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GENERAL NOTE

This is an excerpt from the Agency for International Develop-
ment's Program Presentationtothe Congress outliningthe President’s
foreign aid request for fiscal year (FY) 1969.

Unless otherwise stated, the terms ‘‘foreign assistance’’ or
‘‘economic assistance,”’ as used in this volume, refer only to
economic aid programs conducted under the Foreign Assistance
Act and exclude other foreign assistance such as the Food for
Freedom Program under Public Law 480, the Peace Corps and the
Military Assistance Program, as well as other economic programs
such as those carried out by the Export-import Bank.

Figures for fiscal years prior to 1968 are actual commitments.
FY 1968 figures are estimates made at the time this volume went
to press in February 1968. FY 1969 figures are illustrative pro-
posed programs based on the FY 1969 appropriation request and
anticipated carryovers, receipts and recoveries.

Countries in the Near East and South Asia where AID proposes

programs for FY 1969 are shaded on the cover map.



US. FOREIGN AID IN THE NEAR EAST AND SOUTH ASIA

United States assistance helps Near East and South Asia countries
maintain their independence and cooperate with each other and the
free world. U.S. assistance supports strong and sound development
efforts necessary to maintain-democraticeand stable governments
able to bring a decent stauds~d of living %o’ their peoples.

The bulk of U.S. aid in NESA is for India, Pakistan and Turkey.
About 954 of the $706 million proposed for FY 1969 is for these
three countries, almost all of it development loans. We also
propose to continue a relatively small program of capital project
and technical assistance in Jordan and to continue technical
assistance in Afghanistan and Nepal.

The NESA countries themselves must--and do--make most of the
effort necessary to build development. Domestic savings finance
92% of investment in Turkey, 78% of India's and 64% of Pakistan's
investment, compelling evidence of the willingness and ability of
these nations to commit their own resources to development.

To this substantial commitment A.I.D. assistance--with that of
other donors--adds the critical margin of help needed to make
development efforts effective., U.S. aid provides fertilizer and
other agricultural inputs to increase crop production, raw
materials, spare parts and machinery to increase output of
industrial goods, and technical advice and training to create
skilled manpower and effective institutions necessary to accel-
erate development progress.

India and Pakistan are making strong progress, but they still have
much to do. They must have sustained outside help to succeed.
Turkey is approaching the point of self-sustaining growth and has
herself set 1973 as a target for termination of concessional aid.

U.S. assistance has helped other countries in the region attain
self-sustaining growth. Israel, Greece and now Iran have reached
the point where they no longer need A.I.D. concessional help.
A.I.D. proposes programs for six countries in FY 1969 as compared
to nine last year, twelve four years ago, and fifteen in FY 1962.
The A.I.D. program in Iran'was formally terminated in November
1967. Iran can now draw on its own revenues, trained manpower,
industrial capacity, and agricultural production to generate a

6 or 7% annual growth rate. A.I.D. assistance helped make
progress possible in each of these areas.

Two other programs--Yemen and UAR--terminated abruptly last year
when these countries broke diplomatic relations with the United
States. Jordan is now the only Arab country receiving U.S.
assistance. The United States should be prepared to consider
support of sound economic programs which could contribute to a
broader Middle East political settlement and help accelerate the
social and economic development of Arab countries prepared to



adopt moderate approaches to the area's complex problems. In the
event of a settlement, we would encourage a multilateral effort
with richer Arab states in a prominent role, and international
lending institutions, other developed countries and international
organizations taking part.

Progress towards development for India and Pakistan was curtailed
by disastrous droughts in the past two years. This year, crop
prospects are bright, because of good monsoons, heavy investment
in fertilizer, pesticides, high yielding seeds and irrigation,

and because of sound policies for agriculture which both countries
have adopted with A.I.D. encauragement. Recovery is well under
way in both India and Pakistan and we believe their economies

can reach and sustain the ,annual pace of about 6% growth in GNP
at which the Turkish economy has been expanding. They must do so.

It will take continuation of sustained development efforts--and
outside aid--to achieve this goal. The countries must continue
sound fiscal policies, promote export sales and give farmers and
businessmen adequate incentives to invest and search out new
opportunities and new markets. They must find practical policies
and flexible approaches to increase food output, liberalize trade
practices, and stimulate private sector growth. U.S. assistance
proposed for India, Pakistan and Turkey in FY 1969 will complement,
encourage and support each country'’'s own substantial efforts.

FY 1966 FY 1967 FY 1968 FY 1969

FY 1969 Program Actual Actual Estimate Proposed
Development Loans 576.2 500.4 419.0 660.0
Technical Assistance 43.8 37.8 38.0 46.0
Supporting Assistance 3k4.9 32.0 10.0 -
Contingency Fund 8.3 2.2 - -
Total 663.2 572.5 467.0 706.0

The A.I.D. assistance level for FY 1969 is $239 million above the
sharply cut FY 1968 estimated level--a year when both India and
Pakistan had not yet fully emerged from the recession caused by
the massive droughts and the uncertainties following hostilities
over Kashmir. Most of the FY 1969 Development Loan request is
for the three major countries: $408 million for India, $177
million for Pakistan and $60 million for Turkey. The remainder
of $15 million Development Loan is to support a promising potash
project in Jordan.

The current economic revival in South Asia is a fact. India's
GNP in 1967/68 is expected to increase by 9% over 1966/67. 1In
Pakistan, GNP growth is over 6% for the second year. The basis
for India's recovery is the anticipated record crop which, by the
time the Spring 1968 crop is harvested, should show a rise of 20
points over last year in the agricultural index. Pakistan's
agricultural production is also up substantially. One result of
this remarkable comeback in agricultural output is that industry,
which for three years has felt the repercussions of the droughts--



in depressed demands for its products and by cutbacks in new
investment--has been stimulated into recovery.

The forward surge of the economies of India and Pakistan cannot
continue unless they can import the raw materials, equipment,

spare parts, and agricultural inputs necessary to increase the pace
of economic activity. They must be able to meet the demand for
these goods in the framework of freer market systems--or face
stultifying controls. Nearly all the increase in our proposed
development loan program is to support this recovery in the pace
of development.

The focus of our support of these favorable economic trends will
be priority inputs for agriculture and industry. In FY 1967 we
financed $80 million of fertilizer imports from the United States
for India's growing demand. In FY 1968, the current budget year, we
are financing about $lOO million. In FY 1969 we propose to use
$200 million of the Development Loan request of $408 million for
India to meet fertilizer needs. India has allocated another $200
million of her own scarce foreign exchange for fertilizer. We
will also finance much smaller amounts of pesticides and other
agricultural inputs. About $165 million in program lending is
proposed for support of the upswing in India's industrial
production by financing raw materials, spare parts and equipment--
all from the United States. 1In FY 1968, a year of Indian
recession and large A.I.D. fund cuts, $125 million was loaned

for this purpose. Both agricultural and industrial expansion

are needed if India is to gain sufficient development progress

to feed herself.

Our support of economic upturn is the same in Pakistan. A.I,D.
financed $30 million worth of fertilizer and other agricultural
inputs in FY 1967, $50 million worth in the current fiscal year, and
is proposing $60 million of the $177 million FY 1969 Development
Loan program for Pakistan to finance fertilizer pesticides and
agricultural machinery imports. Another $80 miliion in

FY 1969 will finance commodi%y imports for industrial production
to further support the liberalized trade policies announced in
November 1967 and January 1968. This represents a $15 million
increase over FY 1968 in raw materials, spare parts and

equipment for industry. The remaining $37 million in the FY 1969
loan request for Pakistan is for priority agriculture and power
projects.

To assist Turkey's progress, we are proposing $60 million in
development loans, of which $40 million will finance raw materials
and other inputs to spur Turkish industry and $20 million will
finance priority projects. This level is only $5 million above
last year's level but compares with $l35-million in Development
Loans for Turkey in FY 1967. We believe it is the barest

minimum to support Turkish imports without dampening the current
lively pace of Turkey's economic growth.

Finally, a $15 million project loan to Jordan will help gengrate
foreign exchange from the country's potash deposits. With its



limited resources, Jordan's chances of eventual economic indepen-
dence depend on this source of foreign exchange earnings.

The proposed increase for technical assistance in FY 1969 reflects
stronger support for programs in key sectors. We have set aside
$2.6 million for a significant effort to support India's family
planning program. Other elements in the India program will step
up assistance to agricultural universities, promote improved soil
and water management, and increase productivity of rice and other
indigenous crops.

The aid proposed for the major aid recipients is not high in
proportion to the size of their economies, in proportion to their
own commitment to the development tasks they face, or to the
objectives we seek for these countries., We believe these amounts
are just adequate to give support to the most significant economic
revival in the Asian subcontinent for some time.

Cooperative Aid Giving. In FY 1969, as in past years, U.S.
assistance will be provided in close cooperation with other donors
within the framework of consortia for India, Pakistan and Turkey.
Other free world countries recognize the importance of supporting
these nations' development efforts. More than half of the aid
provided through consortia to these countries has come from
Western Europe, Japan, Canada, and the IBRD. Regular consortium
examination of country performance, implementation problems and
plans for the future provides an invaluable basis for relating
aid levels to self-help reform and needs.

The consortium has been used to press donors to assume or main-
tain aid programs proportionate to their financial capabilites
and to extend aid on terms appropriate to the aid recipient's
financial situation. This helps limit debt burdens which can
slow progress toward self-sustaining growth. The United

Kingdom, despite its own serious balance of payments problem,

has extended interest free loans since 1965, Germany has improved
its terms considerably and France and Italy have lengthened grace
periods and reduced interest rates. Conversely, U.S. loan terms
have hardened since 1964,

Hard terms on past assistance mean a growing debt burden,
particularly for India and Turkey. A substantial part of
Turkey's 1965-1967 debt payments were rescheduled in early 1965
and the European Consortium members plan some further rescheduling
of payments falling due in 1968. India's debt service obliga-
tions this year exceed 25% of its export earnings--a serious
encroachment on the foreign exchange needed to import vital
needs for agriculture and industry. Some debt rescheduling or
increased aid must therefore be provided, and should be on soft
terms so that these countries can further strengthen their
economies and develop the means of repayment. By maintaining
net aid flows we shorten the time it will take the aid recipients
to free themselves of the need for concessional assistance.



Self-Help

Self-help is basic. Countries where A.I.D. has successfully
terminated its program demonstrate what self-help means and what
it can do. Those countries manage their own resources, conduct
successful fiscal and monetary policies, provide adequate
incentives for private sector investment; and generate adequate
export earningg which, together with borrowing at commercial
terms abroad, finance imports they need for further growth.

Countries in which we continue to provide assistance are also
striving to help themselves; trade liberalization policies
adopted at our urging in India, Pakistan and Turkey; Afghanistan's
new liberal investment law; and priority programs in agricul=-
tural production, family planning and education all reveal a

deep understanding and commitment to self-help.

Defense Spending. We believe it is essential for the countries
of this region to avoid excessive allocation of their scarce
resources for military expenditures. There has been good
progress in this regard. 1In India and Pakistan, expenditures

for defense as a percent of GNP are less than 4%; they are

less than 5% in Turkey. India's budget expendltures for

defense decreased from 23.7% to 21.5% from FY 1966 to FY 1967 and
are about the same proportion of total FY 1968 budgeted expendi-
tures. Defense expenditures in Pekistan declined from 33.8% of
1966 total budget expenditures to 24.9% in 1967 and are budgeted
for 21.3% of total expenditures in 1968. In Turkey, defense
expenditures as percent of total budget expenditures declined from
27.6% in FY 1966 to 25.9% in FY 1967 and are budgeted at 25.3%
of total expenditures in FY 1968. We will continue to work with
these countries to keep defense expenditures in check.

Agriculture. Self-help performance in agriculture is critical in
the NESA region. This is where the major battle in the War on
Hunger is being fought. A number of NESA countries have set
priority targets for maintaining or achieving self-sufficiency in
grains: Pakistan by the early 1970's, India by the mid-1970's,
Afghanistan by 1972; Turkey is already self-sufficient, despite
its 2.5% annual increase in population; Jordan is planning along
these lines.

And progress is being made. A revealing indicator is the

dramatic increase in the production and use of fertilizer by NESA
countries. India's production--less than 400,000 tons in 1966/67—
is targeted for 1.8 million tons by 1971. This expansion will
require foreign private investment as well as commitments of
Indian resources. To encourage participation by private investors,
India has given them the right to retain majority ownership when
collaborating with Indian private firms. 1India now permits
private firms to market fertilizer freely within India. A.I.D.
has assisted by providing extended risk investment guarantees

for the first U.S.-Indian fertilizer project.



India is also promoting private investment in several other
fertilizer plants in order to reach the ambitious fertilizer
production target set for 1971. 1In the meantime, India will need
to import substantial quantities of fertilizer, pesticides, and
other agricultural inputs. Over $400 million will be allocated
to fertilizer imports in FY 1969 of which A.I,D. will finance
about half.

India's self-help commitment is also reflected in rising budget
allocations to agriculture, improved incentives for increasing
agricultural production through support prices paid the farmer,
and in its plan to build buffer grain stocks of 3 million tons by
October l96§, to which its own supplies will contribute 2 million
tons. Moreover, the Indian Government is grappling with the
continuing political and practical problems -of internal zonal
restrictions which have in the past impeded free domestic trade
in food grains. Reform here would provide more flexible supplies
to improve conditions for city dwellers and other food deficit
areas, while reducing price differentials which generate hardship
and friction.

The Indian Government has set a target of 15 million acres for
cultivation of crops using new varieties of high yielding seed.
Insecticide spraying is scheduled for 125 million acres as
compared tc a coverage of only 59 million acres in 1966/67.
This performance in agriculture combined with normal weather
conditions, can make the 1968/69 crop year even better than
this year's all-time record.

The Govermment of Pakistan has moved vigorously to provide
massive inputs of new seed, fertilizer, pesticides, and incentive
prices for the farmer. It has set a target for growth in
agriculture of 5% per year as compared to a 3% growth target in
the past. This target and self-sufficiency by the early 1970's
is achievable if sufficient fertilizer, irrigation, pesticides,
and other inputs are available to satisfy the demand. Throughout
the agricultural sector Pakistan is benefiting from:

--better marketing, distribution, storage, and transportation
of crops;

--agricultural credit and public works programs which pro-
vide incentives for villagers to improve loecal roads,
bridges, and irrigation drainage;

--improved training centers and agricultural universities;

--successful tube well investment programs in the Indus
plains.

Considering the low priority given the agricultural sector of the
countries in this region only a few years ago, the self-help
commitment in resources, policies and energies to overcoming the
serious food deficits constitutes a self-help performance of
impressive proportions.



Progress in Family Planning. The present population growth rates
of India, Pakistan and Turkey will double the population in a
generation. Their govermments realize the need to take action.
They are moving to commit more of their resources to adequately
staffed clinical centers, training of doctors, nurses, midwives
and health educators, and to action programs designed to motivate
and educate people.

The Pekistan program gets dynamic leadership at the highest
government levels. It is soundly managed and has adequate budget
support. The result is that a tenth of fertile couples already
practice birth control, with over 1 million IUD's in use, about
l% million couples using conventional contraceptives, and over
3,000 clinics carrying out clinical and educational family
planning programs with the help of large numbers of para-medical
personnel, Incentive payments have also been introduced to gain
support of doctors.

India, which officially supported birth control as a national
policy fifteen years ago, has begun to make real progress in the
last two years. Conservative attitudes toward training and use of
para-medical personnel in clinies and organizational and manage-
ment problems are being overcome. Over 3 million sterilizations
have been performed and over 2 million IUD's have been inserted.
The FY 1967/68 budget for family planning was increased to $U1
million rupee equivalent from about $8 million three years ago.

The Government has undertaken an intensive educational program and
is considering new legislation limiting the legal age for marriage.

Turkey was the last of the three major aid recipients in the
region to establish a legal basis for sale of contraceptives and
distribution of literature on family planning, and to provide
budget support for family planning work in the national health
program. In the past three years, however, 206 health centers
have been staffed to provide family planning services and about
4,000 midwives have been trained to work in these centers and city
hospitals. While the number of couples practicing birth control
is not known, oral and conventional contraceptives are now readily
available in the cities and towns, and private doctors as well as
health centers and hospitals insert IUD's. This year the Turkish
Government has increased the budget for family planning.

Despite this progress, more must be done in family planning. A
large proportion of the people in these countries are not yet sure
they want to practice family planning. Medical and para-medical
personnel and training facilities remain scarce. Ongoing programs
are frustrated by administrative and logistical bottlenecks.

Pllot programs to builld rural acceptance are badly needed.

A.I.D. has offered help in these problem areas. Advisory teams
of U.S, experts have been recruited--ten in India and seven in
Pakistan. These teams include demographers, nurses, health
educators, doctors and administrators. Training in family
planning is being arranged in the United States for participants
from India, Pakistan, Turkey, and Nepal. $3.6 million was loaned



to Turkey to finance the purchase of vehicles, maintenance
services, and gudiovisudl equipment. A pilot program has been
underteken in [ndia to test vhe response to oral contraceptives
financed by A.I.D. A.I.D. also has agree to supply over
$800,000 worth of condoms to India, to be distributed through
commercial channels, as a test of market demand. A

local currency (Cooley) loan has been made to Pakistan,

and another is under consideration for India, to help local
pharmaceutical companies expand their oral contraceptives
production capacity. Over $9 million worth of P.L., 4BO-generated
local currency has been granted to India and Pakistan to expand
family planning training and operational programs.

Assistance to the femily planning programs in Indie and Pakistan
will continue in FY 1969 at least on this year's scale. $k.1
million of Technical Assistance funds are proposed to finance
teams of advisors, training of participants, and purchase of
pills, condoms, scilentific and audiovisual equipment.

Additional pilot tests and educational projects will be carried
out. The FY 1969 program also includes funds to finance work

of American voluntary agencies to develop action progrems
Jointly with local voluntary groups in India and other countries.
We are also considering the possibility of helping the American
University of Beirut introduce new family planning courses and
research work in its faculties of Public Health and Medicine.

Education. Better performance by aid recipients requires more
trained professionals and technicians in agriculture, engineering,
public health, administration and management. The private
industrial sector needs more accountants and industrial
engineers. More agronomists, soil scientists, farm machinery
specialists, and organizers of supervised credit programs are
needed to carry out programs to build the agricultural
revolution.

A.I.D, technical assistance finances advisory teams which help
create new curricula, teach courses, introduce laboratory
techniques, and organize and supervise applied research groups.

A.I.D. also finances training in the United States and at the
American University of Beirut for school administrators, teachers
of engineering, agronomy, accounting and technical schools,
colleges of commerce, and the university faculties of agriculture,
engineering, science, and public administration.

One-third of the FY 1969 NESA technical assistance effort, about
$13.5 million, is in the field of education. Approximately 235
long-term advisors are now at universities, technical and
commercial schools, teacher training institutions and ministries.
In addition, there are about 200 short-term American experts
teaching science and math summer institutes in India and Pakistan.
A.I.D. also finances advanced training for about 150 specialists
each year--most of whom return to teaching in the universities



and technical schools or take on positions of authority in
government departments or in private industry..

We finance projects which are attuned to the particular needs of
the country and to the help the country is receiving from others.

The program in the teaching of science and mathematics, begun

in India in 1964, and in Pakistan a year ago, is an excellent
example of A.I.D.'s effort. Modern technology and the organization
of industrial plants on rational lines demand the services of
engineers, industrial managers and a variety of personnel with a
scientific cast of mind. In the past the higher technical schools
of India and Pakistan tended to be pale copies of similar insti-
tutions in Western Europe and the United States. The middle
schools failed to progress in their methods of teaching, the
quality of students entering these higher schools declined and
the technical institutions steadily fell behind. Thus, there was
a growing gap between the demands on the economy and the supply
of skilled people needed to carry out the job.

The Indian institutes' program is designed to bring quick progress
in closing this gap. It has been conducted with growing effec-
tiveness for four years. The summer institutes are attended by
teachers from secondary schools, higher technical schools, and
universities, and are taught by teams of Americans and Indians.
The institutes have been effective in breaking the hold of old
texts and outmoded and incorrect methods of presenting scientific
and mathematical problems, ‘and of convincing increasing numbers of
teachers that modern science is both intellectually exciting and
socially useful.

The National Science Foundation, which has been responsible for
the project since 1967, has now introduced a new element into the
program, consisting of continuing up-grading of teachlng methods,
the creation of new or revised texts in the various scientific
fields, and the development of laboratory experiments using
Indian materials and equipment. As the thousands of institute-
trained teachers break from past methods of teaching, the
curricula of India's secondary schools and colleges are being
re-oriented. The students entering technical institutes and
universities in the 1970's will have a firm grounding in mathe-
matics and science, and an appreciation of the importance of
scientific methods.

Private Sector. Efforts to promote private initiative and expand
the role of private enterprise are succeeding in the countries of
the NESA region. Both India and Pakistan have eliminated strict
government controls on imports needed for development. Both are
introducing private enterprise into fertilizer production plans.
In Turkey, a modern private sector has replaced traditional
trading oriented business.

In India, American firms have invested in new fertilizer plants.
Private distribution of fertilizer has been encouraged. Pakistan



has attracted private U.S. companies 4o invest in fertilizer
operations, one of which is already under construction and two
more are planned. These plants will generate a four~fold increase
over current production capacity in Pakistan and bring the

country close to self-sufficiency in fertilizer.

Also, as in India, the private sector in Pakistan has been
encouraged by shifting the responsibility of fertilizer sales
from a public agency to the private sector. 1In East Pakistan,
differential concessions are being offered to encourage private
investment. A new liberalized Investment Law in Afghanistan
which was passed last year is designed to encourage and attract
local and foreign private investors.

Most A.I.D. Development Loan financing of commodities, including
fertilizer and other agricultural inputs, bring these goods to
private farm or business operations. A,I.D. loans also provide
infrastructure, roads, communications, and power, from which the
private sector benefits immensely.

A.I.D. technical assistance provides improved manpower and
training facilities used by the private sectors of these economies;
our local currency loans have supported private enterprises in
almost every field; investment guaranties and Cooley loans of
about $20 million in FY 1968 spurred private enterprise activity
in fertilizers, high protein food concentrates, pharmaceuticals,
cement, industrial materials and other production-oriented
industries.

Finally, we know of no better way to promote private sector and
free market activity than to support the self-help commitment

the NESA countries are making to their own economic-growth.
Support of the present recovery in agriculture in India and
Pakistan is at the core of our continued urging or these countries
to liberalize their trading regimes. This will allow free market
enterprise to compete more effectively in industry and to expand
their investments. The economic revival in South Asia is
buttressed by the agricultural recovery which in turn stimulates
demand for imports for all categories of production. If the

free market does not provide them with the raw materials,
fertilizers, spare parts, machinery, and other inputs they need
to compete and stay ahead of the growth in markets, farmers and
businessmen will be faced with rationing, government edict,

and favoritism.
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Country: INDIA

PROGRAM SUMMARY

{In millions of dollars)

FY 1967 FY 1968 FY 1969

Actual Estimated Proposed

Development Loans 203.3 236.3 Lo8.0
Technical Assistance 8.4 11.0 14.8
Total A.I.D. Assistance 211.7 247.3 Loo,8

U.S. Aid Objectives

India is the critical testing ground for the proposition that
developing countries can solve their problems and improve the
standard of living of their pecple within the framework of free and
democratic institutions. A viable India with an expanding economy
is the only possible independent counterweight on the Asian conti-
nent to an expansionist China, The fulfillment of India's role in
Asia and the world depends on its ability to achieve more rapid
economic growth than it has in recent years.

A.I.D. assistance through the IBRD-led Consortium helps India
mobilize its skills and resources for more rapid development and to
provide a critical margin of imports and technical aid needed to
complement India's own effort. Our objectives are tog

--help India consolidate recent impressive gains in food
production and sustain a continuing high growth rate of
food crops;

--support and strengthen India's promising family planning
programs;

~--help India end the current industrial recession;

--encourage and support greater Indian efforts to expand
exports; and

--encourage India's efforts to reduce cumbersome adminis-
trative controls over the economy.

Our FY 1969 objectives are keyed to encouraging economic recovery
in India by financing imperts of agricultural and industrial goods
and equipment, without which the economic upswing would be dampened.
India's continued economic progress and stability depend on prior-
ity allocation of resources for development and require strict
limits on defense expenditures.

11



Country Performance and Self-Help

1967 was a particularly difficult year for India. Two successive
droughts of urnprecedented severity sharply reduced agricultural pro-
duction and deprived India of the gains from promising uew policy
departures. Because agriculture is the major source of income in
India, exports and savings for investment were reduced, adversley
affecting the performance of the whole economy. The record crop
expected during FY 1968 will provide the stimulus needed to end

the current recession and can help lay the foundation for better
economic performance during the next few years.

These potential economic gains depend primarily on continued vigor
in India's execution of ambitious economic reform programs urged
by the World Bank and other Consortium members to increase invest-
ment in agriculture and to give greater scope to private initiative
throughout the economy. But India must also have enough external
assistance to finance the fertilizers, pesticides, raw materials
and components needed by an expanding economy.

The only two successive droughts in India's history occurred in
1965 and 1966. The resulting drop in food production sharply
curtailed domestic food supplies, agricultural exports and exports
of industries using agricultural products such as jute. Reduced
agricultural income--about half the country's total income--resulted
in lower consumer demand, which in turn slowed consumer industry,
transportation and trade. Higher food prices in the cities reduced
urban income available for other purposes, further depriving con-
sumer industries. The Government had to reduce investment expendi-
tures to help rural dwellers who lost their incomes and to subsi-
dize food for the urban areas--which cut industrial production still
more. The export losses caused by the drought--export earnings
dropped about- 104 over the past two years--were particularly dis-
couraging coming right after the devaluation designed to spur
exports and limit imports, and caused a serious decline in foreign
exchange reserves.

The political uncertainties caused by the results of the February
1967 elections--which greatly reduced the majority of the ruling
Congress party at the federal level and created a new political
element by the emergence of non-Congress parties in several states
--may have slowed the Govermment's response to the emerging reces-
sion. But the Government considered that its ability to accelerate
the economic recovery was limited by the danger that speedy recovery
would require imports--which could not be paid for because of the
sharp reduction (by about one-third from the Consortium over-all)

in the availability of external capital during 1967/68.

Although 1967/68 was a year of crisis, important progress was made
in a number of areas. India spent more for agriculture--14% as com-
pared to 9% of total development outlays in 196L/65. Fertilizer
consumption increased by 50% over the previous year, and the con-
sumption of improved seeds quadrupled. Farmers, expecting higher
grain prices, dug many private tubewells to increase productivity.
Several Indian states produced all-time record wheat crops, despite
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the drought. The Indian budget for family planning was raised by
60%, and successful efforts were undertaken to promote the export

of railway equipment and other industrial equipment. The Indian
Government maintained its flexible, market-oriented policies, includ-
ing import liberalization, in the face of sharp reductions in the
level of external aid and declining foreign exchange reserve levels.

But India's econocmic problems should not obscure the underlying
trends that are creating a new basis for more rapid economic growth.
The economic outlook is dramatically improved, largely as the result
of the bumper grain crop of 95 million tons or more expected this
year, compared with the previous record of 89 million tons in 1964/
65, and with last year's 75 million tons. About two-thirds of

this year's crop has already been harvested, and recent favorable
rains make it likely that the 95 million ton estimate will be
exceeded.

The excellent crop prospects reflect in part better weather, but,
more significantly, they represent the first fruits of improved
agricultural policies and of greater availability of production
inputs such as fertilizer and improved seeds at reasonable prices.
India's use of all types of fertilizer has risen sharply from about
600,000 nutrient tons in 1964/65 (the year of the previous record
crop) to 1.3 million tons in 1966/67 and an estimated 2 million tons
in 1967/68. 1In line with self-help targets established in connec-
tion with the negotiation of A,I.D. Develomment Loans and PL 480
agreements, the Indians plan to reach L4 million tons by 1970/71.

India is now in a position to capitalize on the significant policy
changes adopted during the past three years to turn the bumper crop
into economic recovery and into a steeper rate of longrterm
economic growth. The better than 20% increase in agricultural
production in 1967/68 compared with the preceding year will sharply
raise agricultural incomes. Lower food prices have made it possible
for the Government to eliminate most grain subsidies for consumers,
thus making available more resources for investment. Industry
expects to benefit from increased consumer spending--by the rural
population, whose cash incomes are rising, and by the urban popu-~
lation, which wi}l have to spend less on food. Industrial produc-
tion is just beginning to be affected by the recent improvement of
investment and consumer demand, so that industrial production in
Indian fiscal year 1967/68 is expected to increase by only about

3% to U%. But the increase in agricultural production will more
than offset the slow industrial upturn. As a result, Indian GNP

is expected to show a 9% increase.

The bumper harvest, coupled with improved technology, better man-
agement of resources, and more flexible and pragmatic policies in
dealing with current economic problems and in adjusting long range
development plans, promise a break-through to a higher economic
growth rate than in the past. The Planning Commission has been
reconstituted with a new membership and is designing programs more
closely attuned to annual appraisals of availlable resources, new
opportunities, and accomplishments, rather than to the achievement
of rather inflexible long-term targets. This new approach has
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already been put into effect. Thus the planning mechanism is
beginning to reflect the more market-oriented approach being tested
by the Indian government.

The Indian family planning program is being pursued with a new
sense of urgency, reflecting recognition of the extent to which
pas} economic gains have been offset by population growth. Budget
resources allocated to family planning have risen from $1.8 million
equivalent in 1963/6L4 to a planned $41.3 million in 1967/68.

Moreover, the Indian Government recognizes the need for utmost
caution in the preparation of its defense budget. Indian authori-
ties clearly see the dangers posed by an arms race with their
neighbors to the political stability of South Asia and to India's
own economic development programs. The strict limitations imposed
by India on its defense expenditures are reflected by the budget
for Indian fiscal vear 1967/68. Although defense expenditures are
almost 4% higher than in 1966/67, this is the result of inflation
rather than greater effort. Defense spending was 3.4% of GNP in
1967/68, compared with 3.9% in 1966/67, another measure of India's
restraint.

At the same time, development programs have been allotted the same
share of resources in 1967/68 as in 1966/67, despite the great pre-
sure on government budgets resulting from the drought, the indus-
trial recession, the need for food and other subsidies, emergency
programs to relieve disaster, and reductions in foreign aid. India's
strong determination to give highest priority to economic develop-
ment is also reflected in the continuous increase of investment as
8 share of GNP from 5% in the early 1950's to 15% in the middle
1960's. Except for the last -two drought years well over 80% of the
investment in India has been financed from domestic resources, with
A.I.D. and other external sources providing the balance. New taxes
and other measures have been adopted to mobilize additional
savings, both by the Government and by the private sector, as the
drought emergency ends and rising incomes are generated.

EY 1969 Program

For FY 1969, a Development Loan program of $408 million and a Techni-
cal Assistance program of $14.8 million is proposed. The United
States will also provide about $350 million of P,L, 480 food,
cotton and other agricultural products, In addition, the Export-
Import Bank is expected to lend India about $50 million,

U.S. programs are coordinated through the World Bank-led Consortium
of ten nations which relates India's capital requirements to self-
help performance. Consortium members in FY 1969 are expected to
provide a total of $1.2 billion, and the U.S. share, including
Export-Import Bank, is expected to be about 40%4. 1India also expects
about $150 million in new commitments from communist countries, as
well as food aid from Canadsa and Australia. In addition, several
other industrial countries are expected to provide food aid for the
first time, in accordance with the International Grains ‘Agreement of
1967. This agreement, negotiated during the Kennedy Round, is part
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of the continuing U.S. effort to induce other countries to help meet
India's food needs.

The FY 1969 A.I.D. program is intended for India's fiscal year
1968/69 beginning on April 1, 1968. The FY 1969 Development Loan
request of $408 million includes $385 million of non-project assis-
tance and $23 million of project aid. It will permit A.I.D. to
provide about the same amount of assistance during India's fiscal
year 1968/69 as during 1966/67, when A.I.D. provided $382 million
in program loans and $21 million for projects. As a result of a
sharp reduction in availabilities, A.I.D. will provide in India‘'s
fiscal year 1967/68 $275 million in non-project assistance and an
estimated $11 million in project aid.

To help offset decreased aid availabilities and falling foreign
exchange reserves in the current year, India has obtained tempor-
ary assistance from the International Monetary Fund (IMF) and has
received short-term accommodations from several creditors, notably
the IBRD, the United Kingdom, Japan and Canada. The reduction of
U.S. aid coupled with the delay in International Development Assoc-
iation (IDA) replenishment may well have inhibited the Indian .
government from taking more vigorous action to end the current
recession.

The World Bank, expecting an over-all economic upswing to begin
following this year's bumper food crop, estimates India's require-
ment in 1968/69 for non-project aid to sustain economic recovery

and the maintenance of the new Indian policies to be about $900
million--the same as in 1966/67. We propose to provide $385 million
for this purpose for 1968/69. 1If we fail to provide our traditional
share of aid two years in a row, India's econamic prospects could

be so seriously affected as to cause other members of the Consor-
tium to reconsider their assitance levels--leaving India without

the resources to carry out its development program.

Project requirements for FY 1969 are estimated at $300 million
from the Consortium, of which the United States plans to provide
$73 million--$50 million from the Export-Import Bank and $23
million from A,I.D. A.I.D. already has applications for several
high priority projects which exceed available funds, especially
to expand fertilizer production.

Assistance~-particularly non-project loans--will be closely related
to India's progress in pressing forward with urgent programs to
expand agricultural production, limit population growth and improve
export earnings. The United States, with the World Bank and other
Consortium partners, has been stressing the need for further
reduction of administrative controls encumbering the market mech-
anism and slowing the expansion of private enterprise. But these
programs and policies cannot be carried through without external
capital. The World Bank, in making recommendations to India in
1966 on self-help policies in these areas, particularly emphasized
that India needs both agricultural and industrial production loans
to finance imports in accordance with the demands of the market, if
it is to pursue its forward-looking development policies.
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Agriculture. From the inception of development planning in 1950
until 1965, India's agriculture grew at an average rate of about
2.5%--just about keeping pace with the rise in population. The
increases in production resulted largely from the expansion of
cultivated area. 1In the early 1960's, when there was no more new
arable land, the growth rate flattened. This period of relatively
low investment in agricultural expansion coincided with the U.S,
desire to dispose of cumbersome surpluses of foodgrains.

Rising food shortages in India in the mid-sixties and the simul-
taneous reduction of U,S, food stocks caused a reappraisal of
agricultural strategy by both India and the United States. With the
help of the United States, the World Bank and other interested
agencies and countries, India developed & new approach to its
agricultural problems which is simple in concept, but difficult to
carry out in a country short of skilled manpower and resources,
including foreign exchange. The new strategy placed top priority
cr irvestment in agriculture and called for liberal use of market
forces to direct inputs--such as fertilizer, improved seeds, pesti-
cides and better tools--to the most efficient farmers, who are in a
position to buy these inputs because of a system of government-sup-
ported incentive prices for producers of grains. The nevw strategy
also called for improved basic and adaptive research and agricul-
tural education, as well as the expansion of extension and irriga-
tion services.

This strategy can work only if India's use of fertilizer increaes
sharply. Every dollar's worth of fertilizer used means $4 worth of
additional grain production.

Indian production of fertilizer--less than 400,000 nutrient tons

in 1966/67--is t6 be boosted to about 1.8 million tons by 1971, when
demand for fertilizer is expected to run at the annual rate of about
4 million tons. The Indian Government recognizes--as A.I.D. has
urged~--that an expansion of productive capacity of over a million
tons in six years requires the active participation of foreign
private investors who can provide needed capital as well as pro-
duction, management, and marketing experience. A partly U.S.-

owned plant with a capacity of 160,000 nutrient tons just started
operations in December 1967. The plant, located in Visakputram on
the East Coast of India, was constructed with the help of an Export-
Import Bank loan of $35 million and Cooley loans totalling $23
million. The owners of this plant are sufficiently encouraged by
prospects in India to have asked the Indian government for permis-
sion to expand the capacity of the plant by another 205,000 nutri-
ent tons.

Another U.S,-Indian fertilizer project is now under construction.
Arranged with the help of A.I.D. extended risk guaranties, it will
have a capacity of 200,000 tons of nitrogen a year. Two other fer-
tilizer plants with a combined capacity of 350,000 tons are also
under construction on the basis of collaboration agreements with
private interests in other Consortium countries. These projects,
plus other plants still in the negotiation stage,will increase
India's fertilizer capacity by 1.2 wmillion tons a year.
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A.I.D. is also considering helping India meet its domestic fertil-
izer production target by financing in FY 1968 up to $35 million
foreign exchange costs required to expand the capacity of the gov-
ermment-owned Trombay Fertilizer plant from 130 to 500 thousand
nutrient tons a year.

$15 million in Development Loans will be required in FY 1969 to

help finance the foreign exchange costs, estimated at $53 million,
of a fertilizer plant sponsored jointly by U.S. and India coopera-
tives. The balance of $34 million of foreign exchange needed for
this plant will be raised by the participating U.S. fertilizer coop-
eratives through U.S. financial institutions, with the help of A.I.D.
extended risk guaranties. Indian fertilizer cooperatives and the
Indian Government will provide $60 million equivalent in Indian
currency to finance the domestic costs of constructing the plant.

We have encouraged the Indians to plan to use more fertilizer than
they can produce themselves. According to self-help plans devel-
oped by the Indian Government and incorporated into p,I,, 480 agree-
ments, India plans to expand fertilizer use from 600,000 nutrient
tone in 1964/65 and 1.3 million tons in 1966/67 to 4 million tons

in 1970/71. To help meet these targets A.I.D. plans to make agri-
cultural production loans to finance the import chiefly of fertilizer,
but also of pesticides and other agriculturel inputs of $110 million
in FY 1968 and $220 million in FY 1969. A.I.D. will finance about
50% of India's fertilizer imports in these two years.

Another aspect of India's program calls for the improvement of
financial incentives for increasing foodgrain production by rais-
ing the support prices for foodgrains paid to farmers. India plans
to build a buffer &=in stock as quickly as conditions allow, with
the help of 1 million tons to be provided under P.L. 480. The Indian
government has announced its intention of eliminating zonal restric-
tions impeding the free domestic trade of foodgrains, as more food-
grains become available and market conditions improve. This would
reduce price differentials between various parts of the country,
help farmers in the high production areas and improve supply con-
ditions for city dwellers as well as in rural food deficit areas.
A.I.D. will provide expert assistance to help resolve administra-
tive, financial and policy problems confronting the Food Corpora-
tion of India, the Indian Government agency charged with carrying
out programs to stapilize domestic grain prices by facilitating the
procurement, storage and distribution of foodgreins.

The A.I,D. program is also designed to help India deal with the most
urgent problems limiting the continued expansion of agricultural
production over the longer term. Technical Assistance of $1.9
million in FY 1968 and $2.7 million in FY 1969 will finance advis-
ory teams from U.S. land grant colleges to improwve the structure,
administration, curricula, teaching methods and personnel of selected
agricultural universities in India. The number of American teams

is being expanded from 7 to l0--with one additional team camposed

of experts from the Department of Agriculture. -This program also
seeks (a) to establish effective relations between the state govern-
ments and the Indian universities and (b) to improve research and
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extension, and generally meet farmers' requirements for technological
improvements.

India is placing greater emphasis on the role of research in improv-
ing technclogy and in adapting foreign technology to deomestic needs.
A.I.D. will provide a total of almost $2 million in Technical Assis-
tance in FY 1968 and FY 1969 to accelerate and improve programs
already under way, to test and adapt domestic and imported strains of
rice and other crops, to develop means to protect the new strains
from harmful pests and diseases, and to find the best combination

of seed and other inputs suitable to Indian conditions.

Family Planning. India's national objective is to reduce the
annual birth rate to 25 per thousand by 1975, thus reducing the
population increase from about 2.4% a year now to about 1% a year
in 1975. There is no significant moral, religious or political
opposition to family planning in India. Field tests and reductions
in birth rates already achieved in several Indian states demon-
strate the interest of India's people in participating in the
program.,

The Indian Government has started an ambitious program to make con-
ventional contraceptives more readily available, to increase medical
facilities and personnel to permit expansion of the sterilization
program and wider use of contraceptives requiring medical interven-
tion (such as the intrauterine device), and to experiment with oral
contraceptives. The Indian government is also considering legisla-
tion to raise the marriage age for women from 15 to 20 years and to
liberalize abortion laws.

The great importance which the Indian Government attached to these
programs is reflected in the sharp rise in its family planning bud-
gets from the rupee equivalent of $1.8 million in 1963/6k4 to $41.3
million in 1967/68. The achievement of India's target will require
the recruitment and training of large numbers of medical, para-
medical and other personnel, the organization of an effective family
planning service that can reach people in rural areas as well as in
cities, enough contraceptives and continued research.

In cooperation with India's major private distribution’ firms--whose
outlets reach into most Indian villages--the Indian government has
organized a program for the distribution of conventional contracep-~
tives at subsidized prices. A.I.D. had earlier agreed to provide
about $1.3 million in FY 1968 to procure contraceptives in the
United States needed to supplement India's domestic producticn and
other imports financed by India and other donors. A $2 million
loan will be provided in FY 1968 to finance the imported components
required to manufacture 6,000 vehicles needed to enable family
planning teams to reach remote villages over a 12-month period.

The domestic costs of these vehicles estimated at about $22 million
equivalent is expected to be provided from local currencies
generated by P.L. 480 programs. In addition, $200,000 will be
required to finance communications and laboratory equipment.

New plants now under construction in India are expected to start
productionein time to replace the need for large-scale imports of
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traditional contraceptives after 1969. A.I.D. will also support
efforts, particularly by private enterprise, to establish domestic
Indian production facilities for oral contraceptives and is consid-
ering a Cooley loan for an American plant.

For FY 1969, about $1.8 million is needed for expanded
contraceptives supply programs, and $800,000 will be used to
help establish training programs and to support the organization
of research activities.

Economic Recovery and Exports

During the past three years India has begun to deal constructively
with the pervasive system of administrative economic controls imped-
ing efficient allocation of resources based on market prices. Pro-
duction loans provided by the United States and other Consortium
members to finance raw materials, spare parts and components needed
by industry have been the most flexible and effective tool in pro-
moting this change and bringing about greater reliance on market
forces in econamic decision-making. The devaluation of 1966, by
adjusting India's price levels more closely to world market prices,
provides an apportunity for a more satisfactory expansion of India's
exports, which are expected to increase at the rate of 7-8% per year,
The Indian Government recognizes the importance of reaching this
target, which we and our Consortium partners consider of high prior-
ity, preceded in importance only by India's efforts to expand
agricultural production and to limit the growth of population.

In 1966/67 India's trade deficit was about $1.2 billion. Even the
most aggressive export policies would require a long period to
close a gap of this magnitude. As a result of the drought and
reduced domestic demand, both exports and imports are expected to
show no significant increase in 1967/68, leaving the trade deficit
almost unchanged. With agricultural raw materials for export com-
modities again available and as the result of greater Indian efforts,
exports are expected to expand by 8 in 1968/69. However, Indian
industry will continue to operate substantially below its plant
capacities and will be unable to meet the growing domestic and
export demand for its products, unless non-project assistance of
at least $900 million is provided by the Consortium for 1968/69 as
recommended by the World Bank.

The A.I.D. share of non-project aid is $385 million in FY 1969, of
which $220 million will finance agricultural needs and $165 million
will be needed for raw materials, spare parts and components,
principally for the private sector. -These funds will permit India's
economy to expand more rapidly in response to the stimulus provided
by the bumper harvest. For example, Indian plants manufacturing
tractors need components which cannot yet be made in India. Lub-
ricants supplied from the United States will help keep India's
factories and transport network operating. The additional savings
and income generated by this rapid expansion of industrial output,
together with continued agricultural successes, can mean a sharply
improved outlook for the entire Indian economy.
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If these funds are not available, on the other hand, India's
indgustrial production would slow down, existing plant investment
constructéd partly with U.S, help would be under-used, business
profits and investment funds needed for future exonomic growth
would be reduced. Under these circumstances, India could not
create enough jobs for the burgeoning population, creating new
social and political tensions. India's present chance to get back
on the road to self-sustaining growth could be lost.

Country: PAKISTAN

PROGRAM SUMMARY

FY 1967 FY 1968 FY 1969

Actual Estimate Proposed
Development I-~ans 130.4 127.0 177.0
Technical Assistance 6.2 6.8 8.5
Total A.I.D, Assistance 136.6 133.8 185.5

U.S. Aid Objectives

The A.I.D. objective is to encourage and support the priority
which Pakistan gives to its strong and successful development
effort. Specifically this means:

--Continued expansion of private sector industrial
prwduction, and a central role for the free
market mechanism.

--Expanded agricultural production, through wide
availability and use of fertilizer, improved
seed, irrigation and other modern inputs.

--Reduced rates of population growth through support
of Pakistan's effective family planning program.

A.I.D. furnishes assistance through a nine-nation Consortium led
by the World Bank.

Continued development progress will support basic U.S. objectives
of (1) strengthening Pakistan's ties with the free world;

(2) building peace on the South Asian sub-continent; and (3)
promoting national integration in Pakistan,

Country Performance and Self-Help

In the past ten years Pakistan has moved from virtual economic
stagnation to an impressive record of economic growth, Effective
development policies and a readiness to experiment helped bring
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about this change. The new development strategy has given high-

er priority to agriculture and exports, to greater efficiency

in the use of resources through reduction of administrative
controls, and more recently to family planning. GNP growth

rates barely kept pace with population increases in the 1955-

1960 period, but agricultural output increased less than population,

During the Second Plan (1960-1965) the pace of development
accelerated and Pakistan's economy grew by 30%. The Third
Plan (1965-1970) was launched with high hopes of expanding the
economy by 39% over the plan period and achieving an annual
average growth rate of close to T%.

Since the war with India, the economy has been under considerable
strain. The tension resulting from the war led to an increase

in defense expenditures, and deficit financing for defense con-
tributed to a rapid rise in domestic prices. Tower foreign
exchange availabilities reduced public investment sharply, and
private sector investment declined.

Pakistan suffered two years of drought in the Western Province
and floods in the East. In 1966 wheat production decreased
144 and rice 8% from the previous year. In FY 1967, Pakistan
was compelled to import $100 million of foodgrains through
commercial channels, compared to an annual average of $25-$30
million over the previous five years. This expenditure
placed considerable strain on Pakistan's official gold and
foreign exchange reserves, which fell from $200 million in
December 1966 to $140 million in December 1967. This danger-
ously low level has persisted and is only sufficient to cover
about seven weeks of commodity imports.

Faced with these economic problems, the Pakistan Government
took the kind of corrective action which demonstrated

its clear dedication to economic development. Halfway

through the Third Plan {1965-1970) development priorities were
re-ordered to place more emphasis on food production with the
hope of avoiding the prospect of large food imports in the
future. Defense expenditures were cut. To abate rising prices,
deficit financing was eliminated, and the State Bank introduced
selective credit controls. Despite the disruptions experienced
in 1966, the economy recovered most of its losses in FY 1967.
Whereas the growth rate fell from 5.5% in FY 1965 to 4.2% in
FY 1966, it climbed back to 6% in FY 1967. Industrial output
in FY 1967 increased about 10%.

Pakistan's agricultural policy is beginning to pay off. In
the late 1950s Pakistan, with U.S. advice, abandoned price
controls on grain and the practice of mandatory sale to the
government at artificially low prices. At the same time,
imports of foodgrains were not permitted to affect adversely
the prices for Pakistani farmers. The Pakistan Government
relaxed bureaucratic contrecls on private sale of grain through-
out Pakistan. The higher prices for farmers stimulated their
willingness to adopt new methods of cultivetion. One other
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result was that over $50 million of unpredicted investment by
farmers in tubewells for irrigation spurred agricultural production.

Pakistan has pressed forward with rapid expansion of modern in-
puts to agriculture, particularly in fertilizer and high-yielding
seeds. In the last 18 months Pakistan has bought over L2,000

tons of new wheat seed--a dramatic commitment to productivity

in agriculture. At the same time fertilizer consumption has

been climbing steeply, doubling since FY 1966. A.I,D. non-project
loans have helped finance fertilizer and pesticides so that
Pakistan can meet its target of self-sufficiency in food by the
early 1970's,

Pakistan's policies on fertilizer and on encouragement of private
foreign investment helped make American private investment in
Pakistan fertilizer production attractive, Esso is investing
over $30 million in a West Pakistan plant now under construction.
Other major American investors are actively considering deals
with private Pakistani partners.

Pakistan is also intent on creating a more development-oriented
trade policy. Exports must increase if Pakistan is to move in
the direction of eventually paying its own way. Resources must
be used more efficiently, if agricultural and industrial products
are to compete in world markets.

During FY 1965 and FY 1966 Pakistan increased the level of exports
over the previous year by 16% and 13% respectively. In FY 1967,
however, the increase was only 2%, and for the first half of

FY 1968 exports have fallen 8% below the same period last year.
This decline stems in part from low raw material stocks and
insufficient industrial imports and reflects the tight foreign
exchange position that had begun to develop the previous year.
Only 60% of one shift capacity of Pakistan's industrial sector

is currently being used. This problem arises largely from the
scarcity of imported resources., Consortium non-project assistance
will help overcome this difficult problem and will contribute to
the removal of the present major constraint on the pace of econo-~
mic development.

In response to the slowdown in industrial development, at the
June 1967 meeting of the World Bank Consortium, the Bank and
donor countries urged Pakistan to reintroduce trade policy re-
forms begun in 1964, but suspended in 1965 because of the war.
Because foreign exchange reserves were low and some officials
believed reserves would come under additional pressure, admin-
istrative controls were reduced and market forces were given a
greater role in import allocation. Nevertheless, in two policy
reforms introduced in November 1967 and January 1968, the
government has adopted impressive self-help measures to assure
a better use of foreign exchange and encourage exports.

It is essential that Pakistan avoid allocating excessive amounts

from its scarce resources to defense spending. Expenditures
for defense as a percent of GNP are less than L9, and despite
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public emotions over the Kashmir crisis, such expenditures have
declined from 33.8% of 1966 total budget outlays to 24.9% in
1967 and are budgeted for 21.3% of total expenditures in 1968.
The FY 1968 defense estimate of budget outlays would reduce the
level to about 3.5% of GNP--the level prevailing prior to the
conflict with India, This effort reflects the importance with
which Pakistan regards investment in development, in keeping
with the emphasis A.I.D. wants and urges aid recipients to
assume,

FY 1969 Program

During FY 1969 Pakistan is expected to receive about $350

million in non-project loans from thHe World Bank Consortium.

A.I.D, proposes to contribute $177 million in Development Loans,
some $13 million less than the $190 million annual average

level of Development Loans provided to Pakistan by the United States
through the Consortium, from 1962-1965, i.e. prior to the war

with India.

A.I.D.'s proposed FY 1969 program will consist of a non-project
loan of $1L40 million to finance agricultural and industrial raw
material imports, $37 million in project loans,primarily for
agriculture and family planning, and $8.5 million in Technical
Assistance. In addition about $157 million of P.L. 480 commodity
sales are proposed for FY 1969,

Trade Policy Reform. Our non-project assistance, by financing
fertilizer and industrial raw materials, has permitted Pakistan
to take significant steps toward a more development-oriented
trade policy. The new policy was announced in two parts: in
November 1967, at the time of the U.K. devaluation, adjustments
in effective foreign exchange rates were announced: in January
1968 private sector and administrative decontrol measures were
introduced. The new reforms will help ease the principal con-
straints on balanced industrial growth in Pakistan. Pakistan's
development has been held back by a serious under-use of exist-
ing industrial capacity because of insufficient imports and the
uneconomic channelling of scare imports to inefficient industries
because of an artificially low rupee cost of foreign exchange.

Under the new trade policy, imports of industrial raw materials,
spare parts and components will go to the more efficient business-
men who can pay the higher rupee prices. Financial incentives
will encourage manufacturers to produce goods for exports, there-
by reducing Pakistan's heavy reliance on the traditional exports
of jute and cotton.

The trade reforms were undertaken in the face of strong opposition
within the Government, and at a time when foreign exchange re-
serves were so low that they could provide very little support.
But, backed with non-project loans from the Consortium, the
Government of Pakistan will be able to implement measures that
will move the country toward a freer market economy.
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In view of Pakistan's very tight exchange reserve position and
the decline in exports the members of the Consortium must give
Pakistan strong financial support to enable it to proceed along
its current course of reform. The FY 1968 and FY 1969 A,I.D.
non-project loans are an integral part of this reform and provide
vital support which allows Pakistan to adopt the policies that
will help her become independent of foreign assistance.

Agriculture. A.I.D, fully supports Pakistan's goal to obtain
self-sufficiency in foodgrain production by the early 1970's.
The Government's policy attacks the food deficit by making
available to the farmers massive guantities of new seeds, pesti-
cides and fertilizers,and by stimulating agricultural production
with economic incentives for the farmer. Floor prices have been
established for the major crops, and fertilizers and pesticides
are being subsidized.

The eritical component of the new strategy is the recent adopt-
ion of high yield wheat and rice seeds. A.I.D. has helped finance
some of the new seeds. Research in the use of these varieties

has been expanded with A.I.D. and Ford Poundation help and in
cooperation with American private enterprise. The results thus

far have been promising. With the recommended amount of fertilizer,
water, and proper cultivation practices, farmers have been achiev-
ing average yields from the new varieties of wheat that are

easily two to three times those of traditional native varieties.

The high yields achieved in Pakistan's other major crop, rice,
have been equally dramatic, although the rice program is notas far
advanced. With the new rice varieties in the limited areas thus
far planted, farmers are growing 4,000-5,000 pounds per acre, with
the lowest yields ranging around 2,500 pounds. This contrasts
with average yields of only 1,000 pounds per acre with the local
traditional varieties.

As part of the agricultural technical assistance program A.I.D,
proposes to obligate $1.5 million in FY 1969 for agricultural
development. A,I,D, advisors are now helping government extension
agents set up demonstration plots to show the farmers proper
cultivating practices and to demonstrate the importance of using
a package of inputs--the new seeds along with fertilizer,
sufficient water and pesticides. The farmers, ever the small
intermediate farmers, have been rapidly adopting the new
agricultural practices. 1In the fall of 1965, 12,000 acres were
planted in the new high-yield wheat types; in the fall of 1966
the farmers had 300,000 acres under the improved wheat; and by
the fall of 1967 over 2 million acres of the new wheat types
were planted.

Achievement of self-sufficiency by the early 1970's will depend
largely on the adequate availability and proper use of fertilizer,
irrigation, and pesticides. Pakistan's agriculture strategy re-
quires sharp increases in the use of fertilizer. Consumption

has risen six-fold since 1960, from 30,000 nutrient tons in

FY 1960--almost all of which was used on commercial non-foodgrain
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erops such as tea--to an estimated 185,000 nutrient tons in

FY 1967, most of which is being used on foodgrain crops. In

FY 1968 fertilizer consumption is expected to rise to 270,000
nutrient tons, and in FY 1969 to 420,000, Over the past three
years A.I,D. has provided over $70 million in Development Loans
for fertilizer imports.

In an effort to build up domestic production as quickly as
possible and therefore save valuable foreign exchange, Pakistan
has attracted private U.S. companies to invest in urea plants.,
One U.S. plant is already under construction and probably two
more will soon get under way. The World Bank is prepared to
finance some of the foreign exchange needed by these plants, and
A.I.D. is planning "Cooley" loans for them. Output from three
new plants would total 380,000 tons of nitrogen--almost a
four-fold increase over a current production capacity of only
100,000 tons of nitrogen, which would make Pakistan nearly
self-sufficient in fertilizer,

In an effort to step up and maintain the high rate of fertilizer
consumption achieved thus far, the Government has recently taken
the important step of shifting the responsibility for fertilizer
sales from a public agency to the private sector.

To use fertilizer properly it is necessary to have enough

water. Through a series of project loans, A,I.D, has provided
extensive project and technical assistance for development

of tubewells for irrigation, covering large areas of the Indus Plain.

Since 1958 A.I.D. has financed over 3,742 tubewells. These
provide water for a gross area of 2,674,000 acres. In East
Pakistan, however, much more work needs to be done to increase
the acreage under irrigation. In many areas the introduction of
a small pump can make it possible for a farmer to plant an
additional crop during the winter season: by 1970 the Government
plans to increase three-fold the area now under irrigation in

Fast Pakistan. In. order to reach this target, the Government will
need substantial encouragement and additional project loan
assistance, which will be considered in FY 1969. Some non-project
Development Loan funds will be used for low lift irrigation pumps
for the Eastern Province.

Effective crop protection is also needed if Pakistan is to
achieve a significant increase in agricultural production. 1In a
normal year Pakistan loses an estimated one-fifth of its potential
agricultural output to various kinds of pests and diseases, and
this problem may become more acute with ghe introduction of new
seed varieties. During FY 1967 and FY 1968 A.I.D. is providing
$12 million in pesticides under program loans, and A.I.D, will
continue to consider Pakistan's requests for future assistance.
As part of the Technical Assistance program A,I,D, financed a
pesticide study team that will make recommendations on how
Pakistan can improve its crop protection program.
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In addition to sending special study teams and to providing
technical advisors to work with Government officials, A.I.D.
has provided Technical Assistance to Pakistan's agriculture
universities, These institutions have shown substantial growth
and improvement, and by FY 1969 A.I.D, will be able to conclude
its assistance to their basic establishment.

In the future, the success of Pakistan's agriculture program

will become increasingly dependent on improved institutional
arrangements for the marketing, distribution, storage, and trans-
portation of grains and other crops. Adaptive research, particular-
ly in seeds, and extension programs require strengthening. A.I.D.
is currently discussing ways to help Pakistan develop its market-
ing system, and in the early spring of 1968 a joint U.S.-Pakistan
study team will make recommendations for improving Pakistan's
research capability.

Agricultural credit is another vitally important component in
the institutional structure that requires careful attention, and
A,I,D, is now assisting the government in conducting several
pilot projects in this field. For example, one project under
way provides for a storage facility at the market town where the
farmer can deposit his grain and receive 70% of its price, thus
providing him with ready cash and permitting him to sell when
the price 1s high.

At the rural level, the agriculture program receives substantial
support from the basic democracies development program. A.I,D.

is encouraging the public works program by providing local
currency support. Villagers organize themselves to choose
development projects for their area. They work together on
small-scale irrigation projects and drainage improvement programs,
and build roads, bridges and training centers.

Family Planning. Pakistan's current efforts to attain early
self-sufficiency in food production are closely keyed to the
family planning program. The fertility level is very high in
Pakistan. Without a successful family planning program,
Pakistan's population would double in about 20 years. Such an
increase would nullify all the efforts being made to develop
the country. As a consequence of the high fertility level, the
population in Pakistan is now proportionately much younger than
in economically advanced countries: LL% of the population in
Pakistan is under 15 years of age, whereas the percentage in
more developed countries is only 25%. Because these children
are primarily consumers, the fast growth in population has placed
an immense burden on the available resources of Pakistan.

But Pakistan's targets and action program are impressive. From
1965 to 1970 the national objective is to reduce the birth rate
by 20%. This will reduce the net rate of population increase,
thus easing somewhat the increasing demands for food. In order
to reach this target one-fourth of Pakistan's 20 million

fertile couples must practice family planning. To date--mid-way
in the current planning period--about 2.3 million couples are
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already practicing family planning--almost half the number re-
quired to meet the projected goal for 1970.

The program owes its success to strong political support that
reaches from the President down to the village level worker. The
program is soundly administered and adequately financed. It is
imaginative and dynamic. Monetary incentives are used to en-
courage doctors, rural organizers, and individuals to participate
in the program--more than 94,000 persons are working for the pro-
gram--and all available health facilities are being used to
support family planning activities.

An assortment of contraceptive methods is available, but in the
initialphases of the program Pakistan is giving most of its
support to the I.U,D. By mid-1967, after the first two years

of the program, 8L0,000 women were reported to be using an I,U.D.

By the end of CY 1967 this number increased to over a million.
The I.U,D, insertion rate has risen from about 42,000 a month
in January 1967 to 64,000 a month in August 1967. The program
is rapidly approaching the target for 1970 of 80,000 insertions
a month.

Pakistan's family planning program has adequate financial
support. The $1.5 million A,I.D, plans for FY 1969 will provide
for an increase in technical advisors, transportation equipment
for East Pakistan, contraceptive and demographic supplies,
clinical and training equipment, and training of Pakistani per-
sonnel in the U,S, Pakistan is also receiving support from the
Ford Foundation in research and training; transportation
equipment from UNICEF; and contraceptive supplies, as well

as technical assistance in communications and training, from
Sweden.

Country: TURKEY

PROGRAM SUMMARY

(In millions of dollars)

FY 1967 FY 1968 FY 1969

Actual Estimated  Proposed
Development lLoans 134.9 55,0 60.0
Technical Assistance L6 4,3 4.9
Total A.I.D, Assistance 139.5 59.3 64.9

U,S. Aid Objectives

The objective of U.S. aid is to support, in association with
other free world lenders in the Organization for Economic
Cooperation and Development (OECD)-led Turkey Consortium, Turkey's
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efforts to become an econamically self-sustaining nation by 1973.
The assistance goals which are designed to realize our overall
objective are to:

~-maintain a high rate of industrial production while
increasing the efficiency of Turkish industry and the
worldwide competitiveness of Turkish products;

--increzase agricultural output -- specifically, expanding
agricultural exports and grain yields;

--increase foreign exchange earnings from exports, tourism
and the remittances of Turkish workers employed overseas;

--maintain monetary stability through sound monetary and
fiscal policies;

~-reduce the population growth rate and thereby increase per
capita GNP and the standard of living;

--continue the development of free, dynamic business, educa-
tional and labor institutions.

Country Performance and Self-Help

1967 was the last year of Turkey's First Five-Year Plan.

Although not all the Plan targets were met, Turkish performance
during this period was markedly superior to the record in the late
1950's. The following illustrate the success of the Turkish
development effort:

--The average rate of increase in GNP during the Plan
period (1963-67) was nearly 614 a year. Industrial growth
is estimated at almost 10% a year.

--Commodity exports rose from $368 million in 1963 to an
estimated $500 million in 1967, an increase of 36%.
Workers' remittances emerged as a new source of foreign
exchange and are estimated at $100 million in 1967,
compared to $9 million in 196kL.

--Relative monetary stability was maintained as the average
increase in wholesale prices was less than 4% a year.

--Between 1963-66 government revenues rose over 36%.

While the absolute requirement for foreign assistance remained
high, the relative contribution of foreign assistance to the
financing of investment fell. This resulted from a rapid
increase in damestic savings made possible by the continued
emphasis of the Turkish Govermment, the United States and other
Consortium members on monetary stability and administrative and
organizational reforms, supported in part by A.I.D. technical
assistance projects. In 1963 domestic savings financed 73% of
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Turkish investment, but by 1966 savings were financing 90% of
investment. For 1967 this may have reached 92%.

Private enterprise and private investment are contributing more
and more to Turkish progress. As late as the early 1960's
private businesses were small, family-owned, trading-oriented

and unwilling and unable to marshal risk capital to invest in new
undeveloped industrial fields. Today, after several years of
rapid growth, increasing numbers of businessmen are entering such
sophisticated capital-intensive fields as paper, chemicals,
automotive equipment and capital goods.

Agriculture supports 65% of the population but accounts for only
30% of GNP. With a large percentage of the agricultural popula-
tion still engaged in subsistence farming, agriculture represents
a significant drag on the overall performance of the economy.

However, an agricultural reveclution in food grain production
appears in the making. 'In the fall of 197 the Turkish Government--
supported by an A.I.D. Development Loan of $3.45 million and a
Technical Assistance contract with Oregon State University--
embarked on a new program designed tc increase wheat yields on
irrigated and high rainfall lands and introduce new wheat

varieties on the more arid Anatolian plateau.

This program involved 300 Government extension workers helping
20,000 farmers plant some 17,000 tons of new seed varieties.

Teams of advisors, Turkish and American, carried out intensive
educational programs through hundreds of village meetings through-
out 20 provinces. Over 220,000 tons of fertilizer had to be
delivered, farm credit programs had -to be expanded and new seed
drills had to be procured, The expectation is that this will
result in doubled or tripled yields. If it does, overall wheat
output may be increased by over 500,000 metric toms in 1968, the
first year of these programs.

In higher education progress is being made not only in expanding
enrollment but in providing educational opportunities more clearly
related to the needs of a developing society. Equally important,

a number of institutions are recognizing that their social respon-
sibility extends beyond political commentary and that the univer-
sities must contribute their energies to the practical solution

of social and economic problems. Illustrations of this progressive
attitude are:

--efforts by the Academies of Econocmics and Commerce, supported
by an A.I.D. contract with Michigan State University, to
develop ties with the local business communities and tailor
a curriculum to their needs;

--establishment of a research institute for population study
et Faco-tepe University;

--development with the assistance of a $2 million A,I.D.

Developrent Loan of a community-oriented medical school in
Eastern Turkey;
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--inclusion of actual work experience and field research in
the curriculum of the Middle East Technical University.

In recognition of the serious problems that continued rapid popu-
lation growth will create in the near future, the laws dating from
the 1920's and 1930's prohibiting the import, sale and distribu-
tion of contraceptives were repealed in 1963. A number of contra-
ceptives, including IUDs and several oral contraceptives, and
other types of contraceptives, are now readily available. Support
has been provided by a $3.6 million A.I.D, Development Loan and
technical aid from the Population Council.

By October 1967, over 64,000 IUD insertions had been reported by
the Government-trained doctors, and an estimated 50,000 cycles of
oral contraceptives were being sold monthly. The Ministry of
Health had given 473 gynecologists and general practitioners
training in family planning, and plans were being formulated to
train more doctors. Turkey is also considering a special train-
ing program for midwives to expand further the number of personnel
trained and authorized to do IUD insertions. The goal of the
Turkish Govermment is to have two million families engaged in
voluntary family planning by the end of 1972.

Despite this sustained economic growth and generally favorable
overall development performance, Turkey still faces serious balance
of payments problems. With increased industrialization the demand
for imports is increasing. However, the economy is heavily
oriented toward import substitution and, with a high wall of
protection, industrial costs are high. This makes it difficult
for Turkish industry to compete in world markets. Export earn-
ings, therefore, are still heavily dependent on traditional
agricultural crops =-- cotton, hazelnuts, tobacco, and raisins
account for 60% of Turkey's exports =- and have not kept pace
with import requirements. As a result, foreign exchange reserves
are low, and substantial foreign assistance is required to cover
the balance of payments deficit.

FY 1969 Program

A Development Loan program of $60 million is planned for FY 1969.
This will consist of a $40 million production loan to finance
raw materials and spare parts for Turkish industries, and $20
million in project lending. 1In view of the increasing investment
requirements of the private sector it is the minimum required to
avoid a significant slackening in the rate of economic progrecss.

Proposed Technical Assistance is estimated at $4.9 million -~
compared with $4.3 million in FY 1968 -- to fund several new and
expanding activities in agriculture and education. As in the
past, U.S. assistance will be pledged through the OECD Consortium
for Turkey.

The economic policy issues of greatest concern during FY 1969 will
be maintenance of price stability, expansion of foreign exchange
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earnings, and increased campetitiveness of Turkish industry.
Development Loans and Technical Assistance will depend, as in the
past, on Turkish performance in these crucial areas and will
concentrate on industry, agriculture and education.

Industry. Industry is the leading sector in the Turkish develop-
ment plan, During the First Plan period, industrial production
grew at an average rate of almost 10% a year, and during the
Second Plan it is expected to grow at an average rate of 12% a
year. In addition, over 50% of the increase in exports during
the Second Plan periocd is planned to come from the industrial
sector. Recently the Turkish Government has initiated a series
of policy measures designed to stimulate industrial development,
particularly the private sector:

--government budget funds will be available for lending to
private and mixed enterprises;

~-the allocation of investment goods imports for the private
sector in 1968 has been increased from $10 million to $40O
million;

--procedures for approval of foreign investment applications
have been streamlined; and

-~-the Government has obtained authority to grant tax incentives
and waive import duties to support private sector develomment.

The proposed A.I.D. production loan of $40 million will support
the above initiatives and will benefit primarily private industry
by financing essential raw materials, spare parts, and capital
goods such as rubber for the tire industry, motor vehicle compo=-
nents and parts for Turkey's rapidly growing trucking industry and
industrial machinery for expanding existing industrial plant
capacity. In addition, we intend to make project loans for (1)
highway development to promote tourism and enable Turkey to realize
the vast foreign exchange earnings potential of its tourist
resources, (2) private sector development banks to stimulate new
investment in exports and other priority fields and encourage the
develomment of a capital market, and (3) feasibility studies to
improve the planning of future investment decisions.

In FY 1968 $800,000 in Technical Assistance is planned to support
Turkey's industrial development. A similar amount proposed for

FY 1969 will emphasize tax administration and trade union leader-
ship as part of our effort to improve the effectiveness of Turkish
development policies and the efficiency of Turkish industry.

Education. In its Second Five-Year Plan, the Turkish Government
is giving increased emphasis to improving the quality of profes-
sional and technical training which is eritical to continued
growth of the economy and achievement of independence fram conces-
sional foreign aid. This Turkish strategy is strongly supported
by A.1.D., with major efforts to improve higher education, educa=
tion planning and technical training. Technical Assistance of
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$1.2 million is planned for FY 1968 and $1.8 million for FY 1969
to support Turkish efforts in education.

The major effort will continue to be in higher education. 1In
late FY 1967, $11 million in Development Loans was authorized for
three relatively new and progressive universities ~- Ataturk
Medical, Middle East Technical and Hacettepe. In FY 1968 and
1969, A.I.D. will follow up this assistance by providing U.S.
professional services, including faculty to assist the universi-
ties' development programs. These universities are providing the
most advanced training available in Turkey in the engineering and
medical fields. A.I.D. also proposes to expand efforts to improve
the staff and curricula of four university-level schools of busi-
ness administration, These schools enroll nearly one-fifth of
Turkish university students and are a prime source of skilled
middle-management personnel. '

A new activity to help the Ministry of Education develop its
capacity for national planning, budgeting and research is getting
under way in FY 1968 and will continue in FY 1969. This assist-
ance, being provided by a team from Michigan State University,

will help the Govermment to improve the quality of the educational
system at all levels and to refine its education and manpower goals.
The team will build on past A.I.D. efforts in primary and secondary
education as well as current efforts in higher academic and
technical education.

The other major area of A.I.D. assistance is to help Turkey meet
the critical need for more and better trained teachers at the
secondary level of technical and veocational training. The program
emphasizes revision of the curriculum and teaching methods to
strengthen teacher training.

Agriculture. Agriculture is dominant in the Turkish economy. It
accounts for about two-thirds of the population, one=-third of the
GNP, and over 80% of the exports. Largely because of the sustained
high growth of production in 1966 and 1967 when output increased
119, Turkey is not a food deficit country. However, over the
First Five-Year Plan period (1963-67), overall performance was
uneven and too dependent upon weather conditions. If food pro-
duction is to keep up with the growing population and increasing
consumption demands, agricultural techniques will have to be
improved and resources (skilled farmers, credit, irrigated land)
increased.

In FY 1968 $700,000 is planned for agriculture, and $800,000 is
requested for FY 1969. A.I.D. Technical Assistance has achieved
its basic objectives in institutional development (extension ser-
vice, forestry service, agricultural education). We will now
focus on the growing need for increased food production, especial-
1y increased use of water resources and the introduction of new
cereal crops and production techniques.

In FY 1968 A.I.D. began an On-Farm Water project to improve the
management of water resources which could increase yields up to
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100% on newly and properly irrigated land (up to one-fifth of
Turkey's arable land). In FY 1969 A.I.D. will consider a
Development Loan for $15 million for equipment to expand efforts
to increase irrigated land.

Another major initiative is the technical agsistance being
provided in connection with the introduction of the new wheat
seeds to Turkey. These seed varieties, if developed properly,
will provide yields two or three times greater than native vari-
eties. Technical assistance is also going for research and
production techniques required to assure long-range success of
the wheat program. In addition, A.I.D. agricultural technicians
are encouraging Turkish efforts to increase fertilizer supply,
marketing and use. The increase in Turkish fertilizer imports
from $7 million in 1964 to an estimated $67 million in 1968 is in
part a result of A.I.D. advisors' continued emphasis on the
importance of fertilizer.

OTHER NEAR EAST AND SOUTH ASIA PROGRAMS

AFGHANTSTAN

PROGRAM SUMMARY

(In millions of dollars)

FY 1967 FY 1968 FY 1969

Actual Estimated Proposed
Development Loans 17.0 0.7 -
Technical Assistance 8.3 7.5 8.5
Total A.I.D. Assistance 25.3 8.2 8.5

The goals of the A,I.D. program are to strengthen the Afghan
economy by upgrading the caliber of government personnel respongi-
ble for economic planning, increasing agricultural productivity
to attain self-sufficiency in wheat by 1972, and improving the
quality of the educational system, in particular vocational
education,

The A.I.D. program offers Afghanistan an alternative to exclusive
reliance on the Soviet Union. With its long frontier with the
USSR, Afghanistan has historically been strongly influenced by
Russia. The Soviet aid program is currently about four times
larger than the A.I,D. program and the United States does not

try to compete in size of programs. Instead the United States
applies its special competence in key areas where the Afghans

are particularly weak, bolsters Afghanistan's freedom to act inde-
pendently, and permits and encourages the country to make non-
doctrinaire economic decisions.

Afghan democratic institutions are still fragile, and its
Parliament has been in existence for only three years. Yet the
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framework of representative government exists and functions, and
institutions which in some measure respond to the desires of the
people have been set up.

There has also been economic progress. The Third Five Year Plan
(1967-1971) 1is for the first time more than a mere listing of
projects. A.I.D. advice has been instrumental in bringing this
improvement about. The plan is far from perfect--investment
targets are overambitious, for example--but goals are related
more closely to policies essential for their implementation than
in the past. The plan recognizes the need to rely more heavily
on local resources through more taxation; greater emphasis is
placed on private initiative, and the need for increasing
exports is stressed.

A liberalized investment law, which A.I.D, had been urging for
some time, was adopted in February 1967. By September 1967,

43 applications totalling $17 million had been filed by potential
investors. Organlzation of an Industrial Development Bank 1s
under way with U.S, and other foreign banking interests ccne-
sidering participation in its capitalization. The establishment
of such a bank was also urged by A,I.D,

FY 1969 Program

The proposed FY 1969 program is $8.5 million of Technical
Assistance. Afghanistan is also expected to receive concessional
sales of P.L, 480 commodities (mostly wheat) and rupees derived
from the U,S,-Pakistan P.L. 480 program.

Economic Reform and Public Administration. In FY 1969, A, I,D.
will provide apbout (300,000 to finance advisers to the Afghans to
help them strengthen their economic planning institutions and

to improve their capacity to collect taxes and to allocate and
disburse revenue. The Ministry of Planning is the particular
focus both for A.I.D.'s long-term objective of rational resource
allocation and for shorter-term A.I.D, efforts to induce the
Afghans to (a) abandon discriminatory export taxes and the
preferential exchange rate applied only to government account
imports, (b) step-up revenue collection, and (c) encourage
private enterprise by reducing financing for big public sector
infrastructure projects. We will also devote about $200,000 to
send Afghan participants to the United States to help assure that
the Afghans will continue to pursue effective economic policies
after our advisers leave.

Agriculture. Low productivity and the slow rate of growth in
this part of the economy, on which 85% of the population depends,
is the most critical problem which must be solved before
Afghanistan can achieve self-sustaining growth. The Third Five
Year Plan demonstrates that the Govermment of Afghanistan is now
more cognizant of the importance of agriculture.

In order to achieve self=-sufficiency in wheat, the Government
has doubled the budget allotment for agriculture (from_l8% of the
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Plan total in the Second Plan to 37% in ‘the Third Plan). A more
effective extension program is being developed using better seed
varieties, improved cultural practices and more fertilizer to in-
cregse yields, particularly in wheat. An experimental project

on agricultural credit is being undertaken with the aid of the

UN Food and Agriculture Organization and the International Develop=-
ment Association. Work is proceeding with A.I.D. help in smell=-
scale irrigation to make better use of available water,.

Despite these changes, some major problems remain., Cereal con-
sumption is likely to be larger than the Afghans estimate, and
production targets may thus be set too low. Perhaps more serious
is the need to raise agricultural prices further in order to
Improve the standard of living of farmers and to encourage in-
creased production. The P.IL, 480 program, in addition to help
compensate for the wheat deficit which currently exists, has

been and continues to be used to induce the Government to make
needed changes in agricultural policy.

In FY 1969, $2.5 million of Technical Assistance funds will be
devoted to agriculture. These funds will be used primarily to
pay for sbout 60 agricultural advisers whose efforts will be
focused on the accelerated wheat production program with emphasis
on agricultural extension, research, increasing agricultural
inputs especially of higher-yielding seeds and fertilizer, and
improving land and water use. Particular attention will continue
to be devoted to the Helmand Valley, where water resources com-
bined with other inputs may make it possible to double per acre
yields within four years.

Fducation. Afghanistan's commitment to education is evident,

and much has been done. Three times as many children of all ages
are in school than a decade ago; almost a fifth of all primary-
age children are in school; the Third Plan projects a doubling
of secondary school enrollment by 1971.

The A.I.D, program has helped move Afghanistan's poor educational
system of a decade ago to a functioning national system by means
of projects in curricula development for primary schools, edu-
cational materials development, teacher training programs, the
development of a middle level technical=-vocational school, and
the expansion and improvement of Kabul University. About $2.5
million of the A,I.D. program in FY 1969 will be devoted to
education to provide further needed assistance in the same
activities, including the work of more than 60 A.I.D,-financed
advisers. About $500,000 of the $2.5 million will finance
participant training.
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JORDAN

PROGRAM SUMMARY

(In millions of dollars)

FY 1967 FY 1968 FY 1969
Actual Estimated Proposed
Development Loans 1.8 - 15.0
Technical Assistance 3.9 2.1 1.8
Supporting Assistance 30.0 10.0 -
Contingency Fund 2.0 - -
Total A,I.D. Assistance 7.7 12.1 16.8

U.S. Aid Objectives

U.S. objectives are to support the existence of a moderate Jordan,
which is likely to take a constructive approach to Middle East
problems, including those created by the June Arab-Israeli war.
Jordan is heavily dependent on outside assistance for its very
existence. The United States has in the past sought to support
the Government's development objectives which would lead to
significant economic progress and progressively reduced dependence
on foreign aid. Although economic progress is now arrested as

a result of the June 1967 war with Israel, we believe that
effective programs for developing the economy can lead to economic
independence for Jordan. The A.I.D., program=--a concrete demon-
stration of support for a stable, moderate and independent Jordan--
will concentrate during FY 1969 primarily on increasing foreign
exchange earnings, through programs in agriculture and tourism

and a $15 million loan for minerals development, and will
encourage Jordan to use its resources by supporting feasibility
studies designed to identify priority areas for investment.

Country Performance and Self-Help

Prior to the Arab-Israeli war of 1967, agricultural production
was strongly stimulated by the development of water resources.

As a result, Jordan was beginning to develop markets for its
agricultural products in neighboring countries. The Government
adopted important reforms in tax collection, government adminis-
tration and education, which had promise for creating an environ-
ment for very rapid development. GNP rose an average of 8% a
year since 1960. Progress was such that U.S. budget support
payments were phased down from about $40 million in Jordan's
fiscal year 1960 to a planned level of $27 million in 1967.

The occupation of the West Bank of Jordan by Israel following the
war of June 1967 cut government revenues almost in half, while
leaving the Government with increased problems, including a
population swollen with an additional 200,000 refugees on the

East Bank. Despite drastically reduced government revenues,
expenditures could not be cut appreciably. Suspension of develop-
ment projects, slowdowns in industrial output and construction,
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and the influx of displaced persons led to wildespread unemployment.
In addition, the occupation of the West Bank deprived Jordan of

a large portion of i1ts foreign exchange earnings, particularly
tourist receipts and income from emigrants.

Paradoxically, Jordan's overall foreign exchange position has
dramatically improved and made possible a suspension of U.S. budget
support which made up the major portion of our assistance in

the past. This situation is due to emergency grants from other Arab
states of some $70 million equivalent and promises of about $80
million more during 1968. Also, Jordan has reduced its current
external trade deficit, given temporarily decreased demand for
imports at the same time that export markets were being maintained.

Wisely used, Jordan's very substantial foreign exchange reserves
(over $250 million or 18 months of the pre-war level of imports),
together with continued aid from the United Kingdom, West Germany,
Kuwait, Saudi Arabia and the UN agencies, could support a stepped-
up development program which would help Jordan remedy structural
problems underlying its budget and balance of trade deficits.

The Government has also proceeded with plans for a pilot project
to sell treasury bills, an important step to mobilize savings
within the country for development.

The Govermment is still preoccupied with the prospects for
political settlement and has been understandably slow to reactivate
the development program. We are using our aid in a number of

areas to help the Jordanians revive their economy and take
advantage of their real opportunities for continued economic
development. A $3 million grant of Supporting Assistance will

be made in FY 1968 to finance feasibility studies leading to
renewed development efforts in such key areas as irrigated
agriculture.

FY 1969 Program

The proposed FY 1969 program consists of $15 million in Develop-
ment Loans and $1.8 million in Technical Assistance. In view

of Jordan's currently favorable foreign exchange reserve
position, no Supporting Assistance to Jordan's budget is proposed
for FY 1969. Dependirg upon the crop situation, P.L. L80 sales
programs may be considered.

Aid from others is expected to include $12 million equivalent
in loans by the United Kingdom made available from now to March
1971, West German loan drawdowns of over $1 million a year, and
the $34 million of loans from Saudi Arabia and Kuwait already
approved.

The A.I.D. program will continue to help Jordan address the
longer range problems it faces in its budgetary sitaution and
foreign exchange earnings. Should the evolving Middle East
situation require, we would be prepared to modify the proposed
program to meet needs which cannot be foreseen at this time.
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Foreign Exchange Earnings. While the large amounts of foreign
assistance received recently have resulted in an accumulation of
surplus foreign exchange, over the longer run Jordan will remain
dependent on outside assistance until it can close, with its own
foreign exchange earnings, the very substantial gap in the trade
balance which now exists. Continued efforts must be made to
promote foreign exchange earnings wherever possible, thereby
reducing the likelihood of a need for a resumption of Supporting
Assistance from the United States at some future date. 1In
addition to the increase in foreign exchange earnings from
exports of fruits and vegetables, receipts from tourism and
phosphate sales had tripled between 1960 and the outbreak of the
June war. In FY 1968 and FY 1969, in addition to continuing our
efforts in the East Ghor area and our assistance in improving
wheat production, we plan to help Jordan develop its potentials
in potash and tourism.

The proposed $15 million Development Loan for A.I.D.'s contri-
bution to a $100 million potash project is a key in completing
the financial arrangements in which the IBRD and Kuwait Fund are
prepared to contribute and to assure the participation of local
and foreign investors. The potash plant is expected to produce
over one million tons of potash a year by 1975 and eventually
contribute $25 million a year to Jordan's foreign exchange
earnings.

The tourism efforts will focus on three East Bank sites ag part
of Jordan's long range tourism development. The programs we
propose to support will be of importance to Jordan's long-range
economic development regardless of the eventual political settle-
ment.

Agriculture. Jordan is normally a food deficit country, which
must import about 22% of its food requirements. This is due
primarily to inadequate and uncertein water resources. A.I,D,
progrems in irrigated agriculture have already increased net
income per farm in the East Ghor area by more than three times
since 1960, and exports of surplus fruits and vegetables have been
steadily increasing.

During FY 1968 and FY 1969, A.I.D. will continue projects in land
improvement, land and water use, cooperatives and agricultural
credit to further enhance the productivity of the 30,000 acres
previously brought under irrigation in the Fast Ghor Canal project.
Feasibility studies to locate additional sources of water will be
added to a study of the Zerka River already planned, and demon=-
strations will be conducted to improve wheat yields. By supporting
a program of improved weed control, summer fallowing, better seed
and better planting techniques, we hope to reduce the drastic
fluctuations in this basic staple crop and to help Jordan towards
its goal of self-sufficiency in wheat in the foreseeable future.
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NEPAL

PROGRAM SUMMARY

(In millions of dollars)

FY 1967 FY 1968 FY 1969
Actual Estimated Proposed
Technical Assistance 3.4 2.5 3.7

The objective of the limited A.I.D. assistance in Nepal is to
attack fundamental problems by training people to organize and
carry out development programs and setting up institutions which
can effect change throughout the country.

Nepalese efforts are beset by Nepal's extremely low level of
development and basic physical and social problems (elevation
from sea level to nearly 30,000 feet; 40O miles of paved or
hard-surfaced road; 90% illiteracy).

Agriculture has been given top priority in Nepal's Development
Plan. Private investment is being encouraged by means of
attractive investment legislation. Efforts in education, which
have benefitted greatly from A,I,D. assistance, have produced
impressive results. Nepal now has a national education system
where 15 years ago there were hardly any schools, but the quality
of the educational system needs further continuing improvement as
the Nepalese themselves realize,

FY 1969 Program

The proposed FY 1969 program totals $3.7 million in Technical
Assistance. About $8 million equivalent of rupees generated by
P,L. 480 programs for India will be made available together with
Govermnment of Nepal rupees for joint U.S.-Nepalese development
projects. The combined dollar and local currency level is thus
about $11.7 million. Dollars are used primarily to pay for
salaries of technicians (over $2 million in FY 1969), commodities
(about $800,000)--mainly DDT for the malaria program--and the
training of Nepalese participants in the United States (about
$400,000) .

A, I.D. will urge the Nepalese to assume an increasing share of
development efforts. As projects are completed, A.I.D. plans

to support new activities which the Government of Nepal is not
now financing but which need to be undertaken. A,I.D. plans only
to undertake new projects when the Nepalese Government agrees to
finance an annually increasing proportion of the total cost of
each project.

The program is concentrated in FY 1969 primarily on the following
priority goals:

== In agriculture, A,I.D, seeks to help the Nepalese
to increase cereal production by 129 over the next
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three years. Over $3 million of the FY 1969
program (about $800,000 of this in dollars, the

rest in local currency) is devoted to agriculture.
The main A,I.D, activity is a project which aims at
foodgrain (principally rice) producticn increase by
means of training, extension, inputs of fertilizer
and high-ylelding seed and ground water developuent.

=~ In education, the goal is now quality improvement.
More than $2 million will be required in FY 1969,
about $500,000 of this in dollars. Activities include
establishing a textbook center in which textbooks
using Nepalese themes are written and printed, and
the further improvement of a teacher training school
and certain vocational schools.

-- The third major area of program concentration is in
government administration, where A,I,D. activities
include a project under which village and district
elected officials are trained, as well as assistance
in revenue and budget administration, ccllection and
analysis of statistics, and the training of Nepalese
Government officers and their supporting staff at
the national level. More than $1 million will be
devoted to this activity, of which about $400,000 is
in dollars.

-- In health, A.I.D, is continuing to support a program
designed to eradicate malaria by 1973. A.I.D. also
plans to carry out an experimental family planning
project; we will provide advisors and train partici-
pants. About $3 million is proposed for health activ-
ities, of which $1.2 million is in dollars, primarily
to finance DDT for the malaria program.

CENTO AND REGIONAL PROGRAMS

PROGRAM SUMMARY:

(In millions of dollars)

FY 1967 FY 1968 FY 1969
Actual Estimated Proposed
Technical Assistance 1.3 3.6 3.7
Contingency Fund 0.2 - -
Total A.I.D, Assistance 1.5 3.6 3.7

The objective of the regional Technical Assistance programs is to
encourage solutions to common problems through the development of
training and joint action programs and through the exchange of
information, The CENTO program supports the U.S. interest in
regional cooperation among Iran, Turkey and Pakistan. A.I.D.
emphasizes programs in agriculture, education and health.
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Under the regional programs, A,I.D, provides assistance for

four types of projects: advanced training, pilot studies,
financial and technical support of joint action programs largely
carried out by regional organizations, and conferences.

Advanced Training. The United States has financed training at
the American University of Beirut {AUB) for 17 years. In recent
years, A.I.D. has funded a scholarship program for 400-500
students which helps to fill the need for trained manpower and
encourages the use of AUB as a regional institution of higher
education. The scholarship program enables the potential leaders
of the region to meet and work with each other. The courses of
study offered at AUB are of higher quality than those available
in most other universities in the region. The United States

has encouraged AUB, with good results, to offer courses in
fields of study that are critical for development such as
agriculture, education, engineering and public administration.

Over the past few years, one-fifth of the training financed by
A,I.D, for students from the region was for study at AUB. In
the present school year, 1967-68, the NESA regional program is
financing 425 students from Jordan, Pakistan, Afghanistan,
Turkey, Nepal, Iran, Lebanon, and Cyprus. Over half the students
are being trained as public school teachers and agricultural
scientists. The remainder are studying engineering, public
health and public administration. The bulk of those studying
public administration work in government ministries.

A.I.D, is considering financing consultants to AUR under the
regionsl family planning project to help expand the University's
Medical and Public Health Faculties'course offerings related to
family planning and population studies. If a population studies
program is organized, A,I.D. will finance students under the
AUB scholarship program,

Pilot Studies. The purpose of the pilot studies is to allow

A I.D. to test ideas for projects which might be worth doing in
a number of countries. In FY 1968 A.I.D. is undertaking pilot
studies in family planning and new educational technology. Since
these activities will be experimental, they will be carried out
at first in only one or two countries, but the results will

be applicable to the whole region.

The experimental family planning activities will involve non-
governmental organizations and will complement A,I.D,'s assistance
to the Govermnments of India, Pakistan and Nepal.

A, I.D, is considering assistance for voluntary organizations
working in family planning at the grass roots level. A,I.D. will
also assist in experimentation with more effective ways of dis-
seminating family planning information. In addition, A.I.D.

may fund research in family planning and demography.

With respect to educational technology, A.I1.D. will finance teams
of consultants to study ways of improving the educational techni-
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gues in Near Eastern and South Asian countries. The first team
will consider programmed teaching using pre-planned lessons and
simplified descriptive material as a means of up-grading the

quality of teaching of teachers who are not adequately trained.

Joint Action Programs. This portion of the regional program
involves both technical assistance to and financial support of
joint action programs which are largely carried out within the
CENTQ framework. Beginning in FY 1968 A.I.D. will provide
technical assistance to an action program in communicable disease
control. A major cholera outbreak swept westward from Malaysia
in the early 1960s and forced Near East and South Asia countries
to cooperate in control measures, 1In an attempt to ha®: the out-
break, A.I,D. provided assistance for emergency cholera measures
from the Contingency Fund in FY 1966 and FY 1967. The bulk of
the Contingency Fund assistance was {or vaccines and the services
of a doctor.

This ocutbreak highlighted the need for cooperation throughout the
region in communicable disease control. The countries of the
region will explore the possibilities of further joint action and
A,I.D. assistance in an A.I.D.-financed seminar in February 1968.
The project will use the CENTO framework in Turkey, Iran and
Pakistan, and assistance may at first be limited to those countries.

A,T.D. contributes to the CENTO Multilateral Technical Cooperation
Fund and the Multilateral Science Fund. These funds are adminis-
tered by the CENTO countries in the region, the United States and
the United Kingdom. The CENTO Multilateral Technical Cooperation
Fund finances the exchange of experts and provides scholarships
to the nationals of the CENTO countries to study at universities
in the region. The Multilateral Scilence Fund was established in
the Spring of 1967. Some of the proposals under consideration
for the region are: an inventory of scientific research and
teaching facilities; exchange visits of scientists; studies on
methods of coordination among national documentation centers; and
a study on the manufacture of simple scientific equipment.

Conferences. A.,I.D, finances the operating expenses and
American participation in regional and CENTO conferences %o
facilitate the exchange of ideas and information on common
development problems. The bulk of the Technical Assistance

for CENTO finances a series of conferences for specialists on
such topics as fertilizer use, food processing and agricultural
marketing., Future CENTO conferences will be held on nutrition,
preventive medicine and agricultural industries (e.g., pesticide
and implemerts production, and .food processing).

A.I.D, will continue to finance a series of conferences on
irrigation because of the widespread need for irrigation in
the region. 1In the past these conferences have proven gquite
valuable to the participants. A,I.D. plans fo expand the
regional program to include conferences on development policies
in such areas as increasing tax revenues from agriculture and
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strengthening local initiative through self-help. Conferences
will also be held on family planning programs.

FY 1969 Program (In thousands of dollars)
AUB scholarship program 2,250
Family Planning Projects 750
Communicable Disease Control Project 150
CENTO and Regional Conferences 325
CENTO Multilateral Technical Cooperation
Fund : 100
CENTO Multilateral Science Fund 25
CENTO Program Support 100
TOTAL 3,700
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FISCAL YEAR 1969 PROPOSED PROGRAM

(Thousands of Dollars)

Type of Assistance

Country Develop-
Total ment Technical |Supporting
Loans Assistance | Assistance
NEAR EAST AND SOUTH ASIA

TOTAL . < . . . $706,000 | $660,000 | $46,000 -
Afghanistan . 8,500 -_ 8, 500 —_
India « « v & & « o & 422,820 408,200 14,820 —_
Jordans « 4« 4 s 4 w e 16,850 15,000 1,850 —
Nepai . . .« . . « . . 3,730 — 3,730 —_
Pakistan. « + + « « . 185, 50C 177,000 8, 500 _—
Turkey. o « ¢ & o o 64,900 60,200 4,800 -
cento®/ L ... ... 500 - 500 -
Regional Programs . . 3, 200 - 3, 200 —

a/Central Treaty Organization.
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