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CLASSTFICATION OF VOLUME

This year A.I.D. is presenting its funding proposals in-.one volume. The classified, loose-leaf volume entitled "Proposed
Mutual Defense and Development Programs - FY 1965" provides the Congress the long-term aid objectives of A.I.D. and the FY 1965
economic assistance programs proposed for various countries, including frank evaluations of the political, economic and social situ-
ations existing in these countries. Such candid judgments by the U.S. Government of foreign govermments cannot be published on an
unclassified basis. It is essential, however, that specific country aid proposals and related evaluations be made available to the
Congress in order to inform them of the foreign policy interest underlying this aid request, as well as specific information for the
various country aid proposals themselves. Security classified portions of the narrative and amounts are shaded. All other material
is unclassified.

For general information, a completely unclassified book entitled "Proposed Mutual Defense and Development Programs - FY 1965"
has also been prepared for the convenience of all members of Congress. This book, of course, excludes country aid proposals, statisti-

cal data and other classified material.
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INTRODUCTTON

Since World War II, the United States has conducted programs of
economic and military assistance to other countries in recognition
of the fact that our own security depends, in large degree, on the
strength of other free nations, and in affirmation of our moral
conviction that the rich should help the poor.

In those nations where other people are willing to defend their
independence against Communist agression or subversion, where the
governments and their citizens are trying to eradicate poverty,
misery and disease, it is plainly in our interest to help. A
world of independent nations able to secure a decent measure of
economic and social progress for their people is the kind of world
in which our own freedom and our own hopes are safest.

Progress Since World War IT

We seek to create that kind of world through our foreign assistance
programs. We are far from achieving it yet, but we have come a
distance in company with other nations since World War II, through
times that seemed more dangerous and uncertain than those we face
today.

In 1948 when the Marshall Plan began, Greece was wracked by civil

war, Western Burope was near economic collapse and Communist con-

trol, Japan was still in ruins, and Turkey, nearly bankrupt, faced
Soviet Russian demands for surrender of two provinces.

A decade or more ago, when we shifted our economic aid to the
developing nations of Asia, Africa and Latin America, the Republic
of China on Taiwan was not a success story but a question mark, the

Communist-led Huks controlled much of the Philippines, and the faint-

hearted predicted that development of free India would fail and all
Asia would bow to the triumph of forced growth in Communist China--
a triumph that never happened.

New Uncertainties

Today we face new uncertainties in a world still turbulent and
dangerous. In Southeast Asia the bitter fight against the Viet
Cong continues with its outcome still unknown. We do what we can--
backing the military assistance effort, A.I.D.-supplied barbed wire

.

rings village hamlets, and radio phones made in the United States

summon help when the Viet Cong attack at night. Young A.I.D,
technicians who know first aid, how to grow more cabbages and
raise better pigs, help give the villagers a better life to fight
for, a stake in the future of their own country.

In Thailand, facing a serious threat of Communist infiltration in
border provinces whose people have known the national government
only as a tax collector, A.I.D, helps build connecting roads, and
trains Thal Government officials who will build schools and hos-
pitals and carry out commnity development programs.

Time presses in Africa, too, where new govermments struggle for
stability with critical shortages of trained manpower and prob=
lems that range from tribal divisions to trouble makers from Red
China. In Nigeria, Africa's most populous country, our assistance
backs a serious, well-planned development effort and provides,

among other things, teams from four American universities to help
expand and reshape the entire educational system. In Kenya, facing
the urgent need for more African officials to replace British civil
servants going home, A.I.D. helps staff public administration train-
ing courses to fill the gap.

The Latin American Challenge

In Latin America, the shadow of Communist Cuba hangs as a threat
over countries riven by the historic gulf between the very rich
and the very poor, and trying, at "one minute to midnight" to
bridge that gulf with reforms, self-help and development within
the Alliance for Progress. A.I.D. loans for programs such as
housing, power, water supply and road construction, and A.I.D.
technical assistance in education, the development of cooperatives
and agricultural extension and other activities back the efforts
of our Latin American neighbors to help themselves.

We have no lack of challenges--in the Middle East, in Korea, at
our own backdoor in the Caribbean. We also have no reason,
given the results of patient and intelligent effort to date, to
shrink from those challenges.
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Changes in the Foreign Assistance Program

As our challenges have changed, so has our assistance program.

-- Fifteen years ago, 86% of our assistance went to Western

Furope and Japan. Today, those countries are thriving on
their own and receive none of cur economic aid (and little
of our military aid). Instead, U.S. economic aid today

is directed to the underdeveloped countries of Latin
America, Asia and Africa. Military aid goes primarily to
those countries on the rim of the Sino-Soviet bloc.

Ten years ago, most of our aid was military assistance.

In 195k, 60% of the aid program went for military equip-
ment and training. Today, with the free world's military
strength built up, the great bulk of our aid is economic--
nearly 70% of the total request for FY 1965.

Five years ago, we provided most of our economic ald on a
grant basis (two-thirds of the total in 1959). Today,
that is reversed and two-thirds of A.I.D. assistance to
countries is financed by loans, repayable in dollars.

SHARE OF AID DOLLARS
USED FOR U.S. GOODS AND SERVICES

OBLIGATIONS BASIS -

EXPENDITURE BASIS

78% 7%

73%

62%

50%

Estimated Expenditure in United States

Estimated Obligations
For Expenditure
in United States
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-- Five years ago, economic aid dollars were spent to buy
services, equipment or goods wherever in the world prices
were lowest. Less than half of aid dollars were spent in
the United States. Today, in response to the U.S. balance-
of -payments problem, most aid dollars can be spent only
for U.S. goods and services, even though in some cases the
prices are higher., More than 80% of the funds appropriated
for A.I.D.'s work in FY 1964 is being committed for the
purchase of U.S. goods and services. The percentage will
be even higher in FY 1965.

Changes in Fiscal Year 1965

More changes are proposed in the program presented here for FY
1965. These changes reflect decisions by the President, based
on comments by the Congress and a reappraisal of the program by
an interdepartmental committee.

The FY 1965 program will:

-- provide more economic aid for long-term development and
less for current budget support;

-- emphasize the transition of developing countries to self-
support wherever possible;

-- increase reliance on private enterprise for development,
and extend the use of private resources in the A.I.D, pro-
gram; and

-- tighten the management of foreign assistance.

The FY 1965 Mutual Defense and Development Program totals about
3.5% of the currently proposed Federal Budget, and less than six-
tenths of 1% of the estimated Gross National Product (GNP) for
196k. TIn comparison, the foreign assistance program for 1949
totaled about 2% of the U.S. GNP at the time.

FOREIGN ASSISTANCE ACT EXPENDITURES AS A PERCENT
OF U.S. GROSS NATIONAL PRODUCT

Military and Economic
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More Emphésis on Long-Range Development

A.T.D. does its work with three basic tools: (a) Development
Loans; (b) Technical Cooperation and Development Grants; and
(c) Supporting Assistance funds.

These funds are appropriated separately by the Congress and each
is used by A.I.D. for a different purpose.

A,I.D. uses Development Loans to provide goods and services needed
by the less-developed countries to build the capital base for
economic progress. Development Loans are used to finance, for
example, roadbuilding equipment, replacement parts for factories,
generators for power plants, construction equipment and pumps for
irrigation projects; the services of U.,S. engineering and con-
struction firms to design and build needed roads, dams, or fac-
tories; and capital for industrial development banks, or for agri-
cultural credit programs through which farmers can Fnance bettdf
seed, fertilizer, and equipment.
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A,I.D, uses Technical Cooperation and Development Grant funds
principally to hire experts and technicians to help other countries
train teachers, health workers, agricultural extension agents, and
other skilled persons needed to achieve economic progress. Experts
and technicians are hired directly by A.I.D. or obtained by con-
tract with American Universities, businesses, cooperatives, and
cther crganizations that have the needed know-how. These funds

are also used in part to pay for goods and equipment needed in
technical assistance--textbooks for a demonstration school for
example, or DDT for a malaria control program.

Supporting Assistance funds, on the other hand, are not directed
primarily toward development but toward survival. These funds are
used to keep a country afloat in an emergency, generally by paying’
for necessary imports.

Most Supporting Assistance funds are used in coordination with
military assistance to strengthen the military-economic position
of countries on the fringe of the Communist bloc. Vietnam, still
fighting for its life, is the largest recipient, and illustrates

the use of Supporting Assistance funds in the common defense effort.

The Shift to Development

FY 1965 will be a bench mark in the history of U.S. foreign assist-
ance,

For the first time since we shifted our efforts from Buropean
recovery to the developing countries of Asia, Africa, and Latin
America, the United States will devote more to development assist-
ance than to military and supporting assistance combined.

-- In 1961, Development Loans and Technical Cooperation/Devel-
opment Grants accounted for less than one-fourth of our
foreign aid program, including military assistance. In FY
1965, funds for development assistance will exceed funds
programmed for military and supporting assistance by about
$100 million.

Less Supporting Assistance

The reduction in Supporting Assistance has been rapid and dramatic.
Total requirements have been cut from more than $1 billion in 1960,
to the $349 million program proposed for FY 1965.

-- In FY 1960, $420 million in supporting grants (then called
Defense Support and Special Assistance) went to 1h coun-
tries--Afghanistan, Greece, Iran, Israel, Pakistan, Turkey,
Guatemala, the Republic of China, Philippines, Libya,
Tunisia, Iceland, Spain and Yugoslavia--for which no Sup-
porting Assistance is proposed in FY 1965,

FY 1965
PROPOSED
DEVELOPMENT
LOAN
PROGRAMS

FY 1965
PROPOSED
SUPPORTING
ASSISTANCE

PROGRAMS

SEVEN
COUNTRIES

CHLE COLOMBIA  INDiA
NGERIA PAXTSTAN TUNISA
TURKE Y

67%

($971 Million)

FOUR
COUNTRIES

KOREA LADS
VIETNAM  JORDAN

78%

- ($273 Million)

4I:1‘COUNTRIE'SFE;
“33%

($47) Million]

73 COUNTRIES
-22% -

75 Million)-.
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Concentrating Our Assistance

The proposed 1965 program will continue and intensify the concen-
tration of assistance in a limited number of countries, Nearly
90% of A.I.D.'s direct assistance will go to 25 countries.

-- In FY 1965 about 60% of A.I.D. development assistance, and
two-thirds of all planned Development Loans (including
Alliance for Progress loans) will go to seven countries
with sound development plans and a record of performance
on self-help and reform--Chile, Colombia, Nigeria, Tunisia,
Turkey, Pakistan and India.

-- In FY 1965 about 80% of planned Supporting Assistance will
go to four countries--Korea, Vietnam, Laos and Jordan.

More Emphasis on Self-Help and Reform

The 1965 program continues emphasis on self-help by recipient coun-
tries. The United States cannot afford to provide aid to spare
others from taking the difficult measures needed to assure growth.
We condition our assistance on performance by aid recipients.

Our help is not "free" in providing equipment, imported materials,
or experts; we expect the recipient country to share the costs of
development projects in which we assist.

These are examples of how costs are shared in the A.I.D. program:

-~ To the Philippines malaria control program, which has cut
annual incidence from 2,000,000 to 31,000 cases, and deaths
from 12,000 to none, A.I.D. contributed $5.5 million for
DDT', spray equipment, technicians and training, and the
Government of the Philippines contributed $13.8 million for
staff, administration and salaries for the spray teams and
Philippine technicians,

-- Taiwan's Shihmen dam project, which now provides clean
water for 100,000 persons, flood control and irrigation
for 140,000 acres of rice land, and an electric generating
capacity of 90,000 kilowatts, was financed by $37 million
from A.I.D. for U.S. equipment, engineering and construction
services, and $35 million from the Republic of China for
labor, materials and other local costs.

-- In Latin America's "self-help" housing projects, A.I.D.
carries 30% of the cost (concrete mixers, wheelbarrows,
other tools and technical assistance), the local government
carries 30% (land, site development, utilities, building
materials, administration) and the eventual owners carry
40% of the cost by providing the labor themselves.

univan S

Self-help means carrying out policles needed to mobilize and use
the country's own resources better--improved administration, sound
fiscal policles, better revenue collectlons, falrer tax laws, pro-
grams to increase agricultural productivity--whatever measures are
within the capability of the reciplent country to take that will
speed the process of development.

Increasingly, A.I.D.'s programs of assistance to countries are
related to what the countries are dolng for themselves under thelr
own development programs, and U.S. ald is made avallable side-by-
side with the successful achievement of a country's own develop-
ment objectives. These are outstanding examples of self-help
measures:

-- In 11 Latin American countries, programs are under way to
increase tax collections under exlsting tax laws 1n several
cases with training and advisory help from A.I,D,-financed
U.S. Internal Revenue Service experts.

-- In India, Pakistan, Chile and several other aided coun-
tries, tax laws were enacted during the past year increas-
ing taxes substantially and, with this, Increasing the
contribution by the people of these countries to their
own economic development.

~- In Korea, Laos and the Congo, major fiscal, budgetary and
administrative reforms were carried out in 1963 to con-
serve scarce foreign exchange and insure that it was spent
only for essential imports.

Climate for Investment

Self-help also means doing what can practically be done to encour-
age private investment from abroad. In the Foreign Assistance Act
of 1963, the Congress emphasized the importance of Investment
Guaranty agreements in developing countries as an indication of
self-help effort.

~= In 55 countries where A,I.D. currently conducts assistance
programs, investment guaranty treaties with the United
States are in effect. Eight new agreements were signed
in 1963, and 12 countries broadened theilr original guar-
anty agreements. We are continulng to seek additional
agreements.

Continued Emphasis on Latin Amerilca

The FY 1965 program continues the emphasis on Latin America Initi-
ated under the Alliance for Progress,

-- During the 12 years from 1948 to 1960, U.S. aid (largely
technical assistance) to Latin America
2% of the toal economic assistance pro
than 6%
America,

O less
of our economic aid effort was dlrected to Latin
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-- In the proposed FY 1965 program, more than 23% of A,I.D.
economic assistance funds will go to Latin America for
development under the Alliance for Progress.

The stress on Latin America under the Alljiance is shown in sharpest
relief by comparisons in per capita terms. In terms of aid per
capita, the increase in Latin America has been from 53 cents in FY
1960 to $2.59 in FY 1965. This is by far the highest per capita
concentration of any region.

Aid from Other Donors

Eleven other free world countries (ten of whom once received U.S.
economic aid) now conduct aid programs of their own. Together,
these other aid donors committed about $2-l/2 billion in economic
aid to developing countries in 1962. On an expenditure basis, the
aid programs of other donor nations have doubled since 1956.

J:ﬂTHERrFREE HI]III.I] ASSISTANGE T0 lllIIlERI][VElllPEIl CUIIHTRIES

BILATERAL ASSISTANCE FROM OTHER D.A.C. COUNTRIES

Net Official Disbursements®- Billions of Dotlors

1962 BY DONOR COUNTRY

GRANTS

1956 1957 1958 1959 1960 1981 1962
*Eaciades |- S Year Loom., nd Refiects Receipl of Loan Poyments ”k%:?:; g:;qupu:.‘c:“m Denrnark, iioly, Netherfonds,

) 6
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Like the United States, the other donors provide much of their
aid on a loan basis. In general, their terms are harder than
ours--higher interest rates, and shorter maturities. The growing
debt service burdens of the less-developed countries--a few spend
as much as 35% of their export earnings to pay off foreign debts--
make it imperative that aid donors set the terms of their loans
with due regard to the repayment capacity of the recipient
countries.

The Development Assistance Committee of the OECD, to which the
United States and other major donors belong, agreed on this in
1963 and some progress has been made, particularly by the United
Kingdom, Canada, and Germany.

-- Britain has announced a new policy permitting loans up tc
30 years maturity with an interest waiver provision which
effectively lowers the 6% interest rate on a long-term loan
to about 3%.

-- Canada, in addition to continuing a substantial grant pro-
gram, is establishing a soft loan program with terms com-
parable to those of the International Development Associ-
ation--50 years maturity, 3/&% interest and 10 years grace.

--In 1963, Germany made 1ts first loans for 25 and 30 years.

The Transition to Self-Support

Since the beginning of the Marshall Plan in l9h8, 17 countries have
moved from the need for economic aid under the Foreign Assistance
Act or predecessor legislation to self-support--14 Western European
nations, Japan, Yugoslavia and Lebanon. In each case, aid programs
could be concluded because they were successful in laying the foun-
dations for economic progress and self-support. But in no case was
the transition to self-support an abrupt, mechanical event.

In Burope, for example, Marshall Plan aid to most countries, in-
cluding France, West Germany, Italy and the U.K., was ended by
1955. As these countries regained their economic health, soft
loans and grants were no longer necessary. But this did not
diminish U.S. interest in these countries, our desire to see them
mske progress or our wish to maintain strong ties with them.

U.S. military assistance to build up the defensive shield of the
North Atlantic Treaty Organization continued. Other U.S. Govern-
ment programs such as long-term loans from the Export-TImport (Ex-TIm)
Bank and sales of U.S. surplus food under the Agricultural Trade
and Expansion Act remained available.

PRI ks o
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Now that the Western European nations are able to finance their
own defense needs, our military assistance programs there are
ending. But we retain close ties with our allies in Western
Europe and continue many other programs of mutual cooperation in
trade and investment, cultural and technical interchange, and
scholarship exchanges such as those under the Fulbright-Hays Act.

The transition to self-support has not marked the end, but the
continuation of a deep mutual concern and interchange.

Beginnings of Development Aid

Most of the transitions to date have involved industralized nations
that needed help to rebuild after World War II., In Asia, Africa
and Latin America, where the problem is not recovery but develop-
ment, the last decade has seen the beginning of economic aid pro-
grams rather than the ending of aid. The rapid emergence of new
nations has steadily increased the number of countries to which

we considered it important to provide assistance.

For the first time, the transition to self-support is now under
way in a number of countries where development has been the
challenge, rather than recovery. In some, it has already been
reflected within the A,I.D, program, by diminishing levels of
assistance, the completion of technical assistance programs, and
the hardening of A.I.D. loan terms. Technical assistance to
Greece and to Israel, for example, was concluded in 1962. In
both these countries and other nations where economic progress
has been substantial, A,I.D., loan interest rates have been rising.

Moving From Development Aid

The trapsition from A.I.D. economic help to more conventional
resources of finance such as Ex-Im Bank lending, World Bank
lending and private investment, is now under way in at least 1k
countries where A,I.D, conducts programs.

Most of the countries now in transition are fast approaching the
point where they can rely entirely on conventional sources of
technical and capital aid, including private investment from
abroad., As they reach that point, some will still remain eligible
for other U.S. programs such as surplus agricultural commodity
credit sales and military assistance.

In a few cases, the transition is now in order because other coun-

tries have assumed the major aid burden, or because recipients
have found new resources to finance development.

Self-Supporting Growth

In general, however, the transition has been made possible because
economic aid has helped accomplish what it set out to do. In some
countries with large and difficult problems, the transition to
other sources of help and to self-support will take a decade or
more. But the process has begun for the developing countries, as
it did in Europe some time ago, and in the following years it will
be repeated in country after country.

Similarly, military aid is brought to an end as countries are able
to finance their own defense needs.

~- New funds for military equipment grants are being requested

for seven fewer countries for FY 1965 than for the present
year.

PRIVATE RESOURCES FOR INTERNATIONAT, DEVELOPMENT

During FY 1965 A.I.D. will continue to encourage more private
investment in the developing countries and make greater use of
private resources in carrying out the A.I.D. program.

Private Investment

To encourage more private investment in the developing countries,
A.I.D.:

~~ issues Investment Guaranties;

~- lends U.S.-owned local currencies for ventures by U.S.
businesses or their affiliates overseas;

-~ underwrites half the cost of investment surveys by U.S.
firms to determine the feasibility of new ventures in
developing countries.

Investment Guaranties are now available in 55 underdeveloped coun-
tries, and the value of guaranties in force has jumped from $393
million in 1960 to $1,143 million as of December 31, 1963. These
are examples of the ways in which these programs contribute to the
developing countries:

-- The first of 400 houses built by a joint U.S,-Peruvian
corporation under a housing investment guaranty were opened
in January 1964 in Lima, Peru. The project representsss
total private investment of $1,800,000. ~
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-- In Turkey, U.S. firms and their affiliates have borrowed
more than $20 million in U.S.-owned Turkish lira through
A.I.D. to open sewing machine, automobile, rubber tire and
tube, soap, corn products and pharmaceutical factories.

A.I.D. recently approved Investment Surveys to explore the
possibility of cement production in Pakistan, book distri-
bution in Nigeria, frozen food processing in Brazil and
pesticide manufacture in India.

Three important new measures are expected to encourage growing
contributions by private investors and executives in the less-
developed countries--the investment tax credit, the Executive
Service Corps and a new advisory committee.

Investment Tax Credit. An Investment Tax Credit for investment in
the underdeveloped countries has been proposed by the President.

-- The proposal will grant a tax credit against the total tax
liability of an investor equal to 30% of his new invest-
ment in underdeveloped countries.

This tax credit is expected to provide a powerful inducement to
investors to risk the uncertainties of investment in underdeveloped
countries and encourege a greater flow of U.S. private capital

into the developing world.

Executive Service Corps. A major limiting factor in the growth
of private enterprise in the less-developed countries now is a
shortage of menagerial and technical menpower,

A.I.D. strongly supports the establishment under private auspices
of an Executive Service Corps to make it possible for Americans
with high skill and long experience in business and industry to
put their know-how directly to work, helping strengthen private
enterprise in the developing countries. Preliminary indications
are that this program will be welcomed in the developing countries
and enthusiastically supported by American business and industry.

A,I.D. consulted with a number of individuals and business organ-
izations on proposals for the operation of the Executive Service

Corps. An organizing committee composed of six business leaders

is now working out plans to establish the Corps as a non-govern-

mental institution with which A.I.D. would work in close coopera-
tion.

Advisory Committee., An Advisory Cammittee on Private Enterprise
is being appointed pursuant to the 1963 Foreign Assistance Act.

SRR |
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This Committee is to make studies and recommendations on ways to
achieve "the most effective utilization of the private enterprise
provisions of this Act." It is to report by the end of 1964 and
is expected to meske a major contribution to the improvement of
A.I.D.'s programs to encourage greater private participation in
all aspects of development.

Increased Use of Private Resources

The skills required to execute the A.I.D. program range from
training teachers and agricultural extension workers to exploring
the feasibility of irrigation projects, introducing new foundry
techniques and organizing savings and loan associations.

In the past, A.I.D, has relied most heavily on direct-hire per-
sonnel to carry out its changing mission., In recent years, how-
ever, increasing use has been made of experts from other Federal
agencies, and from American colleges and universities, businesses,
industries, and service organizations with whom the Agency con-
tracts for technical assistance.

Partners in the A.I.D. Program

Today, about a third of the people working on A.I.D. programs are
employees of non-govermmental institutions with whom the Agency
contracts, or employees on loan from other Federal agencies.

Three experts from the National Institutes of Health car-
ried out an A.I.D.-financed measles eradication program
in Upper Volta, vaccinating 730,000 children and saving
an estimated 150,000 from death in a recent epidemic.

A team from Indiana University, on contract with A.I.D.,
has helped build up a complete graduate Institute of
Public Administration in Bangkok, Thailand, to provide
training for Thai Government officials. They are com-
pleting their work this year.

The American ORT Inc., a leader in the field of vocational
training and rehabilitation, organized and operates tech-
nical training schools in Mali and Guinea, on contract

with A.I.D., to remedy a severe shortage of skilled crafts-
men in both countries.

In Laos, A.I.D. contracts with International Voluntary
Services, Inc., a U.S. non-profit organization, to provide

50 volunteers to carry out rural develowxmk,, inelyg-
rom

ing first aid, in village areas remote government
help.

(
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-- A.I.D. has entered into a pilot arrangement with the State
of California, under which the State would take on broad
responsibility for support of the technical assistance
program in Chile.

Established American cooperatives and thrift associations, on
contract with A,I.D., now carry the major role in A.I,D,'s pro-
gram to develop more cooperatives and savings and loan institu-
tions in Latin America and world-wide.

In the year ahead, A.I.D. intends to increase its reliance on the
great wealth of resources in other Federal agencies and outside
government, and to avoid building up direct-hire staff to perform
any A.I.D, function when there is already in existence a private
or public organization able to perform it well and do it at
reasonable cost.

TIGHTENING THE MANAGEMENT OF AID

Economy and tighter management are key objectives in the Mutual
Defense and Development Program for FY 1965.

Improvements include tighter estimates of aid requirements, a
smaller, better A.I.D., staff; and streamlining administration
overseas.

Tighter Program Estimates

To carry out the Mutual Defense and Development Program, we are
requesting $3.39 billion in new funds for FY 1965, compared with
a revised request of $4.53 billion for FY 1964, The actual pro-
gram, of course, includes not only new appropriations but estima-
ted recoveries and reappropriations as well.

-- In program terms, we are requesting a $3.64 billion eco-
nomic and military aid program in FY 1965, in comparison
with the $4.86 billion program proposed for FY 196k.

This is a reduction of 25%. It reflects, primarily a more conser-
vative estimate of what we will need, given the speed with which
the developing countries are likely to move on the self-help and
reform measures needed to use aid effectively.

A.I.D.'s experience in requiring better performance on self-help
and reform, since the Agency's organization two and one-half years
ago, provides the basis for this year's more realistic estimate of

FY 1965 program needs,

These estimates are based.on conservative probability, and the
President has indicated in . his Budget Message that he is prepared
to request additional funds in a supplemental appropriation if
needed to achieve important U.S. objectives.

Reducing the A.I.D. Staff

A.TI.D. employment is declining despite increased program activity
and & larger workload during the past year. We now plan tb reduce
total A.T.D. employment by about 1,200 by the end of FY 1965, as
follows:

-~ A,I.D.'s staff will be cut by almost 300 during the cur-
rent year--from 16,782 as of June 30, 1963, to 16,500 by
the end of FY 196k.

-- By the end of FY 1965, total strength will be cut by
another 900, to 15,600.

This reduction will be accomplished by better manpower management
within the Agency, by eliminating projects and activities which
are not of the highest priority in terms of U.S. objectives, and
through greater use of other government agencies and contractors--
universities, businesses, private organizations--in place of
direct-hire technicians.

Upgrading Staff Quality

To carry out a staff reduction and, at the same time, increase
A.I.D.'s effectiveness, it is imperative that the personnel A.TI.OD.
retains be of the highest possible quality and have the qualifica-
tions to carry out the A.I.D. program as it is now planned.

~- To permit A.I.D. to regear its staff with due speed and
attention to quality, we are requesting authority to adopt
a "selection-out" procedure for all Agency employees simi-
lar to that already in effect for our Foreign Service
Reserve personnel, together with a two-year special author
ity to remove up to 100 senior personnel in a year.

Cutting Administrative Overhead

To do a better job with fewer employees, A.I.D. must trim down its
structure and cut overhead to a minimum. To this end, the Agency
plans to consolidate further its Missions with U.S. Embassies in
countries now receiving limited amounts of technical or capital
assistance.

The changes proposed in this program for FY 1965, should help make
the Mutual Defense and Development Program the tightest and the
most effective to date.
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INTRODUCTION Table 1
The Congress has been asked to enamct $917 million in new authoriza- Mutual Defense and Development Programs
tions for FY 1965, exclusively for economic assistance. It has
also been asked to approve a continuing authorization for military (In millions of dollars)
assistance. ‘ 1964 1965
1963 Available Proposed
Against these authorizations, as well as those already enascted for Commitments  Funds Programs
Development Loans and the Alliance for Progress, appropriations of Development Assistance 1,636 1,606 1,765
$3,392 million have been requested for FY 1965. This appropriation Development Loans 945 821 960
plus other available funds would permit total new obligations of Alliance for Progress loans 342 472 482
$3,635 million, as follows: Development Grants 230 225 235
Alliance for Progress Grants 119 88 88
($ in millions)
. . L. Military and Supporting
New authorlgatlon-and appropriation ) Assistance 2,l6h 1,690 1,659
for economic assistance $ 916.6 Military Assistance 1,549 1,200 1,160
Supporting Assistance 466 361 349
New appropriation of previously authorized Contingency Fund 149 129 150
economic assistance 1,k475.1
Investment Surveys * 1 2
New appropriation of military assistance .1,000.0 American Schools and Hospitaels 9 19 18
. Contributions to Int'l. Orgns. 113 116 134
Total appropriation requested 3,391.7 Administrative Expenses 57 55 56
Estimated loan repayments, recoveries, etec. 243.4 TOTAL 3,981 3,489 3,635
Total proposed programs $3,635.1
* Less than $1 million.
The total program proposed for 1965 is 10% below obligations for
1963, mainly because of reductions in military and supporting
assistance. This decline is partly offset by a planned increase
in development assistance, mainly for the Alliance for Progress.
The 1965 proposals are summarized by funding category in Table 1
and compared there with the actual 1963 and estimated 1964
programs .

1



.

THE PROGRAM FOR FY 1965

Shaded areas ere SECURITY CLASSIFIED and
must not! be divulged to unauthorized indi-

Most of the development assistance programs in 1965 are planned
for countries in the Iatin America and Near BEast-South Asia
regions. Military and supporting assistance are heavily concen-
trated in the Far Fast.

Table 2

Regional Distribution of Proposed Programs for 1965

(In millions of dollars)
Development Military and Sup-
Assistance porting Assistance Total
Per- Per- Per-
Amount cent Amount cent Amount cent

Iatin America 570 33 8h 7 654 22
Near Fast and
South Asia 834 kg 354 28 1,188 Ll
Far East 117 7 716 57 833 28
Africa 188 11 kg L 237 8
Europe - - Lox i L9 1
TOTAL 1,709 100% 1,252 100% 2,961 100%

* Military assistance only.

This chapter summarizes the programs proposed for FY 1965 by type
of program, geographic region and funding account. Subsequent
chapters give greater detail on the individual country and regional
economic programs. Separate volumes provide the basic facts on the
military programs.

TYPES OF ECONOMIC ASSISTANCE PROGRAMS

Economic assistance programs are formulated on a country-by-
country basis. The principles which guide the allocation of U.S.
assistance to individual countries are:

--The importance to the United States of strengthening the

country's economy, political structure, social institutions
or security conditions.

UNCLASSIFIED

¢ C

viduals. Al other material is unclassifiad. U W

--The effectiveness with which the country is using its
own resources.

--The country's need for assistance and the availability to
it of assistance from other sources.

The application of these principles results in a selective ap-
proach, and in the concentration of funds on those countries
where the principles are best satisfied. This is evident from
Table 3 and the Chart where recipient countries are classified
into groups according to planned program levels in FY 1965,
direction of country programs (i.e., whether programs are likely
to continue or are in transition toward a phase-out), program
objectives, aml assistance policies.

--2% of all economic assistance funds is planned for coun-
tries in transition toward self-support. At least four-
teen are now in this status. It should be possible for
all of these countries to complete the transition over the
next several years.

—-88% of the program would go to 25 countries* where major
programs are planned.

--The remaining 10% of economic program funds would be com-
mitted to 37 countries for more limited programs.

The 25 major programs involve countries:

~-which are of major importance to U.,S. foreign policy
interests;

--facing different political and economic problems; and

--having a varying capacity to cope with such problems.

* These programs are discussed in detail in the appropriate
country narrative.
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Table 3 Table 3 - Continued

Types of Country Assistance Programs Types of Country Assistance Programs

% of Pro- % of Pro-
posed FY posed FY
Program 1965 A.1I.D. Program 1965 A.I.D.
Characteristics Countries program Characteristics Countries Program
TOTAL 16 100% Group 2¢ Basic support for security and Bolivia (o14)
_ ¥ S stability in countries which Congo (L)
Group 1 Transitional countries which 1k 2% must maintain large forces or Jorden
are approaching the time when Greece face grave internal or external Korea
they will not need soft loan iraen threats. Inos
or grant assistance from. the Irsg Thailand
United States. Israel ' Vietnam
Jamaice . <
Libys T Group 3 Iimited programs supporting 37 10%
Mexico e ‘ growth and independence, under
Philippines » ' varied circumstances where, for
Southern : exsmple:
Rodesia
Syria ~-We wish to maintain access. Afghanistan
Taiwan \ to bases or other vital Algerie
Trinidad- : facilities; British East
Tobago . , - Afriea (3)L
Uruguay : : ~~Other donors are pro¥ British Guiana
‘ Venezuela viding most of the Burma
: . : ‘ : assistance needed; Cyprus
Group 2 Mo jor programs where U,S. ald 25 88% Ethiopia
: < is designed to bring about ‘ ~=We cannot work effectively “CGhana
substantial progress toward . with present goveruments Guinea
security and develapment. but can accomplish useful - Haiti
- results in selected sec- Indonesia
Group 2e. " General development support Chile (50%) tors; or Meld
S programs in countries with good Colombia ; Morseco
gelf-help records and growth India : “~We wish to. encourage Nepal
prospects. Nigeria , independence from Bloe N. Rhodesia
Pakistan ' dominance in sensitive Nyasdland
Tunisia arens. Panama
Turkey Paraguay

‘ : Sierra Lecne
2b  Qualified development auggox't Argentins (x7%) : ‘ Somald
programs in countries with good Brazil Sudan
longs~run prospects Tt erratie  Central America L U AWM. countries (12),1-./
self-help records. : Econ. Comm. {5) ol UshuRe

Dominican: Rep. Yemen
JEevador

Liberia -W

i

i m»w- g

funding proposed for Za.nzibar, Bmumh, Maurid

Peru and Rwanda,

13
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FY 1965 A1D PROGRAMS BY COUNIRY GROUPS

{#ittions of Dollors)

DEVELOPMENT
ASSISTANCE

200 A00 600 BOD 1,000 1,200
O R e e ' I '

(1) TRANSITIONAL PROGRAMS ., . 14 Countrigs

(2) MAJOR PROGRAMS
(2) General Development Support , .

A

g DEVELOPMENT LOANS 970

.7 Countries

TECHNICAL COOPERATIOR

(8 Quolified Devslopmsst Support . . 1 Counfries
%
5] 282
%

(D) Baosic Security - Stabifity ., . 7 Uouniries

303 15 B0

¢ LIWTED PROGRAMS . . . 37 Countries

4 731 8)
7

Among these 25 major programs, three distinct types are evident,
illustrating how A.I.D.'s policies are adapted to each country
situation.

«~yeneral Support for Develomment. 5*)‘!: of the economic pro.

3

gram in 1965 iz proposed for seven countries -- India,
Pakistan, Turkey, Nigeris, Tunleis, Colombia snd Chile -~

snch of which ranks relatively high In both assistance needs

and self-help performsnce. They have generally ralsed
savings snd investment levels in the past few years and

taken steps to sllocate investment funds and other resocurces
more effectively. Although their development policles are
by no means ideal, these seven countriles have made sericus

L

LSS

and zustained attempts to pmke betier use of both their
own resources and the external funds evailable to them
and have had a substantisl memsure of success. The chare
of U.,S. aspistance going to this group haes been steadily
rising for the past several years.

-~Qualified Support for Development. This sub-group includes
11 country programe. The countries are comparsble to those
in the first group in thelr importance to U.S. forelgn
policy intermsts and thelr prospects for development.
Generally speaking, however, they have not yet shown an
adequate snd sustalned commitment t© sound development
pclicies and effective resource use.

Aid programe in these countries are highly contingant on
over-all performance. In the absence of significant
improvement, such programs as are undertaken are designed
to improve gelf-help by supporting sound sectoral policles
-- such as pay-as-you-go electric power or the elimination
of excess rail lines -- through specific loan projects and
technleal assistance. Relatively poor self-help perform-
ance by several countrlez in this group hes resulted in a
fall in total assistance in 1964 below 1963 levels. A
notable lmprovement in performence would justify U.S. as-
cistance st a much higher level than the $333 million now
planned for 1965.

.~Bagic Support for Security and Stability. This third sub-
group consiste of seven countries of eritical Importance
to the United States in which basic conditions of internsal
and external security must be established and the insti-
tutions of govermnment strengthened before a serious de-
veloprent effort can be undertsken. Programs of this type
are funded primarily from supporting apsistance.

As conditions improve and attention and resources can be
shifted from immediate security problems to davelomment,

we have extended loans for development projects as in
Korea and Bolivia. Our gosl in these countries is te

reach the point where security conditione permit a com-
plete elimination of supporting assistence, with whatever
eosnomic aid that may be sppropriate being provided through
developeent aseistance. Thls goal has been reached in
Greece, Turkey, Taiwan and elsewhere,
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FY 1965 AID PROGRAM BY REGION

{Millions of Dollgrs}

Developpent Assistance

{In miillions

of dollars)

Developuernt

Technical Assistance
Fie- Cooperation  Develop~ Totel a8 a % of Total
cal & Develop- ment Development Economlie and
Year ment Grants Loans Assistance Military Assistance
1961 315 629 ol 2k
1962 381 1,096 1,577 3%
1953 3kg 1,288 1,637 L1
1964 (est.) 3213 1,293 1,606 Lg
1965 (pro- 383 1,443 1,766 48

DEVELOPMENT
ASSISTANCE
200 400 800 800 LOoD
¥ ] I t !
NEAR EAST and SCUTH A8IA
38 ﬁ DEVELOPMENT LOANS 788 834
LATIN AMERICA
.//
482
i7 7 z’/' 576
FAR EAST TECHNICAL COOPRERATION
AFRICA
33 % 05 188
EUROPE
30

The Forelgn Asgistance Act emphasizes long-range development
assistance &5 the primary inetrument f'or supporting its key ob~
Jeetive -- the growth and advancement in freedom of the emerging
nations.

.11 's development assislance has, as & result, grown steadily
&s a proportion of its total program. During FY 1961 it mede up
less than 25% of totsl economic and military sssistance. In the
proposed FY 1965 program, development assistance is LBE of the
total and, for the first time, is larger than military assistarce,
supporting assistance and the contingency fund, combined.

poged ‘f

In FY 1965 the A.I.D. program includes salmost $1.8 billion for
development essistance. Of this total:

~wOne-third ($570 millicn) is for the Alliance for Progress;
the remainder is for Asle and Africs

~~More than four-fifths (§1,443 millicn) is eurmarked for
lending; iless than one-fifth for technieal coopersiion
and development grants

w=Three-ifthe is planned for those seven countries where
we conduct general development support programs, as
described in the previous secticon.

Development assistence consists of the followling funding accounts

sstabiished by legislation -- Development loans, Technical Cooper-
ation and Development Grentz, and the Alllance for FProgress.

15
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 INCREASED EMPHASIS ON LOANS

Percent of AID Country and Reqiond ‘Progroms Financed By Lén‘ns,

67%  poes
62% R % XX
58% s
2% 3 & S
6% E e o
| : g 2 ge, aaesese; aetutetels x 0
1953-55  1956-58  1959-61 1962 1963 1964 1965
Averoge  Averoge  Average Program  Proposed
Fiscal Years

Development Ioans

For FY 1965, the proposed A.I.D. program includes $960 million
for development loans in Asia and Africa. This would be financed
by $922 million of requested new appropriations plus repayments
and recoveries.. The following table shows the proposed FY 1965
program for each region as compared with past years. The regional

and couﬁtry chapters which follow define these programs in greater
detail.

Regional ILending Programs

(In millions of dollars)

FY FY
FY FY 196k 1965
1962 1963 (Bst.) (Proposed)
Near East and
South Asia 759 780 710 785
Far East 62 67 35 70
Africa 86 98 76 105
Subtotal -~ Develop-
Development ILoans 907 945 821 960
Iatin America (Alliance
for Progress) 190 343 472 L8
TOTAL 1,097 1,288 1,293 1,443

The level of loan assistance A.I.D. proposes for a particular
country is based on judgments of the country's over-all balance
of payments and investment needs, the extent to which these needs
can be met from other sources, and the effect that giving -- or
withholding -- loans is likely to have on sound policies and self-
help measures, as well as on the more specific ability of the
country to prepare sound projects for loan financing. The pattern
of lending follows the broad country groupings described in the
introduction.

In the 1k transitional countries, little is planned. Only 2%
of proposed development loans for 1965 is earmarked for the group.

Loan funds are heavily concentrated on those 7 key countries whose
importance and internal development efforts merit strong support.

For the 11 countries with good long-run growth prospects but
erratic self-help efforts, a conservative program has been pro-
posed, reflecting our expectation that some self-help measures --
upon which larger aid amounts are contingent -- will not be taken.
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Among the 7 countries where security and stability remain the
Prime concern, several are beginning to shift their attention in-
creasingly to development. This is why sizeable loans are planned
for Korea and Bolivia in 1965.

Among the 37 countries where- A.I.D. conducts more limited programs,
specific project loans are proposed for 18 in FY 1965, but the
funds required would come to only 6% of all loans.

Fitting the lending process into a sound over-all development
policy is essential if development loans are to make their maximum
contribution to growth. But the projects which make up most
country loan programs must also meet more specific technical and
economic standards. A.I.D. therefore operates both as a develop-
ment institution and as a bank, similar in most ways to the Export-
Import Bank and the World Bank.

Each project application is studied for its technical soundness.
Engineering and cost data must be adequate and accurate. The
capital structure of commercial-type enterprises must be sound

and cash flow analysis must show that the debt can be serviced.
Management must be competent, and careful consideration mst be
given to the fact that management talent and skills are among

the most serious deficiencies in many of the less-developed
countries. Finally, an informed technicel judgment must be reached
on the over-all economic and technical soundness of the project.

In addition to financing capital projects -- roads, factories,
dams -- A.I.D. provides loans on & "program basis" to selected
countries. Program loans are used to finance imported machinery
and equipment, spare parts raw materials and other commodities.
They are generally used where the United States has confidence in
the country's policies and procedures for using its foreign ex-
change and investment funds effectively. Such loans are often
used to finance expansion of or modernizing existing facilities or
for other small but productive investments which would be ineffi-
cient to finance as separate projects. Program loans also finance
imports of industrial raw materials and equipment so that industry
can operate at full capacity. In this wey, program lending is a
major support to private enterprise in several countries, since it
eases the import restrictions imposed to conserve scarce foreign
exchange, which almost always fall disproportionately on the pri-
vate sector. Most of A.I.D's program lending goes to the seven
countries where we condeuct general development support programs.

7 T
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During FY 1964, the procedures for considering loan applications
were streamlined and revised to reflect policies developed in
A.I.D.'s first two years. Unnecessary steps in the processing of
loan applications have been eliminated, and responsibility for loan
review and implementation has been selectively decentralized.

Once & loan is approved, it takes time to carry through. However,
the rate of loan expenditures has increased sharply in recent years.
Development loan expenditures rose from $268 million in FY 1961 to
$827 million in 1963, and are expected to reach $940 million in
196Lk.

Technical Cooperation and Development Grants

For FY 1965, the proposed A.I.D. progrem includes $235 million for
technical cooperation and development grants for Asia and Africa.
Of this, $225 million would be financed by new obligational au-
thority and the balance from recoveriles.

In addition, $88 million is requested for technical cooperation
under the Alliance for Progress, of which $85 million is new
obligational authority.

The world-wide technical cooperation program for FY 1965 therefore
totals $323 million, compared to $31% million during the current
year. While the program levels are about the same for the two
years, it was possible in FY 1964 to rely on substantial carry-
overs and recoveries from cancelled projects. This will not be
possible to nearly the same extent in FY 1965. Consequently,
higher appropriations are essential for FY 1965 if the technical
cooperation program is not to drop sharply.

NQOA and Program

(In millions of dollars)

Fiscal Carryover and
Year NOA Recoveries Program
1964
Technical Cooperation 155 70 225
Allience for Progress
Technical Cooperation 80 8 88
TOTAL 235 78 313
1965
Technical Cooperation 225 10 235
Allience for Progress 5
Technical Cooperation 85 3 88
TOTAL 310 13 323
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Only a few years ago, & large proportion of these funds financed
capital projects on a grant basis. Today, virtually all new
capital projects are financed with development loan funds. The
use of the Technical Cooperation and Development Grant account
for capital expenditures not tied into & technical assistance
project has declined steadily and sharply.

Technical cooperation and development grants make up almost Lo%
of A.I.D. assistance in Africa reflecting most of the continent's
urgent need for skills and institutional development prior to

ma jor capital investment. It is a much smaller share of our pro-
grams elsewhere.

The division of the technical cooperation program among regions
has shifted in the past few years. In the Near East, South Asia
and the Far East, the trend is downward, in part due to increased
aid from other bilateral donors and from international organi-
zations. In Iatin America, the United States has long conducted
technical cooperation programs, but since A.I.D. was established
there has been some increase and considerable change in content
and approach. Beginning in 1962, a substantial fraction of our
technical cooperation effort has been directed to Africa.

Regional Technical Cooperation & Development Grant Programs

(In millions of dollars)

FY Y
FY FY 1964 1965
1962 1963 (Est.) (Proposed)

Ietin America 9% 119 88 88
Near East and South Asia 70 57 51 49
Far East 75 57 51 48
Africa 111 8L T8 83
Furope 1 0.1 - -
Non-regional 28 32 45 55
TOTAL 381 349 313 323

Technical assistance is needed at all stages of development from
the earliest training and institution-building efforts to and even
beyond the point of self-sustaining growth. Technical cooperation
serves initially to create the skills and institutions needed to
plan, carry through, and use capital investment financed from
savings and from foreign aid. Iater it helps to multiply and
specialize the skills and institutions to support a more complex
economic structure.

C

Even after a country no longer needs assistance

on soft terms, it may still need help in solving specitic tech-
nical or menagerial problems. Therefore, where A.I.D. is now
reducing its financial program, we are consldering establishing a
technical reference service which will help the country find and
hire at its own expense specialists needed to solve particular
development problems.

During 1965, A.I.D. plans to move toward considerably fuller and
more flexible use of the contract technique to tap the skills,
knowledge, organizational arrangements and professional contacts
of private industry, other Federal agencies, universities, labor
unions, cooperatives, research institutes and state and local
government agencies. Greater reliance on other private and
governmental organizations reflects not only changes in the devel-
oping countries themselves but also growing evidence that one of
the main jobs of A.I.D.'s career staff is to tap the other govern-
ment agencies and private organizations which can provide the
range of talents and knowledge required in both more and less-
advanced developing countries. A.I.D. realizes that it must
induce a broader range of individuals and organizations to tackle
the problems of development abroad, if the United States is to
help meet the varied and changing requirements with prompt,
appropriate, and high quality assistance.

While A.I.D. will rely more heavily on other heavily on other
agencies and organizations to provide the experience and back-
stopping to carry out technical cooperation programs, it will of
course retain responsibility for selecting programs, integrating
them into our broader development assistance effort and evaluating
their effectiveness.

The Alliance for Progress

For FY 1965, the proposed Alliance for Progress program totals
$570 million. OFf this, $482 million is programmed for lending,
and $88 million will finance technical cooperation. Since $20
million of recoveries and loan receipts are anticipated, $550
of new obligational authority is proposed.

Alljance for Progress Programs
(In millions of dollars)

FY Y FY 196%F FY 1965
1962 1963 (Bst.) {(Proposed)
Loans 290 343 L2o-472 LBp-6o2
Technical GCooperation and
Development Grants 9% 119 :88 88
TOTAL 386 L6z 508-560 570-710

( C
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A.I.D, Missions in Iatin America anticipate $622 million in loan is carried out by other government and private organizations,
applications in FY 1965. The program figure of $482 million is rather than directly by A.I.D. Much of the technical assistance
based on conservative estimates of both the over-all performance of 1in Iatin America is directed to reform measures. Folitical de-
particular countries and the probable supply of sound projects. termination is not enough to carry through a tax or land reform,
Although loans are planned in 17 countries, more than a third of to revise administrative procedures or restructure governmental
Alliance-funded lending would be concentrated in Colombia and Chile, organization; experience and specialized knowledge are also
where present programs merit solid U.S. support. essential. The Iatin American countries must provide the determi-
nation, but the United States can help supply the techniques
Much of the FY 1965 loan program is designed to stimulate the pri- through tax collection advisers, educational planning experts and
vate sector through industrial banks, agricultural credit insti- technicians skilled in farming, credit and cooperative institutions.
tutions, and other means. Substantial loan support is planned
for the Central American Economic Community, which is taking long The Iatin American countries themselves are now assuming more
steps toward encouraging an economic division of labor and lowering responsibility under the Alliance. Through the Inter-American
barriers to trade, reducing duplication of facilities through Committee for the Alliance for Progress (CIAP), established at the
educational exchanges and promoting other forms of cooperation in 1963 Sao Paulo meeting, the nations of the region will appraise
that region. each other's performance. CIAP will also provide a focus for

improved coordination among the World Bank family, the Inter-
The proposed Alliance technical cooperation program is at the same American Development Bank, the UN technical agencies, the O.A.S.,
level as the current year. A growing part of technical assistance and U.S, assistance programs.
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MILITARY AND SUPPORTING ASSISTANCE
AND THE CONTINGENCY FUND

Military assistance, supporting assistance, and, in most cases,
contingency funds, are provided to friendly free world nations to
strengthen their defense against external attack and internal
insecurity, maintain economic stability in emergency situations,

and thereby help establish a basis for economic and social progress. FY ]965
--Military assistance provides military equipment, training M"."ARY ELEVEN FORWARD
and related services to help nations protect themselves DEFENSE COUNTRIES

against external attack or internal subversion. ASSISTANCE

42 Other
Countries

17.6%

--Supporting assistance is regularly programmed grant or loan co
aid to countries with heavy defense burdens or other pres- UNTRY
sures that generate economic and political instability.

82.4%

Greece  Vietnam
Turkey Thailand
Iran Philippines

PROGRAMS

--Contingency funds, which are used generally for the same
purposes as supporting assistance, are for those emergency
situations which cannot be anticipated and programmed in

advance. Pakiston China
Indig  (Taiwan)
Funds for military and supporting assistance have been diminishing Laos Korea

in absolute amount and as a relative share of total U.S. assistance
for several years. The FY 1965 request continues this trend.

Military and Supporting Assistance
and Contingency Fund

The Military Assistance Program

(In millions of dollars)

The detailed description and justification of this program is pro-
vided in a separate presentation of the Defense Department. We
are here concerned with the program's over-all aspects and with
the interrelationship between economic and military programs.

Military and
Sup. Assist.
as % of total

Mil. Sup. Contingency Econ. & Mil.
Assist. Assist. Fund Total Assistance . . .
Military assistance is based on the recognition that the security
1961 1,929 779 272 2,980 75 of the United States is interdependent with the security and well-
1962 1,832 499 303 2,634 60 being of the rest of the world. It reflects a substantial U.S.
1963 1,549 LE6 1kg 2,164 5k commitment to collective defense.
1964 Est. 1,200 361 130 1,690 L8
1965
Proposed 1,160 3k9 150 1,660 L6

Military assistance and supporting assistance are heavily concen-
trated in %‘forward defense" countries which border the Sino-
Soviet bo.'(foe ~These countries -- Greece, Turkey, Iran, Pakistan,
India, Thailand, Philippines, Iaos, Vietnam, Taiwan and Kores --

éﬁ‘Z'WiIl“f%‘éé‘ﬁ‘e"’é‘\“féi‘”"FO% of total military assistance in FY 1965.
The same countries account for over half of total military and
economic assistance for FY 1965.
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DEFENSE EXPENDITURES OF EUROPEAN WATO COUNTRIES*
AND U.S. MILITARY ASSISTANCE

Billions of Dollars
[ ] NATO DEFENSE EXPENDITURES
I vs. MILITARY ASSISTANGE

103
%3

152
144 [
!3—5 1
123 2.1
.7 ——
IR 108 108 [ ]
8.2
59

1950 '51 ‘52 ‘53 '54_ 55 '56 5T '58. '59. '60 . '6l

- Calendar Years
Includes Greece and Turkey

The strength of the North Atlantic Treaty Organization (NATO),

and continuing independence of the many less-developed nations we
have assisted to withstand threats of Communist encroachment,
attest to the success of the program since its adoption in 1947.
The NATO nations of Western Europe, past recipients of substantial
U.S. military aid, now supply almost all of the financial support
required for their military forces, and several are contributing
both military and economic assistance to less-developed nations.
Current U.S. military assistance to the Western European countries
is limited to fulfillment of prior commitments (with the exception
of Spain) and a small amount of training.
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With the decline in military assistance to Western Europe, the
focus of the program has shifted to the less-developed nations.

In these areas the programs will provide equipment, services, and
training to both allied and friendly nations for the purpose of
strengthening their capacity to meet both external and internal
threats to their independence. The training programs bring to the
United States many present and future military leaders who receive
technical instruction and observe at first hand the role of a
responsible military establishment in democratic society.

The military assistance program also enables arrangements to be
made for vital U.,S. bases overseas, which allow optimum deployment,
flexibility and desirable communications and warning facilities for
our own and allied military forces. In addition, it provides funds
for contributions to bilateral and multilaterally financed facili-
ties and services related to collective security organizations and
activities (e.g., NATO, CENTO and SEATO),

Increasing emphasis is being placed on Civie Action programs which
improve relations between civilian populations and their military
forces, and contribute significantly to economie and social
development. Investment projects carried out with trained military

‘manpower and armed forces construction equipment can be of great

value in the less-developed nations.

The amount programmed for the military assistance program in FY
1965 is $1.1 billion including $1 billion in new appropriations,
about the same as current year availability. This is some $400
million less than the annual average for the previous few years,
and substantially less than the appropriations peak ($5.7 billion)
at the time of the Korean war and NATO build-up.

In Iatin America and Africa U.S. military assistance programs are
more limited and are directed primarily to internal security and
civic action activities.

Military assistance programs (MAP) are administered by the Depart-
ment of Defense. The Secretary of State is responsible for
continuous supervision and general direction of assistance pro-
grams, including MAP, to assure their effective integration and
utilization in furthering the foreign policy of the United States.
This function has been delegated by the Secretary to the Adminis-
trator of A.I.D., who exercises it in consultation with other
senior State Department officials. Coordination between military
and economic assistance is of particular importance in those
countries where large defense burdens create difficult problems in
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the allocation of scarce resources. Adjustments in the balance
between the military and economic programs can often have a sub-
stantial influence on the assisted nation's progress and self-help
performance.

Supporting Assistance

Supporting assistance is economic aid used to advance U.S. national

security and foreign policy objectives in situations where basic
economic conditions make the strict criterie of development
assistance inapplicable.

Most supporting assistance goes to countries vhere aid is needed
to help establish the external and internal security which must
precede meaningful economic and social development. The general
objective is to move from this kind of program as rapidly as
conditions permit to a program which promotes solid and permanent
economic and sociel progress. The continued reduction in sup-
porting essistance demonstrates the substantiasl progress which has
been made in the last few years toward achieving this goel.

Supporting Assistance Programs

Number of Millions of

Countries Dollars
1963 Actual 21 466
1964 Estimated 19 361
1965 Proposed 13 349

In FY 1965, 80% of the funds are programmed for four countries --
Vietnam, Korea, Ilaos and Jordan.

The supporting assistaence program proposed for FY 1965 is $348.6
million, $12 million less than is aveilable for the current year
and $117 million less than was obligated for FY 1963. The funds
will be used for four major purposes in support of U.S. policy in
the less-developed nations: (a) to enable meintenance of larger
armed forces for the common defense; (b) to preserve reasonable
economic stability in critical situations; (¢) to encourage in-
dependence from bloc dominance in sensitive areas; and (a) to
assure access to strategic U.S. military beses.
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The major use of supporting assistance funds in FY 1965 will be to
reinforce the military-economic position of Vietnam and Korea.

o Support the Common Defense

In Vietnam, supporting assistance provides first for a reasonable
degree of financial and economic stability by supplying imported
goods essential to meeting the needs of the country. Second,
through specific projects it provides direct help to counter-
insurgency action designed to evoke support of the rural population
in the campaign against the Viet Cong.

In Korea, the focus of U.S. aid 1s being steadily shifted from
support of consumption levels to economic development. Supporting
assistance, used to finance raw material and capital imports which
maintain current production, has declined from $320 million in
1956 to $90 million in 1963. Further reductions are planned.

Maintenance of Economic Stability

The second major use for supporting assistance is to maintain
economic stability in countries where the absence or drastic re-
duction of such support would involve serious economic and politi-
cal disintegration.

In Iaos, the United States is collaborating with Great Britain,
Australia, France and West Germany to meet the essential import
requirements of the country. Without U.S. supporting assistance
the existing govermment would collapse.

In Jordan, supporting assistance provides the major contribution
to, financing essential government operations, including defense,
and is directly related to the country's economic and political
stability. .

The Congo economy is going through a transitional reconstruction
period. Commodity imports are required for stebilization during
this period. This is part of the total external assistance for
the Congo coordinated by the United Nations.

Bolivia needs continued assistance to help the govermment in its
long adjustment to the economic upheaval resulting from the 1952
revolution. The country's resource base remains insufficient to
meet demands on it, and without supporting assistance the con-
tinuing Communist attempts to capture the social revolution might
well succeed.
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AND THE CONTINGENCY FUND
Other

Supporting assistance is planned in two countries to maintain
access to U.S. bases and to assist the govermments in dealing with
economic and other problems arising out of the existence of the
bases. Small amounts of supporting assistance are also provided
to two countries where Sino-Soviet bloc aid threatens national
independence or otherwise conflicts with vital U.,S. interests.

The Trend in Supporting Assistance

Over the past decade, there have been three phases through which
& number of countries have moved in recovering from political or
military upheavals with external help. In the first phase, ex-
ternal security and a minimim of internal law and order are
established. In the second, political and economic institutions
are strengthened and the economy is stabilized. In the third,
economic growth is resumed and dependence on extraordinary grant
assistance is steadily reduced and then eliminated.

Some countries, such as Greece and Taiwan, have moved to the last
of these phases in a period of 8-10 years. Others seem likely to
complete the cycle in even less time. U.S. aid strategy, in all
these countries, is to help them to mobilize their domestic
resources and to steadily reduce their reliance upon all forms of
external support.

Contingency Fund

The Contingency Fund is used to meet urgent and unforeseen assist-
ance needs or needs that could not be defined with reasonsble
accuracy at the time of this presentation. The requested appro-
priation for FY 1965 of $150 million is substantially less than
the amounts requested in recent years.

On the basis of past experience and the current tension and un-
certainty in many areas of the world, $150 million is essential if
the President is to have flexible power in foreign affairs com-
parable to his responsibilities. Over the past five years, actual
uses of Contingency Fund appropriations have varied from $123.8
million to $292.0 million. In FY 1963, for the first time,

NGRS

obligations were substantially less than available funds. This re-
flects both reduced incidence of crises and application of much

more severe criteria for the use of Contingency Funds. Through the
first two quarters of FY 1964, $7.9 million has been firmly pro-
grammed against a total of $179.5 million available ($50 million
newly appropriated plus the $127.1 million carry-over from last year
and estimated reimbursements of $2.4 million). If funds available
this year are not needed in full and are continued available for

FY 1965, the appropriation of new money should be reduced
correspondingly.

Allocatlions from the Contingency Fund are essential in several
types of situations. First are cases where there is an urgent
need to expand assistance to a country whose security is threatened
by new or intensified Communist attack, threat, or subversion.

Past examples of this type of use occurred in Iaos and Thailand.
The present situation in Vietnam best demonstrates the essentiality
of continued Contingency Fund availability to respond to the
challenges of this nature.

The most frequent Contingency Fund use (but not largest in amount)
is relief of earthquake, flood or other disaster, While emergency
food requirements are met to the greatest extent possible from
P.I. 480, usually there is also urgent human need for other sup-
plies, often provided from nearby U.S. military depots with sub-
sequent reimbursement by A.I.D. Disasters of the recent past
where the Contingency Fund helped preserve the lives of countless
people were in Yugoslavia