped
more successfully than any other nation the socisl, political,
and economic techniques for reslizing widespread oopular desires
for change without either cémpulsion or social disorpanization.
Although our techniques must ve adapted to loeal conditions abroad
if they are to be effective there, they represent an encrmous
potential for steering the worid®’s newly aroused humai energies
in constructive rather than destructive dirzctions,

Moreover, deep in Amerlcan society, nankering for offective
axpression, capable of mobilization, 1s a dedication to Vvhe funda-
mental principles of nationel independence and human libeity under
law, In their largest sense cur proposals are designed to ~ive

fresh meaning and vitality to the historic dmerican sense oif mission

o sééyihése ptiﬁciples extended on the world scene.
While it is obvious that the politi~al, social, and ecommic
development of foreign areas is a task for Lhe pecples of thesi areas

rthemselves, and that we alone cannot insure that they will do iv:
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well or badly, two consideruloaz R @b e i #ould ve inexcusavle

for the United States and the sther ~vale =0 =oiong of the Free
World not to exert tu the ulmos® whe Lever 1rd uaurs they have, In
the {irst place, we have a compeilny =stisrsi interesd in pro-

moving a world environmeni in which we ourse.ves can iive freely,
secure both from the menace of hostils staves and the distractlion
5f chaotic cones, In the second place, American society is at its
vest when we are wrestling with the positive protlems of building
a detier world, Our own continent provided such a challenge
throughout tho~nineteenth century. As our emergence into national
maturity 1lifts our horizons beyond our own shores, we need the
challenge)of world development to keer as from the stagnation of
smug prosperity.

The economic develo~ment program sutlined in t he balance of
this bock 13 conceived as one of the instruments for carr7ingmon
the task just described, It stands or fallia on the acceptance of
this task as a top priority obje~tive of U, 3, foreign policy.

It cannot be too strongly emphasized that it 1s only one of ~any
instruments which must be used in a cuordinated way if ve are to
maximize our influence to promote Lhe development of stable, effective,

and democratic societies elsewhere in ihe world, lhere are impor-

-tant roles for informacion policy, for ililary s sslstance policy,

and for the conventiognal diplomacy slss which these instruments
are not now playing. Economic nolicy uy itself will not achieve
the desired result., Nor wil'! 1% have the desired effect unless it 1is

consciously designed with this end in view, If a new development
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assistance policy is adopted with u ;i fereci riionale and different
purposes, it may well even backfire and have «Tecis detrimental

rather than favorable 1o our interesat,
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Since a program adopted !or the wrong Seuasons mey well be worse
than useless; it is important 1o exanine sose cwrrent ﬁ.aconcgptions
as o the purposes of assistance oregrams. ihe confusion of the
" debate over asalstance policy results partly Irom the wide variety
of expectations current as to wnav iinus of resulis egono.de assistance
programs are likely to produce. are they mainly io win friends for the
United States? To et.rengt.hen@‘ne mllitary cababilities of our allies?
To induce other countries to feilow foreign policies to our liking?

To reduce the appeal of communism 1o the noveriy siricken? To benefit
the United States econo:ically? 7o jnduee nwealiny internal political
develbpnent abroad? To raise Living stapdards foar humanitarian
reasons?

Since many of the challenging criticisms of forelgn assistance
orograms arise {rom misconeceptions of the politica: and ps}chologica.‘i
effects that such programs can be expecied vo havey, it is yel‘i Lo take
a look at some of Lhese misconteptions belare nroceedin: to develop
thie positive case

We would note four widely prevaleil srrors,
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Shouid sid Bring Us Frienods?

The simplest misconcention is «7as sdsislanes extended by us

will insure friendship anc gratituoce ann shag uhese in turp-wiii - -
insure behavior in our interest. anyahe «.0 na® flad experience of the
psychology of the grantor-grantee rzlationshir wlll not consciously
fall into thia error. The relationship is a comnlex and frequently
corrosive one, The grantee's sense of dependence often produces
feelings of resentment toward the grantor which may worsen rather than
improve relations between the two. We must expect that an incidental
result of assistance may frequently be the appearance of less rather —
than more spirit of cooperation and mutual respect even, and perhaps
especlally, if the assistance is succencful in achieving ite real
objectives. although this fact is accepted f.bm.ellectually by most
perceptive observers; even those who are clearest about it are often
emotionally hurt by evidences of what iook llke gross ingratitule.
Such an emotional reaction produces a state of mind in which serious
nistakes may be made in the design of e¢ounoric programs; for the
measures which can be taken to lessen the hostlile reactions to economic
assistance are often ihe precise opposite of those iikely to be taken
by an official smarting from nurt or spurred by & Congress so “hurdl
Surely, our central objertive is nov to gel people %o say they
like us and will join with us. Winning failr weather friends is not a
fundamental objective of U. S, éclicy;‘ It is therefore essential to

conduct aid programs so &8 to prevent, as far as possible, reactions
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aations tnevitably would ne 7ers mal.., o anst fage squarely up te
the fact that resistance io aetarmines o) Litaxry aggression by the
Scvist blog powers ia 4 job for Lhg Jniled Ll.ies with help from the
NATO powers of Western Eurpoe, and thay Ay, Sovs haet iwe can creat.e
and maintain such a defenge cheaply by oryanizing the manpower masses
2f Asia 1s largely illusory.

In the second place, while the underdeveloped countries can
help #3 resist minor aggression and should be able to maintain order
internally, weapons and military ;;)ot,ent.ial are ineffective without
the will to use them, Some countries appear to have this will,
others clearly do not. Our efforts to fomce military asaistance on
countries which do not want it may actually weaken such will as exists.
Such efforta convince them that we are Lrying o involve them for our
own nurposes in disputes which they could otherwise stay out of, and
they compound the widespread conviction in asia that U.3. objectives
are mainly military and aggressive,

There is a further consiceration which suggesis that, even in
those underdeveloped counitries whose governments are willing or
sager to expand their aflitary establishments beyond the requirements
»f internal order, we should proceed only with caution to meet their

wishes., & crueial, perhaps decisive, difference between the Communist

- formula for economiec growth and the Free World formula is that the

Yree World formula offers tc all the citlzens of a country the hope that

hetr emerging aspirations for economic, social, and political betterment
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can pe at least pavtly aa&&.séfie:i 38 Lhe orocess of development pro-
speds. The Communmists oromise tiis Hubl are saneble %o make good on
nhnelr promise precisely because thelr natuvern of deveiz_:;ment emphasizes
the heavy industrial growth important so nilitary power at the expense
of the agricultural and light industrial Jdevelopment essential to
improved citizen welfare, It is ihis perversion »f economic deveiop-
ment to Lhe creation of military power which, in turn, makes necessary
many pf the instruments of force and repression which characterize
Communist states, The collection of g:jain to supply the food require-
ments of armies has been used in China, {ndo~China, and elsewhere to
Justify the abandomment of freedoms and the corrosion of the political
process at the village level.

Pressing for a disproporticnately large military investment by
4 popr country runs the risi oi‘ either preventing the economy from
growing or persuading the country's lsaders to adopt, totalitarian

measures to force growth in the face of lagk of nopular enthusiasm,

Should 4id Guarantee Reliance on Private Enterprise

The expectation that american ald programs can and should be used
to halt or reverse the Lrend toward "socialism" present in many under-

developed areas may find expression in either of two kinds of policy

_ attitudes,
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Same armie that we shmld ose Slfzrs ol asaiszlance 1o torce
countriee 1o abandon nroposec govermewul eowvornrises and Yo establiash
conditlons favorable to the maximum “vyres oF dowestle and Jorelgn
private investment. Thess nersong Ls (= Loo. Lhe .a;ttractiona of
economic assistance are great enough .o iluauce countries to abandon
their already adopted avowedly sociaiist goals and reorient their whole
philosophy of the relation between the staie and the economy to that
which prevailed in nineteenth century america. <he second group
bellieve that, although any countiry shoulc be vermiited to adopt
any philosophy it likes, no U. 5. mesources should be devoted to
assisting governments which have socialist ublectives. If they go
all out for a free mrivate enterorise system, we will provide capital
to support their econonic growths; bui if they adopt a different view,
as India and Burma have done, for sxamnle, we shall not interfere--
but we shall let them go their way without our help.

The authors believe that either »f tihes: atiitudes is 1ike1y Lo
frustrate what we conceive i« bhe ihe basic purroses of economic assistance,
We agree with those who hoid that a nrivate markeil system with oppor-
tunity and incentive for individual enterprise will in the leng run
promote self-sustaining growth betier than a highly bureaucratized
system dominated by ceniral govermmert. Bul we believe that we shall
ultimately proumote reliance on private incentives more effectively by
not insisting on any particular econouice philosophy as a condition of

aid than by attaching private enterprise strings. In many situations a
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fevuratie anvirommeni for privaebs (nveLie w8 ser D ostabiished only

aftar a seriod of raivher hmavy canie’ 7 ralelor wider government

auspicee. Lhis is what nappenod in candn o b decade after I868.. .
More recently, the whole seb ol wsapur.r fugiiwuuweld by Lhe indian

Govermment, in the pericd startinys ir 13:1 ‘wva oy 1956, created an

environment in which the Indian privaie seglor iz undergoing rapid

growth.

Thus we believe on the one nand that crude attempts to force a
{ree private enterorise pnilosophy on reciplent countries as an explicit
or implicit condition for ajd are aliosw cerian Lo be self-defeating;
on the other hand we believe there are g-o0 redsons for expecting
countries now avowedly socialist otut :wterminedly democratic toc move
toward greater reliance on private incentives s+ their development
proceeds., Tlaking this attituds, our naiional polisy should reflisct a
well-grounded confidence that, in the iight of the experiences of the
postwar decade, socialiste all over the worid have avandoned or are
in the orocess of abandoning their slu doctrinaire falth in natrionalization
as a cure-all.

Part, of the reason for this naradox iies in the meanings attached
to key words. Among inteliectuals iu many aaian countries; the term
"socialism" has become synohymous with values Lo which we also are
dedicated: equality of opportunity, the nuviic welfare as the test
of economic performance, equitable distrivutiocn ol income, protection

of the individual against rlsks cver which he hLas no control,
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acceplance by each: citlzen 31 uis soriil venn aminiliiiies, and so one

On the other hand, in these same cownuries, Le Lerm "capitalism” has

assumed a meaning largely derived o Darotst Mieratuwre, To many — o -

aslans, capitalism implies exvisitatisz of ine less fortunate, pursuit
of selfish private gain with no regeasd oy nmublic welfare; huge concen-
tration of economic nower in a4 few irresronsible nands, and wasteful
dog-eat-dog competition ruthlessly deeiroying the weak or idealistic.
Such stereotypes blind both imericans and asians to the fact that therse
is a large body of values both groups share. &uch stereotypes often
misrepresent the actual arganization sf economic activity. In the
avowedly "capitalist®™ United States the government directly determines
some 20 per cent of the output of the economy, while in avowedly
“"socialist" India government determines only about 8 per cent.

But. whatever the actual character of the economies, the stvereotypes
exist; a.nd they are deeply rocted. Teehnical assistance nrograms which
provide opportunities for us to demonstraie how we in fact approach
concrete economic oroblems can over time have a very helofui influence
in correcting these false irmges of what our economic system is like.
They can also correct false images in the United States of what asiarn
and anglo-Sgandinavian "socialiam” standa for, To connect our
assistance with a frontal attack on sociulist ideslogy will result
in all orobability in a refusal of ald and a vigorous reassertion of

socialist principles.
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transition from stagnation to econwis Jrowthn. feny of wna kiods of
investment required are inherentl; of & w»w lic character. Foads,
harbors, comnurication and iransportation faciliities, sanitation, and
cormmunity services of all kinds ofven must be developed ahead of the
market demand for them, ¥ven in ithe United bStates 1t was federal,
state, and local government units rather than private enterprise which
mrovided these overheads in the nineteenth century. Moreover, many
Yypes of investment which in advanced ec.nouwles can be expected to be
undertaken privately under market incentives may have 4o be launched
initially by nublic bodies in the underdeveioped economies., The
risks of many kinds of industrial investment in a preindustrial economy
are not of a sort orivate capital can be expected to bear. In economies
where no substantial body of entrepreneurs has yet been developed, ade-
quate managerial and administrative talent may be very scarce in the
private sector but relatively abundant in a civil service which has
traditionally recruited the best talent in the society., Where the
inatitutions for mobilizing private ecapital are rudimentary or non-
existent, only government may be abie to muster the resources for major
investment. For these and other reasons, then, there are situations
in which development must already be firmly under way before it is
reasonable 1 expect private investment to take primary initiative
for pushing it forward. In such situations, insisting that investment
must be wholly or largely orivately administersd from the start may

prevant the preconditions for privave investment from being established.
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what in any Soclely Ly exbeneiob . oy efTMedh a0 VALY boyold monimal
raretaker functions marries wilk it *be gravesl threatg %o politica,
liverty and individual freedom, 7The noesent authorg do not share thet
belief. We believe that the crucial wereguisites for & free society
are a dedication to voluntary rather tnan compulsory methode, a
widegpread dispersion throughout the citizengy ol power over crucial
decisions. the presence of genuine [reccon of debate and disaent, and

2 legal framework which insures agains! tae arbitrary use of the
instruments of forece. In additicon; we believe that sustained economie
growth in a democratic society probably reguires a pattern of incentives
which encourages maximum-particip;tion in economic decision-making

from all the alert and imaginative elements in the society. a largely
pgivate busginess system such as ours in the United States i3 one way

of achieving this participation. Other ways may be more adapted %o

the preconceptions and culture patterns of other socleties, at lsast

in the early stages. The hope that we can, through aid programs, force
upon these other societies the precise t/pe of egenomic institution we
prefer is bound to lead to disappocintment and frustiration,

The other side of the coin is the reasonabie hops that; as societies
achieve some success in spreading the benefits of economic growth among
their peoples, as education becomes universal, as markeis expand. as
a managerial class is establisheds as the vrerequisits social overhead

of transpori, communication, power, and community facilities are
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the name attached ¢ tLhe atonic uhiiuacohy. IThis ie partisuiarly
likely if the cnolce betwsen -ublic and nrivdis snternrise is, in
practice as against theory, made on vregmebic grounds. "Sogialist!
Britain and "canitalist" United States have much more nearly identical
economic systems than the doctrinaire economic philosophers cf either
would have one believe. The increasing opportunity for the private
sector will not oceur if, as in Russia, there is 2 commitment to
centralization of power i;or purposes cof political control, orought about
almost irreversibly by revolutionary means.

Therefore, although one must not fall into the error of employing
our aid program to dictate another nation's economic philosophy, we
can aporopriately insist that we will aid only countries dedicated
to advancing standards‘ of livin~ and encouraging widespread local
initiative. With this condition, we need not be toc concerned in the
loeng run if some large-scale ventures are started under government
auspices or if there is a prefersnce for describing economic goals

in socialist language.

Should 4id Stop Communism by Elimimating Hunger?

A final and serious misconception which exposes proposals for
economic programs to effective attack is that revolt and protest are
the result of hunger and poverty; that relieving hunger and reducing

poverty will reduce revolutionary pressures; and that, therefore, if we
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can supply the wherewithal to feed people better, they are much less

likely to support Communist or other extremist movements. Such

reasoning is derived mainly from ignorance of the farces affectingr -

soclial and political change.

In the first place, the spirit of revolt does not breed easily
among people who are chronically destitute. In the rigid feudal
aocieﬁiee which still characterize some parts of the world the poor
have for generations accepted a fatalistic view that it is in tl;e nature
of things that they should be poor; and peonle o not revolt when they
believe change to be inherently impossible. At the grass roots of a
feudal socie';y one of the first effects 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 elfects
of better matrition that is likely to release psychological and politicel
pressures for change which may find expression in revolt, 4ll this is
well understood by the Communists, who concentrate their efforte not
among those who are hopeless but among those in whom cxpectaticons have
already been aroused, The Communist line is that thesc newly arcused
expectation_s can never be satisfied except under revolutionary
Con:;nunist leadership, This line is carefully tailored to whatever
expectations and aspirations turn out to be most powarful in the particular
people they are trying to influence, | Moreover, ocnce expectations have
been aroused, a failure to do anything effective about them is grist
to the Communist mill. |
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In the second place, even if the creat;lon of wealth alone could
satisfy a peoples expectations, there is a limit to the rapicity with
which economic development can increase national wealth and well-being.
Under the most favorable conditions the maximum rate of growth of
physical output likely to be achievable by countries in the early
stages of development is 3 to 5 per cent per year. W“here populations
are increasing by 1 1/2 to 2 per cent per year this means that the
maximum rate of improvement of individual welfare is 2 or 3 per cent
per year., But if growth is to become self -sustainlng, some fraction
of this increase must be plowed back into further investment. ZTherefare,
the maximum rate of increase in consumption per person averaged over the
population as a whole is not likely to exceed 1 or 2 per cent per year.
It 18 true that even at a growth rate of only 1 per cent per year
the standard of living will double in two generations and we should
not ignore the imnortance one generation may atiribute to pregpects
for improvement in the lot of its children, especizlly in peusant
societics, 4and 1l per cent compounded over fifty year:s performs
miracles, especially since, as the process goes on, the ;cresihage
wlll probably grow., But in the modern world of rapid cowmmunicaticn
political and soclal crocesses are grectly accelsratecd ani 111 nov
give us fifty or even twenty years., JIhe newly awakened peoplss Jemand

increasingly visible evidence of rapid progress.
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Finally, most important, and wholly ignored by those who accept
the crude materialist thesis that progress consists exclusively in
“the extra food in the stomach” is the fact that an increase in
consumption unaccompanied by many subtler changes in the society
will not by itself guarantee orderly political development. This
truth helps to explain the phenomenon which has been so puzzling
to observers in a number of countries where Cormunist gains appear in
some instances to have been greatest in arcas where the government
has been doing something.about the econcmic problem rather than in
those where nothing has been done.

Economic development efforts create potential unrest by dislodging
convictions and habit patterns which have in the past insured stzbility.
The education which accompanieg economic change contributes to unrecti.
People who can't read can't be subverted by litérature. Once they can
read, the process of widening knowledge and changing ideas of “hul the
world is like and what 13 possible in it proceeds #iié; great rapliity,’
With a growing understanding of the 'great inequalitics &n thc proseosics
of wealth in backward societies comes a growing awarcness tliat thcaoe
inequalities are not the inevitable resull of fate, In addition to tids
awareness there are other significant social and cultural effecisg of
the very process of in%ustrialization and urbanization. People brcought
up in the econ‘omic and psychological security of & traditional ertended
family sysiem or a communal village structure arc uprooted, moved to

unfamiliar surroundings, plunged into & ccupetitive worid of individual
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effort with no paternalistic small group units to fall back on,

and find their core values and bellefs subjected to daily challenge.
They have a desperate need for new common goals and ah experience of
common effort and loyalties with some group which can give promise

of reestablishing their confidence amd their sense of private and
social harmony. If these are not provided by the existing social and
political structure, they will seek them in a dream of a wholly new
structure provided, for example, by a locally adapted Communist line.
It is certaln that increase in material welfare zlone will not satisfy
spiritual and emotional needs.

It should be plain to us that if all that we have to offer to
offset the disturbing effects of the breakdown of traditional cultures
and the development of widely expanded expectations is the actual
physical increment of new product éréated in two or three years by
development, the picture is bleak indsed. .Such a crude materialist

conception of the way ecohomic programs are supposed to work, is

@

not only wrong for the reasons given. It can be very dangercus. <n
conviction is already widespread in isia that we value only physic:l
consumbtion and have no understanding of things of the min2 zn” orivite
If we promote economie¢ programs with this false conccotion inm win’,

we shall not only be disappointed in their resulie but alro crocte
additional hestility and contempt in the people we are trying 1o
influence; and we mey drive ?hem to seek solutione wore congenial

to them than ours,
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Chapter IIT
THE DEVELOPMENT OF VMATURE DEMOCRACIES

In the face of the obvious possibility that whatever the
economic effect of economdic programg (and we have yet to examine
whether even an economic effect can be expected) the political and
psychological effects can be contrary to our interests, would it
not be better to leave the peoples of the underdeveloped areas of
vhe world in & state of placid stagnation rather than arouse ox-
pectations that neither we nor they can possibly satisfy and thus
expose their societies to the risk of sccial and politi¢a1 disin-
tegration?

The question implies an option that is not in fact opén to
us; The process of change is already inevitebly and irreversivly
under way, the expectations are already aroused, and the economic,
political, and social revolution of the underdeveloped areas is
already inexorably on the march, The unprecedented sprsad of
communication throughout the world in the last twenty years s
&already fundamentally altered the im::e2s of the future of the bulk
of the world's population. Ewven if the Communistes were not everw=
where promoting and encouraging the proceas fortheir own onds, iic
alteration would be accelerszted in the coming deczdes, Thc alter~
native of supporting semi-feudal stability is a mirage.

Moreover, and much more to the point, there exists a powerful,

positive case for an active promotion of econc-ic development. The
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substance of this case can be found in the political, social, and
psychological effects that a well-conceived economic development
progfam can be made to have,

We postulated earllier that one of the highest priority tasks

for U. S, forelign policy is to use our irfluence to promote the
| evolution of societies that are ataﬁle in the sense that they are
capable of rapid change witﬁout violence, effective in the sense
that they can make progress in meeting the aspirations of all their
citizens, and democratic in the sense that ultimate power is widely
shared throuéh the society., Such socleties are not likely to con-
stitute a military threat to us or to attach themselves to others
who pose such a threat., Under modern circumstances =cme increass
in the per capita availability of materiel goods, while not snough
by itself, is certainly a necessary condition for the development
of:st;ble and peaceful socicties and for the viability of denwc-
cratic institutions, Even more imporiant are the confidence
generated by a sense of progress, the social mobility, the cut}et
for leadership energies, the n-*’onal cohssion, the consolidation
of new individual and group values, the dizcovooy of new sources
of satisfaction and achievement which a conceatration of social znd
economic development can bring,

By actively promoting economic development in i:ell-conceived
programs of common action with the peoples of the new nations we
can undertake to help them reach their goals. We can demonstrotie
more effectively than by any verbal propaganda the wide range of

values we share with them., And in so doing we can ucs our margin
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of influence to move toward the realization of our own national interest
in a world made up of free democratic socleties.

The question, then, is not whether we should actively promote
economic development programs but how such programs can serve these
-~ lofty ends.

Before we can determine the role yhat economic programs can
play, we must first be clear as to some of the principal requirements
that must te met if the underdeveloped countries are to achieve
political maturity.

a, There must be posed for the leadership and the people of

each country challenging and constructive internal tasks which will

capture the imaginations and harness the enerpies of persons through-

out the society, The peoples of the countries of Asia, the Middle
East, and Africa have until recently been dominated either de jure

or de facto by the will of foreign powers of different races from
their own., To the extent that their peoples have achieved 2 degrce
of common purpcse 1t has been in opposition tothis cxternal influence,
Wherever they have achieved their independence frcwm colonial coniroel,
this symbol of their common purpose has lost some if its ener;iziag
force, Many of them are tr-ing to retain their sense of dedic: tion
and direction either Ly retrospectively fighting over agein in their
minds end in their pelitical spceches the gloricus revolutions they
have already accomplished, or b» identifyling themsclves with the
revolutionary aspirations of countirigs still ot indspendent, A
prime requirement for their political developmant 1s that they now

turn their constructive energics on a broad scale to the real problems
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of their own internal future. Only when these vroblems of internal
change have become the earnest concern of a large part of the popu-
lation, and individuals throughout these societies see ways in
which they can make useful contributions to the solution of thesse
problems, will irresponsible extremist movements whose focus is on
the battle symbols of the past lose their attraction and the
institutions and forms of democracy become meaningful.

b, The constructive lissues around which unity and cohesion are

to be forged must relate to the emerpging aspirations of all classce

and regions in the society. The fight against internationzl communism

is neither sufficiently meaningful nor sufficiently related to the
current hopes of most of the peoples of the underdeveloped areas to
be an effective standard around which to mobilize political activity.
First, it is a fight againsf an not a fight for something, Second,
communism is not seen as a menace in many of ilhicse areas because
their peoples have had no personal contact with what it can mean;
and those who are aware of the struggle between the Communist bloc
and the Free World regard it as something that maticre to us but
not to them, Third, since the Communists have very skillfully
soft-pedalled the ideological elements in their position and have
identified themselves with local causes, to attack cowzuniss in
principle sometimes gives us the aprearance of attaciing the whiiz
idea of trying to solve local problems. The best counter to Conm-
munist appeals is a deomonstration thaf thece same problems can e
solved by‘bther means than those the Communists propose, Unless

there is a rapid spread of the conviction that purposive action
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within a democratic social order can make progress in attaining
newly form.lated goals, movements to alter the order by violence
will become increasingly successful.

¢. These countries must find ways of developing new, young,

 and vigorous leadership. Many of their leaders are either men who

have spent their lives organizing opposition or men selected by
occupying colonial powers because they had & stake in the main-
tenance of the status guo or because they could be trusted to ad-
minister without having too many ideas of their own. There are
remarkable exceptiéns like Mr, Nehru who have been able to convey to
their peoples an image of what their country might be like if they
mobilize their human and material resources, BEut an expansion of
the pool from which leadership can be drawn is everywhere a crying
need. The development of the right kind of young 1eadershi§ will
require stressing problems which are challenges and opportunities
rather than threats and which therefore appeal to constructive
rather than conservative motives. There are reserves of leadership
potential throughout the populations of the underdeveloped areas,
"but they must find a focus for their energies in problems they regard
as real rather than symbolic.

d. Related to the recruitment of new leadership is the need for

greatly increased social, economic, and political mobility. “ne reason

for the widespread impression that leadership material is scerce in
these ccuntries is that the base from which such leadership could
traditionally be drawn has been pathetically narrow. One of the things

the Communist movement does is to provide outlets forthe awakening



energies of young men previously d enied opportunity by the rigid
feudal class structure of their societies, Young leadership is in
fact appearing. If it is not provided a role in constructive pro-
grams, it will lead destructive ones., In particular, recruitment
of non-Communist leadership has too frequently been confined to
the urban centers where a small fréction of the population is con-
centrated. There are human resources which have been largely un-
tapped in the rural areas where 70 to 90 per cent of the people in
the underdeveloped countries live, Outisiders cannot force the re~
cruitment of such leadership, oul programs of rural development can
uncover much leadership potential.

e. Related te this fact is the requirement, if these countries

are to achieve mature political development, of finding ways to

bridge the existing gulf between the urban classes, often Western

educated, and the countryside., In many instances the educated classes

often know less-~-and, more important, care less--about their own
countrymen in the rural districts than do we or other foreignsrs,

a situation which has a doubly unfortunate influence., Where urban
leaders do little about some of the country's most urgent problems,
the mass of the people lack the conviction that their leaders are
centrally concerned with their problems and aspirations. Those
countries like India which are making the most progress toward
maturity are those in which this pgulf is being bridged--more through
economic programs which yield a sense of common purpose derived
from common effort than by any other means,

In this connection it is worth noting the special role played
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by the military in many of the underdeveloped countries. The army
is frequently important to econbmic and political growth for three
reasons. First, a military career is often the only channel to
positions of leadership and responsibility open to members of the
less privileged classes and especially to men with rural backgrounds.
It is thus often a good place from which to recruit new elements of
leadership for nommilitary programs, Second, the army is often the
only- career in which a man has an opportunity to acquire both tech-
ni'éél and administrative skills, Many of these skills are easily
transferable to such civilian tasks as the building of roads and
communication systems orthe organization of a local community for
improved sanitation. Third, military service provides vocational
training which transforms rural into urban men sultable for indus-
trial work. Countries could well péy more attention to these
effacts of conscription. |

When we speak of recruiting new leaéérahip, we do not mean
solely or even primarily leadership at the national political level,
Local, regional, and functional leadership are at least as crucilal
to orderly development. Indeed, when we talk of t.he development
of democratic societies we tend to think too largely in terms of the
mechanical process by which national leadership is chosen, Power
and decision making cannot be decentralized, whatever the electoral
process, unless there are competent and dedicated people available
at lower levels to whom decisions oan be delegated. A country which
is formally a dictatorship but whose government encourages local and

group initiatives and is responsive to them may be more democratic



than one which goes through the motions of national elections but

has no political vigor at the grass roots. - Since the problems of
maintaining national cohesion in the face of rapid social and economic
change are so unsetiling, the newly independent countries may have

to pass through a variety of transitional political forms in t heir

- search for a democratic framework appropriate to their own situation.
The}crucial test is whether local leadership and local participation
in decisione of local interest are being nurtured.

fo Perhapa' the most critical requirement for the growth of

political maturlty is that the people of these countries develop a

degree of confidence both as & nation and as individugls and small

communities that they can make progress with their problems through

their own_efforts. The principal reason for believing that some

growth in economic output, even at a show rate, is critically
important to political stability is that such growth has become

an increasingly important symbol to them of their cepabilities,
their national worth;, and their nationaldignity. If this growth

is widespread through the country andbaséd upon a good measure of
local community initiatiye, it can become a vital symbol of indivi-
dusl and community as well as national achievement, The Communists
are saying through the countryside, "Your leaders are bankrupt.
You can do nothing under the preseat system to work toward the
satisfactlion of your hopes. Join us and we will give you & meaning-
ful mission,™ There must be an altermative to this appeal if
democratic evolution is to succeed.

It should be emphasized also that a sense of confidence i1s the



chief prerequisite for the development of satisfactery external
relations with the rest of the world. At the roment many of these
countries are fearful that other nations have chjectivesz and values
different from their own which threaten their nationel ingegrity and
security. Once theyese that the;y are wholly capable of standing

on their own feet, they can afford to be less quixotic and nerwvous
in their foreign policies, Tt is generally true that a nation's

foreign policy is an index of the state of its domestic society.

v



Chapter IV
WHAT AN ECONOIIC PROGRAM COULD DO

It should be aspparent that whether economic programs have aeair-
able political and psychological effects in terms of the principal
requirements for the growth of politicel maturity will depend on how
they are carried through. Ve have had experience with aid programs
uhich Justify all the scornful strictures of their cpponents, and which
hsve been not merely neutral in their effect and hsnce wasteful but
positively harmful to our interests. s have learned that benefits
do not follow any more automatically from the voting of sums of money
by the Congress in this field of policy than in any othe;re But past
mistakes do not alter the basic fact that economic programs are one
of the few levers of influence available to us which have & serious
chanée of influencing in important weys political developments in the
underdeveloped areas.

vhy is this so?v Ths answer lies in the social and political

connotations of the economic pgrowth process.

A Constructive Ouilet for Nationalism

The possibility of economic growth presentis a resl challenge to
the constructive energies of the people of the newly independent
countries, Some countries, liks India, have 2lready demonstrated

that this challenge can have much greater appesl as & rallying pcint

for national effort than the preservztion cof their societies from whst
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we elisve to be an external threat. Indeed, in Indis the problems
of internal devslopment have already started to replace such issues
as colonialism, race discrimination, and relatlions with foreign coun-
tries u the burning issues of national and local politics. The
present government has tied its fortunes to the success of its five-
year plans and has generated a quite remarksble degree of interest in
these even down to the remote villages. Performance ‘under the five-
year plans has become important not merely as an index of the effec-~
tiveness of the present government but as a major symbol of Indian
national aspirations, independence, and dignity. A rezlization of
forward movement in this effort, even if the visible economic results
are not spectacular, has become a prime factor in the nationsl conscious-
ness. There is an even more widespresd awareness among Indians of
India's competition for success in growth with Communist Chine. It
is not accidental that India's internal political situation, while
still full of disturbing elements, is in better shepe than that of
most other Asian countries, India's effective sbsorption in a construce
tive economic effort is not the whole story, but it is such an im-
portant part of the story that a reversal of the trend of progress
which has been started could lead ¢c a rapid deterioration in the
political scene. It is plain that if we support efforts like the
Indian cne and encourage the development of such efforts in other
countries we can influence the over-all political scene.
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A Social Solvent

More specifically, development assistance can be made conditionel
upon the submission of convincing evidence that a countryt!'s leaders
have thought through the needs of all sectors of their population.
There is a tendency for the urban-educated elite to think first in
terms of factories and other urban-centered activities. Requirements
of economic balance can litefally force them to get into the country-
side where the bulk of their people live and find out about rural
conditions amd prospects. Indian intellectuals are learning, slouly
but surely, to work with peasants, to soil their hands, to intcrest
themselves in the issues peculiar to their own nation rather than in
the intellectual fashions of the Western uﬁrld, As 8 result, although
there are still villages in Indis where people have never heard of
Nehru, much less of community development, the number of these is
shrinking with amazing repidity. A more energetic focus on develop-
ment, accompanied by an insistence on balanced programs, cculd hsve
similar effects in countries where the gep bstween city and couniry
is still almost unbridped and where the Communists thereforc have

& clear field in the rural areas.

The Development of Leadership

One of the significent aspacts of programs of agricultural and
village development 1s that they probably provide the best oppor-
tunities for uncovering and encouraging new sourceg of young leader-
ship--essential to the growth of political maturity. The village

worker training programs which seversl countries in Asia are undertaking
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are recrulting frcm sectors of the population outside of the castes
and classes to which opportunity has traditionally been limited. Even
in the cities, industrial development is beginning to be accompanied
in a few places by & labor movement that is shifting its focus from
political agitation to increasingly responsible concern with the
economic welfare of the working classes within the framework of
existing institutions. This process has a long way to go, but it is
moving in the right direction. The failure of efforts at economic
growth could rapidly reverse this trend and drive labor and peasant
organizations back to a concentration on political protest instead

ol constructive effort. More vigorous promotion of growth with oppor-
tunities for these groups to reslize some success in their efforts

to improve their welfare could grestly accelerate the emsrgence of

responsibility in such organigzations.

Confidence in the Democratic Process

Pgychologically, as wes pointed out azbove, confidence that people
heve it in their powsr to improve their own lot is one of the most
essential requirements for pcliticel responsibility. Econonic evidences
of success sre among the most pe;suasive ones. Seeing new factories,
better farming methods, improved public hselth and education, and
better transport actually becoming reslities in response to their own
efforts can supply this confidence. The more widely spread these
activities and the more universal the efforts of which they asre the
tangible evidence, the more likely is the political effect to be

salutary.
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AR e g, ALY 5 . T - sy Puefadge crgvige npoorvtunibles
to damenatrate Lollbica’ eemo mooy Logotlon w0ich are mueh more con=
vincing tnan elther asvstrsct discussion or the operation of elsctoral
machinery diverced from reai urublems. if woting 18 to be made an
activity «nich 1is more than an imeresting new gadget, there must be
sometning to vote about which dirsctly concerns psople, and some test
of candidates other than their oratorical powers or the width of their
circle of acquaintances. Economic issues are; of course, not tue only
* opnes wilh real vitallity, bub in countries where a majority of ths pecple
iive close to the margin of subsistance, most cultural, miuc:.tat:i.omsﬂ.l.éi
and social issues are directly related to economic problems. Village
educstion requires schools, equipment, and the support of teachers;
public health requires medical services, better mutrition, and better
housingz social justice frequently depends on land redistribution and
community services; a wider communication of ideas depends on roads,

commnication media, and the likas,

International Solidarity

international cooperation on economic issues offers opportunities
to demonstrate not only the common goals shared by the peoples of one
country with those of ancther but also helpful waya in which those
goals are being pursued sbroad. Such demonstrations correct false
images of foreign societiss, One of the most politically effective
programs we have carried out to date has been the sponsoring of visits
to American industry by Buropean productivity teams. The ostensible

purpose of these visits was to give the visitors new ideas about tech-
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nical and organizational ways to increase productivity. Their most
dramatic consequence, widely attested to, was to spread sn understand-
Ing of what lsbor-management relations were really like in America.
Visitor after visitor from both European management and labor expressed
amagement at the degree of democracy and mutual human respect they
found in American labor-managemsnt relations.

Ideology, values, and principles of political organization can
be much more quickly grasped and promoted through programs of common
action than through debate or "cducation." In sdvising and consulting
on hbqr-managemnt relstions, on the organization of coopsrztives, on
agricultural extension, on educational methods, on land reform, on
local government, on training and recruitment of specialists, managers,
foremsn, civil servants, administrestors and the liks, both nationally
and especially locally, the United States has endless opportunities
to illustrate American values as they relate to democrctic action,
social responsibility, free mobility of »persons, and so on in the
persuasive form of practical application unobscured by unfamiiier
ideological terminology.

It ie perhaps necessery to repeat thebt economic problens are not
the only focus for constructive effort. wsut almost all the challenging
things people can be stirred to want to do with themselves and their
societies require some &dditional rzrources. lithoul economic growth
neither the humsn emergies nccessgry nor the physical resources
required for the setisfaction of the aspirations of their peoples
will be availsble to the poorer countries of the world. Not only is
economic growth a prercquisite for politicsl, cultursl, and socisl

improvement, it csn in many ways be & engime of such improvsment.
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The Americen Objective Re~Sisledc

we heve s unique opportunity. +e slone in all the world have
the abundsnt resources to malm such growth possible.

Others can and should contribute for a variety of reasons. Ve
should promote not an exclusively American program but a partnership
program in which &11 the industriaslized countries shou;ld be invited
to participate. If we take the lesadership in such a progrem we need
not fear, and we can even welcome, Soviet participatiocn. The Commu~
nist bloc is probably both uneble and unwilling to supply by iisel?
the volume of aseiztance that could fruitfully be uged. As long &as
we fail to exert leadership and reairict our effv:ts to & meager
scale wldch the Communist world can aflforc to match, communism will
make effective political capital ocut of the aid "competiticn.” PRut
if we take ths initiative boldly and on an imaginative scale we can
actually encourage Soviet contributions without fear that they wilil
dominate the program,

To put the argument of this bool another way, our basic objestiven
are "politicsl" in the sense that our most pressing intsrest iz st
the societiess of the world develop in woys that will notl menace our
security--either as a result of their own internal dynamics or Lscausc
they ars woak en'ough to he uscd es tools by others. But our capabilitiee
to influence peliticsl develcorsnt by direct azrgument or intorventlion
ers very slighit. Inmdeed, direct peliticel interventlen is almosi
certain o met up resentionls and resistances whdeh will producs the
exact reverse of the resuli we ssek. ILeonomlc prosyems which are

neutrel with resgect Lo the o Xiticel issues which rouse men's poassions

&
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nonethelass can be effective instruments of political influence-=not
because they will recruit allies but in a much more fundamental sense
because they can develop political responsibility. They are thus
a way-—we would argue the best and perhaps the only waye-around the
impasss with which we are confronted when we try to use our political
influence directly. |

An important illustration of this principle is to be found in
our policies toward colonialism, Ve should be more vigorously on the
side of freedom and independence for subject pecples. But, apart from
the difficulties of direct politiczl intervention in the affairs of
our Europe an allies, it is not at all clear that we contribute to the
péace and stability of the world by encouraging colonial peoplss to
rally their energies around the goal of violent revelution., There is
some merit in the argument of the colonial powers that to turn loose
their colonies before they have acquired the capacity to deal with their
own affalrs is to do the colonies as well as the world at largs
a disservice,

On the other hand, it would bs hard for the colonlal powers to
deny that a vigorous and world-wide program of assistance to economic
development must logically include the colonial :reas. We can and
should apply the same conditions to these as to othsr recipisnts of
asgistance, notably that responsibility for economic programs must be
accepted by the people of the area themselves at both local and national
levels. le can insist, through economic programs, on seeking out and
developing local leadership. Ve can argue persuasivel, with the occupy=

ing powers that such programs will provide an outlet for the snergies



of local communities which will reduce their preoccupation with sub-
version ami violelice aga.nust buropesana. Wwe can with equal justice
insist that our aim in supperting these programs ie to speed the time
et which the colonial peoples can secure that independence to which we
as well as they are dedicated. We can show the peoples of the coloniss
that we are effecfively sscuring independence for them by forcing,

as & technically necessary conditiocn for economic growth, the delsga-
tion to them of an increasingly important share of the decisions that
affect their daily lives amd welfere. Thus the formal stztuz of
political independence will becoms both less emotionally urgent and
more sttainable, To describe all the ways in which this can be done
wuld take more space than we can devote to it here. But we are con=-
vinced that a skillful program of econmornic and technical assistance
could both accelerate independence and take much of the dynamite

out of the symbols of colonialism if it is pursued with viger ard
imagination well before the dynamite has begun to explode.

The impact of such a progream on the economies of the de.elcpsd
countriegs of the free world will be discussed later. Equally important,
however, are the posgible political and psycholo, ical effects on ihe
other developad nations of a program of development in which they
participate as partners. Our common efforts with them to date, with
the notable exception of the Marshall Plan, have been lsrgely military
and have had the negative if vital objective of confining the expansion
of Communist military power. Given the role of atomic wespons in modern

warfare and the preponderant strength of the United States in these
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wsapons and the means of their delivery, our European gllies have felt
themselves in an awkward dependent position, lergely observing the
American-Soviet 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 Marshall Plan is largely over,
we demonstrate that we have always been and are still interested in
moyre constructive tasks and that they have a world-wide role of major
regponsibility to play in carrying them out. A joint effort to which
wo make a major contribution which has as its objective the building
of successful democratic societies could have important effects in
holdin; the slllance together and substituting the cement of hope

through common effort for the binding force of fear.



Chapter ¥
THE STAGES (F GROWTH

Tha Pattern of “xperiance

It 1% asrgued in the precsdine chapters that 11 18 in the Ameriogs.
intersst to de what we can to suprart the efforts of the underdevelopsd
countries Lo develop their economi-:. Any detailed program %o serve
this interest must be based upon an undarstanding of the economic
problems these countries face and of the possibilities and limisatinns
of the role ocutsiders san play in helping them to solve these proulems,
Ne two of these countries are alike, and the problems of growth wili
be shaped in each by its recourses, its culture, its history, and its
political insititutions. HNonstheless there is emerging from the
intensive work of social scientists on the development problem over #he
past few years a recogniiion that there are common elements in the
patterns of development of different countries which have implications
for development policy everywhers, Since our propossals grow out of
our tconception of some of these common elements, it is important to
try to summarize them,

Once societies are stirred from the lethargy of traditional
economic stagnation, their transition to mature self-sustained growth

ven be divided into three atages.

Establishing the Preconditions

First, thers is a period during which the preconditions for
aconomic progress are established. The ldes that economic progress

is possible spresds, Educationg for some at least, broadens and changes
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v suit the needs of muaern scrnomie activitv. New antarprising men
come forward #iliine Lo w7 Tire ewciods wetd o see Piske (o opursadd
of orofit. Institutions for mobiilzin  camdtal anpear. Sasic canital
is exvanded, notably in transwort, communications, and oroducts, such
as raw materials, which can be soid in ex»ort trade. The orbit of
commerce, internal and external, widens, and; here and there, manu=
facturing enterprise appsars. But all this activiiy nroceeds on a
limited basis within an economy and a society still mainly character-
ized by traditional low productiviiy techniques and by the old values
and institutions which developed in conjunction with them,

During this period, which generally lasts some time, two things
stand in the way of more rapid growth. The first is that these countriss
are desperately poor and the margin above bare subaiatene_o is small.
They must learn to channel this small margin into productive investment
before they can get off dead center; This often requires important
political and social change and takes time, In the meanwhile, virtually
the entire output of their economies is required merely to keep their
ponulations alive on a miserable nittance. Indeed, when bad harvests
or other misfortunes occur, even this is not nossible and widespread
starvation is likely. In good years it may be possible to set aside a
small part of output for future use, but any impetus this giwes to growth
is likely to be wiped out by a few bad years. Thus the precondition
stage is commonly marked by a series of false starts in which some
early signs of growth appear, only to wither later with a return of the
economy to stagnation.

The second obstacle is that even if capital is available from
outside, the capaciiy to absorb it in many sectors of the economy is

very low, It does little good to supply money to build plants if
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trators Lo manage them, Ilnalequate trandport to oring in thelr raw
materials and carry away their product, no repair faciiities to main-
tain them, inadequata power Lo run them, and insufficient purchasing
power to buy what they produce. To Some extent askills and knowledgs
can be provided from outside along with financial resocurtes, but the
take-off into continuing growth cannot oceur until certain minimum
preconditions of education, skiils and atiisudes, and basic transper=
tation, communication, and power facilities have been established,
included among the preconditions i@ the establishment of reasonably
effective government and civil order, Roughly this precondition
stage lasted in Great Britain until about 1783, in Japan until 1880,
in Russia until around 1890, and in Indonesia up to the present,

Did the United States have to go through this process of
establishing the preconditions for growth? Yes, The United States
balongs among a small group of countries which were well endowed with
riech agricultural land and relatively small population; like New
Zealand, Australia, and Canada, It tcoik the United States from about
1790 to 18L0 to establish the precogdn‘-,iona ; but unlike the under-
developed nations of the modern world Americans ate well and enjoyed

a relatively high standard of living in the period before iis take-cff,

The Take--0ff

Follewing this precondition stage there comes a second stage
during which the country makes the complex traneition to a position

where sustsined economi¢ growth becomes possible, Under the impact of
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& varviculer svimulus. sometumee fechaciorits ., sooetimes volitical,
LI ®OOULEY DTITCaE L OPwert oL Lo Iy S e oroorare s W A ch
nave yieiued margllia: buress of At liVa vy Eaidine wod J8CLe L2CL81VE
factors. The raie of savin-s-=the pari of its procucl o« country ploags
vack into 1ts own future growth-.rises fromgs ay, T per cent of Lne
national income to 10 per ceni or more. Even more important is the
machanism by which this-occufag The economy organizaes itiself o

that a high proportion (25-50%) of any increase “n outpui is

plougﬁed wack into further imvestment. New key industries expand
rapidly, yielding profits which are substantially reinvested in new
capacity. New techniques spread in both agriculuure and industry, as
increasing numbers of persons are prepared to accept them and the

deep changes they bring to ways of life, » new class of businessmen
{usually private, sometimes public servants) emarges and acquires
control over the key decisions determining the use of savings. New
pogsibilities for export and new import requirements develop, The
economy explolts unused backlogs in technique and natural resources,

This is the stage when the need far foreign capital is at its

peak., Often, purticularly toward the end of this st_ge, the burgeoning
enterprise attracts substanti&l private international capital. in a
decade or two the basic structure of the economy and the social and
political structure of the society are transformed in such a way that

a steady rate of growth can be sustained with a diminishing inflow of
capital., Houghly, this was the process through which Britain had jassed
.by’EJISS the United ®tates by 1860, Japan by 1900, Russia by 1913, and'

through which india seeks to pass in the next decade or so,
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Third comes she loms perica ol repular if fluctuating progress.

“nme 10-20 per cent of the national income is steadily pioughed bagi
into expanding productive capacity. The structure of the economy
changes contimiously as technique improves, The economy of the country
becomes more intimately related to the international economy. The
soclety makes its terms with the requirements of modern and efficient
production. As rapid growth provides the margin of resources from
which additional investment can be made, the need for cepitsl from
abroad slackens; ultimately it ceases entirely, and domestic savings
become 80 abundant that they begin to seek profitable employment abroad

in economies even more recently launched on the growth sequence.

Underdevelopment Clarified

In the contemporary world the so-called underdeveloped countries
stand at different points in relation to the three stages of econonic
growth, Most of the countries of central Africa and the Middle East
and a few in Latin America like Bolivia and Ecuador have barely begun
the process of developing the preconditions for the transition to
growth, Others, like Indonesia, and perhaps Peru and Iran, are approaching
a point where a sustained effort to make the transition may become
feasible within, say, a decade, Indla, Burma, and the Phillipines are
beginning the transition, and Mexico 1is, perhaps, emerging from it.

A few like Argentina and, perhaps, Turkey have, on the whole, passed
through this transition with success and now confront the problems of

regular growth itself, often involving painful structural adjustments.,
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o getarmine Lhe 3lave . <iePr L aemgater Tinds uself, tee
indices are useful, & &4 ¢ GMALIY N&: Meilbas el an average rate of
growth of per capita inc-me af at least cne or iwo per cent per
year over at least a five year perjod, and if this cannot be explained
by adventitious events such as a series of exceptionally favorable
crops, or abnormally high prices for its exports, this is good evidence
that it is passing from the precondition stage into the stage of trans-
ition., & further test, though this may be statistically hard to
determine, is what proportion of its annual product it is able to
set aside for investment purposes. In the precondition stage this is
unlikely to be more than five or six per cent. uJuring the transition
it climbs until in the third stage it reaches fifteen percent or
better, Of course, these statistical tests are only indicators, which
must be interpreted in the light of a fuller examinatior. of the
characteristics of the economy and the whole society of which it is
a part by someone intimately famjliar with the way it operates; but
they provide useful rules of thumb,

The assistance which countries need from outside if they are to
develop is of two kinds. In the first place they need capital, both
to establish the preconditions of gronrt;h and to make sure during the
second stage that growth is maintainec until they reach a point where
they can be reasonably sure of maintaining it out of their own 1nci°easing
output, Iwo sarts of capital may be required, They will need from

outside some of the equipment and supplies required to construct

BEST AVAILABLE COPY



particular development projects. Thay will also frequently need a
certain volume of food and consumer goods to permit them tc divert their
own labar and other resources from output for consumption to develop=
ment efforts., But in addition to capital they will also need a great
deal of technical assistance, the transfer of lmcwledge and skills from
other parts of the world to permit them to make effective use both

of their own meagre supplies of capital and of whatever is made

available from abroad,

Policy Implications

The capital and technical assistance needs of a Free World
growth program will reflect these different stagee of growth ard,
therefore, the different requiremente of the various countries
involved, A%t an early stage, basic education may be the prime re=
quirement in meny countries, snd in others such overhead capital as
ports and railuays, In many, technical assistance of varioue kinds
may be itore wrgently nesded then capital. In a few, industrial capital
equipment iteslf may be the urgent prereguisite for continued progress,
Most country programs should heve all these el-ments within them, in
different degrees., Each ccuniry must work out its program individually.
There are no general rules of thumb cuch as the balance of payments
deficits which so powerfully affected Marehall Plan allocaticns.

The different stages of growth have several important implica-
tions for foreign econonic policy. The first is that substantisl
vutside capital can be productively used by an economy in the first

or precondition stage only in a few flelds like transport, irripationg
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wDINE, 4nd cower .  Loma ©initisl ceu oe abdwbded in agriculture and

industry, but the amounte v 0 e Ot Small. lo s trangitlon

stage sovnrtunitiesg {or proaus:tive investment soread Lo mora and

more kinds of activity Dbut there continue ic be sharp, 1{ contiaually

riging, limits on how much can be absorbed. shese limits on the amowumts

that can be productively used, s-metimes termad the technical absorptive

capacity are set by such factors as the technical and 3 managerial

capacity available, the size, atabilityﬁ and motivations of the non-

agriculvural laoor force, the level of skills and education, the develop-

ment of markets, the state of basic facilities for transport; communi-

cations, power, aﬁd community services, and the like, In the third

stage technical absorptive capacity ceases to be a limiting factor

on the volume of investment, which is then limited rather by how

much of its output the economy is willing to set aside for investment

and how much it can horrow in mormal international capital markets.
Certain limited types of investment, such as in the production

of raw materials far export, depend for thelr productivity not on

the state of the domestic economy but on the level of demand in world

markets, Oil wells can be drilled, rubber plantations established,

tin mines opened by foreign capital with foreign technicians largely

irrespective of technical absorptive capacity. But for precisely this

reagon the impact of investment of this kind on the domestic eccnomy

of the country or its capacity for general development is likely to

be small., With these types of investment, which existing private
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capital can be relied upsn Lo vwisrtake am «nich contrivnase little
Lo broad development we & 2 nub axry pd iculal 1y cOnderieu, Sut
outlets for investment to serve domestic markets or to sunply domestic
industry will be very limited in the early stages. This does not
mean that large projects will never be required by countries in the
first stage. Certain types of investment in transport, irrigation;
power, and the like may have to be undertaken before there is any
evidence that the economy as a whole has begun to expand, a8 a rile,
management talent for such orojects wi 1l have' to be supnlied. Thus,
as exolained later, it would not .ake a very large vrogram to supply
all the canital requirements of the nresently underdeveloped areas
under suitable criteria of absorptive cupacity.

Second, the nrincipal risks attending investment in under=-
developed areas are those associated with the question of whether
or not the economy will in fact grow contimously in the future. Ihese
risks are highest in the precondition stage. It is difficult to pre-
dict with precision when the take«off will occur or how much capital
will have to be supplied before it will take place, These risks are
so great that no mre than a fraction of the needed resources can
probably be supplied on a loan bagig to countries in the ﬁrst stage,
The bulk of it will have to be grants and technical assistance,
Because absorptive capacily in this stage is low, and only a 1imited
mumber of orojects Justify the risk, the magnitude of grants need not
be very" great. |

When the country reaches the take-off stage, its ;bsorpuve
capacity goes up and the risks of repayment go down. There is still,

of course, the chance that the whole program ill fail, but a better
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evaluation of that chance is possible, In.this stage an investment
progran can shift from a grant to a loan basis, but the loans must,

to achieve the objective of the program, carry longer naturities and
lower rates of interest than would obtain for comparable investments
in developed economies. Many of the risks, since they involve '
estimates of the future performance of the whole economy, are of a
sort that orivate 'inveistors cennot be expected to bear. Inthis

second stage, therefore, when 2 substahtial amcunt of external capital
mustlbe supnlied if the country is to get over tie hump, this capital
must be suppiied in part at least by other than private investors.

This 1s so both because the risks are higher and bzciuss the terms

must be more favarabls to the borrower than for alieri ive inveaﬁnmta
in the developed countriess It is worth exploring whetier devices could
net be worksd out for supplylng capital fron ;mbiic sourc:ss on an
equity baeis to countries in thls sta.ge, repayment and intc:est to te
contingent on a minimum rate of g;'wth of the natlonal product,

Finally, when the country has dercnstrated its capacity fo avoukh,
two things reduce the requirsﬁxeﬁt for extrsordinary chanaels for %
provisicn of outaide capital. PFirst, thc country is ncir gensratln:
out of its own rising oﬁtput the rasor-:cés to piough back .wto ue.
swn capital formz2tion; and, seecornd, investment o:ppcr‘ﬁurﬂ.tisz e
emarging thich ~ompars .f;'avor;.bly' in orof’t préspsc:ts wit.h those i
other devaloned countriss, Thus the cm’_ channels of internaticzml
capital supply can be rolied on to take over the burdsn of any net
cpaital inflow s:ill recuired. |

In sumary, then, in the precoriliicn stage lhs dorands for capital "

are low becnase nf severely limited capaciiy to absorb it, In the
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pecond stage they <@ 4 zowd 1oyl Ligher, Lthoupli compared o levels of
investment in develioped countries they wili still be small. bBui tmae
second stage is in any case of limited duration, say ten o'r fifteen
years; and the supplying countries can losk forward to a time when
extraoriinary measures to insure capiial from cutside can be discontinued.
In the 1ight of this analysis it is essential to note that the
proposals set forth in this paper do not open the United States up teo
an endless; open=ended world-wide claim on its resources. The American
purpose would be to assist countries in establis:ing the preconditions
for growth (mainly through technical assistance) and to a&ssist them with
capital in the decisive period of transition., When a country has passed
the transition, it should be in a position to operate c¢n its own with
help only from normal international capital market institutions. Thus
our proposals do not involve American commitments beyond a margin of

res.urces which we can mobillige without great strain,
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Chzoter VI
THE PROPOSAL

Partnership for Economic Growth

The centiral proposal of this boék is that the United States should,
for reasons stated in Chapter I, take the leadership in a new international
parinership program for world econcmic growth,

The strictly economic purposes of the program would be: first, to
make sveiiable sufficient capital to permii ithe low-income countries to
launch an ultimately self-sustaining process of economic development s
second, to stimulate and assist the underdeveloped countries to overconme
ocbstacles to their own development other than capital availability;
and, third, to create a climate of international economic activity in
which the economies of the industrialized countries of Europe and Japan,
as well as the United States; could flourish and continue to grows

Fundamental to the proposal is the thesis, explained in the preceding

‘chapter, that there is a particularly critical period in the economic
develooment of every country which determines whether that country will
emerge into a long=run process of growth with expanding levels of oer
capita welfare or sink back into economic stagnation at the margin of
subsistenca, If it does the former, there is hope that ths political
results described in Chapter ITI will follow, If it does the latter,
the probabilities of political chaos and instabllity--giving way to

some form of totalitarian government=-are very high, Externsl capital

Sk
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is required to prepare countries for the transition to self-custained
long-run economic growth, In the transition itself external capital will
often make the critical difference between an upward spiral of economic,
social, and political development and a downward spiral of stagnation
and decay,

More specifically, what we propose is that the U. S., in participation
with the other developed nations, should give assurance to every under-
developed Free World country that 1t could secure as much capital as It
could demonstrate that it could use productively, meeting fulrly
strict criteria of productivity. Countrles would be divided inte three
categories: (1) thoee in the precondition stage; which would be offzred
an expanded volume of technical a:si-tance and csuch caplital as they
could demonstrate they weres ready for, much of it on a grant basis:

(2) those in the transiticn stage, wiich would p- offered continued
technical assistance and as much capital as they could well abeorh and
wished to borrow at favorable rates c¢f intecrest and with lon: m turities
provided there was agreemcnt that proposed programs snd rrejentz mob

appropriate criteria of procductivity; and (3) those which have -~ . iev o

8
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self-sustaining growth, whose access tc forelen
determined by their credit worthiness as Judged by existing 1o -
sources, private and public,

' Ve velieve, as cxplained in Chapter X bhelow, that Lhe srmol to
which would be taXken up wnder soch an offer cver the next ton iorc or

so would not at the moet be 1« e than 42 or thres billion cdollsrs =
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Yyear higher tian curvent leve?. of internztionald capital moversvi. ~nlv
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sz portion of tust amoun? il mend o Lz in the fore of Mo crovides
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the Torm of loans rather Lhan grants, and a pard of % (15 %0 &% pey oo

could be supplied in thae form of U, S, agviculbural sarniuses.

A Banking Conocent

Several slements of this oroposal distinguish it from past rraciics,
of which the amount »f money involved 18 not the most important. One
of these key characteristics of the plan is that the preblem of how 4o
allocate the availabla funds =quitnbly among recipient countries would
not arise. Every request for assistance which mer criteria of productivity
to be described later would be granted. In the esrly stages some countries
like India which are 2% a stage of developrent where they can absorb
additional capital readily would get the lion's share, Az other countries
were able to demonstrate that they were overcoming the difficulties
of establishing ﬁew institutions to carry on economic activity, develop=
ing a labor force with the necassary siills, training administrators and
managers capablz of operating new ventures, and drawing up detailed
investment programs Lo insure balanced =nd consistent growth, they would
hecome eligible for hipgher levels of assistance, MWeanwhile, as incomes
rose in the faster moving countries, they would be finding themselves
in a posivicn to zuppiy a larger and larger part of thelr bwn capital
requirements cut of their own savings.

The essential idea of this program is that the allocation of funds
is based on a banking concept rathsr than a sulsldy concept. A banker -
does not 1list all his potemtial customers and then try to decide how
to allocate his lvoananle funds in such a way as to be fair Lo each,

He sets certaln criteris for the soundnaess of loans and tiien welcomes all
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avisdy nim that taey mect the criteria. A explalnd
laver; the triteria in This i ogram would be somewhat broade: than
tacsz normelly applied by a bank, They would relate not mereiy to the
scundness of zoeh particular project tcken by itself but also to the
orocpects for the entirs ecenony in which the proJect was to be located.
But the disiribution of Iunds among countries would be determined by
abeerptive canac’. .~ raihcr thon by considerations of equity or politics.

Puiit=in Incentives

% second key characteristic of ire pronessl ie that it is designed
to provide maxdmum incentives to the governments of the uvndercdevaloped
countries to toke the steps necessar: to promose doevelopment, and thus
nzite tholr countries eligible for assistance, It is a fundamental
assumption of this program that the devclopment of capacity to use
capital eff:ctively to prowote growth is 2 job mainly for the uhderm
developed countries themselves, A properly designed world program of
technical assistance can help greatly im supplying the know-how and in
carrying out the necded programs of training and education, Present
technical sssistance programs should be suitzbly expanded to this end;
and the task of & new program should be not merely to make more capitsl
avallable but also to advise and sssist countries in preparing themselves
to use capital productively, But the bulk of the task must be done by
the people of the deveioping country itself, They must develop the
necessary institutions, generate the required energy and initiative,
acquire the requisite wisdom and courage in planning and controlling
resource use, learn the necessary skills and technigues.

The partnership nrogram here “ronosed would remove the one

bottleneck over wnich the underdevelilvped countries cannot have much
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control--lack of capital, If the program were adopted, with a clear
intention to maintain it for scme time, each Free World country would
know that whenever and wherever it was able to demonstrate that it
could use resources productively in the context of a sensible program,
the resources would be made avallable without any sort of military or
political strings. The impact of this knowledge, consistently at work
over a period of years, would be a powerful force pushing countries to
take the steps needed for their own growth,

The program woculd place the burden of responsibility for economic
growth squarely on the underdeveloped countries themselves, At present,
political leaders in these countries can excuse their own failures to
themselves and to their constituents on the ground that their naticpal
resources are slmply not equal to the task, and that thc richer ccuntries
refuse to help on terms they can accept. But if over a pericd of years
the internal prerequisites for effectlve and productive use of capital
are continually reiterated by z respected and impartial internatiocnal
body, ané Af the knowledge spreads that loans or grants necessary to
progress will be forihicoming whercver and whenever adequate sieps cre
being taken to meet these prerequisites, the precsure cn governvenits fovr
effective performance will become irresistibles

The Development of Absorptive Capacity

It 1s basic to our analysis thai{ if this plan were accepied, cconomic
growth in many areas woul& depend more on the developxent of absorptive
capacity than on the availability of capitzl funds., A tﬂird ke element
is, then, that the plan provide for tlic expansion of absorptive capacity,

To develop absorptive capacity in its widest sense is the basic furnciion
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of technical assistance. Wwe recommend, therefore, that existing
technical assistance programs be reviewed in the light of the experience
of the past decade and if necessary expanded, and that they be purpose-
fully reshaped to mesh with the prouposed program of loans and grantis.
In general, where the bulk of a country's loan or grant applications fzil
to meet the proposed criteria, a prima facie case for expanded tecinical
assistance would exist,

‘There are several kinds of technical assistance waich may deserso |
more priority and rescurces than they have hitherto been given:

(1) We have emphasized ilie great importance for the undsrdevelopzd
countries cf working out coensistent and detailed development programs.
In the early stages and for msny counitrles the l:ock of such well-
considered programs will be z principal limitaticn on their ability
to absorb loans and grante. In recent years the pool of talent and
experience in programming techniques has been growing rapidly, It shoul:l
be possible to supply countries just starting the programming procase
with technical assistance which could greatly accelerate their orom-cos,

(2) One of the most serious bottlenecks inhibiting the tovelorm
sorgive capacity in the underdeveloped countries is o o oriogz oF
managerisl and adxd.r\lf’tvauive skills, "we kinde of es. - ltence uoul)
useful here, The first would be help in estanlishing educsiicrel oo
training programs deslgnsd teo develop a bigger svpply of indigencuz
managericl &nd adminisirative talent; and the second wouvlid ts devices

to essist, in e wmeanuwhile, to find ways of using foveipn monos

expertise without compromising duicastie control. Ve should exvliors

forms of managenert contracte which «111 acounmiisrh Lhis end,
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and U. N. auspices are aliswaay wal'n0 &y silalne goch engiveering advice.
% 3the zlan we ~ronose 18 adopbod; wie a2eag Cor such agsistance wiil
expand greatly, Some thought shoudd ¢ Aven W ths organization of an
mternational ool of enginseriipg sxuerbs Wit awxperience in the problems
¢f adapting enginesring design to ine wumdiliduns oresent in under-
developed areas, Such a pocl. 4n ad ition 2o consulting on project:
on request; might conducht research tnto psroblems of engineering design
common to a number of countries,

(L) More fundamentally, a purpos-fl effort suould be made to
ap-ly new scilentifis knowladge to the =conomic proviems of the under=
developed areas, One of the resources Lx which the United States is
richest, cur scientific skili and inugination, has been of necessity
rather heavily focussed in recent years on the development of weapons, -
¥any of cur tcp scientists would eagerly weicome an opportunity to turn
their energles to constructive problems relating to human welfare, The
same kind of concentration of firsteclass minds on a specific problem
that had produced one breakthrougn after another in military technology
should be capable uf opening pome of the technolopical bottlenecks o
srowth in the underdeveloped areas.

The arrangerents beinpg set up f'or the d-velopment of atomic energy
{or peacestime uses conld be made tne {pcal polnt for a more general
c.onerative sclentific program, Peacetime use of atomic energy is
only one of many exciting new technical devwelopments which should ve
oursued, Imaginative effort on an adequate tcale might well produce

important developments on such provlems as making fresh water from seas
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water at low costy rainfali coatroly Loe caware apd wse of solar
energy, the development of algae as food sourves, and chemical meanz of
population control. Regional laboratories or institutes couid be
established to work on these problems, and scientists and engineers
from the entire Free World could be brougit ¢o tiem.

The Well=Understood Obg_gctive

This incentive effect of the program will be strong only .t'f' a
number of other key elements of the proposal are preserved, A fourth
such key element is that tha rrcipient countries must be convinced
that the program does not have narrowly political or military objectives.
Tts basic political objective-=the developmanf. of stable, effective
societies moving in a democratic direction--is cne with which no non-
Communist country will quarrel. But if it is believed that it is
desipgred as a way to forece neutrals into our camp, to secure acceptance
of particular American foreign policies, or to draw other countries into
conflicts which they believe, however rightly or wrongly, do not concern
them; none of the more fundamental results we seek will be secured,

The underdeveloped countries, many of them recently fresh from successful
efforts to throw off political domination by colonial powers, are highly
gensitive about their political independence. If they believe this
independence is in any way compromised by accepting assistance from us,
either in grant or in loan form, they will reject that assistance, as
some of them have done in the pact, however desperately they need it

for their own growth, Many of them believe that if assistance is
channeled through an international body, they will be better protected

from nolitical strings, How far we can or should accept this view is
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giscussed in Chapver XTe bul tae 7 nasa win-38 We are crystel
zlear in our own minds that cur po-eo. s e underioking this particular
program are neither to strengther . al.it.cy Torees of our allies noy
to0 buy adherence to our forcign o.7 Lo, o Ioerratiouad institution
can protect the program from our (isicias.adows .  i1f we do achieve
congsensus8 and clarity on this noin? 1 “he nlled ltates, international
safeguards become much less cruciai-

The Positive Criteris

I¢ 18, or course; as imporiant Lo hove agrecu soesitive critérda of
eligibility as 1t is not to appiy wrong criteriz. OJuy purpose 43 not a
glveaway program without strings of any kind, we have & very specific
purpose in adopting such 2 prograi, =-to promote tle economic growth of
the underdeveloped countries, ==ani we should be vory sure that any
money we make availrbley; in either grant or lcan form, will serve that
purpose, 'we believe;, as explaines further in Chapter X1, that a set of
zriteria can be established which wiil have the agreement and respect of
both the recipient countries and ctnher participating suppliers of capital,
These should include the general c¢ond tions thati development be under=
taken for the benefit of the entire population of the recipient country
and that the goals of its development orogram be related to the aspirations
«f all of its people. Dbeyonc this, they should include quite severe
echnical conditions governing the =2cunuvmic effectiveness of assistance
in promoting deveiooment. Programuing discussions rust result in
agreement that the recipient country bas workec out: (1) a consistent
development program, (2) prectical ways of {mplementing it with availabile

s<1lis and facllities, and {} elfective ways of mobilizing the country's
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s pationdd pesourmes, Wnciulineg @ oSz Lse g gavilop 1o development,
The apolicasion of these crileris Wil »opudee crsat adgment, skiil

anc underavanding, No formal sst O Miees oo Rabebibute Tor wise
administrotizn, Nonetheless, the wublecy or srizeris 1s such a sansitivé
me that we Pelleve an effort to deves sy an sxulicit code of ground

rules for an assistance orogram is wortn while. The United States
agencies responsible for this program should se«t up such a code to

fovern their own behavior and should discuss this code both with partici-
pating suppoliers of capital and with reciplenta,

International Sponsorship

Related to this is another key element of the urogramy namely that
15 sponsorship should be intermational rather than national, This'does
not mean that all administration of the program’ must be turned over 4o
the United Nations or some other internmational organization, There are
many countries now contributing %o develcpment assistance through nany
agencies; both national and internatdonal, Tach has ites own approach and
funchion and no purpose would be served by consclidating them all, It 1is
gquite possible, hovwever, to retain a large number of separate channels
of financing and at the same time bring them all within the framework
of an internationally agreed program, We nave aiready suggested the
desirabllity of establishing an international code of criteria which would
s@t the basic philosophy and ground mies Lo uhich both supniying and
recipient countries would adhera, a8 auggested later in Chapter XI; this
cculd be supported by an internmational secretariat, oerhaps broken down
into regional commissions; %c maintein information, review programs,
ssordinate and interrelate various siewsnts in the international Jlow

capital . and where needed 4t ¢ « bDrader Lelween (ounirier peedlng
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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 with efficiency is the contribution this could
make to the sense that the countries of the world were engaged in a
great common constructive effort., This is perhaps more important to
the morale of the industrialized countries than to that of the under-
developed ones,

A World-Wide Program

We believe the incentive effects of the plan will be much more
pronounced if it is world wide in application thanm if it is limited to
one or two reglons of the world like Southeast Asia and the Middle East.
It should be clear from what has gone before that we do not think ;{t
should be labelled as an anti~Communist or anti-Soviet program. We
are as interested in stability and growth, in the long run, in Africa
and Lztin America, as we 2re in Asia, Since much of Africa consists
of colonies, there would be difficulties in launching an Afﬁcan
program unrelated to anything else, In the context of a global program,
Africa clearly deeerves a place; and many of the conditions which should
be set down for programs elsewhere can and should be applied there. This
does not, of course, mean that all planning and administration must l:
on a global basis, Regicnal units are both more meaningful and more
efficilent, But once again, the philosophy and ground rules of the rrs;ram
would gain great support from being placed in a global context,
Continuity

Lastly, the progran will h:ve very lititle incentive effect if it is

not assured of continuliyy over a number of years. The steps that must
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be taken to prepare a country for effective use of additional investment
resources arec complex, time consuming, and difficult. If an offer of
assistance is to stimilate action in compliance with its conditions, it
must be avstanding offer effective over an extended period, Even where

the general environmental conditions are already favorable, project
planning, the adjustment of development programs, and the like may re-
quire two or three years, Where more fundamental deficiencies in education,
statistical information, labor and entrepreneurial skills, transport and
commnications, and pﬁblic administration exist, the lead time may be a
decade or more. Even quite a large program will lose most of its offcctive-
ness 1f it teeters along always on the verge of Cbngreseionzl disapproval
with no more than a one-year lezase on 1life, The limited magnitude and

great uncertainty of cur programs for the underdeveloped areas to date

go far to explain the lack of response to such offers as the President!'s
special fund for Asian regional development.

Avoiding Autarky

Finally there are two other key aspecte of this proposal, F;.i.rstg
though the underdeveloped countries wlll establish home indusiry, and will
become somewhat more self-sufficient, they must not develop avtarltica1ly,
Their experience with dependence on world trade has not heen a haprny coc,
and it would be understandable if they were to press for meking thcm-
selves as economically independent of the rest of the world as pesciltic.
They can be persuaded that their own rapid growth requires that their
development be based on a considerable intermaticnal divisicn of laboxr,
If we and they follow trade and monetary policies designed to resterc ax
effective internationzl trading community, and if their investument
programs are conscicusly desigred to exploit their intermationzl com-
parative zdvantzcc, not only will we and they benefit, but ths other
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industrialized ncotions, especially in HWestern Eurcpey; wi.l be able to
maintain rates of economic growih they would otherwise have difficulty
suprorting, This 1s explained at greater length in Clapter VIII,

The Productive Use of Agricultural Surpluses

Second there is a resource whichy, with a little intelligent

planning; could be made to play a much moré important part in international
efforts to promote development than it has done to date, This is the

large agricultural surpluses 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 supily of food and fibres,
while in other areas an excess of agricultural rroduction continuss to

be an embarrassment, Chapter IX suggesis ways in which this paradox could

be resolved to the mutual benefit of both setr of countries,



Chapter VII

CRITERIA OF TLIGIBILITY FOR ASSISTANCE

ssur tactkdng Standards

w9 hawve emphasized tha% capital should be made available only where
lasra ig voasonable assurance that it will be productively used.  Indeed,
gur contred Ldoa~of allocation of funde according %o a banking concept
of crcdit worthiness and teciinlcal absorptive capacity=-iiinges on the
question of whetlicr it 1s possible to establish raasunably objective
eriteria such thet experts would be able to agree az ¢ whether a given
applicztlion of resources was likely to “e sufficiently productive to
Justify making them available, While the elaemant of Jjudgront will, of
course, always be important, as it 15 in any bankinz cperatlon, we bellsve
it i possible in practice to set forth with considsrable precision the
considarations on which judgment must bc based,

At least four ldnds of considsrations must be involved:

a3, It must be within the technical and administrative capabilities
of the receiving country to carry out its proposed project with reason-
able efficlency, and steps must be under way to remedy any weaknesses
which exist,

b, Steps must have been taken to insure that the rest of the economy
of the receiving country is being developed sufficiently to make the
proposed project fully productive in the time period envisaged by the

loan,

67
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©o The recelving ccunry mest L&y o over-all developmeny program
designed to make the most slfscilve pizslols use of it ressurces, including
not only a series of interrelated ccrital projects bul alsc necessary edu-
cational and training programs,

d. The receiving country's develupmenl program, of which the preoject
is a part; must be consistent with the requirements eof expanding world
commerce and the international division of labor,

Management

Each of these criteria deserves exp:anation. The first is for the
most part of a kind that any lending organization would automatically
apply. Are there trained managers to run the project? 1Is adequately
skilled labor available? Has provision been made to insure competent
technical superviszien? Any investment banker could spell out these require-
ments in detail. The application of these rather simple criteria will
probably exclude in the first instance a large proportion of the proposals
of the underdeveloped areas; but izsnding apesncies should not confine them-
selves to ruling that the criteria have not been met. An essential part
of the plan is that lending agencies should provide advice and assistance
to make good the deficiencies discovered. They may do this directly
themselves, or they may refer the case to the pational or internaticnal
agencies specifically responsible for supplying technical assistance.
Balance

The second criterion 1s likewlise one that lending agencies customarily
apply. Do markets exist or can they be foreseen for the product of pro-
paséd installations? Are transport, communications, and public services

ailequate 1o Serve the rieeds of Lhe rroisct, or will thev be developed in
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time to do 207 IHave counlaementary acuiviiics producing the materials and
egsrvices needed by the propesoed projuct bsen planned on thz required scde ?
Again, rejection of project applications because of failure to meelt this
gecond eritcrlon simuld be accompanied by recommendations for action to
eliminate the deficlency.

Tie Case for an Over~-all Development Program

These two are {requently the only criteria applied in international
investiment operations, But, while important, they are much less important
in a program of the scale here contemplated than the remaining two, Let
us look, thersfore, in zome detail at the requirement that the receiving
country have & correctly designed over-all development plan,

For any substantial expansion of internationzl investment above
existing levels it is essential that investment progranms (not merely proj-
ects) be developed by the receiving countries. Such programs are necessary
to insure: (1) that the various component projccis interrelate and rein-
force each other; (2) that the genercl objectives implied in the entire
pat.t.efn of projects are ones which the people of the country will support;
(3) that the collection of projects and measures undertaken will produce
a faster growth of national product than any other which is consistent
with the goals of the society; (L4) that the resources of the econéw hawve
been tapped for the maximum contribution they can make to its development;
and (5) that foreign exchange requirements have been minimized.

Such programs should cover both the investment planned by public
authorities and some estimate of what can reasonably be expected from the
private sector., In other words, they shculd project forward for a reason-

able period the total pattern of investment for the entire economy, together
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with estimates as to the sources from which resources for investment,
both public and private, can be secured, Whether the economic philosophy
of the country calls for close regulation of private investment or per-
mits private capital very freely to seek its own outlets, some estimate
of the forms it will take is essential to the planning of whatever
supporting public activity is contemplated. The need for programming
derives from the fact that it is characteristic of‘the transition stage
of development that the success of many particular investment projects
depends upon the entire set of investments being undertiken simmltansously,
At the least, the existence of such a development program is evidence
that the country has explicitly faced certain fundamental choices about
its development--such as the reclative weight to be given to agricultufe
as against industry; the fraction of resources to be devoted to soclal
overhead capital such as railroads, public utilities, and the like; the
1ﬁportance to be placed on consumers' capitzl such as housing as against
more directly productive instrumonts, A national program will paturally
reflect the values and goals of the people of the couniry fo:' which it as
drawn, The purpose of review by an agency cutside the country ic not to
pass on those values but to insure the program'e intcrnel sclfeconsistency,
to make certain that all relevant issues have bean faced, and, whers the
program rests strictly on economic or tachnical relations, to soe tict
thesy have been correctly applied,
An important consicderation must be whether the mecosures undortaten
by the country to capture the maximum flow of savings from its own citizens

are adequate, The financial mechanism and the tax structure rust bo

92 ]

o)

designcd 23 not to leave pockets of either unemployed or misapplied
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resources. Savings channels_must be set up to maximize the flow of savings,
both small and large, into developmental investment. Fiscal management
must be so designed as to prevent unhealthy inflation. All of these
criteria are capable of generating frictions and differences of view
between supplying and receiving countries. They must, of course, be
applied in a wise and realistic manner with an understanding of what is
politically and adrinistratively possible in the particular country in
question, But we believe frictions can be minimized and understanding and
agreement promoted by the international adoption of & code such as is
suggested in a later section,

There are few countries which will be able to meet this third criter-
ion while in the first stage of growth, Nevertheless; investment can go
forward on the basis of the first two criteria where it is clear that
the national project in question would be part of any sensible develop~
ment progfam, whatever its details. Many investments in transportation,
public services, basic power sources, improvement of agricultural tech=
niques;, and the like,will be of this character. Thus, some modest
expansion of existing investment programs could probably be approved in
the absence of national program planning; but before the levels of
investment contemplated in our proposal can be fully reached, many under-
developed countries must institute much more sophisticated programming
procedures than they ngw have, Indeed, in most cases it will be impossi-
ble to pass on the soundneas of an individual project, even according to
conventional investors' standards, without familiarity with the program
of which it i1s a part. In a developed economy the environment of a

project often changes slowly enough to be taken as given. In an economy
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undergeing suaden Lraas Lion =¥orvoc onahes bogetner, and the whoiz
pattern of change muSt Do axadmins: o = a.uike &0y pPart. Agenciss
applying this third criterion tev invesumcat projects can be of great
help in assisting countries to undertalte cffective programming.

One criterion in particular which the private banker customarily
employs must give way to this broader criterion cof contribution to 2
consistent program, Private loans o¢ften hang on the question of whether
the project to be financed is self-liguidating in the sense that its
operation will directly produce the revenues necessary to repay the loarn.
This is a very poor criterion for development loans. A project may be
self-11quidating because it discourages other invesiments which would
otherwise take place and attracts to itself revenues which constitute a
diversion rather than an increzse of total product. On the other hand,

a preject such as an irrigation scheme may greatly expand total cutput
but may be of such a character that it is not possible to collect sgui-
valent added revenue from the immedizte ben=zficlaries,

All projects taken together, that is, the wi.;le national effort
should be self-liquidating in the sense that the natiocnal product created
over time exceeds the national cost incurred. Horeover, each individual
project should clearly produce over time a sufficient increase ‘in the
total product of the country to more than covar‘the costa of interest and
amortization of the capital it requires. For sxample, the increase may
take the form of lower costs %o other industires, and need not accrue in
an identifiable way to the project. The narrow criterion of whether a
project can repay from its own revenues is &%t best irrelevant and at worst

mey be seriously misleading-
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Genurating foreipn Lxehangs

L digtancilon mugt be mads bebween Lhe progectisiby of an lnvestmen
in zreating new oubrut within the country vhere it is made and its produ-
tivity in creating forelgn exchange earnings2 sut ©f which foreign borros-
ing& can be repaid. 1t seldom makes sense Lo apply the test of foreign

change earning power Lo parbicular projects. The possibilities of

repayment ©f a foreign lcan will depend o¢n the antire balance of payments
pesition of the borrowing country ai the time interest and amertizaticn
payments fall due, The risk of foreipgn exchange Aifficulities in the
pericd of repayment is greatest for a country in the first or precondition
stage, less in the second stage, and leasht in the third or self-=sustaining
stage, This is true partly because as development proseeds the economy
becomes more diversified and flexible, Its opportunities of production
for foreign markets grow, partly becaﬁse, as development becomes pregular-
ized, it can more easily atiract new capital to replace that being with-
drawn., This constitutes an added reason for supplying a good part ¢ the
limiied amcunts of capital needed in the first stasge in the form of
grants, soft lcans with local currency repayment, or equities which can
snly be reccevered if the economy in 'act moves intoe the transition.

wWnether foreign exchange difficulties will ve encountered ip the
second and hird stages depends partly on the king of internationui
trading envircamment which has been established by that time. This in
vurn aspends partly on whether our fourth eviterion has been “husrved
that countries psy aiiention Lo the possivpilities of the internctiunal

dirieien of jabor. Io this problem we turn in lhe next chapte:
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THE INTFRNATI GHAL U0V ION 9 [aiR

How Autarky Arises

The fourth criterion deserves spoulé. svbkaniion, since its
observance is important not only tu whe unerdeveioped countries but
to the econonies of the industrislized couniries lnciuding the
United States as well, It is, moreover, & criterion on which we
cannot insist unless we are preparec i set &6 exar, le by modifying
our own trade policies so ag more neariy Lo conicrm with 1ts require-
ment.s,

Planning officials in the underdeveloped countries, understandably
preoccupied with intenisl problems, may well f{all to pay adequate
attention to the ways in which their own econo ies can gain from being
integrated into an expanding world cconomy. In a suable world of
free trading relations such &5 are sometimes mistakenly thought to have
characterigzed the nineteenth century, the 2vvelopment program for wny
country which produced the largest internal rate of growih would &lse
be the one which took most advantai e of the possinilities of interpetional
speciulization and division of isbor. Bet in the contemporary unsilable
world, plagued by extreme fluciuavions ir. the prices of bagic commod-
ities, sub;jéct to almost daily chenges in the terms and conditions o
Jnizh international trade is carried on, and, above &ll, subject o
the overriding risk that forelyn aress may be zut off altogether at
almeost any moment by political or military aevelopments, programming
avthorities are under great pressure to abandon the oovious benefiis

af internstion&l trade for the securiiy of some degree of auverky.
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This results in decisions of two sorts. In the first place
these countries are slow to see and to give priority to @pportunities
to invest in the production of things that counld be sold abroad, There
are still undeveloped mineral and raw material resources in many of them
which could be further exploited to provide the supplies needed by
the industries of Japan, Western Europe, and the United States, But
partly because extractive industry has been associated with colonialism
and partly because international markets have been unreliauvle they have
frequently been reluctant to give serious consideration to investments
of this sort, Beyond this there are possibilities of speclalization
as among the underdeveloped countries themselves which have not been -
considered because development planning in each country has stopped
at its own borders.

In the second place these countries have imposed partly through
tariffs and quotas and partly through exchange controls severs restric-
tions on the import of many kinds of goods in the hope that they could
develop efficient production of these things themselves under an
umbrella of protection. Some of these restrictions are justified,
given the situstions of many of these countries. Where internal
taxation procedures have not been adequately developed import duties
have been one of the few effective ways avallable to them of restricting
the luxury consumption of the very wealthy classes. Economistes have
long recognized that there is soﬁe validity to the infant industry
argument for protection in a young country. Industries must attain
a certain scale and acquire a certain amount of experience before

they can hope to reduce their costs to the level of large established
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competitors abroad. Without some protection such industries can
never pet started. MNevertheless it would be hard to contend that
all the trade restrictions applied by the umderdeveloped countrice

could be Justified by ratiornzl arguments of this sart.

Tempering Autarkic Tendencies

In the interests of maximizing productivity in the underdeveloped
countries, 2 new program of capital assistance to development should
contain safeguards against an exaggerated trend toward autarky. The
economic costs of attempted self-sufficiency in some industries in which
the underdeveloped ccuntries have no experience would probably be
great enough to thuwart their own prospects for growth; for meny of
them are comparatively small countries with markets inadequate, both
now and in the foreseeable future, to support many industries requiring
large-scale cperation. Although diversification is& a reasonable goel
for an economy, it mekes no economic sense to push it to the extreme
of attempied self-sufficiency, --especially in a small economy.

Mere positively, there are substantisl possibilities of economies
whizh could result {'rom reglcnal cooperation in investment plans, since
through such cooperaztion each cuwuntry could devote its efforis to
invesiment in enterprises in which it had comparative advantages, secure
in the expectatlon of a market larger than its own population 2nd perhaps
justifying a scale of operation not possible within its own barders.
Indonesia, with cheap ratural gas, might make fertilizer for the whol:s
South Asian arez, Indiz might be a source of light engineerin:, and
8c on. This would reguire discussion among the programming atvihoritier

gf the variour commiries of a region and possivly long tern & reenanls,
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The Interest of the Indusirialized Nations

There are alsc important reasons for promoting the interxiational
division of labor growing out of the requirements of the industrialized
nations whose economic advancement it is also in vur interest to further,
The plan proposed in this book can help substantially in meeting their
economic probleme, They no longer face a shortage of resources for
self-sustained economic development, but they do face a problem of
contiming adjustment to the internationsl economy,

For their economies developed in an era of international special-
ization and international trade; and without contimued specialization
and trade they certainly cannot provide expanding incomes for their
people and may not be able even to maintain their present standards
of 1living, They need two thin:s: markets in which they can sell those
goods they can produce most cheaply, and scurces for food and raw mater-
ials which they cannot efficiently produce at home. Without a restoration
of international trade there i1s little hope of finding a solution for
the growth problems of the developed countries of Western Europe and
Japan,

At the moment, the international position of the Western European
countries appears to have improved. Most of them have succeeded in
increasing their r_esérves of foreign exchange, and the gap between
black market exchahge rates and official rates has narrowed in many
instances. However, it should be kept in mind that the total flow of
aid, military and ecanomic, has not been going down in the last few
years, The impact of a sharp reduction in this flow with no change
in the burden of military expenditure, would be serious. Furthermore,
expanding levels of income in Furope will require expanding levels of

trade both b:cause greater production in Europe requires greater
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mporss o materials and dbeleeso 1L auanad W s wmuba® o) expandes
markets. The japarese situallion is sl mies tesioun,  Japan has
been abie to maintain her level «f avtivity wu.y Lecause of ine
extraordinary disbursements o. Wi hoi s LD dseal 2onnected
with the Korean War and 1ts aftermail. (v Qapluetc ecunomy, whose
prewar pros;)ext"ity was built on trade, newis » tracne Tovival merely to
survive, let alone to row.
the short run it would be foolisp Lo euagporabe thie economis

importanie for the developed countries of eccess L e materials and
markets of the underdeveloped ones. The ok I raw materials from
seia, Africa, and lLatin America & not ~olng %o be abruptly interrupted,
and trade among the industriai couniries themsclves has Always Deen
mors imporsuart to each of them vhan trade wiki low income areas,
RNoretheless as time goes on the policies of lw uderdeveloped areas
can become increasingly critical to Lhe small marpin of trade oppor-
tunities wnich makes the difference Letween ;[rwoth @ stagnaiion iz
Yurope and Japan. I1f investment .n extra¢iive immf'xt,-rzea Tor export
stops or falls off sharply in each area 885 1i achleves independance
Jrom colonial rule. raw material ceosts wili x:‘if.te ard countries dependend
gpon imported metariale will sulfer with: no correspording adventage
to the exporiing ares. If, on %he olher hend, nome part of the
capital resourres of the underdeveloped coumrize centinues to e
ragucing the costs of raw matoriel exports, itnelr shor:t

crooexcharg' € posu.ilon Wwill Le improved, and in the It run
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such devices as long term purchase ag'reemen‘lﬁa' to réduce somewhat

the violence of fluctuaztions in raw material export prices, and it
should be a firm objective of the under-developed areas progressively
to increase the extent to which they themselves process their own

raw materials before sxport,

So fer as markets are concerned, in the short run the procese

of development itself generates requirements for’ capital goods and
equipment which can provide an important outlet for European and
Japanese manufectures., Scme of these sales can be finenced by the
capital contribuf.iom the other developed countries can make in

loan or grant foﬁ to development programs. Their capacity to finance
their own exports has, however, narrow limits. Dollars supplied to the
underdeveloped countries by the United States can do double duty here
if we have the intelligence not to attach "buy American" stringe to
them, Some portion of ocur dollar contribution to development, spent
in Furope and Jépan for capital equipment, will strengthen the dollar
- buying ;iower of these countries and thus indirectly stimilate cur own
exports. Thus our development 2ssistance contribution, can if we
do not restrict its spending to this co@tw, become an important
1nbricant of intermational trade everywhere and hasten the day when
currency and trade restrictions growing ocut of the postwar dollar
shortage can be done away with. |

In the longer run, as the underdeveloped countr:lea develop and

become industrialized, their Pmicipation in world trade can beoome

quantitatively much more important to total world trade flcwe., Fears

that as they develop they will becone competitore of preaent.ly
industrialized countries and thus reduce export opportunities should

be quieted by the history of industrialization everywhere it has
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An American Responsibility

411 this depends iv. considerable degree, of cuurse, on Uo S.
comericai pelicy. It 18 very much in our interest that the under-
seveloped souniries themselves earn throuph expart to dollar areas
ag large & part of the resources nceded for their development as
possible. This will not be much in the immediliate future. is their
economies grow,; however, thure will be &n increasing number of areas
in which they should be auls to compete elfectively in U. 5. markete
if our tariff policies do not prevent them Irom dolng go. In the
long run our development loans can be repai2 only if they or their
customers can so ropets,

Second the lnbrizating effect on intervatlonal trads of & flow
sf development dellars ifrom this country will depemd entirely on ~ur
not thwarting that effect by insisting thet the dollars be immedlately
rpent in this country. The presgurss to maintein “buy American®
arovisione will ove stroxg froo particular export interests. The nellon
1aterest, and sven the longer ran sxpori interest of ihe United ftelow

will be muc ooitar rerved 1f chose pressures ars vozigten.
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tied to dollar purchases, We are convinced that the desire for
convertibility is strong and general enough to bring it about once
confidence in the scale -and stability of U, S, action is established.
Such confidentce can be produced by U. S. willingness to proceed

with these proposals; but it cannot be produced by negotiating pressure.



Chapter IX

THE ROLE OF AGRICULTURAL SURPLUSES

Putting Surpluses to Work

We believe that in the context of the program proposed in this
. book arrangements could be worked out for the use of very much
larger quantiides of foods and fibres i1n development programs than
have been utilized to date, without disrupting international come
modity markets or interfering with the szle of foods and fibres in
those markets by other exporting naticns., The underdeveloped
countries need a program designed not merely to supplympital goods
or other items available only from abtroad, but also to expand their
general resources in all ways which will promote domestic capital
formation,

Many of the underdeveloped countrics have a hupc unemplosed or
underemployed labor force which could be used for developmentzl
purposes, In most of the Asian countries there are many peopls nou
idle or ineffectively employed whose labor, if mobllized, could hHe
used to build roads, buildings, cangls, and irrigation works, to
reclaim land, to modernize villages, and the liks., Indeed this
supply of underemployed labor i: not only 2 potontial economic
resource, but if not given eaployment can constitute for these
couniries a serious political problem., India, for example, in spite

of a quite ambitious second Five Year Plan, does not now expect to
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be able to reduce her large volume of unemployment significantly
over the next five years, since new employment opportunities will
barely match increases in her labor force resulting from population
growth,

 Why Labor Is Underemployed
Three things stand in the way of utilizing this pool of under-

employed labor for development, The first is o scarcity of adminis-
trative and managerial talent to supervise Euch projecis, This is
being slowly overcome both by the efforts of the cogntries them-
selves and by the technical sssistance programs operating with them.
The second is the unavailability of the minimum amounts of capital
equipment required to undertake evecr: the most labor intensive t&pes
of projects. This shortage could be largely overcome by rrocedures
already discussed as part of the program proposed in this book. The
third obstacle is that the unemployed are underfed and underclotihed,
It is this third obstacle with which we ars concerned here.

If the unemployed are put to work at wages supplicd by ths
government, they will spend those wages largely on additicnel food
and clothing, If the additional food and cloth?ng is not zvsilable,
the additional expenditure will push uplthe prices of these‘essenﬁial
articles, and general inflation will reéult° I’ other words, the
volume of wage payments which the authorities of the underdeveloped
countries feel they can safely undertake is limited by their estimate
of the likelihood that such payments will indirectly push up prices,

especially the prices of essentials. An estimate of these risks
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is complicated by the uncertainties of the weather. An undertaking
which would be safe if the season turned out to be favorable‘mignt
produce disastrous inflation if there were a bad harvest., Storage
facilities in the underdeveloped countries are in general most
inadequate, and there is thus no way for them to build up adequate

stocks to prepare for contingencies.

A Specific Proposal

We believe that, should there be established an international
food and fibre bank of which the underdeveloped countries could draw,
and should some additional capital be provided which they could count
on for a period of years, they would and could implement plans to
employ productively a considerably gréater part of their presently
idle labor force. Demanda on the food and fibre bank would, we
believe, be very substantial. But favorable resulte could be ex-
pected only if there werc some assurance that both the capital and
the food and fibre supplies would Be available over a period of
jeareo' It takes time and écarce recoirces to 6rganize Jabor in-
tensive projects, and, once started, they cannot essily bc‘dis=
continued at short nmotice. The horizon of an intern-tioral food and fibtre
program should be at leasv five and preferably ten years,

A warning is necessary here, Where the other two coaditiors
are not met, the movement oi agricultural commoditics to under-
developed countiies can have very damaging effects, For if there is
an increase in agricultural supplies without any cérresponding increase

in demand, agricultural prices may fall sharply, reducing the incomes of
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peasants and slowing or stopping programs of agricultural and
village improvem@nt: Furthermore, some of the underdeveloped
countries which export agricultural surpluses depend on the sale
;f such surpluses for the imports which they, in turn, require for
fﬁeir own development, Thus the unplanned dumping abroad of
agricultural surpluses can be much worse than useless. It can be

disastrous,

Meshing With Commercial Markets

A plan for the use of agricultural surpluses must have several
features if it is Yo avoid interfering with the normal marksting
of agricultural prodycta both within the receiving countries and
by the eprrting nations, In the first place, countries should be
assured that they could draw on food and fibre suppli=s if necegsary
to meset expanding demands or abnormally ghort supplies; but that
they would be under ho'obligation to take such supplies if domestic
supplies and normal importis were adequate., The pragmatic test
would probably be the behavior of prices of food and fitre. Indeed,
to protect the exporting countries, the program should probably
contain a provision that no country would be pormitted to draw
on the stocks in the internationel food nnd f):re bank unless
prices in its domestic markets rose abore certain normal levels,

A second protection for the eiporting countries would be that
they would themselves be invited to participate in supplying
commodities to the international stockpile on a basis determinsd

by their normal shares in internctional commodity movements.
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Exporting countries like Carada whicﬁ aré suppliers of devclopmentsl
cepital for the underdeveleped countries would be encouraged to maks
their contribution partly in agricultural commodities, Exporting
countries ~'.!.ike Burma, which are in need of developmental assistance,
would recelve such assistance partly in the form of purchases of
Burmese rice for the food bank wWith herd currencies which Burma
could use for developmental pﬁrppses,

This food and i‘ibré program_ 1lcoks on the face of it very lile
a number of international commodii; stabilization schemes which havn
been put forwerd in the_: past, It differs from them in thet, by
providing assurances that food ,a;nd fibre would be swvaileble to pre-
vent expenditure from hév{ng infiétionary effects, it would ene
courage countries to m:ie* take local developmniental expenditure.
As to paymant, the food b&_mk zsho'uld provsbly accept at lzast in i
early stages local currsrcy which would he held in a2 counterpary
R funds accounite This fund ';could be usod i‘c;r. davelopmentsl purposes
in the recipient country us }.:-:.‘:"‘;-' of the capital supplying program
of the devaloped'countries, ory if the *:wnefar;r sitizétian reguired,

it could be held idle pending future develorimenis,

How Much of t«_hé Job Can Surpluses Do?

Experts wiho have studied the problem in the full light of thess
facts are convinced that, in a devclopment nrogram which elsc providcs
capital goods and which ie planmed for some years ahead in the light

of the varioue bcttlnnecks existing in the economy of the reeipiont

- -

comtry, thers src poseibilities for the use of & vivyy substaniisl ol =g
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of 'agricultural commodities in assistance programs. The FAO,

for instance, has estimatéd that something like 3100 million

worth of agricultural suer.uaes could be used annually in India_

in connection with an expansion of $250 million per year in her
investment program. In general it appears that from 15 per cent

£o 25 per cefxt of all foreign capital required by all underdeveloped
countries could take the form of agricultural commodities.

If this estimate is correct, and the estim~te of total capital
requirements givern in the next chapter ig reasonable, agricultursl
surpluses c¢o:.ld be used to the cxient of around $SOO‘!m’.llio_n worth
per year over and above extraordinary relief r- juirements in ex-
certionally ti:d crop ysars, Various ideas have been put féfward
for distribu‘ting more food through channels .entirely outside the
markat mechanism, like school lunch programs, speclal free meals
for project workers, and the like, In our ﬁew such schemes are
likely tc be both inefficlent and o antitatively quite limited,
Some such trogram as we pmﬁosg for focd and fibre stocks to provide
insurance against the inflationary consequences of = ditionsl wnge
payments offers more hope for subsi:antial use 'of apgricultural sure
pluses in development efforts. The plan will be more effcetive,
of course, the larger the number of escential commodities which

can be included irn the reserves,
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Chapter X
THE MAGNITUDE OF CAPITAL REQUIRFMENTS

What Determines the Price Tag

Preceding chapters have outlined our proposal that the developed
countries of the world should undertake, through a variety of channels,
to make available to the underdeveloped countries sufficient capital to
: heet all requests for such capital which satisfy certain criteria. This
proposal at once ralses three questions: (1) If this offer v'rere made, |
what 1s the maximum amount which might have to be provided annually to
make good on it? (2) What are the chances that this amount would be
sufficient to set in motion a process of self-sustaining growth in the
underdeveloped areas? (3) What is the probable level of eligible requests
over the next five to ten years?

Several factors limit the volume of capltal assistance that the
underdeveloped countries are likely to be in a position to absorb produc~
tively, A limit on the size of a development program and on tho number
of desirable and feasible projects is set by the ability of the underdevce
loped country to organize, administer, and carry out projects and %o
relate them to each éther in such a way that ihe output of each project
is used productively, Foreign t.echnical asslstance and advice can rzize
this limlt somewhat, particularly in certain specialized types of projecis.
The countries themselves, however, are reluctant to turn over project

management and control too largely to foreign experts; and, even if thoy
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were not ‘p’oliticall& sensitive on this point, it is doubtful if their own
long-run development is really promoted by starting enterprises for which
they do not take a share of responsibilityo

It is extremely hazardous to attempt to estimate technical absorptive
capacity, which will vary widely from country to country, depending partly
on a country's state of development and partly on its history and traditiocns,
We believe, however, that it is reasonable to assume that the average maxi-
mum expansion in the level of capital fdrmation that can be achieved by
countries in the early stages of development is from 30 to 50 per cent in
the first three or four years after planning for such expansion is initiated.
There will be some cases in which even this is too high a figure, and others
in vwhich a single project like a dam or an irrigation system may inwlve
expenditures exceeding this limit, However, an examination of individual
country plans gives us some confidence that thls 1.9. a reasonzble order
of magnitude.

It is most unlikely that countries in the very early stages of dcvelop=
ment can find sufficient resources within their own economles to make
more than a very small contribution to such an expanded leval of invest.
ment., Sinca vttiléir" popiﬂéiidna' are at the margi_ﬁ of subsistercc, consump-
tion cannot be reduced in order to free resources for lnvestnent., Rurtlcraore
their relatively primitive methods of mobilizing such savings as they are
capable of gererating are unlikely to tap more %han a fraction of these.
There are certain cases, notably the oil producing countries, in whick the
revenue from an exportable resourca provides the means for development
expenditure without cuts in consumption by the population as a whole, but |

these do not bulk large in the total of capital requirements for dsvelopasnt,
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Accordingly, it seems reasonable to assume that for countries in t he pre-
condition stage of development virtually all of the additlonal capital
needed to launch the growth ;Srocess must be supplied from outsids.

Once the growth process is under way, two things happen which affect
the need for external capital in opposite ways, In the first place, the
capacity of the country to absorb capital rises rapidly. A trained class
of administrators appears; skilled labor is increasingly available; trans-
port, power, and communications are increasingly able to fill the needs
of new enterprises; markets are expanding; and the motivations reguired
to stimulate innovation, risketaking, and efficiency ars more and more
developed, At the same time, as income rises, a portion of zach year'c
income becomes available to be plowed back in further investment, anc the
society becomes increasingly capable of mobilizing this f{raction for
development, The fraction of this increase in income which can be saved
is much larger than the fraction of total income saved, Although the
average rate of savings in Asia, for instance; is probably not. much 2bove
S per cent, the marginal rate of saving from incrcases in income can bs
pushed as high as 20 to 25 or even 30 per cent. Thus, at the same time
that the capacity of the aconomy to absorb capital rises, 1iis cupaclity to
supply its own capital needs out of its own resources also rises., If
additional external capit#l is supplied at z2n annual rate something Zike
30 to 50 per cent of the rates of investment prevailing irn a cduntry ab
the beginning of the development process, the country can mobilize sufli=
client saving out of the increases in its income to keep pace with its owm
growing capacity to use capital., Indeed, once the take-off occurs, that

is, once 2 regular rate of growth in national income has begun, the
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requirement for a net inflow of capital on a substantial scale is unlikely
to last for more than ten or fifteen years. After that period of time

the country can put itself in a position to supply all of its own require-
ments out of its own resources. It may still attract foreign capital, but

it can do so on terms 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 coun=
tries in two categoriss, First, for those which have not yet entersd intc
the tranaition phase of growing national income the estimate can be made
by taking 30 to 50 per cent of prescat levels of capital formation, For
those which have bégu.n to grow, the percentags will be less, being the
smallest for those farthest along in the growth process., These estimates,

explained in greater detail in the Appendixz, result in the folloving figures:

Billions of Dollare

Per Year
India, Pakistan, Ceylon 0.8 - 1.0
Bslance of non=Communist Asia
(excluding Japan) Oolt = 0.6
Middle East (excluding Pakistan
but including Egypt) 0.3 = 0,5
Latin America 0.8 = 1.0
Africa (excluding Egypt and Union
of South Africa) 0,2 = 0.4
TOTAL 2.5 = 3,5

Since our purpose was to estimate tho maximum amsunts of foreign capital

which underdeveloped countries could use productively, we may as well take
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the higher end of the range as our figure for planning purposes, recognizing
that actual demands are likely to be somewhat lower.

Our second question is whether levels of investment of the magnitude
suggested in this table would be sufficient to launch the underdeveloped
areas into a period of growlng per capita levels of income., Computations
are given in the Appendix which suggest that these levels of capital forma-
tion should produce rates of growth of per caplta incomes of at least 1
or 2 per cent per year, The procedure used in this damonstraticn is roughly
as follows: Starting with estimates of the national incomes of all the
underdeveloped aresas, one can make estimates of the capital output ratio
which may apply in each region, that is, of the mumber of umits of capital
required to produce an increase of one unit per year in output. The capital
cutput ration used in these computations was 3:1. This is believec {0 be
a conservative, that is, a high, figure. The figure used in the Indian
Second Five Year Flan, for example, is about 2,3:l.

Applying this capital output ratio to the levels of total investment
which would obtain in the underdeveloped areas if the amonnts of capital
in the above table were suprlied from foreign sources, one getes rates of
growth of national income ranging from 2.5 to 3.5 per cent. Since populae
tion growth ranges from 1.5 to 2,0 per cent in most of the underdeveloped
areas, the resulting per capital ratss of growth of income arc from 1l to
2 per cent per year. In countries already launched on the growth procsss,
which will be making increasing contributions to capital formation annually
out of their own resources, the rates of growth of per capita income may

be somewhat higher,

Ipdia 1Jlustrates the general principles set forth above, Foreign
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capital requirements for India included in the above table represent about
4O per cent of the level of capital formation achieved in India in 1953,
India's Second Five Year Plan, beginning this year, calls for a much highsar
level of capital formation than in recent years. However, because India's
national income has begun to grow, the proportion of her capitdl require-
mente that she can meet out of her own resources has also begun to grow,
Her requirement for foreign capital for the Second Flan represents, there-
fore, less than 20 per cent of the investment programmed for the whols
five year perlod.

The figure of 3,5 billicn dollars arrived at above assumes that every
country confronted with the posaibility of securing whatever caplital it can
productively use will within two or three years be able to submit acceptakle
programs and projects which would utilize 30 to 50 per cent more capitel
than it has been investing in the recent past. At first; of course, the
flow would be much lcss than the suggested figure. Bul we assume that;
were a standing commitment to finance well-designed prograns up Lo a given
limit announced and maintainod, what is called technical absorptive crzae
city could be stepped up on the average by aboub LO per cent within about
three years. Very few governments will meke the effort of porparing
national investment plans for wiich no reeources are in sight, b once the
assurance is given that capital will be forthcoming, thelr planning ¢ffort
will inerease considerably. We assune thzi after the azmounzement of the
progran we propose roughly two years might bs required for the elaboration

‘of well-prepared couniry programs and projects, and perhaps an additiomel .. .

third year"for solring the problem of logistics (seleeting proper smuiis

purchasing organizations, etc,).
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Thus, if all countriss were equally efficient at working out acceptable
programs and projects, a commitment made today of a target amount of annual
aid should lead to disbursements beginning on a large scale only after
about three years. If by this process absorptive capacity were increased
by 30-=50 per cent, the amount of foreign investment called for would be,
at a maximum, about 3.5 billion per annum, This amount would make possible
a rise in per capiﬁa output of at least 1 or 2 pér cent per year, Technical
absorptive capacity would continue to rise after the first three years
by 5<10 Ler cent per year, but f,he additional capital required to take
advantage of this rise could be supplied from domestic savings,

In practice, the rate &t which countries will be able to vqua}.if‘y for
capital will vary according to their stage of development, Some countriaes
are probably prepared right now to absorb productively substantial additicnal
Jums (e.g., India); some might organize themselves to use sizable amounts
in a few years (e.g., Indonesia); somec may requirc a decade or more before
the preconditions for effactive investment on any scale are established
(eogay certain African regions). Thus it seems most unlikely that, if a
commitment to make availahle 3.5 billion dollars annually 1s entered into,
the rate of actual disbursement will rise above, say, 60 per cent of that
amount, Thus, on the average, we would predict an annual actual {low, ounce
the program got going, of something iike 2 billion dollars.

It should be emphasized, however, that for such a program as we esavisage
to exert rcal pressure the commitment must be greater than expected disburse-
mentsa, If the commitment is pared below the above-suggested figure, the
actual disbursements will also fall at least in proportion., We regard it

as of the highost importance that sums of the full order of magnitude
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suggested above be offered to insure that capital is forthcoming whenever
clear criteria for productive investment are met.

Wher : The Money Might Come From

The maximum figure of 3.5 billion dollars refers to the total annual
additional foreign capital inflow into the underdeveloped areas from what-
ever source. FPresent capital inflows constitute part of the base on which
the 30 to 50 per cent addition was computed, Thus the 3.5 billion dollar
figure is in addition to what is now flowing, It should be noted that
the net capital flow abroad from the United States to the underdeveloped
areas outside Latin America has been quite small, Only a very small
fraction of our U, S, aid program has besn devoted to capital'fbr devclop-
mental purposes. The bulk of it has haeen either military assistance,
general aaéiatance to current budgets to permit recipient countries to
maintain a large military establishment, or relief and rehabilitation in
such areas as South XKorea and South Vietnam, In Latin America there has
been a good deal of American private investment, but it has been offset
to a considerable degres by current amortization payments om forelyn dobLt
by the Latin American countries. Well over half the capital Iaflow curreatly
going to the underdeveloped areas represents the provision of capital by the
European countries to their Dependant Overseas Territories.

It is difficult to be preciss ahout the breakdown of the 3.5 billien
dollars by sources of supply. Under appropriate cunditions there is room
for a substantial expansion of private investment. Against the background
of the intergovernmental effort envisaged, it 1is believed that over time
major progress might be made in increasing the flow of private capital %o

the underdeveloped areas., Changes in the U. S. revenue code may help
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encourage more direct investment, as would a revitalization of the transfer
guarantee by the Export-Import Bank. The recently established Internatiocnal
Finance Corporation (IFC), affiliated with the Intermational Bank, is a
hopeful device for encouraging the participation of nrivate capital in
international ventures., We would support the development of similar in-
stitutions, such as the Indian Develcpment Corporation, within receiving
countries.

Since successful private investment projects generally require a
favorable environment in terms of developing local markets, available
transport and communications facilities, and the like, their share in the
early stages of development must necessarily be low., Public loans, by
helping to create the necessary environment, can pave t:‘le way for greatly
expanded private investment as growth takes hold, We chould not set cur
hopes for private investment flows too high; but the effort to expand their
role should be pushed with vigor,

The lack of success higherto achleved in negotiating a morc favorsble
climate for private investment should not be taken as evidence that further
efforts will be futile, Intermational private capital flows have been held
up partly by insufficlent availability of public credit and partly by po=
litical and psychologica_l blocks whick have percoptively diminished although
they have by no means disappeared, In the context of this program it may
well be appropriate for the internztional development couneil proposed in
Chapter XI to explore a Free World code for capital movements which would
incorporate the best le:ssons of recent experience in protecting both the
international sovereignty of the recipient and the legitimate economic
interest of the lender.

The International Bank could step up its lending rate substontislly
if new projects werc eligible under its rules, .Its resources for carvrying
on such operations could be expanded by adiitional salzs of its securities

-v ~o -_olaa YA
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0f the remainder to be supplied through public channels, it is certainly
desirable that a portion should come from other developed countries., Europs
has expanded its own economic base enough since the war to make a signifi-
cant additional contribution., In our judgment, the importance of generating
substantial capital commitments from the well-=developed countries of the
Free World other than the United States cannot be overestimated. Joint
creation of capital funds not only will make the concept of partnership
more persuasive in the United States; it is also essential in order to im-
part the international character to tie entarprise requisite for its
acceptance and continued support in the undsrdeveloped areas,

The problem of what proportion should be loans and what proportion
grants is also a difficult one. Grants would be appropriate primarily to
countries at the earliest stage of development wherc the prediction of
repayment capability is the most hazardous, and the credit-ssorthinsss is
lmteda Since these will be .tha countries with the lowest technical abhcorp-
tive capacity, it is reasonable to assume that grants would bo & ouite small
part of the total. |

On thg basis of thesa consideraticns the supply of the maximwm figure
of 3.5 billion dollars might break down by source as follows:

Grantsa:
U. S. Contribution $ 360 million
Other country contribution 2Lo
Direct Private Investment 500
Additional International Bank Loans Loo
Public Loans:
.U, S, Contribution 1,700
Other country contribution 330

TOTAL $ 3,500 million
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The American Contribution

Thus the maximum burden of our proposed program on the U, S. Treasury
would be about 2 billion dollars per year, of which over 85 per cent would
be loans, This maximum would almost certainly never actually be reached,.

It is based on maximum estimates of the absorptive capacity of the recipi-
ent countries on the assumption that they did everything within their powsr
to increase that capacity, Actual demands for the first two or three years
would be much smaller than this; and, because some countries will be mach
slower to develop absorptive capacity than others, the rate of withcdirawsls
is unlikely ever to exceed 60 per cent or so of this figure, or a2 U. S,
government obligation of about 1,2 billion dollars per year,

In addition to the capital program, the level of U. S, technical asgist-
ance; offered either directly or through the United Nations, should probably
be raised about 10D million doilars per year, Also, we have made no zllowance
here for the special needs of Japan. Although Japan had passed into the .
third or self-sustaining phase of development before “World War II, that
war exposed her not only to serious physical destruction, but more important,
to a reorientation of her trade which has not vet been suceessfully accom=
plished. If all the measures advocated in this paper were adoptcd, including
the liberalization of trade restrictions and the suprlying of capital with-
out "buy American" strings, it would be‘our hope that the Japanese balancé
of payments problem could in the long run be largely solved., There will
probably be a transitional period of five to ten years, however, during
which loans of one or two hundred million dollars a year for Japan will be
necessary. Taking all these ﬁhings together, the total U, S. Treasury

b .rden of a program such as is here advocated would not be likely to cucesd
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1,5 billion dollars; and this level would not be reached for several years,
by which.time the requirements for military assistance spending might have
been somewhat reduced.

We must emphasize again, however, that while this is our best estimate
of the aﬁounxs‘that would actually be drawn upon, it is an absolutely
essential feature of this proposal that the amounts offered be sufficient
to cover greater demands in the event that more countries should be more
successful in increasing their capacity to use capital productively than
wo have assumed,

It is important to be clear as to the economic purpose of the proposed
loans and grants., They would not be designed to meet a rsquirsment for
foreign exchange or for particular zoods which can be'suppliad only from
abroad. They would be designed Lo supplement the over-all resources of
the underdeveloped countries in order to permit them to add to their pro-
ductive equipment at a rate faster than would be possible without suech
loans, They would be used for the import of such equipment itself or for
the import, for example, of food to meet the higher demand resulting from
greater employment in developmental activities. Indeed, as explained iIn
Chapter IX, a significant part of the total U. S, contribution could be
in agricultural surpluses, Criteria would be rigidly set to prevent the
use of loans and grants for an unproductive and'ﬁemporary expansion in
consumption,

One requirement cannot ba shirked if the plan is to succeed. The
United States must discover a device for guaranteeing a continuity in capital
loans and grants which would avoid an annual Congressional renewal of the

effort. Without a firm conviction that ths U, S, portion of the effort
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will be sustained, none of the larger benefits of the proposal can be
envisaged. One possible device would be to appropriate the necessary
funds in a once-for-all act, looking ahead, say, five years, leaving
discretion for their release to the Executive Branch of the government,
following broadly the technique of appropriation now used with reaspect to
the Export-Import Bank,

On the tentative but not unreasonable criteria set out above, the
U, S, government commitment in loans and grants might come to 2 billion
dollars per annum, of which 1,2 billion dollars might be disbursed, on
the average, if sound criteria for efficient use were applied. Thus, the
initial Congressiongl appropriation, under the organizational principle
set out above, might be 10 billion dollars for allocation over a five-
year period.

We believe that a program conceivéd on this scale, stabilized for a
substantial future period, founded on an incentive system which wonld
remove the bottleneck of capital lack and throw the burden of responsibil-
ity on the developing areas, would maximize the pace of economlc srowth

in the Free World,
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Chagter X1
INSTITUTIONS TO CARRY OUT THE PROGRAM

Organizing the Job: Two Extreme Positions

One of the issues most hotly debated in discussions of programs
such as the one presented in this book is how thev should be organized.
Many proposals have been put forward for chamneling all assistance
through an international body such as the United Nations, The most
comprehensive of these calls for the estsblishment of a Special
United Nations Fund for Economic Development (SUNFED) to which the
developed countries would make contﬁbutions and which would in turn
make capital évai_lable to those couniries in neced of it. On the
otﬁe’r gide of the argument are those who assert that the United Ctates
and other supplylng countries neither will nor should turn over
large sume for distribution by any such international body. Capltial
assistance, in this view, should continus to be arranged bilaterally
go that the supplying country can satisfy itself that the rescurces
it supplies are being efficiently used to prowote objectives of which

1t approves.

The Real Issues

There are two issues raised by this dsbate which must be dealt
with in any proposed institutional solution. In the first place,
if any given underdeveloped country is to receive aszistance from a

number of different foreign scurces, there must be some mechanicem
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for satisfying each lender that its contribution forms part of a
consistent and coherent program. In other words, the supplies of
capital from various different sources must somehow be coordinated
and related to each other. In the second plac_e, the issue derives
most of its heat from the concern of the underdeveloped countries
that the criteria to be applied in deciding whether assistance is
to be au;iplied should be such as to protect those countries from
undue political or economic influence from any other single nation,
They believe that an international bhody representing a vardety of
different national interests is less likely to atisch political or
mlilitary strings to assistance and 1s more likely to rely exclus-
ively on technical considerations of economic effectiveness in
making loans and grants,

Looking first at the practical problems of coordination, it
should be born in mind that international loan or grant activities
are already being underteken by a multitude of agencics. An under-
developed country may deal with the Export-Import Bank, the Inter-
national Bank, the U, S, International Cooperation Administiration,
the Colombo Plsn, the nationel and international technical aszistance
agencies and other specialized agencies of the U, NW,, the agencies
of povernments of creditor countries other than the United States,
and perhaps others, Proposals ace afoot for ths creation of numercus
other instrumentalities, A program of the sort here proposed might
be handled through one or more of these existing channels; through

a new agency set up for the purpose; or through some combination of
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new and existing agencies, It is tempting to suggest that all
theseboperations be combined into one master operation under inter-
national direction which could insure coordination, This seems to
us a bad and probably political unacceptable solution, Thsre are
many agencies now because there are many suppliers of many kinds
of capital and many purposes for which capital is supplied, A
large single organization would lose the advantages of speciali-
zation, would deprive lending countries of ultimate control over
their funds, which some like the United States would be unlikely
to accept in a program of the size proposed, and might be subject
to some of the bureaucratic diseases of inertia and red tape which
Plague all large organizations,

But if programs are to be carried forward by exizting agencies
Plus such new ones as the United Nations or lending countries like
the United States may choose to set up, how 18 coordination to be
secured so that the many different}flowe of funds produce a consistent

integrated result?

Coordination

We propose that in the first instance the fuunction of coordin-
atidn be performed by the borrowing cquntries themeelves. It is
the borrowing countries which will be faced with the problem of how
to make a series of separate lcans and grantslcontribute to 2 unified
result. If they undertake effective programming, and if they fit all
capital inflows into the framework of the program, and if the progrem

reflects international as well as natioﬁﬁivconsider&tions, the necessary
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coordination will have been sccured.

There is still the question of how lending agencies are to be
 satisfied that these three conditions have been met without ime
posing on the borrowing countrj the necessity of explaining and
defending in detall its whole program separately with each potential
contributor, To meet this need we propose the establishment of an
international body which would not itself dispose of any funds but
whichvwould collect and maintain informstion on development pro-
grams and on sources of funds on bshalf of both borrowesrs and lerders,
review and analyze development programs according to :greed critveria,
maintain contact among various supplicrs of funds to any given pro-
gram, and in general act as a broker bétmeen countries needing
assistance and countries and agencies prepared to suppiy it,

This body might have & quazi-legislative assembly concisting
of representatives of 211 the capital supolying and all the capital
roceiviné countries as well as crgaﬁiaaticns like ths Intermationzl
Bank which participate in deveélopmint sctivitizs, This assembly
would meat infrequently for limited periods, The body would also
have a small permanent secretariat which would maintain complete
and current information on all international caplial movementis, on
applications for grants pending, on all development plang ané proe
grams, and, so far as possible, on the status of progress under such
plans and programs, It would also zrrange for consultation among
supnliers and participants relating to any particular program or
set of programs. The usefulness and influence of this bLody would

of course depend on how carefully it was set up and above all on
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the ealibre of the men who could be persuaded to staff it., If two
or three of the most important capital sources, like the United
States and the International Bank, and two or three of the most ime
portant borrowers, like India and Egypt were determined from the start
to give this body a real function to perform, we believe it could be
an important focus for development activities and could satisfy in
part the legitimate desire of many countries to see development
agsistance internationslized., If it acquired the respact of both
lenders and borrcwers each country's programming authority wculd
need to discuss its program with only one internationsl agency,
which in its turn would have liaison with all other agencies, Orce
the program was agreed upon, that iz, once the priorities of sectors
and projects wore established, c-ay agency would be free to partici-
pate in its financing, Individual londing agercizs would presumsbly
continue to make their own judgments concerning the fsasibility of
particular projects they were asked to finance, but they could rely
on the intermational body for an advisory opinion as to whether and

how such projects fit into a couniry's over-all investmeni pregram,

-Meinteining the Criteria

This leaves the problem of internationalizing the critsrin
determining eligibility for assistencc, It should b= recogni zed
at the start that this will be possible only if the most important
suppliers are themselves willing to abide by criteria whichk could
gain international sceeptance, Unlsss the Unlted States mekes up

its mind firmly that it will not attempt to use this program as an
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instrument to pursue political or military objectives unaccepteble
to a number of Free World countries, there is no point in discussing
international criteria, No institutional device will achieve some-
thing the Congress and the .public have not decided they want to
achieve, But 'if America does decide, as we believe it should, that
its economic assistgnce under fhis program should be guided by the
iinds of criteria outli.ncfgi».in Chapter VII and only by those criteria,
there is real merit in an_effOft to seéure-international acceptance
of the criteria. Our agreement to abide by such an internationsally
established code would be very impcrtant evidence to other countrics
that our concern with the success of thelr own internal devélopmeﬁt
efforts was serious,

It should be made crystal clear that comdttments to an inter-
national economic development program, govcrnmed by such gereral
standards, would not preclude continued, parallel prograﬁs of mili.
tary assistance, Nor would it preclude special bilateral scemomic
asgistance to countries which, in the American view, required it
becauss of spoclal circumstance; for exsmmle, Southerm Viet Nam,

The code would apply to that part of the nation's effort allocated
to the international economic developmsnt program proposed hers,

Machinery for establishing and reviewing such a code could be
get up within the international assistance organization proposed
above, The assembly of that organizatlon could sstablish a small
quasi-judicial council whose functicn it would be to draw up the

basic code intanded to govern the activities of grantors ané grantess,
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lenders and borrowers, to establish criteria to be applied in
evaluating applications, and to review those criteria in the light
of developments.,

This couneil should consist of no more than perhaps ten members,
They should be picked, like judges of the International Court, not
as representatives of their éountﬂea but as individuals of great
reputation and stature, A code of criteria and practices, once
drawn up by such a council, should be ratified by the larger sssembly.
Sindlarly, modifications and amendments of the code should be sub-
Jected to ratification by the assembly, Membership on the Council
should rotate, and members should be chosen from both supplying and
recipient countries, In addition to establishing criteria, ths
Council might be called upon from time to time Ly either lenders or
borrowars to pass judgment on the degroe to which particular pro-
grams met the agreed criteria,

On the question as to whether the internationzl body here pro-
posed should be a presently existing zgency of the Unlited Hations
given this new function or a new body integrated into the U, N,
structure, we have no fixed views, Since the effectiveness of this
organization will depend on its uideapread aceceptancce, this should
be determined only after extensive discussion with the proposed
members,

It might be déairable t> decentralize some of the informstion-
gathering énd coordinating functions of the international develop-

ment body to regional organizations., For example, in Asies the
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Colombo Plan organization, considerably strengthened and expanded,
might perform some of these functions, This issue should be de-
cided only after extensive consultation with both supplying and
receiving countries to ascertain their views,

Whatever detailed organization may be finallj agreed upon,
the essence of it must be that it combines ultimate unilateral
responsibility and control of funds with multilateral responsibility
for the application of common criteria of eligibility and the

cocrdination of capital supplies from different sources.




Chapter XIT
THE PROGRAM IN SUMMARY

The proposals made in the foregoing chapters mey be summarized as
follows:

a, The United States should launch at the earliest possible
moment a long-term program to promote sustained economic growth in the
Free World, This program would make available to the underdevelopsd
areas sufficient additional capital and techmical assistance to satisly
a}l likelj demands for such assistance which meet fairly high standards
of eligibility based on the prospective productivity of investment,

The levels of investment assumed would be sufficient to make possible
at least an over-all 1,5 or 2.0 per cent annual increase in rzal in-
come per capita for all the underdeveloped countries of tlhe Free World,
In practice, some would grow faster, some slower than this rate,

b, Ae part of this program the U, S, government should offer to
provide a new long-term capital fund of from $1C to $12 billion to bs
available over a five=year periocd for loans and grants to accelsrate
economic growth in underdeveloped areaé. In many ceses individual loanse
and grante should be in the form of standby agreemcnis covering the full
period of a development program. “1though an initial five-yesr alls-
cation ia recommended, the plan would look ahesad for a longar pericd,
at least a decade,

¢, This sum should be accompanied by commitments from the govern-
ments of other advanced industrialized countrics to4 make additiomal louns and
grants of from $2 to $3 billion over the same t;.lm period as part of a
unified Free World program,
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do Concerted measures should be taken to enlarge the international
flows of private capital. Such measures might yield an addition over |
present levels of $2.0 to $2.5 billion during the first five~year period,

@. These sums must be made available to Free World countries without
any military or political strings, but under strict businesslike criteria
designed to guaréntee that the loans and grants could be effectively used
and that the loans could be repaid within a reasonable period of time.

f. Although it is most unlikely, if such criteria are enforced, that
the whole of the sums offered would be taken up, it is esseantial that
availability of the full amount be guaranteed in order to remove lack of
capital as a bottleneck to ecoromic growth and o prdvide naximum stimue-
lus for the governments and peoples of the underdeveloped countries to
expand their capacities to use capital effectively.

g+ A systematic plan should be worked out for establishing interna-
tional stocks of agricultural surpluces to be made available for develop-
ment purposes., Such a plan must insure that distribution of such stucks
would not interfere with the normal markets of exporting countries.

h, Loans and grants should be administered by e:icting national and
international agencies, including the Export<Import Ban', the International
Bank, and the Colombo Plan organization; but new machinery muct e crestad
to set the ground rules and secure acceptance of the c©riteria for tle iz
vestment program,

i, 1If the U, S. capital made available under this progr=x is to have
its full potential effect in providing a lubricant to international tradas,

we must refrain from attaching "buy imericaan®™ conditions on our contribution,
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In additlon, if we are to persuade the underdaveloped countries and the
other industrialized nations to move toward an increasing volume of trade
and an effective international division of labor, we must set a more per-
suasive example by pursuing more vigorously the relaxation of our own
barriers to international commerce.

We cannot emphasize too strongly that this program will not achieve
its baslically political and psychological purposes unless its fundamental
features are preserved., Dilution could prove extremely dangerous, The
sharp edges of policy which rust be preserved appear to be these:

1, The additional sums envisaged must_be large enough to remove lack
of capital as a bottleneck to growth, under the tough criteria of produc-
tivity envisaged,

2o There must be no tie between economic aid and military pacts; and
no explicit political conditlons within the Free World beyond the raquire-
ment that development goals be democratically established. An aid nmrozran
with strings yields satellites, not partners,

3o The plan must look %o a long future and envisage a zustaianed 7. S,
effort,

4o There must be a real measure of international contribution and

international administration.
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Chapter XIII_

THE PROPOSAL IN THE SETTING OF NATIONAL POLICY

It 1s time, now, to draw back from the details of our proposal
and to examine how it relates to fundamental American interests; how it
relates to the th;eats which confront the nation; how it could affect
our relations with the Communist Bloc., This appraisal requires a
definition of the national interest and a characterization of the

dangers we face,

what is the National Interest?

The fundamental task of American military and fareign policy is
to maintain a world en;ironmant for»the United States within which
our form of socliety can continue to develop in conformity with the
humanistic ﬁrinciplee which are its foundatlion, We must, of coursc,
physicelly protect our own country; but the protection of American
territory is essentially a means to a larger end--the protection of
our still-developing way of life, .

If the problem of national sscurity is viewed in these terms——rnot
merely as a question of protecting ths nation?!s rsal estate but iie
basic values as a society-=it follows that the Uhited States has two
distinct but connected interests in the vast continent of Eurcsia,
Since the combined rescurcess of Eurasia cculd pose a serious threat
of military defeat to the United States, it im our interasst that
- no single power or group of powers, hostile cr potentially hoestile
to the United States, dominate that area, Since, whatever the mil tarﬁ

situation might be, a Furasia under totalitarian dictatorships would
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threaten the survival of democracy both elsewhere and in the United
States, it is equally our interest that the societies of Eurasia
develop along lines broadly consistent with both our own conception
of the proper relation of the irdividual to the state and with their
own cultural heritages.

We do not seek societies abroad built in our own image, We do
have a profound interest that socleties abroad develop and strengthen
those elements in their respective cultures that elevate and protact
the dignity of the individual as against the clalms of the stete. Such
elements of harmony with the Western dg;xocratic tradition exist in
different forms everywhere; and they have Béen strengthened by ths
attractiveness of the Western democratic example at its best, notably
by the example of the American revolution and the values on which,
historically;, our scciety was erected and vn which, by and large, it
has subsequently operated,

We have, in short, a major and persistent stake in a world cnviron=
ment predominantly mede up of open socleties; for with modern communie
ties it is difficult to envisage the survival of a democratic American
society, as an island in a totalitarian scza,

In terms of geography, it is a persistent interest of the United
States that no single power or power grouping militarily domiﬁate elther
Vestern or Eastern Furasia, In Western Eurasla the threat of 3such an
cutcome is posed for us by the virtual absorption within the Scviet
empire of East Germany and Eastern Europe., The threat would becoms
virtually a reality should West. Germany be lost to the Free World. In

the Emst the threat of such an outcome is posed for ue by the close
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alliance of the Soviet Union and Communist China, The situation in
Asia is, however, more complicated than in Furope. Whereas in FEurcpe
West Germany, by and large, is the crux of the matter, in Asia there
is Japan on the one hand and the whole area of Southeast Asia on the
other, Southeast Asia stretching from Indo-China around Thailand,
Burma, Malaya, Indonesia, India, and Pakistan. In Asia the threat
HO\;ld become virtually a reality should eitl;er Japan ar Southeast
Asia be lost to the Free World,

It is plain, then, that the Communist world poses two threats tc
the United States--a mllitary threat amd an ideoclogicsl threat., Thess
threats are clearly related: the ideological loss cof India, for
instance, would raise important military problemss the military loss
of northern Indo=Chine has raised importani problems of ideclogicsl
orientation throughout Southeast Asia, But the twc American interaesis
are not and should not be cox;sidered identical, The time necessary
and the kind of effort required tu cope with the military threat are
likely to differ from those requiréd by the idecloglical threéto The
military threat to South Korza was dealt with in a few years; defsating
the ideological threat to South Koreaz may prove a creative Free World
task for a generation.

If this view of the Amerlcan interest is correct, the debate
which has been prcceeding in the United States over recaent years as
to whether the nation's interests should be defined in power terms
or in terms of the ideological principles to which American socisty -
is attached, is a somewhat misguided debate, This is so in two

respects,
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First, if the ossential American interest &s to preserve a world
environment within which our form of democratic society can persist
and develop, then the natian's stake in the ideological and political
"balante in Furasia is as legitimate as its interest in the military
balance of power in Furasia, Two national efforts, one military and
the cther political, interacting intimately, must go forward together
a8 part of a total effort to protect the interests of American society.

There is a seccnd sense in which tﬁe debate appears misguided,
It appears to be a characteristic of imerican history that this natien
cannot be effective in 1ta military and foreign policy unless it
believes that both its security interests and its cormitment to ceritein
moral principles require the nation to act. From the Spanish-=imerican
War to the prescnt the nation has acted effectively only when both
strands in its interest were believed to be involved: in the Spenishe
American War itself; in the First and Second World Wars; in the offort
to reconstruct Western Europe, in 1947-1950; in the sarly phases oi the
Korean War. When idealism alone seemed to be the besis for the jociticas
we have taken, the natiorn did not back its play; for exsmple, in the
Open Door Policy and in Wilsonis ideclogicsl formulation of tiic fmerican
interest at Versaille®, Tqually, the nation has not been =fsctive
when it is confronted with situaticrs where its power interests might
be involved but where a persuasive moral hasls for Amcrican action
was not present., The notien of American lmperislicin, povular in certain
American circles at the turn of the century, dicd quickly when it cone
fronted the deep Amcrican instinct in support of political independence,

in the case of the Philippines and elzewhere, Similarly, s major reason
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why the United States was ineffective in the Indo=China crisis of
195k was that it was then extremely difficult simultanecusly to deal
with the Communist menace ard to disengage from French imperialism
in that ares.

In general, then, a sound American policy should be based on a
day-to-day awareness of the military and nommilitary actions required
to defend and perpetuate the quality of our society as well as to
maintain its physical security and upon &n awarenese of the Amnerican
need to belleve that both interests and ideals are at staks, before
sustained and effective public support can be evoked, The art of
American statesmanship is to forrmlete cauges of action which harronize
in specific settings, abiding American interests and abiding American
ideals.

The Threats to the American Interest

In the light of this conception of the American intersst. it is
possible to define in reasonsble order the threats which the nation
now faces, The American interest is threatened by thiree potential
forms of Communist military eggression. It is also urgently amd
immediately threatened by the psy‘chological » economic, avi political
offensive now being conducted from Ycscow and Peking, designed to
disengage the United States from power and influence in the Zurasian
continent. The military and nommilitary aspzets of Cowmnist policy
are closely linksd, In addition to these immediate military and
nonmilitary threets, the American interest faces a long-run danger
of isolation from Buresia, quite independcnt of current Communist
activities and independent, cven, of the existence of a world-wido
Communist mcirement., This whole spaectrum of threats can be defined

as follows. BEST AVAILABLE COPY
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The Three Military Threats

The most obvious danger the United States confronts is that the
Soviet Union may acquire in the technological arms race a lead sufficlent
for the men in Moscow rationally to envisage a sudden attack designed
to eliminate American retaliatory power at a blow, The achisvement
" of such a decisive lead is by no means easy in the modern warld; and
it should not be identified with & lead in one form of delivery
technique; for example, the possible current Soviet edge in medium
range and intercontinental guided or ballistic miseiles, It is
possible for one power to have a very substantial lead over the cthor
ard still find it irrationel to envisage an all-out attack, bacause it
could not count on sufficient destruction of the otherts rctsliatory
pover to avoid grievious if not‘decisive damage being done to its own
soclety. Nevertheless, notably in the case of long-range missiles,
it is evident that the first chargs on Ameriecsan security policy ia
to avold any possibility of being so cutstripped technologically
by the Soviet Union as to be wvulnerable tc the wiping out of the
American retaliatory force in a single wave of attack.

While the danger of a succesaful Soviet aerial blitzkrisg is
real but not imminent, the erosion of thé Americen military pomitic: Iin
Furasia, because of Scviet equality or superiority in wespons of wmign
destruction, is already under way., The Soviets have fucceed:zd over
the past decade in rapldly closing the gep in weapons of mass dectrvcticn,
in the means of their delivery and in the neans of defense syainsd them.
They have used this developing capability to support, in =ffect, =2

program of pclitical blaclensil, Ry means which are elther subtle

BEST AVAILABLE COPY



ns

ér unsubtle, as accasion demands, Moscow is telling American allies

and potentlal allies that American military strength can no longer
protect them; that should nﬁ;jor war come, the United States could not
prevent their national destruction with chiet weapons, Therefore,
Moscow argues, the only retional course for other countries is to
disengage from alliances with the United States, an ar;mxﬁent. of soma
evident persuasiveness from Iceland to Ceylon. - This policy of blackmail
almost certainly could not be effective if conducted in Stalints
inimitabls style: by and largs when men are sufficiently frightened
they cling together and exhibit considerable courage in the face of

the raw threat of force. The present Soviet leadership, however, has
conducted its policy of threat with some subtlety. It has gained
considerable force from the fact that it is accompanled by a psychological,
political, and economic policy that is designed not merely to meke
association with the United States unattractive but also to make
association with Moscow more attractive, Soviet policy is now an
extremely effective mixture of stick and carrot; and it thrssiens

to break up the American military allisnces in Furasia and to

disengage us from some of our major overseszs bases,

The third military threat is that of limited war conducted under
circumstances where the United States fimis it impossible to bring
into piay the major insiruments in being of its military etrength;
that is, American air and naval pover, spplying atomic weapons. By
and large Moscow and Peking have bekuved since the summer of 1951

as though they regarded limited war as an unsatisfactory instrument
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for expanding Commnist influence and authority, Neverthelsss, in
Asia, the Middle East, and Africa the Free World is wvulnerable to
degrees of military aggression, along the lines of the Free World's
experience in Greece, Berlin, Malaya, Indo-China, and (least likely)
Korea, The degree of wvulnerability to limited war depends in sub-
stantial part on ﬁhe politleal, social, and economic soundness of
various Free World areas, since the effective use of Cormunist
techniques of limited war hinges on the exploitation of weak, divided
aocieties and the internal disintegration that follows, In the revole
utionary transitions through which many socleties in the Free World ars
now passing we ;:an mitigate periods of weakness and division by our
nommi14 tary policy, but we cammot guarantee that they will not occur,
¥We cannot, therefore, rule out the possibility of having to face
"brushfire"” wars.

These probtlems may assume two distinct forms corresponding i3
two different possible Communist strategies, One now familiar form
of outbreak could arise where cxternal Cormunist support is given
a local insurrectional group, within which Communist leadership is
predominant. We have confronted this kind of problem, for exampls,
in Greece, the Philippines, end Indo-"hina. In thezc situztions the
Communists hope that by backinz militarily a factlon over which they
have pretty complete control, they can dircetly gain control over a
disputed area.

A second form of outbreak may be more probable in the future.
It is a cardinsl principle of Communist doctrine that in arsas whsre an

immediate seizure of power by a Communist Party is not possible their
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longerun interest 1s best sewed by weakening "bourgeois" governmentis
in any ways thot present themselves, Cutside Conmunist dominated
areas their purposes are sewed by encouraging chaos and conflict,

’};?18 is the kind of problem faced potentially in the Middle East,

in Kashmir, and in parts of Africa., It is an evident interest of
Moscow to promote such disruptive schiamé in the Free World by raising
the level of tension, sometimes egging on boih parties to a conflict,
‘even though there are in prospect nc immediate gains for local
Communists. The American interest, on the other hand, is opposed to
the heightening of tensions anywhere since the longerun constructive
forces which we beligve will assert themselves if they have a chance
cannot 6perate in crisis situstions, Men who are close to viclencs
cannot direct their full energlies to building stable, effective
societies, American ncomilitary as well as military policy must be
‘designed to cope with this second type of brushfire as well as with tle
first.

The Urgent Nonmilitary Threat

The most evident and urgent threat to the American interest acw
consists in the psychological, political and eco;zc:nic policy by which
Moscow and Peking seek progressively to eliminate the United States
from influence ard peower in Furasia, and, in apprepriate ctages, lc
draw the nations of Western Furope, the Middle East, “frica, amd rsis
into the orbit of ¢cmunism, i"!oacowﬂs method 1s to assoclate itself
systematically with the aspirations of the pecple of the Fres World

for peace, economic progrsss, and politlcal independence, This policy
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has been under way since, roughly, the summer of 1951; it was articulatad
by Stalin at the Nineteenth Congress of the Communist Party in 1952;

it was developed with great vigor and tactical ima;ination after

Stalin's death; and it has been notably reinforced by the dramatic,
symbolic acts of thé Twentieth Party Congress in 1956, notably the
theologlcal demotion of Stalin arnd the elevation to unique ideological
stature of Lenin,

. The political, economic,and psychological elements in the present
Soviet and Chinese Communist offsnsive arc being adapted with skili to
the problems and pessibilities of different areas in the Frse YWorld.

In France and Italy the principal emphasis is on the building of Popular
Front govermments and creating an cnvironment in which they ere 1iXely
to thrive, In GCermany the bait of German unity is being steadily

held out in return for a rupture of the NATO tie, In Britain ana

Japan as well as in Western Germany the possibilities of trade with

the Communist bloc are held forth, In the Middle Esst ths asscéiaticll
with vneatisfied national aspirations is linked with crédits, Lechnical
assistance, and trade in products difficult to market within thé ,

Free World under current circumstances, In Southecast Asia the objuctive
1s to use very zconomic, politicol, amd peychological devices to
enccurags neutralism wheresver 1} exists and to create the foundaticus
for the development of local ecommunism on a Popular Front basie,

In the context of Americir; policy aver the past five years the
Soviet offénsive is formida‘clyi effective, It threstens not only tc
undermine politicslly Amerdican military alliances and the possibility
of maintaining the American base structure, but it threatens alsc to
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reduce progressively the political influence of the United States in
Furasia and to open the way for later degenerative processes that
might make possible actual Communist takeover.

A Longer Run Danger to the American Interest

In the opening of this chapter the American interest was defined
in terms which include but transcend the problem of countering Communist
aggressive objectives and techniques. The American interest has been
rathar considsred to bé the maintenance of a military and politiczl
enviromment in Furasia such that American society can contimue to
develop along lines consonent widl: the nation’s basic histioric values,
At the moment the spectrum of threats which confronts the nation sten
from a systematic exploitation by Moscow and Peking of certain conditions
within the Free World. Looking shead over the next 50=100 years,
however, it is altogether possible that the United States could be
confronted with major dangers even if communism should wither 2vey

or even disappear as an effective international force, Specifically,

there are two long-run dangers, The first is thet the underdeveleped
areas develcp along lines hostile to the West and Western tradition,
The populations of these areas constitute a very high proportion of
the world's population, Should their basic orientaticn be enti-liesicrn
and anti-American, the United States would confrant a very grave sst

of problems &s their socletiscs were mcdernized and their sirongth
becems more effective, And such an evolution 18 not at all impossible,
The colonial heritage of these regicns. thelr powerful latent sense

of hestility dus to the provlem of color, the difficulties through

which they will have to pass if they are to gain modern status for their
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societies, al)l might well lead to attitudes of fixed and dangerous
hostility which might eventually split the warld on new lines, It is
an American interest from the present forward so to associate ourselves
with the evolution of these underdeveloped areas that the possibility
is maximized that when they emerge to modern status the lines of
assoclation rather than of conflict between the United States axd

these areas are dominant, Thelr aspiration for the values of indi-
vidual dignity, national independence and material welfare make the

triumph of these mare hopeful strands by no means impossible.

The Role of the Proposed Frogram

The proposal made in this book emerges, then, as a substantial
portion of a total policy designed to protect the nation's interest
against the threats which confront us, both in the immediate future
and, foreseeably, over the longer term.

It is, of course, no eubstitu{.e for an adequate we]l-deéigned
military policy; although it is an indispensable element in a policy -
designed to minimize the possibilities of limited war in the unders 4
developed areas. And, as the arms race in major weapons moves into
what may be a protracted stalemate, this kind of war may be the most
real form of military engagement we confront,

It is a positive answer to the immediate thréat posed for us by the
current political, economiec, and psychological offensive of the Communist
bloe, |

Over the long pull, it is the most promising instrument we can
devise to assure that the industrialized and underdeveloped areas ultim-
ately emerge from the present revolutionary phase of history as part of
common, harmonious world community, dedicated to the proposition that

the state is the s ervant of the individual,
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Relations with the Communist Bloc

How might a proposal of this kind affect our relations with
Moscow?

Its first and fundamental consequence would be to place the current
Communist offensive in the underdeveloped areas in perspective and
reduce its effectiveness and its danger to the Free World, The Communist
offensive has gathered strength meinly because there has been ‘a vacuum
in American and Western policy in this area, It is a firmly establisched
fact that a number of leaders in the underdeveloped arcas, having taken
the measure of Moscow'!s intentions, are anxiocus to rebuild their
relations with the United States and the West on some such basis as
that proposed here. The Communist offensive is c.lenrly opportunist in
character and disruptive in intent.

Against the background ‘of a gap in American and Western policy,
that offensive has exercised a strong attraction in the underdeveloped
areas and has had important effects. Against the background of an
American initiated program of the kind proposed in this book, it would
be vastly less impressive,

The United States and the Free World generally might then examine
its economic relations to the Coominist bloc in & new setting of poise
and confidence, |

Specifically, two questions arise: (1) what posit:lbn should we
take with respect to participation in the program by Soviet bloc
countries, and (2) how might our policy with respect to East=West
trade be affected by the plan.
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Commzij.st countries might participate in two opposite sense., The
Soviet Union itsclf cculd supply some capital for davelopment, while
some of its satellites, particularly China, might be potential
recipients of leans., Our calculations of capital requirements and
poseible sources of supply have all been made on the probebly reasonable
assumption that the entire Soviet bloc would remain out..aide the progran,
both as lenders and as borrowers, Consideration should nevertheless
be given to whether Communist countries should not b» invited to parti-
cipate on the same terms as everyone else, No particular prcblems
would seem to be raised by inviting contr:lbut.ion; from Russia, so
long as Moscow would agree to the kinds of criteria which the Free
World would regard as acceptable, and so long as the questlion of
Soviet participation was not permitted to slow dowm the development
and execution of the scheme, If Moscow is invited to participate
in order f.o remove the "economic competition™ from the cold war, it
must evidently be cn the basis of no vetc power in the intermational
develcpment body, On th.'L?' condition there would scem tc be every
reason to make the invitation. If it 1s accepted, much of the political
advantage Moscow has secured from the competltion would be gone.

If it is rejected, it will be & clesr signal to the world that the
Soviet Union wishes to use aid as a bilateral political tool. With

a major; sustalned Western initiative urler way, based on positive
principles, we could afford to let Moscow contribute as it world to
the development of the Free World, Thera is no need for a purpcseful,
active Frée World, grappling with its common problems on the scale
those problems require,, to take fright at the presence of a handful of

Soviet techniclans 2314 even at Soviaet credits and trads,
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As to the satellites, some of the Eastern European states could
only qualify as contributors; a few (probably Bulgaria, Rumania,
and Albania) might qualify as borrowers, in addition to Communist
China. The criteria of suumission of detailed economic plans of
potential borrowers for international inspection and approval would,
hovwever, almost certainly exclude them in practice, The desirability
of making the gesture would have to be determined by weighing the
possible dangers of such a mocve against the not inconsiderable virtuss
of being able to announce that the plan is open to every country
in the world which is willing to abide by the wholly nonpolitical
conditions set upon participation. '

For Moscow, of coursé, the proposed program would create an
acute dilemma, The present Soviet policy in mxdea'dwelopgd areas is
based on a _failure.of the United States to assocliate its.el.f positively
with their constructive aspirations.

‘ If the propo‘sed program were successfully launched Moscow
woﬂd face the hard choice of jolning it as a junior member, under
cifcumsténcea likely to advence Free 'orld interests cr proceeding
onita present bilatersl course under unpromising circumstances, go
far as Soviet purposssz are concerned, |

With respect to Zast-West trade we believe that this plan, if
put into operation, might render this issue a less divisive onz in the
Free World than it is at preseni, Important jroups in Europe and
Asia have scen in an expansion of Fast-Weet trade one sclution to the
interizatidnnl econoriic problems of thelr countriss, and have thercfore

strongly opposed our policy of restricting such trade,
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It is our view that in fact their hopes of a real solutiocn in
trade with the Communist bloc are in many cases illusory. The eccnomic
position within the bloc combined with its political policies meke it
in fact most unlikely that any substantial increase in East-West
trade would take place if all controls by the West were droppéd. It is
certain, for example, that Commurist China could not supply the
commodities needed by Japan, on the requisite scale, without dismantling
its trade ties with the Communist bloc: an outccme not in sight,
Recent Soviet purchases of riée from Burma and cottong from igypt .
have suggested dangers from the emergence of the Sovlet bloc 28 a
ma jor buyer of agricultural surpluses. If the selling countfiea
can sell their surpluses to no one else and can secure capital for
development in no dther way, this is indeed a disturbing phenomencn,
But if the West provides Alternatives, ws do not have to be conceruu
about the Soviet lure.

Our &allies, both the developed countries like Germany, Britein,
and Japan, and the underdevéloped cnes like Burma and Lgypt, will
tend to be attracted by dangling offers of Fasi=West trade zc lony 2o
they feel the pinch of inadequate Free World markets and inadequate
supplies of nondollar foodstuffs smd raw mterial:s; Moscow and Peking
can be relied upon %o explcoit this srnee of marginal straln so leong
as it existe, These proposals, taken as a uhole, weuld in our jJudgmemt
perrit.a eolid Free World sclution without FAS‘C@'\"f.eBt trade, leaving
the Free World to take or leave trade with the Gommuniét bloc as it

suited Free World interests,
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Politically, East-West trade is neutrilo Depending on the posture
of the two trading partners; it can just as well pull on the Fast as
on the West; or it may not pull either way. The basic rule of the
West should be: the only safe East-West trade is that trade we ars
prepared to redirec¢t on short notice. This requires, in general, a
viable growing Free World economy of the kind envisaged in these
proposals. It may require, in addition, special stockpiling provisions
for those commodities coming from the Communist bloc, designed to
permit a quick transfer of aoﬁrce of sapply.

Aéﬂnat such a background the Free World would be able to play
the game of East-West trade from a position of strengl;h, on a take-it-
or-leave-it basis, '

Generally speaking, then, the proposal presented here should remove
the dangers arising from the blandishments of Communist economic
foreign policy amd permit the Free World to proceed with its business,
with or without Communist participation and East-West trade, from a

position of polse anxd confidence,
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Chapter XIV
THE AMERICAN MISSION

In its essence, our proposal calle for a sustainsd effort by the
United States to associate its purposes and efforts with those of the
aspiring new nations in the underdeveloped areas. Quite aside from its
virtue as a means of protecting the national interest this association
could have profound and wholesome effects on the quality of our domesiic
1life,

The United States has now coms close to solving the range of issues
which dominated ite political life since 1865, Broadly spesking, the
central problem was to reconcile the fact of industrialization with the
abiding principles of democracy, The farm problem, the etatus of big
business in e democratic soclety, the status and responsibilities of
organized labor, the avoidance of cxireme cyeclical uncmployment, scciel
equity for the Negro, the provision of equal educaiional opportunity,
the equitable distribution of income--ell these great issues cre certainly -
not wholly solved, but there is a national consensus on them within which
vWe are clearly moving forward as a nation, The achievement of tiiie con=
sensus absorbed the bulk of the nationia creativeness and ddeciic: evor
the past ninety years. If we were io continue tc devoie our citeatlion
in the same proportion to domestic issues, we would run the dangore-Iike,
say, Sweden and Switzerland——of beccming & bore io ourselves and the
world., We would be quarreling cver incressingly smaller ma;gins,
increasingly narrower issvee, and, essentislly, enjoying the matcrigl
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fruits of a very rich and somewhat complacent society, progressively
isolated from the vital issues of the rest of the world,.

Our proposal does require that the United States allocate
increased rescurces for loans, technical assistance, and, perhaps,
some grants to other nations, The order of magnitude of these increased
outlays are, however, exceedingly modest. Our annual gross national
product is of the order of #400 billion, and it chould regularly increase
each year by about $12 billion., There ie no question here of sacrificing
our standard of living or of disrupting the workings of our economy. |
We can obviously afford to do the job. What is required to launch and
execute this proposal is will, understanding, and a positive sense of
our national purpose on the world scene,

From the revolutionary beginnings of our history the United States
has, on balance, acted in loyalty to the conceptican thet its sceledy had
2 meaning and purpose which transcended the nation. Down %o tiie present
day the peoples of the United States and of the world in genecral nuve
not wholly lo2t the sense that this nation represents a céntinuihg; unigqus
experiment in the develcopment of frée asccleties, If cver ilie coming
decades the United States should turn itc back cn the great revoluticnory
transformations golng forward in thc underdeveloped aresz, devoting itselfl
algost exclusively to domestic chores and objectives, Amzrican soclety
might progressively lose some of those bagic spiritual qualities which
have been historically linkad to the nation’s sense of world mission.
The nation runs the long-run danger cf helping bring about, by iits own

Epiritug; decline, a kind of self-inforced lsolation which, should i%
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ccme about, would further damage the military and nonmilitary bases
of national security.
On the other hand, the execution of the proposals presented in
this book require an active rededication to the fundamental principles
which have given American life its distinction, its transcendent quality.
The nation will have to sustain an effort at association over many years;
with its taxes and its talent, its sympathy and understanding. It will
have to learn much of other peoples and come to know problems which the
United States has long since outgrown or which it never faced.
All of Ath::i."s is to the good; for America at its best has never
whelly lost a sense of the community of human destiny:
| One thought ever at the fore--
That in the Divine Ship, the World, breasting -
Time and Space,
All peoples of the globe together sall, sail the

same voyage, '
Are bound to the same destination, .
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