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AGENCY FOR INTERNATIONAL DEVELOPMENT

FY 1962 APPROPRIATION
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Total $ 2,915 million®
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Total $3,378 million

Y ncludes supplemental FY 196} oppropriation for Alliance for Progress pursuant to PL 87-41, dated

May 27, 196l effectively avoilable in FY 1962 and subsequently.

~/Includes administrative expenses (AID), administrative expenses (STATE) and Investment Surveys.



AGENCY FOR INTERNATIONAL DEVELOPMENT
PROPOSED FY 1963 APPROPRIATIONS COMPARED WITH FY 1962

(In millions of dollars)

FY 1962 FY 1963

Development Lending 1,112.5 1,250.0
Development Grants 296.6 335.0
Contributions to International Organizations and Programs 153.5 148.9
Supporting Assistance 4o5.0 481.5
Contingency Fund 275.0 koo.o
Alliance for Progress 600.0 &/ 600.0
Investment Guaranty Program - 100.0
Surveys of Investment Opportunities 1.5 5.0
Administrative Expenses (AID) 1.5 55.0
Administrative Expenses (State) 3.0 3.1
Total 2,914.6 &/ 3,378.5

g./ Includes supplemental FY 1961 eppropriation for Allience for Progress pursuant to P.L. 87-4l, dated
May 27, 1961, effectively available in FY 1962 and subsequently.
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THE U.S. RESPONSE TO THE NEEDS FOR FOREIGN ASSISTANCE

and
and

aid programs~-created
under both Republican

For over 15 years, the American foreign
carried forward with bipartisan support
Democraiic Admiuisiuratious--bave belped Vo limitl Vihe scope of
Communist aggression and subversion all over the world. They
provided opportunities for underprivileged millions to obtain an
increased measure of the riches this world can produce. Foreign
Aid has been a calculated effort by the people of the United States
to help build the kind of world in which we would like to live.

have

It is, indeed, a bold program,as it was called by President Truman
in his "Point Four" message in 1949. It has not been unknown in
history that one nation has helped another or that a group of
nations have combined their efforts to help a distressed part of
the globe in an emergency. But never before had one nation sought
to attack the global problems of hunger, sickness, poverty and
social injustice so comprehensively. Other free nations have
joined this historic effort. Even the Sino-Soviet bloc has felt
bound to mount its own assistance program.

The Purposes of Aid

Why do we have a foreign aild program?

First, we have a foreign aid program in our own self-interest.

Our aid helps tc establish the basis for a stable and peaceful
world community by promoting economic development, helping to
maintain law and order, strengthening the governments in the new
nations of the world, and, at the same time, preventing or resist-
ing aggression. The Communist threat throughout the world consists
not only of external aggression but also increasingly of internal
subversion. Our programs are designed to give beleaguered countries
the additional strength needed to enable them to resist this threat,
and

Second, because we, as & nation, will not stand by and watch other
people suffer without helping them. In his inaugural address,
President Kennedy expressed the humanitarian aspects of foreign
aid in these words:

"To those peoples in the huts and villages of half the
globe struggling to break the bonds of mass misery, we
pledge our best efforts to help them help themselves,
for whatever period is required -- not because the
Communists may be doing it, not because we seek their
votes, but because it is right. If a free society
cannot help the many who are poor, it cannot save the

few who are rich." 3

The History of Foreign Aid

The United States' global attack on the problems of the under-
developed nations began in 1949 when the "Point Four" program was
launcked. Iv had bLeen preceded, however, Ly more

programs of economic assistance to other nations, including, for
example, the Lend-Lease program, an economic weapon which helped
us win the second World War. Following the war, we participated
generously in the United Nations' relief and rehabilitation
effort. Then came a new turn of events: the move by communism
to engulf other nations by a. combination of weapons, including
support for internal organizations of a subversive nature,

support for "legal" Communist parties and external aggression or
threats thereof. One of the earliest of such aggressive acts was
directed against Greece. Pressure was also applied against Turkey
end Iran. This was answered by the Truman Doctrine which provided
economic and military aid to bolster those nations and help them
preserve their independence.

renmndeldoad
opleiliarsaila

Meanwhile, the industrial nations of Western Europe, exhausted and
ravaged by the strain of the war, were given support by our relief
and rehabilitation efforts. Europe was close to an economic
collapse, and the Communist world stood ready to move into the
vacuun which such a collapse would create.

The United States moved in first with the Marshall Plan -- a
massive injection of aid for the ailing continent. The result of
this aid together with the determined efforts of the courageous
peoples of Europe was a spectacular success.

In 1950, the Congress passed the first Act for International
Development, which established the technical assistance program
under which American technicians were sent abroad to impart skills
to those in the less-developed nations.
War, economic assistance could not succeed in protecting friendly
nations from the Communist threat without being supplemented by
military aid. However, training and weapons, provided under the
military assistance program to help our allies build their own
defense forces, were not enough. The armies, which they raised

had to be fed, clothed and otherwise supported by nations whose
economies could not carry such burdens. This led to another form
of economic assistance called defense support or supporting
assistance -- in short, the kind of econaomic aid which was needed
to help the nation receiving it carry out a military program or
undertake other activities which contributed to free world security.

With the start of the Korean



Later in the 1950's, the United States began programs of exporting
our agricultural surplus to less-developed nations, and these
became known as Public Law 480 programs, and later, Food for Peace.
In 1957 the aid program entered & new phase -- the making of long-
term, low-interest loans for economic projects overseas. A new
agency, the Develdpment Loan Fund, was organized to administer

the loan program.

As the program emphasis changed, new agencies were created to
administer the operations. The economic programs were variously
administered.by the Economic Cooperation Administration, the
Technical Cooperation Administration, the Mutual Security Agency,
the Foreign Operations Administration, the International Cooper-
ation Administration, and the Development Loan Fund. The Military
Assistance Program was carried out by the Department of Defense.
The military and economic aspects of these programs have been most
recently coordinated by the Department of State to serve our
national interests. The single name given to all of these activi-
ties was the Mutual Security Program.

The foreign aid programs have not been carried out without errors.
They bhave been administered through the sometimes cumbersome
machinery of govermment, subject to complex legislation and to
severe criticism which sometimesg paralyzed bold action during a
swiftly-changing period of histéry. They were dependent on the
efforts of fallible human beings. It was an effort to profit
from the experience of these mistakes that formed the basis for
President Kennedy's request for authority for a thorough reorgan-
ization of the foreign aid program.

The New AID Program

One year ago, new principles in the American foreign aid program
were proposed by President Kennedy and the Congress enacted these
into the Poreign Assistance Act of 1961. These principles recog~
nized that the foreign aid process must be evolutionary, and that
time would be required to achieve the improviements in the program
which are needed. Nevertheless, progress has already been made in
improving the forelgn aid program. The new aid program stresses
five points:

First, it recognizes that foreign aid can furnish only one of the
ingredients needed for development, i.e., imported resources.
These resources must be Jolned with those which can be furnished
only by the bost country if it is to remain independent. Such
necessarily indigenous elements include top leadership, skilled
manpower, & devoted and competent civil service, local labor and
materials, and a practical plan to bring these many factors
together and focus them upon sound activities.

4

The new program recognizes that in many cases the developing
countries have lagged behind in mobilizing the elements they alone
can furnish and that the usefulness of foreign aid will be reduced
or lost unless these self-help measures are taken. This places a
challenge before the host govermment to do its part in what must
necessarily be a team effort. Too often in the past the pace of
development has been spoken of in terms of the availability of
external capital and skilled advisors. The new aid program,
profiting from actual experience, recognizes that the pace of
development is more often determined by the success of the
developing nations in mobilizing and providing the resources
which can only come from their own efforts.

Second, the new program emphasizes the need for action by recipi-
ent countries to base their governmental and private development
efforts on long-range planning with definite goals and clear
priorities.

This does not mean that foreign aid will be given only to those
countries which adopt a planned economy in the socialist sense.
Quite the contrary, one of the most important elements of a plan
must be a series of measures designed to stimulate and support
the growth of private enterprise. Other elements of sound
planning include full assurance of the technical and economic
soundness of all public works; a full consideration of the cumu-
lative effect of all activities upon the balance of payments, the
government budget and the internal economy; and the development
of appropriate government measures in the fields of taxation,
credit and foreign exchange to offset or control these cumulative
effects. In addition planning must not neglect services such as
health and education which must be provided by government.

Effective planning is not a one-time event. It is an ongoing
process, and it can be done only through the development of
permanent local institutions. It should ideally include the
development of an attitude throughout the ministries of government
on the part of technicians and administrators which encourages a
systematic approach to decision making, taking full account of

the experience of the past in determining the course of the
future. One of the prerequisites for planning is to collect the
data, statistical and otherwise, which are indispensable to such
a systematic approach.

It is clear that much time will be required to develop useful
first-draft plans. But the process of laying the foundations for
the institutions, processes and attitudes essential to planning
bas already gotten underway in several countries - in some cases
with the help of special skills financed by the U.S. ald programs.
As these efforts achieve their effects, foreign aid will be more
effective and the pace of development will quicken.



Third, the new program will undertake advance commitments for
loans ~ subject to appropriations - wherever such commitments are
essential to encourage host governments to teke the difficult

ctepc and the rlsks invplved in wideriaking a development program.
Advance commitments have been made this year only to three
countries: Pakistan, Nigeria and Tanganyika. This is not
surprising. The long-range authority is designed to support
long-range development pPlans. As the formulation of plans

takes time, the use of advance commitments will grow gradually

as opportunities for encouragement of long-range development
programs materialize. Congress has indicated its support of
long-range commitments by enacting specific provisions con-
cerning its use for Development Lending.

Fourth, the progrem stresses the need for social progress within
the countries receiving U.S. aid. It recognizes that a nation's
ability to govern itself and to realize campletely its potential
depends entirely upon the people of that nation, who must be pro-
tected from exploitation and abuse and share in the profits of
progress if the program is going to work. This process includes
continued and expanded efforts to bring education, health services
and improved sources of cash incame particularly to rural people;
efforts to bring housing, jobs and social welfare services to the
urban poor; and a variety of steps to improve the distribution of
wealth in order to provide an incentive for all to work hard for
economic development. The foreign aid program is emphasizing
activities in education, health, agriculture, tex reform and other
fields which will encourage evolution towards a system in which
811 of the people have a greater share in the future.

Fifth, the program recognizes that foreign aid should increasingly
become a cooperative effort shared in by the nations of the Free
World eand by international organizations, including the United
Nations. The increasing efforts of other nations to help the
underdeveloped countries is heartening evidence that they also
recognize this need.

Today, the nations of Western Europe which we helped to revive
through the Marshall Plan, together with Japan, Canade and others
are contributing to the effort of building up the less developed
nations of the world.

The United States and most of these countries are members in the
Organization for Economic Cooperation and Development. The amount
of public and private resources which these nations have put into
less developed areas of the world--public and private--increased
almost 40% in the period of 1956-1960. During 1959 and 1960, the

total “rlow of resources," public and private, from these countries
was larger than that from the United States.

The AID program is coordinsted with the loans made by the
International Bank for Reconstruction and Development (IBRD),
generally known as the "World Bank." Under the Bank's auspices,
the United States frequently participates in projects which are
Financed by & group of nations--called a "consortium." An exsmple
of such & project is the vast development program called the

Indus Waters Development Plan, which will affect both India and
Pakistan and be partially financed by them. Members of the
consortium which will contribute are the United States, the

United Kingdom, Germany, Australia, New Zealand and the World Bank.

The principal other international agencies with which AID coordinates
the task of overseas development are the International Development
Association (IDA), en affiliate of the World Bank which provides long-
term loans to nations which cannot afford stricter terms; the Inter-
American Development Bank (IDB), which specializes in Latin American
long-term financing; the International Finance Corporation (1FC),
which encourages productive private enterprise in its member countries,
particularly in the less-developed areas, and the United Nations,
which, through its Expanded Technical Assistance Program and Special
Fund, mekes resources available for development in many parts of the
world.

Throughout the past year, other industrialized countries have
increased and improved their direct contributions for economic
development to the areas which need it. Support for Pakistan's
development plan was given in a total amount of $945 million by free
world donors. Several European countries and Japan have increased
their pledges of aid to less developed countries, and in a number
of csses, donor countries were persuaded to meke longer loans at
lower rates of interest than they had in the past. Agency for
International Development (AID) officials have encouraged this trend
in joint discussions with other nations and agencies.

In addition to these five major substantive points of emphasis,

tne new program contains a new geographic point of emphasis in the
Alliance for Progress. On March 13, 1961, President Kennedy
proposed to the Congress that the United States undertake & new,
concentrated program of assistance to the Latin American countries.
In proposing this program, the Alliance for Progress, the President
suggested that it become a focal point of a vast effort to satisfy
the basic needs of the Latin Americen people for homes, work and
land, health and schools.



The Alliance is composed of the United States and 19 Latin American
countries which, as stated in the Charter of Punta del Este, are
united "in a common effort to bring their people accelerated eco-
nomic progress and broader social justice within the framework of
personal dignity and political liberty." The developing countries
of Latin America believe their own resources will generate $80
billion equivalent of capital investment over ten years for their
own economic end social progress. It is estimated another $20
billion are required from free world sources to augment this
Decade of Development in the Americas. The United States has
pledged to provide a major part of the $20 billion minimum, from
private as well as public funds, and more than $1 billion was
provided in the last 12 months.

AID programs for the Latin American counties are administered
within the framework of the Alliance.

The work of improving the old program to meet the new standards

for foreign aid has been going forward since last October. The
program for the 1963 fiscal year is based on individual country
proposals which were forwarded by each of the 75 overseas AID
missions, working under instructions sent to them in October, 1961.
The Missions reviewed the AID programs currently being conducted

in the countries overseas and submitted a comprehensive program for
each country, stating the goals to be emphasized, ranking these
goals by priorities and estimating the money and manpower which
would be needed to carry out the new programs.

‘One result of this review of the existing programs hgs been the
elimination of numerous projects which do not meet the new criteria
and will not contribute enough to the kind of solid results being
sought., The review also determined that supporting assistance can
be discontinued or reduced in a number of countries because of
their growing economic strength. These countries are now able to
contract for loans, repayable in dollars, instead of being depend-
ent on grant assistance.

The AID Organization

The new organization which was created to bandle this program is
the Agency for International Development (AID), an agency of the
Department of State, headed by an Administrator with the rank of
Under Secretary of State. It provides central authority for
direction of the foreign aid operation in place of the past system
in which authority was diffused among several agencies.

The International Cooperation Administration (ICA), which adminis-
tered the program of grant assistance, was merged with the

Development Loan Fund (DLF), which had provided long-term loans at
low interest rates, to form AID. In addition, certain functions
of the Exporte-Import (EX-IM) Bank which include “Cooley Loans,” a
device through which American businesses can get loans in foreign
currencies to conduct overseas operations, are administered by the
new agency.

The Military Assistance Program remains, as in the past, an
operation of the Department of Defense, but is closely coordinatzd
with the Agency for International Development.

Before the creation of AID, a request for economic assistance for a
project in any given country overseas would be decided on its own
merits, frequently in Washington, without sufficient consideration
of how it fitted into other projects of a different nature being
carried on in the same nation, or in the same part of the world.

It might have been decided at the Development Loan Fund, or at the
International Cooperation Administration, or at the Export-Import
Bank, depending on the type of financing it required.

In the new AID organization, this system bas been replaced by the
operations of four bureaus=-=-one for Africa and Europe, another for
the Near Fast and South Asia, the third for the Far East, and the
fourth for Latin America. Each one of these 1s headed by an
Assistant Administrator with the rank of Assistant Secretary of
State, who is responsible for Judging the worth of projects on a
country-by-country basis, in terms of a long-range plan for each
country. To administer the programs in each country, the Bureaus
have all the functional authorities which were formerly scattered
asmong the ICA, DLF and the EX-IM Bank. In addition, each Regional
Assistant Administrator is equipped with technical specialists
directly under his control. The result is that each Regional
Bureau is able to take direct responsibility for the programs in
its region and each Assistant Administrator bas authority consonant
with this responsibility. Reporting to the four Assistant Adminis-
trators are the United States AID Missions overseas in 75 countries,
which are part of the United States Embassy in each country.

AID bas a staff of about 15,000 employees, of whom 13,000 are
serving overseas and 2,000 in the United States. It also employs

about 2,000 people indirectly under contracts.

The agency began its new activities on November 4, 1961, and is
still in the process of accomplishing the transition, both in
organization and programming, from the old system to the new.
While the key positions have been filled, staff changes are still
being made.



Food for Peace

The new AID organization has been geared to handle overseas
cperntions of the Food for Peace program, providing closer inte=~
gration of the use of American surplus agricultural products under
P.L. 480 with economic and socilal development obJecEives in re=-
cipient countries. Improved coordination between AID, the Depart=-
ment of Agriculture, and the Food for Peace director on the White
House staff has resulted in meking more effective use of a greater
share of America's agricultural abundance for constructive purposes.
Such food made available to AID by USDA is used in various ways.

It is sold for foreign currencies, with the sales proceeds being
used to support economic development, to strengthen the security
of the Free World, to support Fulbright scholarship exchanges, to
provide loans to private firms, and for a variety of expenses of
the U.S. Government. Increasing amounts of P.L. 480 food are being
used in lieu of wages for work on development projects. For ex~
ample, grants of wheat financed construction of 1,200 schools and
600 teachers' residences in Morocco last fall. In addition sur-
plus commodities are donated to eligible United States voluntary
foreign ald agencies and to intergovernmental organizations, such
as the United Nations, for free distribution to the needy oversesas.
Increased emphasis is being placed on school feeding and similar
institutional programs.

Foreign Aid and the National Economy

Can our own economy afford the foreign ald program?

Our economy can afford the AID program and also stands to benefit
substantially from it.

The more than $4.8 billion being requested for foreign aid for the
fiscal year 1963, including the Military Assistance Program,
amounts to less than 1% of our Gross National Product. It is about
L-1/2% of the total Federal budget, and it is cne-twelfth of what
we propose to spend in the comming year for military defense.

The economic ald funds being requested-~including supporting
assistance programs to aid the military efforts of our alliese=-
are only 2-1/2% of the total budget.

Expenditure of foreign aid funds also contributes to the domestic
economy. An increasing amount of the foreign aid money 1is being
and will be spent in the United States in order to minimize any
harmful effects on the U.S. balance of payments.

The AID program accounted for 12% of all the materials, other than
military hardware, which the United States exported in 1961.

Foreign aid funds therefore indirectly paid the wages of between
700,000 and 800,000 people in the United States producing goods
needed for the program.

In the long run the foreign aid program will help develop our own
national economy. Prosperous countrles are the best customers
for U.S. goods and the less developed nations of today are a huge
potential market.

Other U.S. Foreign Assistance Programs

Not a part of the AID organization, but closely related to it in
the task of foreign aid, are two other operations of the United
States Government: The Peace Corps and the Export-Import (Ex-Im)
Bank,

The Peace Corps, a separate agency of the Department of State,
provides American volunteer manpower to help fill the gap which
exists between highly skilled technical experts and completely
unskilled populations in many countries. In addition to being an
instrument of economic development, it is also a vast cultural,
educational and social undertaking which will give Americans and
people of other countries an opportunity to learn about each other
by living and working together.

The Ex-Im Bank makes loans repayable in dollars for the procurement
of U.S. goods and services needed overseas, for projects that
directly earn or create income in the country of the borrower, for
periods which have ranged from eight up to 20 years. AID avoids
meking loans which cen be made by the Ex-Im Bank, and the Presi-
dent of the Bank serves on a Development Loan Committee, of which
the AID Administrator is the chairman, to assure that AID financing
for an assistance project occurs only when it cannot be handled

by the Bank.

The Decade of Development

These are the elements of the new AID program and its background.
Succeeding portions of this presentation will spell out the program
in detail. It 1s a program which helps to make possible the con~
ditions under which a growing world society of free and independent
nations can evolve.

Revised March 21, 1962
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THE FOREIGN ASSISTANCE PROGRAM FOR FY 1963

To carry out the type of foreign economic and military assistance

program defined in the preceding section of this presentation, the
President 1s requesting the Congress for an appropriation of more

than $.8 billion for FY 1963.

The legislation which authorized the creation of the Agency for
International Development (AID) was passed in September, 1961.
FY 1963 will be the first full year of the Agency's operation
under the new principles which were incorporated in the legisla~
tion of last year, and the foreign assistance program in FY 1963
will be directed toward the achievement of those principles.

Almost T0% of the more than $4.8 billion requested will be used
for economic development and social progress under the Act for
International Development and about 30% will be used for the Mili-
tary Assistance Program under the International Peace and Security
Act. This division of funds continues an increasing emphasis on
economic aid and on loans for long-range development.

The Economic and Social Program: The 1962 Act for International
Development

The funds to further economic and soclal progress will be used in
a variety of ways, depending on the best method for meeting each
situation. In all, the funds will be divided into nine categories,
including the Alliance for Progress.

The categories, and the request for each, are:

(1) Development Lending: $1,250 million.

(2) Development Grants and Technical Cooperation: $335 million.

(3) The Alliance for Progress: $600 million for FY 1963 out of
a $3 billion authorization to meke loans and grants over the
next four years.

(%) Supporting Assistance: $481 million.

(5) Contributions to International Organizations: $149 million.

(6) For encouragement of private industrial investment overseas,
through support of investment surveys: $5 million.

(7) Contingency Fund: $400 million.

(8) For administration of the program: $55 million for AID and
$3.1 million for Department of State.

$100 million.

Details on each of these categories are included in subseguent
secvions of this presentation.

Developrment Ioans and Development Grants

(9) Investment Guaranties:

In enacting the Act for International Development, the Congress
supported a shift from grants to long-term loans, repayable in
dollars. This trend is continued in the proposed funding program.

The request for dollar repayable losns is $1,250 million, plus $510
million in such loans for latin America under the Alliance for
Progress. The loans will be used primarily to finance major in~
vestment programs and will be concentrated in those countries

ready to use such funds most effectively.

An appropriation of $335 million for Development Grants will be
used mostly in Asia and Africe and devoted primarily to the edu-
cational needs of the emerging countries and the carrying out of
demonstration and training techniques of the Point IV program in
such fields as agriculture, public administration, industry, labor
and health.

Supporting Assistance

The need for Supporting Assistance, the economic aid required to
support countries with heavy financial burdens, has declined in
some countries. This type of assistance 1s still necessary for a
declining number of countries to enable strategically placed
nations to remain free, to prevent the disintegration of economies,
to maintain access to U.S. military bases on other nations®' soil,
and to provide an alternative to complete dependence of certain
nations on aid offered by the Sino-Soviet bdloc. Wherever possible,
this supporting aid, although Justified for reasons other than
economic development, will be given in a form which will further
economic development.

Contributions to International Organizations

One of the principal emphases of the revised foreign assistance
program is upon increasing assistance from Free World partners.
As part of this effort, $148.9 million is requested to strengthen
11 international organizations or programs in which the U.S. par-
ticipates with other nations in helping to steblize and expand
the economic strength of the underdeveloped nations. Seven of
these organizations are under U.N. auspices. In addition, the



THE FOREIGN ASSISTANCE PROGRAM FOR FY 1963 (Continued)

United States will make contributions to the North Atlantic Treaty
Organization Science Program, the Indus Water Fund in India and
Pakistan, the Commission for Technical Cooperation in Africa and
the Asian Productivity Organization.

Encouraging Private Investment

The new AID program recognizes that the U.S. Government needs the
help of U.S. private enterprise in building an economicelly sound
world. To encourage thlis assistance, Congress has glven AID the
authority to make loans to private U.S. investors for overseas
projects and to insure them through the Investment Guaranty Pro-
gram against losses which might occur due to expropriation, war or
against an inability to convert local currency profits into dol-
lars. One hundred million dollars 1s requested to lncrease the
reserves so that the Guaranty Program ¢an be expanded.

As another method of encouraging private investors in exploring
investment opportunities in the developing countries, AID is
authorized to share the cost of feasibility studies and $5 mil-
lion is requested to finance this program.

Research Program

The entire AID effort will be more and more influenced by the re-
sults of the Research Program which was first authorized in the
Act of 1961, and $20 million of Development Crant funds is
requested for this purpose in FY 1963. Once the problems of the
less developed nations heve been identified by sclentific inves-
tigation, the Research Program can help establish priorities

for thelr solution. Research will also perform an important
coordinating function in reviewing the findings of research ex-
perts on the scene in overseas countries and cross-checking their
recommendations on plans and techniques ageinst others which may
heve been tried in other parts of the world.

Ocean Freight and Excess Property

Provision is mede in FY 1963 for the program of subsidizing trans-
port of supplies collected by American voluntary agencies for
people~to-people gifts and the program for use of U.S. excess
property in AID overseas projects. The procurement, processing,
warehousing and packaging of these gifts are all pald for by the
voluntary agency involved. AID also acquires U.S. surplus govern-
ment property for use overseas, where it will be fitted into coun-
try programs to support vocational tralning, agriculture and
construction.
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Contingency Fund

In the administration of the world-wide program, the Contingency
Fund provides a flexible and valuable tool to meet undefined or
unpredictable situations which may arise upon the world scene.

In the present triscal year, Iatin America 1s the largest regional
recipient of contingency funds, absorbing $85 million of the $284
million appropriated. Funds of this nature were also used this
year to meet special situations arising from continued Commmnist
efforts at insurrection in Vietnam and Iaos; to support Greek
defense forces; to meet criticel financial problems around the
globe; and for Cuban and other refugee programs.

The request for the Contingency Fund for FY 1963 is $400 million.
Administration

The $55 million requested for administrative expenses of AID, plus
$3.1 million for administrative expenses of the Department of State,
represents in total less than 2% of the total AID appropriation pro-

posed.

Latin America - The Alliance for Progress

The Alliance for Progress, the vast cooperative development
effort, undertaken by the nations of the Western Hemisphere

at the suggestion of President Kennedy, has brought togethexr the
economic and social resources of the United States and 19 coun~
tries for a special 10-year assault upon sociel injustice and
economic deficiencies in Iatin America. The developing countries
of the area believe that their own resources will supply $80 bil-
lion over the next decade for thelr own progress, and the United
States has pledged to provide, from both govermmental and private
sources, the greater part of another $°0 billion of external
resources which will be needed to augment this effort.

A review of the progress made toward meeting the objectives of
the Alliance and the proposed AID program for FY 1963 will be
found in a subsequent section of this volume.

Africa - The Emergent Nations

Of the $335 million requested for Development Grant purposes,
most will be used for economic development in the continents of
Africa and Asia, with the largest part golng to Africa.
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The past 10 years have seen the rush to independence of many
nations in this giant continent -- a continent of extreme illiter-
acy end poverty. Tt ia here that nations face their most elemen-
tary task -- the huilding of a humaen and institutionsl base for
the more comprehensive development effort that will follow.

The primary needs, in many areas of Africa, are those of education
and technical asssistance -- the imparting of skills needed for the
most rudimentary steps towerd development. In some cases, work

of this nasture, done in the past, has mede long-term planning possi-
ble. In Nigeria, for example. the United States has made a long-
term commitment on the basis of a sound program which is based

on reasonsble goals and will be executed in relstion to a defined
set of priorities. But for the most part, the development of the
new African nations is still in its earliest stages.

The Near East and South Asia

In this area of the world, nations such as Indie and Pekistan

are already carrying out comprehensive, long-range programs.
Others, such as Iran and Turkey, are putting into effect important
economic and social reforms and preparing more systematic and com-
prehensive economic development programs than they have undertaken
previously.

Pakistan provides a good example of how well-mansged long-range
development efforts pay dividends. Since 1954% the United States
has been providing Pakistan with military assistance to strengthen
its minimm essential forces. The country was unable to sustain
these forces and meet the minimum needs of its people. Therefore,
U.B5. Supporting Assistance on a grant basis was necessary. Now
that Pakistan has embarked upon & broad development program, it is
possible to provide the economic assistance which Pakistan needs
on & long-term, low interest loan basis. Supporting Assistance
grants are thus being terminated.

It is still essential for the United States to continue Develop-
ment Grant programs in the Rear East and South Asia to assist in
the improvement of the human resources of the countries, and still
necessary to furnish Supporting Assistance, in conjunction with
the military aid program, for some countries of the region.
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The Far East

The 330 million people who live in the 11 non-Communist nations
of the Far Esst have as their neighbor Communist China -~ &
nation capable of putting pressure on the borders of most of
them. With a few exceptions, most of these nations emerged from
colonial rule after World War II.

In consequence, it has been necessary to provide economic assist-
ance to the free countries of the Far East which have urgent
needs to support large defense forces, restore war damage and
prevent economic collapse.

The cold war has dictated a series of "crash programs” of U.S.
aid to these nations in the past, marked by substantial funds

in the form of grant Supporting Assistance. Although the AID
program in some of these countries is furnished primarily for
the purpose of supporting the national economies so that they
can bear the defense burden, it will, insofar as possible, take
the form of cepital equipment and raw material imports which, in
fact, contribute directly to economic growth.

The Military Assistance Program: The International Peace and
Security Act

The Military Assistance Program is a logical extension of the
U.S. defense budget and fills the gap between what our allies
can do to defend themselves and what must be done as & minimum
for the collective security of the Free World. It supports the
efforts of 40 independent nations to maintain themselves against
aggression through grants and sales of military equipment and
through training where this is required. Because some of the
Free World countries, particularly those in Western Europe, have
become better able to provide for their own defense, the FY 1963
request for military assistance is $100 million less than the
appropriation for FY 1962.

The Military Assistance Program is designed to assist in meeting
the threat of external aggression as well as internal subversion.
In addition, in many cases, the military forces of Free World
cowatries make a direct contribution to the economic advancement
of the nation, not only by essuring protection from attack so
that the nation can go about its economic work, but by partici-
petion of troops in economic activities.
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In Southeast Asia and the Far Bast the Military Assistance Pro-
gram is of special importance as meny of the countries of these
areas face a carefully planned combination of subversion and out-
right attack. In Korea an uneasy Armistice prevails while the
enemy continues to vliolate it by bullding new airfields and
shipping jet aircraft into North Korea. In Taiwan, the Free World
has one of the strongest bastions against communism in all of Asia.

The Military Assistance Program during FY 1963 will honor commit-
ments to North Atlantic Treaty Qrganization (NATO) countries for
training, maintenance and modification of equipment. However, our
NATO partners have reached the point at which grant aid is declin-

ing sharply.
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In Iatin Americe, the Military Assistance Program will continue
on a modest scale, helping to stem internal disturbances snd
improving defenses against potential external aggression.

Meny of the new governments in Africa lack the means for maintaine
ing domestic order, and in FY 1963 the Military Assistance Pro-
gram will continue to provide modest amounts of equipment and
training to cowdtries which feel such assistance is essential.to
training to military forces of countries which feel such assist~
ance 1s essential to their continued independence, security and
stability.
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DEVELOPMENT LOANS

Under the Foreign Assistance Act of 1961, Development Loans became
the economic assistance program's principal tool for supporting
the growth of the less developed countries. Losn activities in
prior years comprised at their peek no more than about 25$ of
total economic assistance programs. In FY 1963 they would consti-

tute almost 50% of the total.

Summary of FY 1963 Funding Request

The Executive Branch requests the appropriation of $1,250 million
for Development lLoans under Section 202(b), of the Forelgn Assist-
ance Act of 1961. Section 202(b) authorizes the appropriation
beginning in FY 1963 of $1, 500 million in Development Loans. In
addition, $77.5 million is available for appropriation from the
unappropriated balance of the FY 1962 authorization. Thus,
authority exists for the appropriation in FY 1963 of $1,577.5 mil-
lion for Development Loans.

When this authority was enacted it was contemplated by the Execu-
tive Branch that it would be available for use in all of the less
developed countries of the Free World. However, the President is
proposing this year that separate lending authority be avallable
in FY 1963 for the nations of Latin America in conjunction with
the Alliance for Progress. Consequently, the full amount author-
ized for appropriation under Section 202(b) will not be required to
meet loan requirements in the Near East and South Asia, the Far
East and Africa. This accounts for an appropriation request which
ig more than $300 million less than existing authority.

Because it is contemplated that $510 million of the proposed Alli-
ance for Progress appropriation will be used for Development Loans
in Latin America, the world-wide Development Loan request totals
$1,760 million. This compares with $1,900 million proposed for
FY 1963 last spring in connection with the Executive Branch's re-
quest for long-term funding authority. The estimate of world-
wide loan requirements during the next fiscal year has, therefore,
fallen by about $140 million.

The detailed basis for this estimate is contained in regionel and
country Jjustifications contalned in subsequent volumes.

Loan Criteris
Section 202(b) defines the purpose of Development Loans as being

"to promote the economic development of less developed friendly
countries and areas, with emphasis upon assisting long-range plans

and programs designed to develop resources and increase productive
capacities."

Development Loans may be made only where there are reasonable
prospects of repayment. Additionally, the following criteria are
teken into account before each Development Loan is made:

(1) Whether financing might be partly or completely obtained from
other Free World sources on reasonable terms;

(2) The economic and technical soundness of the proposed activity;

(3) whether the project shows reasonable promise of contributing
to the development of economic resources or an increase of
production capacities of the country concerned;

() The relationship of the activity to other developmental active
ities and its contribution to long-range objectives;

(5) The extent to which the recipient country shows a responsive-
ness to the economic, political and soclal concerns of its
people and determination to use effective self-help measures;

(6) T™e possible effects of the proposed loan upen the U.S. econ-
omy with special reference to areas of labor surplus.

Loan Terms

With the enactment of the Foreign Assistance Act of 1961, all prin-
cipal and interest on Development Loans became payable in dollars.
The other terms on which Development Loans are offered are based
primarily on a Judgment of each recipient country's prospective
capacity to service U.S. dollar obligations.

Loan terms have actually ranged from those normally required by
the Export-TImport Bank in connection with its own project loans to
terms approximating those of the International Development Associa-
tion, an adjunct of the World Bank. The former ordinarily charges
5-3/4%, frequently permits repayment in 15 years and often offers
a grace period of a few years. The latter normally charges a 3/4%
credit fee and requires repsyment over 50 years, with a 10-year
grace period. AID Development Loans, however, have yet to exceed
a 40-year maturity perilod.

With respect to private borrowers and government enterprises which
survive on their own revenues, a two-step repayment procedure has
been devised which maintains a normal debt burden on the borrower
without unduly streining the host country's balance of payments.
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The New Approach to Development Lending

President ‘Kennedy's proposals last spring for new legislation and
reorganization of the forelgn assistance programs were based on a
set of new principles. These principles stressed the need to pro-
vide all forms of economic assistance in a manner which would most
effectively meet the needs of each country involved and the impor-
tance of supporting long-range development programs. These two
emphases have had important effects on the manner in which Devel-
opment Loan funds are now being administered.

The focus on individual country needs has had significant organi-
zational and procedural results and it has in many instances
affected in an important way the uses for which loans are made
available.

In prior years Development Loans were administered by a functional
unit, the Development Loan Fund, on a project-by-project basis.
The officers of the DLF had final authority for the approval of
loans. They had authority over no other funds. Other assistance
tools were administered by geographic and functionsl offices in
ICA and in the Ex-Im Bank.

In order to focus on the requirements peculiar to each country
assisted, responsibility in AID has been centered in four new geo-
graphic bureaus, as indicated elsewhere in this volume. This
organizational arrangement permits the development of a consistent
and comprehensive assessment of each nation's requirements and
facilitates coordinated use of all available assistance tools to
meet these requirements.

In order to assure consistent application of lending policies and
procedures and in order to assure that economic and technical
standards on which loans must be administered are actually met,
three organizational devices are being employed within AID.

First, an Office of Development Financing has been established,
headed by an Assistant Administrator, who is equivalent in rank to
the heads of the Regional Bureaus. This office is responsible for
the development of standards, policies and procedures applicable
to all capital assistance, including all loans. The Office also
reviews all loan proposals prepared in the Regional Bureaus to
assure conformity with established requirements. It serves, in
addition, as a focal point for a variety of other activitles. It
coordinates the loan program of AID with those of other institu-
tions and agencles; 1t serves in many ways to attract private cap-
ital to less developed countries, and to promote the mobilization
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therein of local private capital; and, finally, it provides to the
Bureaus such specialized economic and financial services as maey be
required.

Second, an Office of Engineering has been established which devel-
ops engineering policies and standards for use throughout the
Agency, monitors engineering practices within the Regional Bureaus
and provides such specialized englneering services as may be re-
quired from time to time.

An interagency Development Loan Committee has been established
which reviews loans proposed by the Regional Buregus of AID in
accordance with procedures sumarized below. The Committee is
chalred by the Administrator of AID, and has as its members the
President of the Ex-Im Bank of Washington, the Assistant Secretary
of the Treasury for International Affairs, the Assistant Secretary
of State for Economic Affairs and the Assistant Administrator for
Development Financing, the head of the office bearing that name.

The country program approach has also affected the type of activi-
tles which Development Loans support. This approach requires that
Development Loans be flexibly administered so as to finance whata-
ever may be required to support development. It would be infeasi-
ble, for example, to insist that all financing be for capital
projects. In many instances development in a particular country
is also dependent upon external financing for the raw materials
and commodities needed to keep capital plant in operation and to
produce investment items in local facilities. As a consequence,
in those countries where sound long-term development programs exist,
or where there is convincing evidence otherwise that available
resources are well manasged, AID considers financing general import
programs as well as individual projects.

Growth, furthermore, does not come about solely through the expan-
sion of what msy commonly be regarded as productive investments.
It 1s recognized increasingly that many social development invest-
ments which may have been regarded in the past as being relatively
non-productive are often just as essential in obtaining a desired
pace of growth as factorles and electric power facilities. More-
over, the purposes of the Act for International Development go
beyond growth as measured in hard economic terms. Social develop-
ment 1tself has a bearing on the capacity of nations to maintain
their freedom and independence. Consequently, under the new
Development Loan authority consideration is given to the financing
of various kinds of social investments, such as for housing and
education.
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To date the bulk of such activity has been confined to housing
purposes in the Latin American region. AID continues to stimulate
low-cost home construction there, not only through the traditional
technical assistance means, but aisu by providiug seed capiial for
the establishment and strengthening of self-perpetumting financial
institutions of a savings and loan character. Eight such organi-
zations are now in existence in Latin America with total AID financ-
ing of $48 million. This seed capital has helped to create
institutions which will in time mobilize local capital in even
greater amounts to builld homes for those who save with the insti-
tutions.

A second change in emphasis encourages the use of loan funds in
ways that will encourage and support sound long-range development
programs. This 1s accomplished in a variety of ways. The new pro-
gramming procedure adopted for the Agency as a whole requires the
establishment of long-range goals to which particular projects or
programs financed by AID are directed. The second fact that each
proposal is assessed against the priority needs of a country and
agalinst a long-range proJjection of such requirements serves to
encourage the practices essential to the sound use of resources
over the long run: the establishment of goals, the assessment of
priorities, estimation of financing required and available from
all sources, and planning the particular measures required to
achieve the end result.

In addition, AID stands ready, with the Congressional endorsement
embodied in Section 202(b) of the new Act, to extend, subject to
appropriation, commitments of funds beyond the current year for
sound long-range development programs. The essential test for
such commitments is that there be convincing evidence that the
recipient intends to, has made all the necessary prepsrations for
and 1s capable of undertaking a sound long-range program.

During the past year four long-range commitments have been entered.
These were offered to countries whose planning activities antedated
the enactment of the new legislation. These commitments--to India,
Pakistan, Nigeria, and Tangsnylka--total more than $1,700 million,
of which more than $600 million is being made available from

FY 1962 appropriations.

ATD intends to continue the selectively prudent employment of the
long-term commitment authority. Many nations are now in the proc-
ess of developing long-range plans. Some will probably be ready
for examination and will be judged to be sound in FY 1963. Others
will undoubtedly contaln substantial defects and others will con-
ptitute merely "paper" plans. Since AID regards a sound long-term

plan as a process which goes far beyond the paper blueprint and
includes the measures and capabilities for actually carrying out
a plan, the test for obtalning a long-range commitment is not met
easily or quickiy.

Loan Procedures

The country programming procedure of AID also affects loan proce-
dures. Financing is no longer made available on a first come,
first serve basis, and govermments are discouraged from making
proposals directly to offices in Washington. Rather, the central
point for initiating action is the U.S. AID Mission overseas.

After each field mission has developed and has approved a set of
priority goals and targets for AID assistance in the recipient
country, the Mission examines with the local government the rela-
tionship of particular financing proposals to these priorities.
Once it is determined that a proposal has a priority, the Mission
begins examination of the local government's plans for the partice-
ular activity.

After the host govermment has prepared what can be regarded as a
preliminary spplication, the Mission transmits it to the Assistant
Administrator in charge of the particular region, together with a
preliminary asppraisal and recommendetion. Within the relevant
Regional Bureau a project officer 1s assigned responsibility for
the preliminary examination of the loan application. He first
attempts to determine whether other sources of financing are avail-
able. Among other things, he refers the application to an AID-
Ex-Im Bank Coordination Committee on which the Office of Develop-
ment Financing represents AIB. If the Bank indicates a willingness
to take the application under consideration it is transferred to
that institution promptly. Only if the Bank 1s unable to accept
the proposal does AID's consideration continue.

If other financing appears to be unavailable and 1f the proposal
seems to have merlt, the project officer prepares a preliminary
review paper for consideration by the Assistant Administrator.
That official can, at this point, either reject the application,
seek further information before reaching a decision, or authorize
that the proposal be subjected to an intensive review leading to
a specific proposal for a loan.

If the latter, the Assigtant Administrator establishes a project
committee consisting of a capital project officer, an engineer, a
lawyer, and other speclalists as warranted. The proposal would
then be sent to an interagency Development Loan Staff Committee
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consisting of staff representatives of the parent loan committee.
Necessary changes might then be made in the proposal as a result
of discussions in the Staff Committee. 'The proposal is then sub-
mitted to the full Development Loan Committee, which provides such
advice to the Administrator as 1t considers relevant.

After a proposal has passed through the Development Loan Committee
1t 18 referred to the Natlonal Advisory Committee on International
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Financial and Monetary Problems. On the basls of advice from
these two bodles the Administrator subsequently decides elther
to authorize the loan or not to do so.

On the basis of the Administrator's authorization, the applicant
1s informed that a loan has been approved subject to specified
terms. Upon acceptance of the terms, a detailed formal loan
agreement is prepared, negotiated, and concluded.



DEVELOPMENT GRANTS AND TECHNICAL COOPERATION

Although the development grant and technical cooperation program
accounts for e relatively small proportion of the total economic
assistance provided by the United States, it meets a vital need
of the developing nations. This part of the assistance program
deals directly with the most important ingredient in the develop-
ment process -- the ebilities and aspirations of human beings.
Materisl resources and capital, important as they are, cannot be
utilized effectively unless there are sufficient numbers of people
with the ski1lls and capabilities to plan, allocate and manage
these resources.

People, however, are not only a vital economic resource; they are
also the arbiters of the success of the development process. It
is they who determine the real goals of development and who pass
final Judgment as
If they do not receive an equitable share of the benefits of the
development process, they will meke no willing contribution to it.
The rate of social progress is, therefore, an important determi-
nant of the direction and rate of economic growth.

Scope of Development Grant Programs

Development Grants are used to assist the developing countries to:

(1)

Improve the educational, technical, and professional skills
of thelr people;

(2) Improve and expand those institutional structures and prac-
tices which contribute to economic and social development;

(3) Determine through surveys, research, and snalysis the indige-
nous, human and material resource base for development;

(4) rormulate effective plans and programs directed toward feas-
ible development goals; and

(5) Provide for the construction of physical facilities required

for the development of human resources and, in exceptional
cases, for other basic facilities which ere vitally required
for economic growth.

Criteria for Development Grants

Since available U.S. and host country resources are limited in
relation to existing requirements, it is necessary to allocate
development grant funds with the utmost care. Although almost any

+o whether or not these goals are belng achieved.
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activity of this kind when considered by itself is "worthwhile,"
efforts must be made to determine priorities and to direct pro-
grams to those needs which are most critical. It is for this
reason that the Executive Branch requested Congress to include in
the Foreign Assistance Act of 1961 a specific list of criteria to
be taken into account in providing assistance under this appro-
priation category. These criteria are:

(1) The extent to which the activity gives reasonable promise .of
contributing to the development of educational or other ‘in-
stitutions and programs which promote economic or social

progress;

(2) The extent to which the activity is consistent with other
development activities being undertaken or planned and con-
tributes to realizable long-range development obJjectives;

(3) The economic and technical soundness of the activity; and

(4) The responsiveness of the recipient country to the.vital

economic, political and social concerns of its people and
the extent to which it demonstrates a clear determination to
take effective self-help measures, including a willingness
to pay a falr share of the cost of Joint progrems.

In addition, consideration must be given to the possible adverse
effects of proposed assistance upon the economy of the United
States, with special reference to areas of substantial lebor sur-
plus and the international balance of payments position of the
United States.

The careful application of these criteria will undoubtedly result
in more effective utilization of U.S. resources. The Agency,
moreover, -has supplemented these criteria with program guidance
which has as its obJective a more purposeful concentration of as-
sistance upon high priority requirements. This guldance directs
all US AID Missions to take into consideration the following fac-
tors in their programming of U. S. assistance:

(1) boes the activity address a high priority goal in the coun-
try's own development plan or program? If no plan -exists,
does it contribute in a significent way to a goal of obvious
importance given the country's present stage of development?

(2) what is the relationship of the proposed activity to other

projects or programs? Uoes it have a significant multiplier

effect in relationship to other development activities? boes
it remove serious obstacles to development in related fields



or sectors? Doés it induce development in associated fields
or sectors? Is it dependent upon prior, concurrent or fu-
ture developments.in other fields or sectors?

Does the pattern of our assistance induce the recipient gov-
ernment to concentrate its own resources on the highest
priority goals, or does it divert relatively scarce local
resources (both material and humen) into lower priority ac-
tivities? Have the long-renge as well as the immediate re-
sources requirements been fully assessed?

(3)

(4) Does assistance provided by the U.S. duplicate or compete
with aid which is being or could be provided by friendly
non-U.S. sources such as the United Nations (UN), Inter-
national Bank for Reconstruction and Development (IERD),
and other non-bloc bilateral programs? Are there particu-
lar types of assistance which these sources -- because of
greater political acceptability, avajlability of persomnel
with more relevant experience, or other reasons -- can
provide better than the United States?

(5) Does the form or magnitude of our assistance inhibit the
gradual acceptance of greater responsibility by the host
government and a complete phasing out of U.S. assistance
within a reasonable period of time? Are activities for
which the United States has provided assistance for five
years or more achieving significant results in this regard?
If not, should we withdraw or intensify our assistance?

(6) 1Is the host government making a contribution to joint activ-
ities, both of personnel and financial resources, which is
commensurate to its capabilities? If not, does this indicate
a lack of interest in the assistance being provided? Should
U.S. assistance be continued under these circumstances?

Emphases of Development Grant Programs

During the past year all AID Missions have undertaken a compre-
hensive review of their programs in the light of the criteria and
guidance mentioned above. As a result of this review there has
been a considerable re-direction of effort toward high priority
programs in the following fields: education and the development
of human resources, agriculture and rural development, public
administration, development planning, industry, transportation and
communication, health and sanitation, land reform, housing, and
lsbor programs.
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Requirements for FY 1963

The FY 1963 development grant authorization and appropriation
request is for $341 million, including an estimated $6 million
of unobligasted balances from prior years. The request for new
obligational authority is about 13% higher than the amount
appropriated last year. The largest portion of this increase
results from the establishment of new programs in Africa and
the expansion of programs in this region which were initiated
in FY 1961 and 1962.

Several countries have reached a stage of development at which
they no longer need U.S. development grant programs in FY 1963.
These include Spain, Greece, and Israel. In Lebanon only one
small project will be continued in FY 1963 and this will be
completed during that year.

The breakdown of requirements by region is as follows:

Estimated FY 1962 Program FY 1963 Request
(millions of $) (millions of $)

Africa/Europe 99,085 117,750

Near East/South Asia 63,530 78,050

Far East 69,580 75,000

Latin America 20,160 *

Inter-Regional and

Non-Regional _l6,0u5 _10,200
229,300 34,000

* Authorization and appropriation requested under the Alliance
for Progress.

The largest proportion of the increased emount requested for the
Africa region will be utilized in Liveria, Nigeria and Tunisia.

The total number of African countries expected to receive
development grants in FY 1963 is 23. No development grant programs
are proposed for Europe.

In the Far East the largest development grant allotments are il-
lustratively progremmed for Thailand, Vietnam, Canmbodia and Indo-
nesia. Of the eight Far Eastern countries receiving development
grant assistance, four programs are smaller in FY 1963 than in
FY 1962. One remasins the same and three (Burma, Philippines and
Vietnam) are larger than in FY 1962.



‘The 13 nations in the Near East/South Asie area, a regional pro-
grem and & progrem under the auspices of CENTO recelving Develop-
ment grants in FY 1963 will require approximately $14.5 million
more for this purpose than the amount ohligated in FY 1962 The
largest increase requested, that for Afghanistan, results pri-
marily from transferring to the development grant category several
projects financed last year from supporting assistance funds. In
two NESA countries (Greece and Israel), development grant programs
are being eliminated in FY 1963. In four more, aid levels this
year are less than last year. Two relatively new programs are
getting under way -- Cyprus and Syria. The programs in the four
remaining countries -- Pakistan, Turkey, Egypt, and Nepal -- will
be somewhat larger than in FY 1962.

The funds requested for interregional and non-regional programs
are $15.6 million higher this year than last. This increase is
largely accounted for by additional requirements of the Research
Program ($6 million in FY 1962; $20 million in FY 1963) and a
newly activated civic action program for which $10 million is
proposed in FY 1963.

Interregional and Other Expenses

The Interregional progrem, for which a total of $30 million in
Development Grant funds is being requested in FY 1963, provides
support on a world-wide basis for program as distinguished from
administrative activities of the Agency. It covers expenses
mainly in the United States, which would be impracticable from an
accounting or other standpoint to fund on a country or regional
basis.

Activities fall generally into five broad categories: Participant
Support, Research, Technical Consultation and Support, Overseas
Personnel Program, Progrem Support (Department of State) and USRO
Staff. The first two are carried out by AID Washington personnel
or the staffs of the participating esgencies or through special
contractual or other arrangements. The Overseas Personnel Program
1is concerned principally with training designed to improve the
performance of overseas technicians. Program Support pays for the
medical, communications, custodial, fiscal and other services sup-
plied to AID program personnel by the Department of State. The
USRO Staff deals with matters concerning the Organization for Eco-
nomic Cooperation and Development (OECD)

Included also in the Development Grant appropriation request are
funds for a group of non-regional programs for which funding is
not provided in either the country or the Interregional programs.
These include: Assistance to American-sponsored schools sbroad
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($4 million); ocean freight costs of shipment of supplies donated
to voluntary agencies ($3.2 million); expenses of the Office of
the Inspector General ($200,000); funds for the construction of
arhonls for the dependents af ATD averceas emnlayees ($1_5 milliom);
and general technical services related to social development ($1.3
million). This category also includes an amount “of $10 million

to finance the costs of civiec action projects to be carried out by
the local Armed Forces in selected countries.

The Request for No-Year Funds

It is requested that the funds authorized and appropriated for
development grant programs in FY 1963 be availeble until expended.
This request 1is based upon experience which indicates that appro-
priations avallable on a fiscal year basis for developmént grant
programs have several major disadvantages. The system of single-
year appropriations used for grant funds in past years has placed
pressure on AID personnel to enter into hasty obligations of funds
prior to the end of the fiscal year or face the loss of the funds,
with future funding in the subsequent fiscal year being uncertain.
The availability of no-year funds would substantially lessen the
variety of pressures which arise at the end of a fiscal year to
accept lower standards than otherwise would be the case.

Equally important, the availability of no-year funds will help

to minimize the troublesome problem of past years with respect to
annual country aid levels. The amount & country received in prior
years frequently was considered to be an indication of require-
ments in the current year and the prior pattern of funding en-
couraged many countries to argue that an increase or decrease in
aid was an indication of U.S. favor or disfavor. Avallability

of no-year funding would reduce the significance of the aid level
in any particular year and should assist, therefore, in securing
more effective use of funds.

Finally, since the obligation of funds depends upon host country
agreement, the June 30 deadline can often arrive in the middle of
negotiations with the host country, at a time when the country
feels the United States is committed to the project concerned but
too late to include a request for new funds for the project in
the presentation. No-year funds are thus essential to enable AID
to engage in careful negotiations in good faith with the host
country.



ALLTANCE FOR PROGRESS

The Alliance for Progress announced by President Kennedy in March
1961 is a unified and cooperative development effort of the coun-
tries of the Western Hemisphere. In the United States 1t brings
together the various elements of U.S. economic and soclal policy
toward Iatin America. It consolidestes earlier expression of con-
gressional and executive action including the Iatin America and
Chile Development and Reconstruction Assistance Act (p.L. 86~735)
and the signing of the historic Act of Bogota which set the
American nations on the road to progress. At the same time the
Alliance offers an instrument for a decade of constructive action
in the hemisphere.

Various U.S. Government agency programs -~ along with those of
others -- contribute to the Alliance. The Agency for Inter-
national Development (AID) 1s requesting authority under the
Foreign Assistance Act to meke loans and grants for development
purposes over the next four years. The total amount that the
Congress is requested to authorize as a part of the Alliance for
Progress for the four-year period is $3 billion. This amount
will be supplemented by Export-Import Bank loans and Food for
Peace programs in order to meet the objectives of the Alliance.

Background of the Alllance

Latin Americe is a region of great diversity, made up of twenty
independent nations and a sprinkling of dependent colonial
territories; each has 1ts own history, cultural and politieal
traditions, and distinct economic structure. Beneath this
diversity, however, are problems common to most of the area:
problems of social unrest, of poverty and disease, of wide dis-
parity in income and opportunity. In meny Ietin American coun~
tries only a tiny minority controls most of the arable land,
receives a satisfactory education, and holds the reins of politi-
cal power. large masses of farmers and farm workers, frequently
of Indian origin or culture, elther continue to live at a sub-
sistence level or migrate to the already overcrowded cities in
search of employment. The economies of these countries for the
most part are not growing rapidly enough to provide employment or
to keep pace with the explosive populetion increase that i1s char-
acteristic of the region.

With these conditions as a background, a political struggle is in
progress between the opposing ideologies of communism and the
Free World. Communism and its regional offspring, Castroism,
find e basis for agitation in the growing discontent of the Iatin
American underprivileged classes. The wealthy lendowner,
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industrialist, or other member of the ruling class 1s an easy tar-
get, as 1s the foreign investor or employer. The Marxist doc-
trines of class warfare and exploitation are ready symbols with
which to explain the dilemms of a world which appears to offer
riches to the "haves"” while denying them to the ™have-nots.”
Nevertheless, there is a growing body of progressive thinkers and
leaders in Ietin America who recognize the inequities and weak-
nesses of the economic and social structure of their respective
countries. These men have already started working for reforms
and for constructive measures that will help their countries
towards self-sustalning growth under freedom rather than tyranny.
They belleve that the only alternative to violent revolution in
most Ietin American countries i1s & rapid evolution toward sound
economic and social goals. But such evolution is a race against
time, because the explosive forces are buillding up.

Objectives

In August 1961 the American nations met to discuss the shape of
the cooperative effort to develop the hemisphere. This meeting
culminated in the signing of the Charter of Punta del Este. This
meeting not only established achievement goals, but it also estab-
lished a framework of cooperation.

Among the most important goels of the Alliance for Progress, as
contained in the Charter of Punta del Este, are the following:
(1) To achieve sustained growth of per capite income and self-
sustained economic growth of not less than 2.5% per capita
per year;

(2) To achleve more equitable distribution of national income
and a higher proportion of the national produce devoted to
investment while mainteining stable price levels;

(3) To achieve economic diversification, involving reduction of
dependence on exports of primary products, and stabilization
of export earnings; and to ralse agricultural productivity
as well as encourage agrarian reform;

(h) To eliminate adult i1lliteracy and by 1970 to assure access
to at least six years of primary educetion for each school-
age child;

(5) To improve health conditions, including the increase of life
expectancy by a minimum of five years;

(6)

To increase low-cost housing construction;



ALLTANCE FOR PROGRESS (Continued)

(7) To strengthen existing arrangements for economlic integration.

Whaet Has Been Domne

In the first year of operation under the Alliance for Progress,
many measures wWere initiated by Iatin American nations in such
fields as tax reform, land reform, labor laws, economic stabili-
zation, and national planning to make more effective use of avall-
able resources. The record varies considerably from country to
country, yet every country responded in some degree to the high
principles enunciated at Bogota and Punta del Este. Many of these
reforms and self-help measures were initiated with great diffi-
culty, and other hoped-for actions were not accomplished. ‘In some
countries the combinasticn of built-in resistance from ruling oli-
garchies and active opposition of Castro sympathizers have result-
ed in even more difficulties than anticipated.

The difficult and time-consuming work of building and staffing
competent planning departments and producing meeningful devel-
opment plans has begun. During the first year of the Alliance,
four countries have completed such plans or maJjor sections of them.
The Organization of American States (QAS), the Economic Commission
for Iatin America (ECLA), and the Inter-American Development Bank
(IADB), as well as others, are providing technical assistance in
planning to those countries that requested it.

In the first year of the Alliance, commitments of U.S. public
funds exceeded $1 billion in various forms of economic aid includ-
ing Export-Import Bank loans, Food for Peace progrems, loans and
grants from AID and assistance from the Social Progress Trust
Fund, U.8. funds which are administered by the IADB.

In the social development field, the Iatin Americans have placed
heavy reliance on the IADB. The Bank has several funds which it
uses for lending for development in Iatin America. Of major
interest is the Soclal Progress Trust Fund -- U.S. funds adminis-
tered by a skilled staff drawn from the entire hemisphere to
achleve social and economic improvement in Iatin America. The
Social Progress Trust Fund has primary responsibility for develop-
ment projJects in rural living and land use, public housing, and
water supply and sewage, and numerous loans in these flelds have
been approved. For exmmple, a loan of $22.8 million will help
finance the construction of 32,500 housing units for low-income
families throughout Peru over the next few years. This program
will be a broed attack on the housing problem in Peru, and in-
volves the use of self-help construction methods, private
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construction companies, and savings and loan associations. In
Venezuela, a water works program is being financed by a $0 mil-
lion loan. This loan will help provide water supply systems in
385 towns and smell cities, benefiting more than 700,000 people,
in a significant effort to improve the lot of the common people
in the countryside.

Funds appropriated in the spring of 1961 under the Act for

Latin American.Development and Chilean Reconstruction were used

by AID to help several nations realize important developmental
oals in education, health and public administration. A grant of

»T70,000, supplementing their own resources, enabled Colombisa

to make a beginning on a long-term project which has the ultimate
goel of providing five years of education to every child of
school age.

After several months of search for the best leadership person-
nel, the reorganization of the Iatin American Bureau of AID was
put into effect. The esteblishment of the new agency along
regional lines has given new impetus to the Alliance anfd should
make U.S. aid in this hemisphere more effective. An important
feature of the reorganization was the appointment of a Coordi-
nator for the Alllance for Progress with responsibility for
bringing together the various components of the assistance pro-
gram.

Prnoblems We Face

After nearly one year of the Alliance for Progress, we recognize
that the road ahead is still a difficult one. We expect more and
greater self-help actions from the Iatin American nations, but
such measures must not be mere paper actions. They must be genu-
ine reforms which will pave the way for soclael and economic
progress.

It i1s apparent that in some instances the very concept of self-
help and reform has led to overgeneralization and misinterpreta-
tion, and, therefore, requires clarification. Certain reform
measures, which might be considered as self-help, may be wrongly
emphasized: for example, efforts to raise reasonable tax rates
could result in increased evasion, whereas concentration on good
administration and enforcement mey be more effec¢tive in increas-
ing tax yields and appropriate distribution of the tax burden.
Other overly ambitious self-help measures, especially those in
the field of social legislation, may ignore economic reality and
impose burdens which the governments cannot at this time afford
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or may tend to discourage the confidence needed to stimulate and
expand private investment. Reforms undertaken without sufficient
preparation can result 1n the overthrow of a progressive adminis-
tration. It 1s essential, therefore, that the Alliance partners
be urged to identify genuine self-help needs in terms of long-
range objectives and practical realities. Nevertheless, the pace
of self-help and internal réform must be rapid enough to provide
hope and concrete gain for the underprivileged. It is to assist
in the fulfillment of this objective that the Alliance for
Progress was formed.

Proposed ATD Programs

If the Iatin American countries are persuaded to make far-reaching
changes in their economic and social structure, overcoming the

resistance of traditionalist elements, they must be assured of con-

tinued long-range support from the United States. For this, we
are here requesting authority to make loans and grants for devel-
opment within a $3 billion authorization for the next four years.
The milti-year authorization will provide tangible evidence of
U.S. assistance over the long term. The authorization supple-
mented by assistance from the Export-Import Bank, and Food for
Pesce programs, plus other sources, will be employed to promote
development called for at the Punta del Este Conference and
asslist in working towards the objectives of the Alliance for
Progress.

For the purpose outlined above, an authorization of $600 million
in new obligational authority is being requested. The program for
FY 1963 is proposed as being $610 million, because it is presently
projected that $10 million will be available from previous appro-
priations. It is estimated that the $600 million of new funds
requested would be used as follows: $510 million for loans and
$90 million for grants. Both lending and graent funds will be
used to help countries progress towards development. Although in
some cases growth will be dependent upon economic stability and
we will have to give assistance for such purposes, the funds -
appropriated will be channeled into such constructive uses as the
financing of feasibility studies, the development of human re-
sources through programs of education and training, and the
financing of projects in major developmental sectors.

A more complete discussion of the proposed program for FY 1963
will be found in the statement on the Alliance for Progress in

Volume II.
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SUPPORTING ASSISTANCE

This category of economic aid is primerily designed to promote
vital U.S. national security and foreign policy objectives in
selected countries. Supporting Assistance, to be provided largely
on & grant basis, is proposed only in situations where development
assistance would be inappropriate, because of a failure to meet
development criteria, but where U.S. interests require substan-
tial assistance. To provide this form of aid to 15 countries and
@ program under CENTO auspices, programs totaling $497 million are
proposed for FY 1963, of which 3481.5 million would be financed
from new obligational authority and $15.5 million from reappro-
priated funds.

Programs of Supporting Assistance are designed to serve one or
more of four objectives.

Agsistance for the Common Defense

About 75% ($374 million) of the proposed program of $497 million
is designed primarily to enable countries on the periphery of the
Sino-Soviet empire to continue to participate in the common
defense by maintaining strong military forces to discourage ex-
ternal aggression, contribute to regional defense and maintain
internal security.

Under the new U.S. approach to foreign aid, incressed emphasis has
been placed on working with these countries to achieve economic
growth. As levels of economic activity rise, their govermments
are then able to finance the local costs of defense budgets from
domestic revenmes and, where appropriaste, local currency proceeds
of the sales of U.S. surplus agricultural commodities. As one
result of continuing favorable developments, it is planned to
terminate Supporting Assistance at the end of FY 1962 for four
countries along the southern border of the Soviet bloc. Parring
presently unanticipated changes in the economic and military
situation, these countries are expected to bear their own local
defense costs.

There remain, however, five countries which are attempting to cope
with insurrection and subversion of such magnitude and where re-
sources are so slim that continued provision of special grant aid
1s imperative.
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Maintaining Access to U.S. Bases

In certain countries, U.S. air and naval forces presently are
wtilizing boases considered highiy important, now and at least tor
the next several years, for our defense. The existence of such
bases in these countries exposes them to possible Soviet retalia~
tion. In some cases, they profess neutrality and thus feel
entitled to speclal compensation for the risks drought about by
the presence of U.S. bases.

To guarantee U.S8. forces continued access to these bases, it has
been necessary for the United States either to make specific com-
mitments of assistance as part of the Base-rights Agreement or
otherwise meke clear that assistance will be forthcoming.

Countries in this category, all of which are underdeveloped, re-
quire a total of $36.5 million of Supporting Assistance for
FY 1963 (approximately 7% of the total request).

Other forms of U.S. assistance, particularly sales of surplus
agriculturel commodities under the Food for Peace program and
Development Loans, are avallable to these countries as they are
able to meet the criteria for such assistance.

Maintaining Economic Stablility

Supporting Assistance programs totaling $45 million (9% of the
total estimate) are proposed for three countries to help maintain
their economic life with some semblance of order. They would be
faced with the distinct possibility of economic disintegration
were such aid not available. Their difficulties stem from recent
ruptures of externmal political and financial relations, internal
instability coupled in some instances with administrative incom-

petence and maladministration, and adverse trends in world markets.

For each of these states, the only likely alternative to continued
U.S. support is increased unrest and political chaos, affecting
not only the inhabitants of the state concermed, but the peace and
stabllity of the surrounding states.

Since the primary problem of these countries i1s the maintenance of
minimum levels of economic activity and of essential government
services, Supporting Assistance will be largely used to finmnce
imports for consumption and budget support.

Supporting Assistance for these countries 1s essentially a matter
of dealing with critical situations and using time thus gained to
stimilate a serious attack to basic problems.
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Alternative to Complete Dependence on the Sino-Boviet Bloc

In another group of countries, the primary U.S5. objective Ir to
prevent the absorption of weak nations into the Communist bloc
through growing economic dependence. Some $41.5 million (8% of
the total request) is needed for these countries for FY 1963.

The govermments of certain of these countries have been attempt~
ing to pursue neutral or independent policies, eschewing close
political association with either of the great power blocs. They
agpire to higher standards of living, but they have not yet under-
taken sustained efforts to modernize their economic life at this
time. They are recelving aid on attractive terms from the Soviet
Union and Communist China. They have been offered aedventageous
trade agreements as well as substantial finsncing for projects
such as roads, factories, and other highly visible enterprises.
Acceptance of such offers leads to the introduction of Soviet
technicians, widening contacts with the Sino-Sovliet bloe, de-
pendence on 1t for forelgn markets and possibly to complete
dependence.

The United States 1s not attempting to outbid the Commmmnist
offers. We are attempting, however, to provide aid for useful
projects to which the countries are particularly attached. Our
obJect 1s to demonstrate our interest in making a constructive
contribution to their progress and to provide an alternative to
exclusive reliance on Sino-Soviet aid.

It is the intent of the AID that Supporting Assistance programs
decline steadily and significantly in future years. The primary
objective is to shift ald toward a development basis, to subject
it increasingly to sound economic and technical criteria, and to
adjust 1ts contribution to fruitful economic and sociaml develop~
ment.

In countries where 1t is proposed to continue Supporting Assist~
ance in FY 1963, AID will endeavor to encourage host governments
to use it for meeting basic social and economic problems, and to
consider this ald as a resource with which to buy the time re-
quired for mounting and implementing sound development plans.



CONTRIBUTIONS TO INTERNATIONAL ORGANIZATIONS

PROPOSED F. Y. 1963 PROGRAM

Total A.I.D. Program
$3,311 MILLION *

Internotional
< Organizations

$148.9

1.530 $ Miliions
1.320

1.250

0.600

.

NATO UN. LAE.A. Commission WHO,
SCIENCE ~ EMERGENCY for Tech. Asign Prod.Org.
FORCE Cooperation

in Africa

* Excludes Investment Guarantees issued, estimated to total $350 million against which
funded reserves (obligotions) will amount to $113 million.

U.N. Congo
$34.3

, Tech. Assist.
""" cial Fund

$50.0

Total Contributions ... $148.9 Million
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CONTRIBUTIONS TO
INTERNATTONAL ORGANIZATIONS

SUMMARY PROPOSED FY 1963 CONTRIBUTIONS

(In millions of dollars)

UNITED NATIO
1. URTA and Special Fund $ 50.000
2, U.N. Fund for the Congo 3k4.300
3. U.N. Relief and Works Agency for
Palestine Refugees 17.200
4, U.N. children's Fund 12, 000
5. U.N. Energency Force 1.320
6. IAEA Operational Program 1.250
7. WHO Special Programs 0.500
Subtotal 116.570
REGIONAL
8. NATO Science 1.530
9. Indus Waters 30.000
10. Commission for Techulcal Cooperation in Africs 0.600
11. Asian Productivity Organization 0.200
Subtotal 32.330
GRAND TOTAL $148.900

GENERAL

In achieving the broad objectives of the Act for International
Development 1t has often been found useful to channel U.S. assist-
ance through multilateral organizations. The United Nations agen-
cles and a number of regional organizations offer flexibility in
the execution of progrems for maintaining peace and security and
for directing technical and economic assistance, and thus provide
a desirable supplement to direct assistance by the United States.

The use of these agencles, supported by many nations, permits
greater use of resources from other developed countries, both
financial and -~ of increasing importance -- in technical skills
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which are in short supply. Certain elements of development
asslstance, such as those designed to lead to administrative

or financlael reforms, are often more readily accepted by the less
developed countries, and hence tend to be more effective, if
given by multlilateral organizalivus ol which they are also mem-
bers. Similarly, in certaln acute circumstances, such as in the
Congo, there mey be important U.S8. political and security inter-
ests in avolding the risk of rivalry inherent in bilateral pro-
grams. Finally, the healthy growth of internationsl agencies is
in itself a vital national objective to which we are deeply com-
mitted. Multilateral orgenlizations endowed with the capacity to
act in the interest of security and development can promote that
open world soclety of independent and prosperous nations which is
the ultimate goal of our forelgn policy and which stands in such
sharp contrast to the type of world order envisaged by the Sino-
Soviet bloc.

For FY 1963 a total of $148,900,000 is requested for contribu-
tions to 11 programs of multilateral assistance. This is a
decrease both in the amounts requested in FY 1962 and the number
of organizations assisted under this title. In some instances,
the programs have achieved thelr objective or other arrangements
have been made for their financing. The cost of the U.N. military
operation in the Congo will be paid for, it is hoped, from a U.N.
bond issue for peace and security operations proposed by the
President. Similarly, it is expected that the U.N. Emergency
Force in the Middle East will draw on this source for its finan-
cial needs for the last six months of FY 1963. The technical
cooperation program of the Organization of American States and
the speclal programs of malaria eradication and community water
supply of the Pan American Health Organization will look to the
Alliance for Progress for continued funding.

A brief summary of proposed U.S. contributions to international
organizations and special programs under this title follows.



1. UNITED NATIONS EXPANDED TECHNICAL ASSISTANCE PROGRAM

AND SPECTAL FUND

$36.950 million
44.000 million
50.000 million

FY 1961 Contribution
FY 1962 Estimate
FY 1963 Request

The United Nations Expanded Technlcal Assistance Program was estab-
l1ished by the United Nations General Assembly in 1950 to provide
technical assistance for the economic development of underdevel-
oped countries. The program provides experts, fellowships, and
demonstration supplies and equipment to countries at thelr request
through the speclalized agencies of the United Nations, the Inter-
national Atomic Energy Agency, and, in certaln fields, through the
United Nations 1tself.

The U.N. Special Fund, which was established by the United Nations
General Assembly as a result of U.S. initlative, began operations
in January 1959. The Special Fund undertakes baslc surveys,
research and establishment of training institutions necessary for
economic development. The fund 1s not an international capital
development fund. Rather 1t finances prelnvestment projects.
Surveys of water, mineral, soll and power resources and the set-
ting up of planning, secondary teacher and technological tralning
centers are typlcal of the projects undertaken by the fund.

The U.N. General Assembly has set a combined annual goal of
$150,000,000 for the Expanded Technical Assistance and Speclal Fund
Programs. Once this goal is reached, the United States, on the
basls of the matching formula, would contribute $60 million.

Actual contributions of $92 million in 1961 and an expected $110
million in 1962 point to continuation of the trend in 1963 with a
probable level of $125 million. It is proposed that the United
States continue to pledge an amount equal to 4LO% of total contrib-
utions received and on the assumption that this total will rgach
$125 million, an amount of $50 million is proposed at this time.
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2, UNITED NATTONS FUND FOR THE CONGO

$28.512 million
33.000 million
34.300 million

FY 1961 Contribution
FY 1962 Hstimate
FY 1963 Request

The United Natioms, through the U.N. Fund for the
carry out a program of stabilization and economic
in 1962 in cooperation with the Govermment of the
butions to the fund will finance Iimports into the Congo and cover
the cost of the U.N. Technical Assistance Program. Proceeds from
the sale of imports financed by these funds, by the Food for Peace
Program, and by funds contributed by other govermments for this
purpose, will be used for budget support and for development works
programs.

Congo, plans to
rehabilitation
Congo. Contri=~

The central aim of U,S. policy for the Congo 1s to help create a
unified Congo with a stable govermment not unfriendly to the West.
Sound economic conditions are essential for thisg. Political con-
ditlons have improved to a point where it is now considered feasi-
ble to implement the stabilization agreement of last swmmer.

The United States proposes to contribute approximately $34 mil-
lion to the U.N. Fund for the Congo: from FY 1963 funds and an
additional $20 million in Public Law 480 (Food for Peace) food-
stuffs during FY 1963, which will supplement FY 1962 funds cur-
rently asvallable to create a stabilization fund of some $100
million and provide U.N. Technical Assistance of $5 million. A
detailed discussion may be found in the Africa regional volume.



UNITED NATIONS RELIEF AND WORKS AGENCY
FOR PALESTINE REFUGEES (UNRWA)

3.

$17.000 million
17.930 miilion
17.200 million

FY 1961 Contribution
FY 10A2 Botimate

FY 1963 Request

The Palestine refugee problem continues to reflect Arab-Israel
tensions and 1s one of the most volatile and potentially disrup~
tive factors affecting the political stabllity of the Near East.
The United States has glven strong support to the UNRWA, since its
establishment in 1951, as the body responsible for the welfare of
the Palestine Arab refugee community, a Jjob which it has discharged
very effectively. The organization's bagic mission 1s to meet the
minimum food, shelter, medical and educational reguirements of over
one million refugees. Although severely limited by a shortage of
funds, 1t offers a small number of young refugees a measure of

hope for a more normsl life by providing an opportunity for voca-
tional training.

UNRWA's current mandate expires Jume 30, 1963, and a determination
as to the Agency's future will be made at the 17th General Assembly
in the fall of 1962. It is proposed that the U.S. contribution for
FY 1963 remain at the same level as in FY 1962 - $24.7 million.
This would represent about 70% of total estimated contributions.
The U.S. grant would be $17.2 million from AID funds, of which $1.7
million would be specifically earmarked for vocational treining,
about $256,000 would be avallable as FY 1962 carryover, and approx-
imately $7.5 million would be made available in the form of P.L.
480 Title ITI commodities.
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4. UNITED NATIONS CHILDREN'S FUND (UNICEF)

FY 1961 Contribution $12.000 million
FY 1962 Estimate 12.000 million
FY 1963 Request 12.000 million

UNICEF was established by the U.N. General Assembly in 1946 to
provide emergency rellef for children in Europe after World Wer
II. Since 1950 1t has been assisting govermments 1n underdevel-
oped areas to carry out long-range health, nutrition, and other
programs which will bring lasting benefits to children. With
over three-quarters of a billion children living in underdevel-
oped areas the need for assistance is great. However, help is
glven only when requested by a government and when the request 1s
accompanied by a well-developed proJject bearing the technical
approval of World Health Organization, the U,N. Food and Agricul-
ture Orgenization (FAO), or the U.N. Bureau of Social Affairs.
UNICEF 1s currently assisting over 40O projects in more than 100
countries and territories.

UNICEF allocations for 1961 amounted to $26.5 million. They are
estimated at $28.1 million for 1962, and $31.6 million for 1963.
The United States supports this expansion in program but feels
that 1t can be financed through increased contributions from
other govermments and private sources, and by procedures whereby
resources will be put to use more raplidly. Therefore, it is pro-
posed that our contribution to UNICEF for FY 1963 remsin at the
$12 million level, where it has been since 1960.



5. UNITED NATIONS EMERGENCY FORCE (UNEF)

FY 1961 Contribution
FY 1962 Estimate
FY 1963 Request

$3.200 million
1.800 million
1.320 million

UNEF is an international peace-keeplng force drawn from seven mem-
bers of the United Nations and established by the General Assembly
in November 1956 to maintain the armistice agreement between the
United Arab Republic and Israel after the Suez conflict. Units of
the Force are stationed 1n the Gaza Strip, along the Israeli-
Egyptian border and at the entrance to the Gulf of Agaba. These
areas are patrolled by the Force on a 2k-hour basis by foot, motor
vehicle and reconnalssance alrcraft to prevent or investigate
incidents.

UNEF is a collective responsibllity of all United Nations members,
who are assessed for its cost on the U.N. budget scale of assess-
ment. In view of U.S. interest in maintaining a successful UNEF
and thereby to assist in maintaining stability, we have in the past
offered voluntary assistance beyond our regular assessed share of
the UNEF budgets.

Beginning in FY 1963, contingent on its successful flotation, UNEF
will be finenced from the $200 million U.N. bond issue. In view
of the funding cycle of this operation, it is proposed that the
United States contribute $1,320 million as & voluntary contribu-
tion for the period January 1 through June 30, 1962, to help in
reducing by 50% the assessments of member states least able to pay.
The United States will also contribute $3,121,950 as its assessed
share at the rate of 32.02$ of a total budget of $9.75 million for
this period, resulting in an over-all U.S. share of 45.35%.
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6. INTERNATIONAL ATOMIC ENFRGY AGERCY (TAFA)

FY 1961 Contribution
FY 1962 Estimate
FY 1963 Request

$0.640 million
0.750 million
1.250 million

The International Atomic Energy Agency was founded in 1957 with
the encouragement of the United States. It has since received
financial and technical support in the belief that 1t will pro-
mote closer ties between the Unlted States and other nations in
the field of nuclear energy, enhance the prestige of American
leadership in sclence and technology, and play an increasingly
important role in establishing international rules and regula-
tions in such flelds as health and safety, third party liability,
and atomic waste disposal.

In addition to our assessed contribution to IAEA's regular budget,
the Unlted States has in past years contributed additional amounts
on a matching basls to the operatlonal program which provides
fellowships, experts and equipment in the field of nuclear energy
to the lesser developed countries plus certain laboratory services
useful as well to more advanced member states. The same contribu-
tion of up to $750,000, made available in FY 1962, is proposed
for this purpose in FY 1963, representing & U.S. share of approxi=
mately 50% of the voluntary budget.

In addition to this direct support to the IAEA operational pro-
gram through voluntary contributions, 1t 1s proposed that the
equivalent of a further $500,000 be provided in services to
strengthen the agency's supply of American experts, consultants,
and training opportunitles for response to technical assistance
requests from member states. Under this proposal, which in the
past has been met by Atoms for Peace funds, $350,000 would be used
for fellowships and $150,000 for experts and consultants.



7. WORLD HEALTH ORGANIZATION SPECIAL FROGRAMS (WHO)

FY 1961 Contribution
FY 1962 Estimate
FY 1963 Request

$4.675 million
3.400 million

LE00 m11li0on
000 miltio

Largely at the U.S. initiative, the World Health Organization in
the last several years has undertaken to Intensify its activities
in the flelds of malaria, communlity water supply, and medical
research with a view to focusling world-wide attention on the
importance of these areas in advancing the cause of public health,
especlally in less developed countries. These progrems were
planned to complement the more extensive activities in these
fields through U.S. bllateral and national programs. As a result
there has been wide acceptance of the need for attacking these
problems. Other countries have committed thelr resources on an
increasing scale both in national programs and in support of WHO
activities in these fields through contributlons to assessed and
voluntary budgets. Thus 1n the field of malaria eradlcation ade-
quate funds are on hand to finance the program's budget needs
until the schedule for absorption into the regular budget is com-
pleted in 1964. Similarly, the community water supply program has
adequate resources to meet currently planned activitles, although
there may be future requirements depending upon the evolution of
the program.

Until an optimum level of research activity can be absorbed into
the regular budget, however, it 1s desirable that the United States
sustaln this important program by voluntary cash contributions es
well as research grants of the National Institute of Health.

Under its intensified medical research program, WHO makes modest
grants to lnvestigators 1n many countries where these will have a
stimulating effect on needed research; it provides services to
regearch, such as support to international reference centers, the
establishment of biological standards, the development of stand-
ardized nomenclature, etc.; and has begun the training and exchange
of research workers.

A contribution of $500,000, the same amount provided in each of
the last three years, 1s proposed for FY 1963 to supplement activi-
tles undertaken under the regular budget.
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8. NATO SCIENCE PROGRAM

FY 1961 Contribution
FY 1962 Estimate
FY¥ 1903 Request

$1.327 million
1.400 million
1.530 million

Under U.S. leadership the NATO heads of government adopted pro-
posals 1in December 1957 which led to the establishment of the NATO
Science Program for promoting scientific cooperation and thereby
obtaining for the United States, and for all other members, maxi-
mum benefit of the great sclentific resources of the NATO coun-
tries. It 1s a program to increase the effectiveness of Western
science and to expose scientists of Western countries to the best
and most advanced work being done in a varlety of fields. It is
carried out through the grant of fellowships for a year of spe-
cialized tralning, short-term seminars on sclentific problems of
speclal concern to the Alliance {NATC Advanced Study Institutes),
and research grants for projects speclally sulted to international
collaboration.

Of the total contribution proposed, $1,08%,000 would represent a
33.33% share of a fellowships budget of $3,250,000; $200,000 a
U.S. share of 33.33% of a study institutes budget of $600,000;

and $363,000 a 24.20% share of a $1,500,000 budget for research
grants. The first two programs represent a decline from a L0O%
share in FY 1962; it is planned that they should further decline
to 24.20% -- the U.S. assessment under the regular NATO cost shar-
ing formula -- in FY 1964 when the entire program would be
absorbed 1nto the regular NATO budget.



9. INDUS WATERS

FY 1961 Contribution
FY 1962 Estimate
FY 1963 Request

$ 6.807 million
20.100 million
30.000 million

This project of formidable dimensions was developed as a solution
to one of the major sources of friction between Indla and Pakistan,
the use and division of waters of the rivers of the Indus Basin,
and to the basic food deflclency of the area. Originally con-
celved as a bold plan to divert to Indla waters now used in
Pakistan, and to replace these by an elaborate systems of dams,
reservoirs and link canals, a Free World commitment of some $1.070
billlion was undertaken through a series of agreements calling for
a schedule of contributions extending over a 10-year period. The
International Bank for Reconstruction and Development, which had
achieved notable success 1n negotiating settlement of the dispute,
was designated as administrator of the Fund.

Of the amounts originally envisaged, the United States agreed to
contribute in dollars and local currency some $515 million. Con~
tracts were awarded in January 1962 to American firms for about
$380 million for constructlon of several of the major works, nota-
bly the Mangla Dam and several of the link canals. §Some changes
in the original settlement plan have been reported by the IERD and
these are being studied to reduce to the minimum any adverse finan-
cial impact on the project. Subject to the development of more
precise information on the financial implication of these changes,
the amount of $30 million is requested for FY 1963 for the U.S.
contribution to the project under the Indus Basin Development Fund.

10. COMMISSION FOR TECHNICAL COOPERATION IN AFRICA (CCTA)

FY 1961 Contribution
FY 1962 Estimate
FY 1963 Request

$0.012 million
1.700 million
0.600 million

The Commission for Technlcal Cooperation in Africa, an organiza-
tlion created by the former metropoles, was transformed in March
1961 into a genuwinely African group with 15 member states of Tropi-
cal Africa. Its purpose 1s to promote cooperative technical devel-
opment through multli-country projects which reflect mutual
interests and common cultural links.

In FY 1962 the United States 1s providing the major support to
three projects of the CCTA in the flelds of rinderpest control,
bovine pleural pneumonia, and oceanographic research and fisheries
resources. It 1s planned in FY 1963 to continue the support of
these projects with grants of $100,000 each, and to provide new
support for two projects: $100,000 for a training center for
hydrology assistants, and $200,000 for a training institution for
wlld life conservatlion officers.



11. ASTAN PRODUCTIVIYTY ORGANIZJATION

7 . .
FY 19%1 Contribution

FY 1952 Estimate
FY 1953 Request

$0.165 million
0.200 million
0.200 millinn

The Asian Productivity Organization (APO) was Formally initiated
in April 1951 with the signing of a convention by eight countries:
the Republic of China, India, Japan, Korea, Nepal, Pakistan, the
Philippines and Thalland. Its purpose is to raise the standard of
living in Asian countries through higher productivity, primarily
in the field of industry, and to provide a central organization
for exchange of productivity information and technical know-how in
Asia. Its program, involving regional meetings and training and
advisory services, 1s already functioning. BSurveys have been con-
ducted in Southeast Asia to determine industrial productivity

3

needs, and workshop seminars have been held in India and Pakistan

on "national productivity institutions" and "aid to small business.”

Initial U.S. assistance in FY 1961 of $165,000 served as a match-
ing contribution to the $147,400 supplied by other countries to
initiate program activities. The $200,000 to be contributed in
FY 1952 and a similar amount requested for FY 1963 will provide
general budgetary support and assistance for specific project
activities during the formative years of the Organization. It is
anticipated that the sum of $216,000 will be contributed by other
members during 1962, approximately half from the Japanese Govern-
ment.



CONTINGENCY FUND

The Contingency Fund, for which $400 million is requested for
FY 1963, is a reserve designed to meet urgent requirements which
may arise during the course of the fiscal year and for which no
provision has been made elsewhere in the FY 1963 program. The
Contingency Fund may be used to meet needs completely unforeseen
when FY 1963 estimates were prepared or for needs anticipated in
general terms, but in insufficient detail as to nature, timing,
and amount to justify inclusion in programmed assistance.

Since FY 1956 when a fund for contingencies was first appropriated,
experience has amply demonstrated that the Fund has been an impor-
tant and highly flexible tool of U.S. foreign policy. It has
served to bolster Free World defenses against armed attack and
subversion currently supported by the Sino-Soviet bloc. In times
of crises, it has also assisted friendly countries to maintain or
regain economic and political stability.

Possible Uses in FY 1963

As in earlier years, it is likely that the Contingency Fund will
be used to support vital U.S. interests in a wide variety of situa-
tions:

(1) Communist China and the Soviet Union may step up covert sup-
port of "liberation armies" seeking to bring countries along
the bloc's Asian perimeter under their domination. To survive
the countries under attack may need special economic, as well
as military, aid.

(2) The Kremlin may apply heavier pressure on the West Berlin
economy or probe weak spots elsewhere in the Free World, as it
has done in Cuba.

(3) Newly independent countries in Africa, Asia, and the Caribbean,
or countries which may soon become independent may be faced
with pressing needs for assistance to maintain essential pub-
lic services and minimum levels of economic activity.

(4) Countries which have accepted Sino-Soviet aid and since become
disillusioned or apprehensive over the implementation of these
programs may seek extraordinary assistance from the United
States to disengage from Communist bloc influence.

(5) During the difficult and sensitive process of adopting and
achieving economic changes, in such fields as tax reform, land
ownership, and mobilization of capital, countries may undergo

(6) Earthquakes, floods, hurricanes, and other natural disasters
may warrant the use of Contingency Funds to meet immediate
relief needs and to assist in reconstruction.

The Contingency Fund in FY 1962

Congress appropriated $275 million for the Contingency Fund in

FY 1962, and in addition reappropriated $9 million of prior year
funds. As of February 15, 1962 virtually all the available Con-
tingency Funds had been programmed. In view of the prospect that
additional urgent requirements, already identified, would need
financing in FY 1962 a transfer of funds is planned from the mili-
tary assistance account under Section 610 of the Foreign Assist-
ance Act of 1961. latin America has been the largest regional
recipient of Contingency Funds thus far, about $85 million.

Faced with insistent demands for improvement of living standards
and seeking to achieve major changes in economic institutions,
numerous South American Governments have experienced critical
shortages of foreign exchange to finance imports and have received
assistance on a grant or loan basis. Unforeseen balance of pay-
ments support of this nature has been needed in Colombia, Ecuador,
Panama, and Peru. Furthermore, the new government which succeeded
the Trujillo dictatorship in the Dominican Republic has required
considerable aid to restore stability within a democratic frame-
work.

Nearly as large a share of the Fund, $82 million, has been com-
mitted to the Far East, nearly all in South East Asia. The con-
tinuing efforts of the Communist bloc to win control over Vietnam
and Laos created additional requirements for support of the de-~
fense efforts of these countries, as well as neighboring countries
threatened by the insurrectionary activities of Sino-Soviet agents.

In the Near East-South Asia area it proved impossible to reduce
assistance to the Iranian and Greek Governments in maintaining
thelr substantial defense forces and at the same time proceeding
with development programs as quickly as had been anticipated.
This necessitated a substantial use of Contingency Funds.

Smaller amounts of Contingency Funds were committed in Africa to
provide urgently needed imports to new governments, to provide
aid in coping with natural disasters, and to assure continued U.S.
access to important military installations.

Pending enactment of separate authorization and appropriation for
refugee and immigration programs, Congress temporarily authorized
the use of Contingency Funds to meet essential costs of these pro=-
grams. About $28 million has been programmed for Cuban and other

stresses requiring emergency external aid to preserve stability.32 refugee programs.



PRIVATE ENTERPRISE, INVESTMENT
GUARANTIES AND INVESTMENT SURVEYS

The Foreign Assistance Act of 1961 declares it is the policy of
Lhe Uniied States to encourage the contribution of U.S. enter-
prise toward economic strength of less developed friendly
countries, through private trade and investment abroad". The Act
provides authority to encourage and facilitate private partici-
pation in assisting the economic development of less developed

friendly countries. 1In addition to authority to make guaranties
or loans to private investors, the Act authorizes sharing in the
costs of feasibility studies of specific proposed investments.

Investment Guaranties

Last year's legislation clarified and enlarged the scope of the
prior specific risk investment guaranty coveragc and also
redefined the broad guaranty authority previously held by the
corporate Development Loan Fund (DLF).

Against Specific Risks

The specific risk guaranty programs, which has been available to
and utilized by private investors since 1948, was continued by
the 1961 Act with clarifications and enlargements in its coverage.

Perhaps the most significant clarification is the definition of
expropriation to include any abrogation, repudiation, or impairment
of contract by a foreign govermment, which, not being the fault

of the investor, adversely affects continued operation of the
project.

Another significant provision is the expansion of eligibility for
guaranties to include foreign chartered subsidiaries wholly owned
by a U.S. corporation.

The scope of war loss coverage has been significantly broadened
to permit coverage against losses from revolution or insurrection.

Finally, the ability of a guaranteed investor to obtain speedy
and final settlement of a disputed claim for coverage is increased
by the new statutory authority to refer such disputes to
arbitration.
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With the liberalization of the legislation covering the specific
risk guaranty authority, there has been a noticeable increase in

investor interest in the program. In the six months ending
September 10A1, when +he Poreign Azsiziance Acl of 1301 was
signed, 163 applications were received covering $416,275,000 of

guaranties. In the five months from September 19A1l to March 1962,
232 applications for a total of $350,205,000 were received. The
backlog on hand as of early March 1962 was 570 applications for

a total of $2,089,000,000.

In the same five months period, 20 guaranties were issued total-
ing $77,200,000. Investments covered were made in such projects
as a fertilizer manufacturing facility in Taiwan, the petro-
chemical industry in Argentina, the manufacture of refrigeration
equipment in India and also in Malaya, an investment in a private
development ban&f}n Morocco, etc. Investment guaranties are now
available in Z4"whderdeveloped countries and in the dependent
overseas territories of France, Denmark, Netherlands, and the
United Kingdom. Negotiations are continuing to add a number of
the newly independent African countries to the program as well
as to complete our agreements programs in Latin America.

Under the 1961 Act no more than $1,000,000,000 of specific risk
coverage may be outstanding at any one time.

Against All-Risks

The 1961 Act provided new guaranty authority to cover a portion
of loss arising from any cause other than the investor's fraud

or misconduct. Congress was informed last year that this
authority would be used only for priority projects which promoted
economic development. To that qualification Congress added a
statement that in the use of the authority emphasis should be
given projects furthering social progress and the development of
small business enterprises. No such guaranty may exceed
$10,000,000. The portion of the risks covered by such a guaranty
may not exceed 75% of the investment and is to be determined in
each case by an assessment of the risks attendant upon the
particular investment. These guaranties are available to U.S.
investors or to foreign chartered wholly-owned subsidiaries of
U.5. corporations. While a number of requests for extended risk
coverage were received during the year and are currently under
study, no single application is sufficiently far advanced to be
reported on.



PRIVATE ENTERPRISE, INVESTMENT
GUARANTIES AND INVESTMENT SURVEYS (Continued)

A special all-risk guaranty for U.S5. investors, but not their
foreign subsidiaries, was made available by the 1961 Act for
investments in Latin America in pilot or demonstration housing
projects.

The show of interest in this provision on the part of both U.S.
investors and the construction industry, has been very strong
indeed. Criteria have been developed to screen the many applica-
tions received, and projects are now being reviewed prior to final
negotiations of particular guaranty agreements.

Under the 1961 Act no more then $100,000,000 in all-risk coverage,
of which $10,000,000 is reserved for the housing guaranties, can
be outstanding at any one time.

Fiscal Limitations and New Authority Sought

The amounts of guaranty coverage which may be outstanding at any
one time are limited not only by the statutory ceilings but by

the reserves available. All guaranties issued to date have funded
reserves. Existing reserves consist of $199,100,000 of borrowing
authority from the Treasury, $8,200,000 in accumulated fee income,
and $27,700,000 of appropriated capital of the former corporate
DLF. Of these capital reserves of $235,000,000, all but
$59,500,000 is presently obligated behind outstanding guaranties.

Neither present reserves nor the present face amount ceilings are
adeguate to permit orderly continuation of the guaranty program
in handling the present applications. There are currently 570
applications for specific risk coverage alone on hand for a total
face amount of $2,089,000,000 in coverage.

Accordingly, to increase the reserve funds, a new appropriation of
$100 million is reguested. With provision of 25% for reserves,
this authorization would permit extension of additional gusranties
of about $400,000,000. To the extent, however, that higher

reserves are required for all-risk and housing guaranties, the total

amount of funds available for new guaranties would be reduced.

It is also requested that the ceilings on outstanding coverage be

increased by $300,000,000 for specific risk coverage, by $90,000,000

for general all-risk coverage, and by $50,000,000 for all-risk
coverage on Latin American housing.

Loans to Private Enterprise

Development Loans. Development Loans may be made to private
business associations, whether those associations are formed
under the laws of the United States, the laws of the project
country, or the laws of a third country. The 1961 Act provides
that the President shall "wherever appropriate, carry out programs
of assistance through private channels and to the extent practi-
cable in conjunction with local, private or governmental
participation including loans under the authority of Section 201,
to any individual, corporation or other body of persons’. For a
description.of the criteria for development loans, see the section,
"Development Loans'.

Cooley Loans. The 1961 Act permitted the transfer to AID of the
authority provided by the "Cooley Amendment” to P.L. 480 and
previously held by the Export-Import Bank of Washington, to lend
to private enterprises foreign currency proceeds of sales of
surplus agricultural cormmodities. Such loans may be made to U.S.
business firms and branches, subsidiaries or affiliates of such
firms for business development and trade expansion. Such loans
may also be made to domestic or foreign firms for establishment
of facilities abroad for aiding in the use, distribution or
increased consumption of U.S. agricultural products. The basic
purpose of such loans is to promote balanced economic development
and trade among nations. Responsibility for administration of
Cooley loans was transferred from the Export-Import Bank to AID
as of January 1, 1962. Since that time a steady flow of appli-
cations has been processed.

No funds are reguested for the Cooley Loan Program since these
funds derive from P.L. 480 sales.

Surveys of Investment Opportunities

The 1961 Act authorized $5,000,000 for fiscal year 1962, of which
$1,500,000 was appropriated, to encourage the undertaking by
private enterprise of surveys of investment opportunities in less
developed friendly countries. AID proposes to reimburse any
enterprise undertaking such a survey up to 50% of the survey costs
should the enterprise decide not to invest in the project surveyed.
In such a case the enterprise must turn over to AID a profession-
ally-acceptable technical report on the project.




PRIVATE FNTERPRISE, INVESTMENT
GUARANTTES AND INVESTMENT SURVEYS (Continued)

There has been lively interest in this new authority from the
business community and while to date no contracts have been
concluded, it is expected that once the procedures are fully
publicized, a growing volume of surveys will be undertaken.

A further appropriation in the amount of $5,000,000 is requested
to permit continuation of this activity in fiscal year 1963.

Organization

With the
for them

ey

programs

staffing of the Regional Bureaus it has been possible
to assume operational responsibility for each of these

with the exception of the specific risk guaranty function.
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The Office of Development Financing includes a Private Enterprise
Division which acts as a central AID contact with private enter-
prise generally. This Office is charged with providing policy
guidance to the Regions on the encouragement of U.S. private
investment capital going abroad and on the particular technigques,
services and facilities to stimulate indigenous private invest-
ment, including intermediate credit institutions.



DEVELOPMENT RESEARCH

The Foreign Assistance Act of 1961 is noteworthy in recognizing
that Research and Development may be as vital in accelerating the
economic and social growth of the less developed areas as in
moving the United States into the space age. Section 241 of the
act authorizes the President to use economic assistance funds for
research programs to increase the effectiveness of the U.S.
development assistance. A research program of conservative
dimensions has already been started within the Agency for Inter-
national Development (AID).

A. The Purpose and Scope of AID Research Activity

The fundamental purpose of research in development assistance is
to identify problems impeding progress in the less developed
countries and to discover useful solutions, through scientific
investigation, that will speed up the attainment of development
goals. Some problems are common to emerging countries in compa-
rable stages of development throughout the Free World, and the
solutions uncovered through research and evaluation can be applied,
with minor adaptation, wherever the problem exists regardless of
the geographic region in which the country falls.

The primary functions of the newly established Development Research
Office within AID are to identify and to appraise the relative
importance of the major problems that cut across regional bounda-
ries, and to enlist the best talents available in the public and
private research communities in devising the new approaches and
new techniques needed to resolve these problems within a reason-
able period of time. Centralization of the responsibility for
direction of this research effort provides the most effective
means Of maintaining a world-wide perspective of the dimensions

of the problems that need to be resolved and for keeping the out=~
lays for AID-financed research activities within reasonable bounds.

While much of the research already undertaken by U.S. Government
agencles and private organizations is relevant to development
assistance generally, only a small fraction has been specifically
directed to problems encountered or anticipated in AID programs.
Thus a challenging task still looms of identifying specific research
needs, establishing the relevance of these needs to AID program
goals, stimulating new research to fill major gaps, correlating
isolated research activities and relating them to development
assistance problens.
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Greater knowledge also must be accumulated with respect to the
following: )

(1) The processes of political, economic and social growth; the
cultural and institutional changes needed for such growth;
and factors controlling the speed of these changes.

(2) The conditions under which American and other Free World
technical and capital asslstance can most effectively con=-
tribute to change and growth in the less developed areas.

(3) The people best gualified to implement foreign aid programs
(particularly technical assistance); how to identify them;
and how and in what specialities to train them.

(4) The political, ideological, psychological and cultural impact

of foreign aid and methods of its administration.

(5) Procedures by which western scientific and technological
knowledge can be best adapted to the individual needs of
some 80 countries receiving U.S. assistance.

(6) Methods by which progress achieved through foreign aid

programs can be continuously and accurately measured.

Research in these areas and on individual problems, and its appli-
cation to development activities, will gradually improve develop=-

ment assistance programs and thus become a decisive factor in the

attainment of development goals.

B. The Nature of the AID Research Program

The AID-financed research program will emphasize imaginative
adaptation of basic knowledge to local conditions, the testing

of new techniques in the environment in which they are to be
used, the systematic evaluation of new ideas as they are put into
practice, and encouragement of a flexible apprcach by the less
developed countries towards solving their problems.

Research financed by AID will supplement but not duplicate that
already completed or under way. Nor will it result in diminution

of future research activity by universities, foundations, private
enterprise, or other U.S. Government agencies. Research needs
generally are so great that the independent and cooperative efforts
of all private and public organizations will be required to make

the Decade of Development a success. Beyond this, the AlID~sponsored



DEVELOPMENT RESEARCH (Continued)

research program will perform an important function in stimulating
wilder awareness in the 'U.S. research community of the problems of
the lesz develcoped countries, and in nurturing o growing pool of
talent with the training required for effective partlcipation in
development programs.

C. Research Activities Planned for FY 1962

Research projects planned for FY 1962 and already funded, or in
a sufficiently advanced stage to warrant financing before the
close of this fiscal year, will require a total of about $6
million. All of these concern existing problems; some are ex-
pected to produce innovations or a scientific advance speeding
progress in areas where problems are particularly acute.

Some of the important projects involve:

(1) BResearch on the Problem of Shortage of Power at the Local
Level. AID experience with community development programs strongly
suggests that lack of power may be a major bottleneck holding
back the effectiveness of self-help efforts at the local level.
A simple power unit would supply the light to enable illiterate
laboring populations to learn to read at night; make their labor
more productive by day; and provide a stimulus for group action
to raise living standards in their villages. The exploratory
phase of the project in FY 1962 is designed to examine the eco-
nomics of small-scale power plants already in use to determine
what practical improvements cen be made. These might include
cheaper fuel, easier maintenance, lower cost, or improved methods
of local financing and use which could be tested in the field.

(2) The Development of Planning and Planning Assistance Criteria.
This will be an analytical study of the significant elements of
development planning in emerging nations to help improve planning
in some 80 countries now receiving AID assistance. It will deal
with such key functions as the setting of realistic and adequate
development goals, the selection of planning techniques appropri-
ate to the country's stage of development, the improvement of
such techniques, and the training of planning personnel. It will
also deal with governmental procedures needed for effective
administration, coordination and monitoring of development plans,
and with methods of strengthening governmental and popular
participation in the planning process.
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(3) Research to Improve Land Reform Activities. An extensive
analysis 1s to be made of the manifold problems involved in land
reform programs, and of the different ways io wilch Luey nave
been handled, particularly in Latin America. The results of
this research project, to be conducted under contract by a U.S.
university specializing in this region, are expected to have wide
application to other countries and areas.

D. Research Activities Proposed for FY 1963

Research projects proposed for funding in FY 1963 will require
at least $20 million of Development Grant funds for inaugurating
an estimated 50 projects in ten major areas of research. This
sum is considerably larger thean obligations for FY 1962, which
will fund less than six months activity by an office only
recently activated. Some of the projects planned for FY 1963
will be extensions of research activities begun in FY 1962.

Most of the projects to be financed in FY 1963 will be new and
concentrated in areas where development problems are most acute.

The following are among the projects proposed for FY 1963:

(1) Development of New Teaching Techniques to Offset the
Shortage of Teachers. Economic and social development efforts
in the less developed countries are hampered by the shortage of
teachers at all levels. BSeveral methods, used in varying combi-
nations, could help overcome this shorgage: (a) Improve and
condense course content to shorten the educational period;

(b) incorporate improved techniques in existing teaching manuals
so that students can become teachers without lengthy training
courses; and (c) add mass communications methods, such as redio,
as a temporary substitute for individual teachers. This project
involves establishment of an educational research services center
in one or more regions to demonstrate and test these methods.
Each center will have a small professional research staff for
this purpose and will undertake the training of local staff to
develop the indigenous capability for educational research.

(2) Agricultural Development Planning. The adaptation and
application of modern agricultural methods and new technology

are essential to realization of the agricultural potential of
most of the less developed countries. This project will involve
comparative studies of the experience in various typical countries




DEVELOPMENT RESEARCH (Continued)

in order (a) to identify the extension training methods best
adapted to the differing economic and cultursl enviromment in a
particular region; {b) to analyze the advantages, if any, of
mechanizing small farms; and (c) to determine the training and
purchasing facilities required to enable the farmers to make
effective use of mechanical equipment.

(3) The Role of Cooperatives in Development Assistance. Although
the cooperative form of organizing private activities has proved
attractive to the populations of the emerging nations, U.S.=-
financed activities to date have falled to take advantage of our
own experience or assets in this field. This project proposes to
discover the particular situations in which cooperative enterprise
may be uniguely appropriate to alding in developmental progress.

(4) Encouragement of Smell Industry through Industrial Research
Institutes. A number of industrial research institutes already
exist in several of the less developed countries. Generelly,
however, they have had little if any impact on the stimulation of
small private industrial enterprises in the country or region in
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which they are located. This project involves: (a) survey and
analysis of selected, exlsting industrial research institutes to
determine the degree to which present facilities are being used,
and the ways in which their research findings can be made more
widely available throughout the region; and (b) establishment of
one or more demonstration and training research institutes in
areas where none exist and where conditions are ‘such that their
services could help small industry flourish.

(5) Improvement of Indigenous Materials and Structural Design
for Low-Cost Construction. The purpose of this project is to
identify materials found in the less developed countries which
can effectively be combined with other products, such as plastics,
to produce inexpensive materials to meet the excepticnal demand
for housing, community facilities and classrooms. It will also
include the development of structural designs best suited to the
climatic and social environment of the given country or region.
This project will capitelize on earlier, scattered experiments
in this field, with a view toward achieving a faster solution to
the acute building shortage which exists in most of the less
developed countries.




OCEAN FREIGHT - VOLUNTARY RELIEF AGENCIES

The Ocean Freight Program, by subsidizing the movement ovcrseas of
supplies donated to American voluntary agencies, facilitates and
encourages people-to-people gifts from private Americans to needy
persons abroad. In addition, the 1961 Act made it possible for
voluntary agencies to acquire U.S. Government excess property at
no cost other than rehabilitation costs, which is also eligible

for transportation under the Ocean Freight Program. These programs
are operating in some 80 countries and are made possible by
donations of cash and goods obtained in this country.

Before expending funds for this purpose, AID obtains firm assur-
ances from recipient countries that the goods will be accorded
duty-free entry and that costs of inland transportation from ports
of entry to ultimate points of distribution will be borne by the
host governmments or other non-U.S. Government sources. The
American agencies bear the costs of solicitation, acquisition,
processing, warehousing, packaging for export, transportation to
U.S. ports, and the salaries and other administrative costs of
maintaining field representatives in the receiving countries to
supervise distribution.

Ocean Freight - Voluntary Relief Agencies
Program Summary
(In thousands of dollars)
Planned or Assumed

Proposed or Assumed

FY 1961 FY 1962 FY 1963
$2,658.6 $3,100 $3,200
Detail of Program
Overseas Freight Subsidies Program Proposed
by Area FY 1961 FY 1962 FY 1963
Africa and Europe $ 800.0 $ 800.0 $ 900.0
Near Fast and South Asia 500.0 550.0 550.0
Far East 870.0 1,200.0 1,100.0
Latin America 488.6 550.0 650.0
Total $2,658.6 $3,100.0 $3,200.0
Summary of Program
Expenditures for
Overseas Freight $2,658.6 Y $ 3,100.0 2/ $ 3,200.0 &/
Weight of Supplies (1lbs.) 50, T30.0 58,900.0 59,000.0
Velue of Supplies L8,194.0 57,800.0 57,900.0

1/ Excludes $500,000 for Korea funded out of Mutual Security Act
Section 131(d). 2/ Includes Korea
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EXCESS PROPERTY

Much Government equipment and supplies, which are excess to the
needs of the owning agency, is potentially of great value in the
foreign aid program. 'l'ools, vehicles, and other equipment are
available which are needed for vocational training, agriculture,
construction and many other projects.

Excess Government property has long been available to AID for
use in its overseas programs on the same terms as to other
Pederal agencies: payment of rehabilitation costs and transport-
ation. Packing costs average sbout 10% of the original value;
repair costs vary. Property originally valued at $59.3 million
was used in the ICA programs in FY 1961.

It is expected that some $70 million will be used in 1962 and
$lOO 1963. The incrcases are made possible by changes
in the law increasing the number of eligible recipients, and
permitting for the first time acquisition of excess property for
rehabilitation and warehousing prior to known requirements.

million in

Although the Congress authorized a revolving fund of $5 million
to implement the program in FY 1962, it is estimated that only

$2 million of Development Grant funds will be required. 1In

FY 1963 it is estimated that the full $5 million will be required
to finance acquisition costs and marshaling sites in the East,
West and South of the United States to facilitate better use of
excess property in the program. It is planned that additional
marshaling sites will be established in Eurcpe and the Far East
to make use of Department of Defense overseas excess property

in AID programs. The revolving fund will be reimbursed from
country program funds as the property is shipped to its destination.
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ORGANIZATION AND ADMINISTRATION

The Agency for International Development (AID) was activated on
November 4, 1961, pursuant to the Foreign Assistance Act of 1961.

The new Agency's operations and responsibilities are both vast
and complex. It is responsible for administering several billion
dollars a year for world-wide development programs. AID now
administers U.S. assistance programs in more than 80 foreign
countries. Its staff includes more than 15,000 direct-hire U.S.
and foreigr national employees, of which about 13,000 are serving
overseas. In addition close to 2,000 people work for the Agency
indirectly as contractors or contractor employees.

AID responsibilities include those formerly dispersed among the
International Cooperation Administration, the Development Loan
Fund, and other agencies. Much has already been accomplished in
organizing and staffing it in the few months of its existence.
Personnel of the predecessor agencies whose experience was judged
valuable to AID operations were transferred to the new Agency.
Continuing functions of the predecessor agencies were recast to
fit into the AID orgesnizational structure. Selected positions
were also identified for transfer from the administrative to the
program categories of funds under the new organization structure
and the approved criteria for charging personnel to the appropriate
funds. A pew team of executives has been recruited to fill many
of the mejor policy-making positions.

The reorganization of an effort as extensive and complex as the
U.S. foreign assistance program requires much time and talent.
Although considerable progress has already been made, the new
Agency must still be considered in its formative stage. Additional
time and continuing effort must be devoted to meking the new
organization wholly effective in achieving its objectives in the
Decade of Development.

Organization

AID represents a wholly new approach in organizational and
operational techniques. Program and operating responsibility is
now concentrated in four geographic Regional Bureaus. Both the
former ICA and DLF vested substantial operating responsibilities
in functional, rather than geographic units. As a result,
decision-making responsibility in these predecessor agencies was
considerably diffused. The AID organization, shown in the
attached chart fixes line responsibilities in the four Regional
Bureaus for efficient, responsible program administration. The
primary task of the program and staff offices indicated is to

Iy

provide policy guidance and program support. These, in turn,
assure consistency of agency operations and attainment of program
objectives by Regional Bureaus and AID Missions overseas.

Organizational changes are also being made in the field missions
to reflect the "turn-around" in U.S. assistance progream concepts.
Under the ICA approach, many missions were organized on the
theory it was necessary to have separate organizational units for
each technical field (e.g., industry, public administration) in
which assistance was being given. As U.S. aid programs are

ad justed under AID to concenzrate U.S. assistance in selected
critical sectors of the economy in each country, missions will be
reorganized accordingly. The result should be tighter, more
easily manageable mission organizations, responsive to U.S. eco-
nomic assistance policies and objectives.

Improvement of Technigues

A major effort is underway in the Agency to improve the adminis-
tration of foreign assistance programs. New policies, guidelines
and procedures are being developed and implemented for such
functions as:

1. Capital project review, approval and execution;

2. Commodity assistance cperations;

3. Negotiation, execution and administration of contracts;
L, Development planning assistance to host countries; and
5. Research in the techniques of economic development.

A major effort to install & new program development and execution
system for world-wide use is well underway. When fully operative,
this system will permit the construction of more realistic mission
programs on the basis of careful analyses of country development
plans, self-help efforts, non-U.S. sources of assistance and
other factors affecting the achievement of U.S. objectives. The
system provides increased authority snd flexibility to U. S.
Ambassadors and mission directors for both program planning and
execution, In addition, through simplification and more realistic
phasing of the Agency's program documentation and approval pro-
cedures, faster implementation of programs and projects is expected.

A study is underway to use the services and facilities of other
U.S. Government departments and agencies more effectively in the
administration of the foreign assistance program. The means to



ORGANIZATION AND ADMINISTRATION (Continued)

encourage greater participation by private enterprise and non-
governmental institutions -- universities, foundations and inter-
national organizations -- are also being explored. Promising
research projlects are being undertaken to shed more light on the
only partially-understood processes of economic growth and
development.

Personnel

The success of any organization depends largely on the quality
and morale of its personnel. The search for outstanding talent --
both in and outside of the government -- has had a high priority
during the transition period following the Agency's formation.
Although meny key vacancies have been filled -- a large number
with outstanding people from outside the govermment service -- the
task of recruiting key executives and professional staff, particu-
larly for overseas assignment, is still far from complete. A
sustained effort is being made to attract the most qualified
people for vacant AID positions in both the Washington head-
quarters and the Missions overseas.

The most important personnel objectives are to improve the Agency's
recruitment and selection techniques, and to make more effective
the training of employees and their families, prepare them for
their work and dealings with people in foreign countries. Certain
portions of the Agency's basic training courses now given to
employees will be offered for the first time to employees' wives
and the employees of contractors. A course for senior officers
designed to equip top field staff to do a better job of managing
complex socisl and economic development programs is scheduled to
start next fall.

Administrative Budget

The Agency's ultimate success in recasting its programs and
organization will depend on adequate funding in both the progrem
and edministrative categories. Although program and administrative
funds are treated separately for budgetary purposes, they are of
course completely interdependent in achieving the Agency's
obJectives. The administrative budget provides the fuel to move
the progrem machinery.

The Administrative Expenses Appropriation, authorized by Section
637(a) of the Act, provides the funds to administer the programs
coming under Part I of the Act and to coordinate those under
Part II.
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An Administrative Expense Budget of $55 million is proposed for
FY 1963. This is less than two percent of the total appropri-
ations proposed for program purposes in FY 1963 (not including
AID-administered foreign currencies and unexpended balances of
prior appropriations).

Administrative activities to be financed with these funds
include:

1. Establishing program policies and standards;

2. Planning, direction and review of programs and projects;

3. Evaluation of program effectiveness in achieving U.S.
foreign policy objectives; and

4. Management and staff services (including auditing,

accounting and reporting) in support of programs.

The proposed FY 1963 budget represents the minimum needed to
maintain the world-wide administrative staff and facilities of
the Agency. The accompanying table shows the distribution of the
budget among the major elements.

The $55 million is needed to make possible realization of the
following conceptual and operational changes that were legislated
in the Foreign Assistence Act of 1961 and initiated during
FY.1962:

1. Strengthening of Overseas Missions

(a) Staff to carry out the increased field responsibilities
to assist recipient countries in long-range economic
development planning, analysis of development plans,
development of multi-year programs and the review and
administration of development loans.

(b)

Staffing of new overseas Missions, and expansion to
operating capacity in FY 1963 of preliminary staff
cadres at overseas posts in Africa and latin America
opened in FY 1962 and 1961.

(c) Selective staff augmentation to permit the audit of
loan operations and to overcome present inadequacies

in program support operations.



ORGANIZATION AND ADMINISTRATION (Continued)

2. Reorganization and Strengthening of AID/W Headquarters

(a)

()

Implementation of the reorganization plan of AID

-- including the establishment of four line operating
Regional Bureaus -- and the essential supporting pro-
gram and steff units.

Additional functions assigned to AID, e.g., Cooley
Loans of foreign currency for private economic
development, the coordination of economic and
military assistance programs and coordination with
programs of private and international development
agencies.
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(c)

(d)

Increased attention to long range and more
detailced cconomic planniug for development of
the countries receiving U.S. aid.

Expanded treining progrems to increase the
effectiveness of AID personnel.

This $55 million budget represents the minimum edministrative
funding necessary to fulfill the President's program for the
total reorganization and redirection of the United States!
foreign assistance effort in the Decade of Development.



AGENCY FOR INTERNATIONAL DEVELOPMENT

ADMINISTRATIVE EXPENSES

(Dollars in Thousands)

Operations Cost (Obligations)

American Staff (Positions)

Actual Estimate Estimate Actual Estimate Estimate
1961 1962 1963 1961 1962 1963
OVERSEAS OPERATIONS:
Latin America $ 3,896 $ 5,055 $ 5,303 185 194 203
Near East-South Asia 5,601 5,926 6,374 243 243 245
Africa 6,011 8,108 9,302 326 332 360
Europe 771 719 673 33 32 2k
Far East 6,744 6,758 6,996 298 283 282
Subtotal Overseas
Operations 23,023 26,566 28,648 1,085 1,084 1,114
DOMESTIC OPERATIONS 18,791 21,232 21, 389 1,867 2,150 1,870
CENTRALIZED SUPPORT OF
WORLD-WIDE OPERATIONS:
Staff Training and
Development 420 731 1,500 30 30 50
Dept. of State Admin.
Support Services 2,248 2,356 2,561 - - -
Other Centralized Support 123 719 302 20 20 25
Subtotal Centralized
Support 3,391 3,806 4,963 50 50 15
GRAND TOTAL 45,205 51,604 55,000 3,002 3,284 3,059
Revised March 21, 1962
44



ADMINISTRATIVE AND OTHER EXPENSES, DEPARTMENT OF STATE

This Appropriation request provides for $3.1 million in FY 1963
to cover rosts of the Department of State for support of the
United States Mission to the North Atlantic Treaty. Organization
(NATO) and European Regional Organization, and for administration
of the Mutual Defense Assistance Control Act. This compares
with $3 million programmed for these activities in FY 1962. Total
expenses of the State Department under this heading in FY 1962
will amount to $5.0 million funded from an appropriation of $3.0
million plus a transfer of $2.0 million from other Foreign
Assistance Appropriations which is necessary to cover liquidation
costs for the personnel who have performed program coordination
and review and policy guidance functions.

United States Mission to the North Atlantic Treaty Organization
and European Regional Organizestions (USRC)

USRO represents the United States in NATO and other European
regional organizations which include the Organization for Economic
Cooperation and Development (OECD) and the Consultetive Group -
Coordinating Committee for strategic trade control.

USRO is comprised of representatives of the Departments of State,
Treasury, and Defense and of the Agency for International Develop-
ment (AID), and the United States Information Agency (USIA).

A request for $2,145,000 is made to cover the expenses of the
State Department element including the Office of the Mission Chief,
Office of Political Affairs, and the Administrative Staff and
Secretariat for the entire organization.

The Mission to NATO performs coordinating and servicing functions
including exchange of information, intepretation and analysis of
NATO developments, preparation of recommendations for United States
action, and Interpretation of U.S. recommendations and -actions for
the use of U.S. Embassies in the capitals of other NATO countries.

OECD came into being on October 1, 1961, with the United States
as one of the fully participating members. With the interest of
both the executive and legislative branches being increasingly
focused on the Common Market and other trade expansion activities,
operations of the OECD take on added significance. It is antici-
pated that greater demands in terms of staff time will be made of
USRO personnel actively engaged in OECD activities.
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Mutual Defense Assistance Control Act

The Contral Aot program is based on Public Law 213, OZnd Congress.
The basic objectives are to safeguard the strength of the United
States and its allies, and to impede the war-making potential of
the Sino-Soviet bloc, by a system of security trade controls
designed to prohibit or limit exports of Free World strategic
materials to the bloc.

In administering the Mutual Defense Assistance Control Act
(Battle Act) the United States has cooperated effectively with
the major industrialized nations of the Free World in the opera-
tion of an agreed system of controls over strategic trade with
the Sino-Soviet bloc. Through regular reviews and negotiations
in the International Consultative Group - Coordinating Committee
structure and through continuing U.S. Govermnment Executive Branch
review in the Economic Defense Advisory Committee structure,
up-to-date lists for the control of strategic commodities capable
of meeting current requirements are maintained. The Department
of State conducts bilateral and multilateral negotiations regard-
ing security trade controls and the shipment or trans-shipment

of controlled items, and attempts, with the cooperation of other
countries, to prevent unauthorized diversion of strategic
commodities. The request for this purpose for FY 1963 is $955,000.

Program Coordination, Policy Guidance and Review

Prior to 1962 the funds appropriated under this heading were
available to the Department for the administrative costs of
program coordination and policy guidance of the Mutual Security
Program. The funds appropriated under Section 637(b) for FY 1962
were not sufficient to continue this activity. However, cost of
continuation of this function for the first three months of

FY 1962 during which Congressional action on the appropriation
request was pending, together with the termination costs, had to
be met. To fund these costs a transfer of $2.0 million from other
funds in the Poreign Assistance Appropriation Act of 1962 is
necessary. No funds are provided herein for this purpose for

FY 1963.
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RELATION OF AID TO THE U.S. ECONOMY

The greatest part of government foreign assistance progrems bene-
fits the economy by directly financing exports. In 1960, 12% of
a1l 11.5. exports were financed by econcmic assistance programs.
These exports provide thousands of jobs throughout the country 1in
agriculture, industry, mining, transportation, and other services.
All forms of government grants and credits abroad have been es-
timated to finance over 700,000 jobs for Americens.

Many aspects of over-all government assistance almost exclusively
finance U.S. export of goods or services. This is true of the
surplus agricultural commodity programs under P.L. 480, of Export-
Import Bank loans, and of the military assistance program. It is
becoming increasingly true also of economic assistance programs
conducted by the Agency for International Development (AID).

About 73% of the commitments which will be made in FY 1962 with
AID funds will be used directly to finance U.S. cxperits of goods
and services.

There are many reasons why it does not appear feasible or in the
national interest to limit AID exclusively to financing American
goods. A number of countries need financial support of investment
to meet local costs for which the financing cannot be quickly pro-
vided through transferring U.S. goods. This is particularly true
of such urgent and sensitive situations as have been met in Laos,
Vietnam, and Jordan. Also the trade patterns of many African ter-
ritories will have to be substentially revised before dollars pro=-
vided to support the local costs of development projects can ef-
fectively be used for imports from the United States. Every effort
is being made to accomplish the change. Many countries which need
U.S. aid need it to pay for imports of which the United States it-
self is also a net importer. [Finally, there are a number of com-
modities where the cost advantage of importing from a nearby coun-
try rather than from the United States 1s extremely great.

Procurement Policy

Procurement in the earlier years of the Mutual Security Program
was on & world-wide competitive basis. This resulted in substan-
tial budget savings to the program. uuring the period of world-
wide dollar shortage this policy did not result in any harm to the
United States, since dollars paid to foreigners for goods and serv-
ices purchased sbroad were generally used quite gquickly by the re-
cipients for purchases in the United States. With the increasing
economic recovery in Western Europe and Japan this became less and
less the case and assistance dollars spent abroad tended to in-
crease the accumulation of foreign reserves. With the increasing

competitiveness of foreign producers, the redirection of the AID

b
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program from Europe to the underdeveloped countries, and the pro-
gressive shift in the financing of agricultural exports from Alv
to the P.L. 480 program, the share of Mutual Security dollars spent
in the United States dropped to a low level. In 1959 only 4T% of
ICA commodity expenditures were in the United States and four-
fifths of those abroad were Ifor purchases LI cOuniries whose dol-
lar reserves were rising.

This situation was met by policy changes in October 1959 and
vecember 1960. At first it was decided that the vevelopment Loen
#und (ULt') would place primary emphasis on financing goods and
services of U.S. origin in financing the foreign exchange costs
of development projects. This policy was designed in part to
provide an inducement to the other industrial countries to estab-
lish or increase existing assistance programs. Since that time
there has been a substantial increase in the amount of financing
available to the less developed countries by the other industrial
countries and an improvement in the terms on which it is made
avallable.

In December 1960 a somewhat similar modification of procurement
policy was adopted by ICA. Exports from 19 financially strong
industrialized countries are no longer eligible for assistance
financing, except under very exceptional circumstances. Ocean
freight payments are now financed by AID only for shipments made
on U.S. flag vessels, unless a waiver of policy is authorized by
the Administrator. In a determination pertaining to foreign as-~
sistance procurement, dated October 18, 1961, the President em-
phasized that the preponderant bulk of procurement would be made
in the United States. Limited amounts would continue to be pro-
cured outside of the United States in underdeveloped countries
which need dollars and could provide some goods needed in other
program countries.

The impact of these changes on the AID program has been substan-
tial. In ¥Y 1962 it is estimated that 80% of grant funds and
nearly all development loan funds obligated for commodities will
be used to finance U.S. exports. Current expenditures for commod-
ity procurement show a lower U.3. percentage but this is because
of continued disbursements for foreign goods ordered under the
previous open procurement policy.

Because of the continued necessity for dollar expenditures abroad
for budget support in some situations, for financing local costs
of urgent development projects in others, for contributions to the
U.N. and other international sgency programs, and for necessary
expenses abroad of U.S. technicians and contractors, the share of
the total AIV program directly spent for U.5. goods and services
is somewhat less: about 73% of total obligations in ¥Y 1962,
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which will be increased in FY 1963. Current policies are being
reviewed with the purpose of further increasing the proportion of
U.S. expenditures.

Balance of Payments

A major improvement took place in the U.S. balance of payments in
1961. However, i1t remained 'in deficit because our itrade surplus
is not big enough to cover all the things we need to do abroad.
In 1961 the United States exported $5 billion more of goods and
services than we imported, excluding those financed by government
agslistance. However, this surplus must be used, in the main, to
cover payments for our military operations abroad, private in-
vestments, and capital flows, as well as foreign aid expenditures
for other than U.S. goods and services. To the extent this
“commercial” surplus on goods and services falls short of these
outpayments, we will remain in deficit.

Measures to ilmprove our balance of payments situation are also
being sought on meny fronts. Arrangements are beilng worked out
with Western European countries which will reduce the balance of
peyments burden of our participation in the cammon defense. Mod-
ifications are being sought in the tax laws relating to foreign
investment. Arrangements are being worked out with other finan-
cial centers and the International Monetary Fund (IMF) to reduce
and to cushion the effect of short-term capital movements. AID
policies are being reviewed to see how the burden of the program
on the payments balance could be turther reduced. There are
grounds for confidence that ways can be found for carrying on all
our necessary governmental and investment activities abroad with-
in the scope allowed by our trade surplus.

AID and Trade

The basic problem remains, however, of increasing our trade sur-
plus. In addition to directly financing U.S. exports, AID is
helping indirectly to do this in two ways:

(1) By developing commercial markets abroad for U.S. products.
The familiarity of U.S. engineers and AID technicisns with
U,.S. products, and the provision of U.S. goods under AID
programs serve to introduce U.S. products to areas where
they previously were unfamiliar. Trade connections are
established, a market for replacements created, in some
cases a8 market opened where formerly U.S. trade opportunities
were virtually nonexistent. The skill and zeal of U.S. busi-
nessmen in exploiting these opportunities will be required.

(2) By helping build more prosperous economles abroad, AID is
building potential U.S. export markets. In 1960 U.S. ex-
ports to developed countries, our major trade rivals, were
_$29 per capita, virtually all on a private commercial basis.
To less developed countries they were only $5 per capita,
including those financed by foreign assistance. As these
economies grow, so will their markets for our products.

One of the basic limitations on the capacity of most less de-
veloped economies to grow is their inability to pay for imports.
Foreign assistance and investment help overcome this difficulty,
but basically these countries too depend for their continued
growth on expanding exports.

At present about 90% of the exports of less developed countries
consists of primary products. While less developed countries
may increase thelr earnings from exports of these commodities,
they will need additional diversification to do so. Broader.
market opportunities must also be provided for exports from the
less developed countries of semi-processed and manufactured
goods. It is not loglcal or efficient for the industrial coun~
tries to offer economic assistance on the one hand and on the
other to maintain restrictive trade policies which inhibit the
means for expansion of exports. In no other way can less devel-
oped countries service and repay loans while purchasing the
equipment needed for an economically and politically satisfac-
tory rate of growth. Even more attention must be paid to afford-
ing the developing countries greater access to the markets of the
industrialized countries, including that of the United States.
The new trade legislation proposed by the Administration is in
part Birected to this end.

AID as Competition

While a guiding principle of our foreign aid has been that the
United States and all free nations will benefit if productivity
and standards of living are raised throughout the world, it has
also been recognized that economic assistance should be:examined
Judiciously for its possible adverse effects upon segments of the
U.S. economy. This concept is reflected in various provisions of
the Foreign Assistance Act of 1961.

Accordingly, economic assistance for projects which might have
adverse effects on the U.S. economy or export markets is ex-
amined on a case-by-case basis under criteria which include the
probable effect of this potential competition upon U.S. producers
and the U.S. balance of payments.



selectivity, program concentration, and the planning of assist-
ance activities to achieve specific goals selected to support the
achievement of principal U.S. objectives in a country. Proposed
programs were prepered by the field missions on ‘the basis of these
guidelines aud rovicwed by the regicnal accictont mdminietrators
and the Administrator this winter. The result has been the coun-
try programs outlined in subsequent volumes of this presentation.

In many countries, a number of small technical cooperation pro-
jects have been dropped which were not contributing to priority
goals or which could not be expected to have a significant result.
In many other cases, continuing projects have been reoriented and
supplemented with new activities intended to focus on the achieve-
ment of specific major accomplishments needed and desired in the
country over the next few years. The impact of the new emphasis
on concentration and selectivity can be seen in the requirements
for personnel included in the projects submitted by the field
missions. There is & growing need for agricultural technicians,
educators, and public administration advisors, whereas the
projected needs in other professional fields remain constant or
decline.

Another evidence of the impact of the new guidelines is the pro-
posed decline of supporting assistance. In contrast with last
year's presentation, in which Supporting Assistance programs
totaling $610 million were proposed for 22 countries, the FY 1963
estimate is $497 million for 15 countries. The reduction is made
possible both by the growing economic strength of the recipient
countries, and by their growing ability to present economic pro-
jects and programs which qualify for development assistance. This
shift frequently does not permit a reduction in total U.S. assist-
ance to the country concerned. But it does permit the aid to be
administered on a more businesslike basis and to be directed toward
needed investments judged on their economic merits.

Long Term Planning

Virtually all studies of the U.S. foreign economic assistance
program undertaken by agencies of the Executive Branch, committees
of Congress, and private research bodies have emphasized the need
for the formulation of sound country progrems of development to
which U.S. assistance could be geared. The governments and
peoples of the less developed countries are increasingly aware of
the necessity for the longer term plans, as the result of urging,
not only from the United States, but from other donor countries
and international financial institutions, and are to varying
degrees setting about the formulation of plans.
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In the planning area, AID and other agencies of the U. S.
Government are engaged in three closely related activities
designed to improve the efficiency of our assistancc.

Assistance to governments in analyzing their economies and draft-
ing plans of development is included in many of the country pro-
grams proposed for Development Grant aid in FY 1963.

This assistance frequently consists of technical and financial
help for development of government institutions performing the
functions of the U.S. Budget Bureau and Council of Economic
Advisors. 1In some cases financial assistance underwrites con-
tracts with universities or other technically qualified insti-
tutions to assist a country directly with a long-range development
plan. 1In others, sector studies or feasibility surveys are
proposed. QOccasionally, assistance includes direct advice by AID
personnel in the country's planning.

The development of a sound plan and its acceptance by a foreign
government takes considerable time. Few countries have as yet
qualified for long-term AID commitments. These few had been
engaged in development planning for some years. It is expected,
however, that over the next year a number of additional countries
will request U.S. support for long-term development programs.

As a means of supporting sound long-range plans adopted by less
developed countries, of assuring unitried planning of total U.S.
assistance strategy for each country, and of simplifying and
accelerating the implementation of U.S. programs, AID hes adopted
in principle & new program development and execution system. A
major feature of the new system is the preparation and approval
of profiles of assistance needs for individual countries which
are to represent a relatively long-range (perhaps five years)
assessment of the extent to which, and specific ways in which,
U.S. economic assistance can and should be used to further the
attainment of U.S. obJjectives in each cooperating country. Annual
budget submissions from U.S. AID Missions abroad will focus
principally on requirements for a single fiscal year which will
constitute a coherent part of the longer term plan. This spring,
AID will send teams to about eight selected countries to test on
the ground the new long-range programming process.

As longer term planning of economic assistance programs is de-
veloped, the opportunities to coordinate them more effectively
with military. assistance planning will increase. The planners of
military assistance have already developed and are carrying out
planning procedures for projecting military needs five years into
the future, and with both military and economic assistance planning



proceeding on parallel lines, it is expected that the totality
and combination of both types of our assistance effort can be
planned and progremmed for each country in a manner which will
best serve both U.S. security objectives and the objective of
producing the most favorable impact on the economies and societies
of recipient countries.

Research

A number of development research proJjects have been started mainly
on a contract basis with universities and other non-governmental
organizations. Plans are in an advanced stage for expanding
research activity during the coming year. Further details on this
subject are presented elsewhere.

Mobilization of Other Resources

Efforts have been unremitting throughout the year to persuade
other industrialized countries to increase and improve their
contributions for economic development in the underdeveloped
world. These efforts have taken the form of direct conversations
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on the subject with other donor governments. They have also in-
cluded pressing for increased activity by the Development Assist-~
ance Committee of the Organization for Economic Cooperation and
Development (OECD). U.S. representatives have also insisted, in
a series of consortia orgenized by the International Bank for
Reconstruction end Development (IBRD), that the size of the U.S.
contribution would be directly related to and conditioned on the
amount other donors contribute.

These efforts have met with considerable success. Several
European countries and Japan have increased their pledges of aid
to underdeveloped countries. The effort to raise the $9h5 mil-
lion needed for support for Pakistan's development was successful
without increasing the U.S. pledge. In a number of cases donor
countries were persuaded to extend assistance on more liberel
terms including substantielly longer repayment periods and lower
interest rates. During 1960 and 1961 the flow of capital from
Europe, Canada, and Japan to the less developed countries was
nearly as large as and increased faster than the flow to them
from the United States although a large proportion continues to
consist of relatively short term private capital.
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FOOD FOR PEACE

The abundant production of American farms 1s being used with other
resources to help less developed countries achieve balanced eco-
nemic development, meet emergencies, and care for the needy.
Because of that abundance, needs are being met abroad which might
otherwise not be covered. To assure the most effective use of
this U.S. resource, Food for Peace programs are closely coordi-
nated within the broader program of froeign aid. They are author-
ized by the Agricultural Trade Development and Assistance Act of
1954 (Public Iaw 480, as amended).

Types of Programs

Title I of the act authorizes sales of U.S. surplus agricultural
commodities to friendly countries for their own currency. Under
long-term authority provided in 1961, programs of up to $l.5 bil-
lion may be undertaken during the three-year period ending
December 31, 1964. Programs in any one calendsr year are limited
to $2.5 billion. These dollar amounts refer to the cost of com-
modities to the Commodity Credit Corporation (ccC) and reflect
domestic support prices, processing, storage, handling and trans-
portation costs. The prices at which commodities are sold abroad
for dollars or foreign currencies reflect generally lower world
market prices.

Title II authorizes grants of commodities held in stock by the CCC
of the Department of Agriculture for famine rellef and other assist-
ance, including child feeding and, within certain limitations, pro-
grams to promote economic development. Programs of up to $300
million (CCC cost) plus carryover from previous years may be under-
taken annually during each of the calendar years 1962 through 196k.

Title III of the act authorizes donations of surplus foods from
stocks held by the CCC to U.S. voluntary agencies, such as CARE,
Church World Service, and Catholic Relief Services, and intergov-
ernmental organizations, such as United Nations International
Children's Emergency Fund (UNICEF), for distribution to the needy
overseas. Donations of food to the needy in the United States
and barter transactions are also authorized under this title.

Title IV of the act authorizes long-term supply contracts for re-
payment in dollars over a maximum period of 20 years.

The law Iimposes no limits of time or amount on Title III or IV.
However, care must be taken to assure that all P.L. 480 programs
do not displace commercial transactions of the U.S5. and friendly
countries.
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Possible Amendments

Several umendments to the legislation are being proposed to broaden
the authority to use surplus agricultural commodities abroad.
Amendments to Title TI would permit the use of any commodities
determined to be surpius by the Secretary of Agriculture, in accord-
ance with Section 106 of the act, rather than the narrower range of
commodities found in CCC stocks.

Amendments to Title IV would expand the purposes for which sales
may be made to include merket development. Sales could be made to
private traders to develop markets in underdeveloped countries.
Terms of the sales would be eased to allow repayments in reasonsble
annugl installments rather than requiring equal annual repayments
and to extend the grace period for the first repayment from one to
two years. A new Title V is proposed which would authorize multi-
lateral food programs through the United Nations or other intergov-
ernmentel organizations.

Estimates of Cost and Value

FY 1963 Title I and Title IV programs, including the annual incre-
ments of long-term programs with India, Pakistan and several other
countries, are projected at $1.2 billion at U.S. export market
prices, compared to $1.4 billion for FY 1962. The CCC cost repre-
sented by these programe will be 4O to 50% higher than the market
value estimate.

Vigorous efforts will be made to shift from Title I to Title IV pro-
grams in countries whose financial condition has improved suffi-
clently to warrant a transition to the harder terms of Title IV.

In addition, it is expected that Title IV programs can be developed
with countries which have not been eligible for Title I and where
there are opportunities for sales of surplus agricultural commodi-
ties.

These estimates are based on the assumption that all agricultural
commodities eligible for sale under P.L. 480 and needed for foreign
assistance purposes will be provided under P.L. 480 to the extent
compatible with the legislation. The Agency for International
Development (AID) estimates, particularly for Supporting Assistance,
have been prepared on this basis. Where these needs cannot be met
under P.L. 480, requested appropriations for Supporting Assistance
would be inadequate to meet the requirements of the program.

Local currency proceeds of Title I sales may be used by the United
States for several purposes. Up to 25% may be used for loans to
private, primarily U.S., business firms for various purposes.

Revised March 21, 1962



THE FINANCING OF U.S. AGRICULTURAL EXPORTS

Total U.S. Agricultural Exports EXPORTS BY COMMODITY
$5,030

llllllllllllllll

Percent
Total under Gov't

$4,824
Total under Government Programs U.S. Exports Programs

$3,949

eeeeeeeeeeeee

-/ Excludes Ex-Im Bank loans and Commodity Carporation credits;
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Loans and grants may be made to foreign govermments for the common
defense and to promote economic development.
25% of the proceeds of each sale are reserved for U.S. expenses in
the country except in those instances in which the United States
has or expects to accumulate .currencies in excess of its require-
ments or where other considerations Jjustify a reduction in the U.5.
share., The same policy is applicable to amounts set aside for
loans to private enterprise. Funds made available to foreign coun-
tries for economic development under P.L. 480 are provided on a
loan basis unless it is determined that there is a substantial ad-
vantage to the United States in making a grant instead of a loan.

The full emount of local currencies resulting from the sale of
Title IV commodities within the purchasing countries is available
to the govermments for economic development. Where appropriate,
understandings are reached at the time Title IV agreements are
signed to assure that these funds will be used for purposes con-
sistent with the objectives of the =2id program.

Title II child feeding and economic development programs are pro-
jected at $86 million at export market value for FY 1963. This
compares with about $73 million at market value in FY 1962. The
long-term authority of Title II has enhanced opportunities for
undertaking economic development programs in cooperation with U.S.
voluntary agencies, as well as with friendly governments. MaJjor
emphasis is placed upon use of commodities for part payment of
wages in kind to needy people cmplcyed on simple improvement proj-
ects. Some expansion 1n child feeding programs is expected, both
under Title II and III. There are, however, certain limiting fac-
tors in the expansion of these types of programs, including scar-
city of administrative capacity in most less developed countries
and lack of local funds needed to cover non-food costs.

The market value of commodities expected to be made available to
voluntary agencies in FY 1963 is estimated at $230 million, com-
pared to $165 million during FY 1962. It is estimated that 65 mil-
lion people will benefit from the program, which will be carried
out 1n 110 countries and areas.

As a matter of policy,
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THE PEACE CORPS

The Peace Corps has put into operation a new concept of U.S. Gov~
ernment activity abroad. Its purpose, as stated by the Congress,
is threefold: "to help the peoples of interested countries and
areas 1ln meeting thelr needs ior tralted manpower, and tu tieip pro-
mote a better understanding of the American people on the part of
the peoples served and a better understanding of other peoples on
the part of the American people."

To meet these ends, the Peace Corps provides carefully selected and
trained men and women of the United States who have volunteered
their services to perform needed jobs in other countries. The work
of the Peace Corps is quite distinct from that of AID. The Peace
Corps provides "middle level manpower" rather than capital goods or
high level "experts." Its contribution is made in the form of
“numan resources,” i.e., people made available to less developed
areas where, through working, teaching, or surveying,

the peoples of interested countries to help themselves.

they can help
v -

The Peace Corps consists of volunteer personnel rather than career
employees. It aims at filling the existing gap in the less develw
oped countries between the usually abundant supply of unskilled
labor and high-level advisors and technicians from both indigenous
and foreign assistance sources.

Peace Corps volunteers are not advisors but workers and doers fille
ing a manpower need. They work within the structure of the host
country's government or private institutions, frequently as sub=-
ordinates to host country nationals and subject to host country
administrative and disciplinary procedures. Whether they teach,
survey, or engage in community development programs their work is
always under or alongside host country advisors or co-workers.

They receive no diplomatic immunities or privileges.

As of February 15, 1962, ll-l/2 months after the establishment of
the Peace Corps and seven and a half months after the first candi-
dates entered training, the Peace Corps had some 888 volunteers in



service or in training for 13 countries. 8Since the first volun-
teers went overseas in August 1961 to take up their duties as
teachers in Ghana, members of the Peace Corps have been following
in increasing numbers to host countries on three continents.

The range of fields in which the Peace Coxrps has been asked to help
18 both vast and challenging. In Thailand, 45 professionally qual-
ified volunteers will work this year as teachers in that country's
badly-understaffed educational system and as entomologists and
laboratory technicians assisting in a nationwide campaign to eradi-
cate malaria. Bome 26 Peace Corps volunteers are in the Punjab
Btate of India at work on an agricultural project to increase food
production for that country's expanding population of 44O million
people. On the West Indian island of Bt. Lucia, a team of 15 Peace
Corps volunteers are engeged in a rural development project which,
through increasing agricultural yilelds by modernizing methods, may
serve as a pilot program for other islands in the region. Thirty-
five engineers, surveyors and geologists compose another Peace
Corps team which will survey and build roads into Tangenyika's back
country while performing preliminary geological mapping for explor=-
ation of mineral resources. Other Peace Corps teams are currently
at work or on their way to assignments in other countries includ-
ing: Nigeria, Colombla, Ghana, Malaya, the Philippines, Chile,
Pakistan, Brazil and Bierra Leone.

The majority of Peace Corps volunteers at present are teachers with
experience at every academic level from elementary school to spe=-
cialized university post-graduate instruction. While their na-
tive comand of English qualifies them as both teachers and ex-
amples in the eyes and ears of the indigenous populations, Peace
Corps volunteers make every effort to communicate in the language
of the host country. To this end, Peace Corps Americans are
studying and acquiring familiarity with languages ranging from
Thai and Bengali to the Twi of Ghana and Krio, a tongue of the
Sierra Leone hinterland. :
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ATD FROM OTHERS

Industrialized countries which share membership with the United
States in the Organization for Economic Cooperation and Develop-
ment (OECD) and its Development Assistance Committee (DAC) have
markedly increased their aid efforts in the past few years. The
total net capital flow (public and private) from these countries
to less developed areas increased about 40% over the period 1956~
1960, from §3 billion in 1956 to $4.2 billion in 1960. Pert of
this increase 1is attributable to greater participation by coun-
tries which have only recently developed assistance programs.
Another part 1s attributable to growing contributions to inter-
national organizations.

But growing volume tells only part of the story. Erch dollar of
assistance is now making a greater contribution to economic devel-
opment because terms of assistance have heen significantly liber-
alized by many donors and are better adapted to different
situations in recipient countries. Duplication is less and coor-
dination greater because of increasing consultation in the Devel-
opment Assistance Committee, at capitals, and in the field.

Between 1956 and 1960 the flow of assistance to less developed
aress from the OECD and DAC industriamlized countries, other then
the United States, in official grants, loans of greater than five
years, and contributions to international organizations rose from
$1 billion to $1.9 billion. If reparations, refinancing of loens,
and-purchases of short-term International Bank for Reconstruction
& Development (IBRD) notes are also included, these types of gov-
ernment disbursements in 1956 would have represented .45% of gross
national product (GNP) at market price of the donor countries.

By 1960 the figure had risen to .62%.

Grants rose about 67% over this five-year period, accounting for
$1 billion in 1960. ILoans over five years (excluding refinancings)
rose by 8% totaling about half a billion in 1960, while contribu~
tions to multilateral agencles, including IBRD note purchase, more
than tripled, and reeched almost one-half billion dollars in 1960.

Coordination of Assistance

Not only have the flows of assistance from Free World countries
increased and the terms of aid improved, but efforts to coordinate
this assistance among donor countries and intermational financial
institutions have also grown. The DAC of the OECD, mede up of
Belgiym, Canada, France, West Germany, Italy, Japan, the Nether-
lands, Portugal, United Kingdom, United States, and Buropean



ATD FROM OTHERS (Continued)

Economic Community (Common Market), has made substantial progress
in this area In a variety of ways.

An annual review by DAC of the over-all aid effort of each DAC
country is a major step forward. The purpose of these reviews
will be to assess each donor progrem with a view to increasing the
magnitude and improving the terms and programming of aid, and to
promoting greater coordination of aid activities among all DAC
countries. The conclusions of these examinations will permit each
to ascertain more precisely where specific coordination masy be
required.

Agreement has also been reached that special coordinating teams
might be established at the suggestion of any member to exchange
informetion and coordinate aid projects or programs for specific
priority recipient countries. A team could, for example, be
formed to discuss a particular project, the finmancing of a broader
program, or the formetion of a consortium to help finance the
development plan of a country of importance to several members of
DAC. The Chairman of DAC will play a leading role in the opera-
tion of these consulting groups.

The IBRD has also taken the lead in the coordination of interna-
tional financing activities. Under the Bank's auspices, for
example, consortia were formed for India and Pekistan and coordi-
nated financing for the Indus River Settlement Plan was initiated.

The India consortium has met a number of times. The last formal
meetings, at which aid contributions were discussed, took place in
May and June 1961. At the June meeting, the members undertook
commitments of aid to Indie totaling over $2 billion for the first
two years of India's Third Five-Year Plan (March 1961-April 1963).
The United States has indicated willingness to commit $1,045 mil-
lion, of which $500 million is contingent on further contributions
of others. With these large commitments, India was able to launch
its Third Five-Year Plan of economic development with confidence.
The present members of the India consortium are the United States,
the United Kingdom, Germany, Canada, France, Japan, and the IERD.
The consortium met in January 1962 to review the progress and is
scheduled to meet again in May 1962.

The third meeting of the consortium for Pakistan was held in
January 1962, at which time agreement was reached to provide $945
million in support of the second and third years (July 1, 1961-
June 30, 1963) of Pakistan's Second Five-Year Plan. The U.S. por-
tion of this commitment was $500 million. Members of the Pakistan
Consortium are the same as for India.
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The IERD has also taken the lead in arranging internationsal
tinancing of the Indus Waters Development Plan. This includes
agreement on plans and financing by Indias and Pskistan and

+h~ TRPD

acnictance by other donors, including the IERD.

ther nors, inelu 8 The Lobal cost
of the project was originally estimated at about $900 million,
but is now expected to exceed this sum by a substantial amount.
In addition to the IERD, the United States, United Kingdom,
Germany, Australia, and New Zealand are making contributions to

the Indus Plan.

Contributions of International Organizations

The IBRD, in addition, has made substantial contributions in
other areas of the world. Twenty-seven new loans amounting to
$610 million were mede during FY 1961 (ending June 1961). From
July to December 1961, an additional $400 million of lending
brought the total value of commitments to $6.1 billion. About
two-thirds of the Bank's lending is for basic investment in trens-
portation and electric power. In the past few years loans for
transportation have been slowly draewing ahead. Current IBRD
operations are entirely financed by repayments, by sale of bonds
abroad or to private investors in the United States, or by draw-
ing on the subscriptions of other member governments.

In September 1960 the Bank itself was joined a new affiliate,
the International Development Association (IDA), designed to aid
economic growth with credits bearing less heavily on the balance
of peyments of less developed countries than more comventional
terms. As of December 31, 1961, IDA had loaned the equivalent
of $181 million in the form of 50-year credits free of interest,
but carrying a small service charge, to ten countries. The IDA
has a capital of $1 billion of which $320 million was subscribed
by the United States, over $400 million by other industrialized
countries, and the remainder by other members.

The Inter-Americen Development Bank (IDB), also & newcomer to
the field of international financing, made its first loan on
February 3, 1961 to Peru. As of December 31, 1961, the IDB had
authorized, in U.S. dollars and member currencies, loans total-
ing the equivalent of $178 million from its own resources. The
Bank is making capital available 1n many fields, including agri-
culture, industry, transportation, irrigation, land settlement,
and housing. The IDB also has a capital of $1 billion, of which
the U.S. subscription is $450 million, consisting of $350 million
toward the Bank's capital stock (of which $150 million will be
paid in and $200 million will remain as & contingent liability)
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AID FROM OTHERS (Continued)

and $100 million toward the Fund for Special Cperations. Central
and South American countries have subscribed the remainder of the
IDB funds.

The International Finance Corporation (IFC), formed in 1956, is
meant to further economic development by encouraging growth of
investment in productive private enterprise in its member coun-
tries, particularly in the less developed areas. Loans and equity
capital committed through December 1961 totaled $58 million, of
which $38 million has been disbursed. 'The IFC has an authorized
capital of $100 million, of which the United States subscribed

35%.

The interest rate charged by the IFC ranges from 5 to 10%, plus
conditional payments dependent on earnings and options on shares.
Investments have been mainiy in manufacturing, processing and min-
ing enterprises, with the majority of the funds golng to Iatin
America.

The United Nations {U.N.), through its Specilal Fund and regular
and expanded programs of technical assistance, is also making re-
sources avallable for development in many parts of the world. The
Special Fund provides assistance In the form of demonstration and
pilot projects, prelnvestment surveys, and aid to training, re-
search and planning institutions. During calendar year 1961, 90
projects were approved involving Special Fund allocations of $71
million. This brought total allocations to $169 million.

During 1960 total program of the U.N. expanded program for tech-
nical assistance amounted to $34 million. The 1961 program,
planned at $44 million, emphesizes education and training in all
areas of activity and allocates a much higher proportion of funds
to Africa. These programs are financed by voluntary contributions
of U.N. member nationg. The United States has pledged it will
match contributions of other countries up to 40% of the total
program. )
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In addition to its role in U.N. activities, as noted elsewhere,
the United Btates participated actively in the economic programs
of such regionsl organizations as the Colomho Plan and the
Organization of American States (CAS).

The Internationsl Development Organization Staff

ATID has recently activated a new staff to provide a focus within
the agency on the aid efforts of other govermments and multilat-
eral organizations and on the needs for coordination of these
efforts with our owvn. This unit, called the International Devel-
opment Organizations Staff (II)CBj , 18 headed by a top level career
officer who reports to the Deputy Administrator. ID®B 1s respon-
sible for U.S. efforts to secure larger and more effective develop-
ment ald contributions from other industrialized countries, a more
equitable sharing of the burden of foreign ald, and a better coor-
dination of bilateral and multilaterel aid efforts. It pursues
these objectives with regard both to economic and technieal
assistance to less developed countries. For this purpose, IDCGS
will backstop U.S. participation in the DAC of the OECD and will
coordinate U.B8. aid efforts with those of other billateral donors
and the U.N., the IBRD, IDA, IFC and the Colombo Plan. Adminis-
tratively, the setting up of ID(B also represents a streamlining
of organization inasmich as 1t centralizes in AID miltilateral
development functions that heretofore have been partially located
in the diplomatic side of the Department and partially dispersed
among the geographical bureaus of AID.
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MIT.ITARY ASSISTANCE PROGRAM

The Military Assistance Program (MAP) is an important and integral
part of the U.S. total defense effort. It is the vehlcle of

U.S. participation in the Free World collective security undertak-
ing which allies the United States with more than 40 independent
nations.

Through the Military Assistance Program, and in accordance with
the terms and conditions of mutual defense agreements entered into
by the United States with individual govermments and with regional
organizations, such as NATO, the Southeast Asia Treaty Organiza-
tion (SEATO), and the Organization of American States (OAS), the
United States provides military equipment and related training on
a grant aid, credit assistance or sales basls.

Naticonal and Colliective Securlty

The relationshilp between the natlonal security of the United States
and the collective security of the Free World was clearly described
by the Chairman of the Joint Chiefs of Staff vwhen, in June 1961,

he told the Senate Foreign Relations Committee that: "I look upon
military assistance to our allies as adding strength and depth to
the military posture of the United States. It enables our alliles
to organize, traln and equip unlts which enhance the capabllity of
the Free World to meet the challenge of Communlst aggression and
subversion. No amount of money spent on our forces could give the
United States a comparable asset of trained; well-equipped forces,
familiar with the terraln, and in suitable position for immediate
resistance to local aggression.” General Lemnitzer also sald: "I
am speaking not only for myself, but also on behalf of all the
members of the Joint Chiefs of Staff. They Join me 1n unanimously
endorsing the essentialilty of the Military Assistance Program.”

With the same unanimity, the Joint Chlefs have stated on the record
that they would not want one dollar added to the budgets of thelr
respective services if that dollar had to come out of the Military
Assistance Program. The statement reflects the clearly documented
fact that our investment in militery assistance is one which pays
high dividends in Free World defensive strength. While 1t is
impossible to estimate the cost to the Unlted States of providing
the military strength currently contributed by allied forces which
the Mllitary Assistance Program has helped to train and equlp, it
1s a fact that a comparable increase in our own armed forces would
be vastly more expensive than our annual investment in MAP. For
example, the cost of FY 1962 Army appropriations for the mainte-
nance of the two National Guard divisions called up in connection
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with the Berlin crisls and supporting units (73,000 men) has been
estimated at $300 miilion. This amount is $70 million more then
the military asslstance provided to malntain the Republic of
Xorea forces (including more than 15 divisions, over 50 vessels
and almost a dozen squadrons or aircraft) in the preceding filscal
year. This same $300 million is $77 million more than the sum of
economic and military ald requlired to support the Turkish armed
forces (including over 12 infantry dlvisions, more than 50 ves~-
sels and over a dozen squadrons of aircraft) in FY 1961.

Comparative cost 1s, however, only one measure of the productivity
of the U.S. 1nvestment 1n military assistance. Equally lmportant
are savings 1n American manpower and benefits of allied solidarity
and cooperation. If combat-effective local forces were not avalle
able to man the frontlers of freedom, many more Amerlcan service=-
men would be deployed overseas. Such a draln on our manpower
reserves would have a serlous adverse effect on the national
economy and an equally undesirable impact on American family and
community life. Hardships and dislocations involved in the recent
call-up of two National Guard divisions would be many times multi-
plied and magnified 1f the U.S. military establishment were called
upon to assume responslibllities now beilng discharged by allled
nations to which the United States 1s providing military assist-
ance.

The by-products of that assistance are as Important as its func-
tion in facllitating maintenance of effectively trained and
equipped allied forces. Because the delivery of military equip-
ment and the training of allied officers and men, both in the
fleld and at service schools in the United States, are tangible
evldence of U.S. commitment to the principle of Free World col-
lective security, it encourages the self-defense efforts of Free
World nations and strengthens both their will and ability to
reslst Communist threats and blandishments. Time and agaln the
self-confidence developed as a result of our asslistance and moral
support has been put to the test, and country after country has
demonstrated Inflexible courage agalnst Communist pressure.

Military Aid and Economic Development

Direct benefits to the military posture, the civilian eeconomy and
the alliance system of the United States are not, however, the
only important products of the Military Assistance Program. It is
also a vitally important element of the comprehensive program of
forelgn assistance through which the President seeks to make the
1960s a Decade of Development in a world at peace.
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MILITARY ASSISTANCE PROGRAM (Continued)

Military assistance provides the security which is indispensable
to socund cccnomic growth. The training and equipment furnished to
the armed forces of underdeveloped countries is not designed to
promote an arms race, to give unpopular regimes the means of
entrenching themselves, or to establish military dictatorships.

It is designed to help constitutional govermments maintain an ade-
quate defense against external aggression and internal subversion,
and to create a climate of stability and confidence prerequisite
to economic and social progress.

Both as an adjunct of foreign policy and as an integral part of
our total defense effort, military assistance has proven its
effectiveness over a period of almost 13 years. During that time,
while the major empbasis in the U.S. defense establishment has
been on increasing its capability for nuclear retaliation, MAP-
supported allied forces have steadily grown in both qualitative
and quantitative conventlional strength to the point where they now
represent a substantial and reliable element of the Free World's

total capability for limited war. These forces reflect the crucial

importance of military assistance to national and collective
security.

Alliances at Work

The NATO forces which represent the major element of allied
strength in dealing with the Berlin crisis are perhaps the most
striking example of the achievement of the Military Assistance
Program. When the NATO military bulld-up began, shortly after
enactment of the Mutusl Defense Assistance Act in 1949, Western
Europe had practically no defense capability or mobilization base.
Now, little more than a decade later, the NATO forces which MAP
has helped substantially to equip and train have proved and con-
tinue to demonstrate their effectiveness as a deterrent of para-
mount importance. The degree to which they frustrate Communist
objectives is repeatedly revealed by the intensity of continuing
Communist efforts to divide and undermine the NATO alliance.

Thelr relationship to our own national defense was strongly empha-
sized by the Secretary of Defense when he recently told the Senate
Armed Services Committee that NATO represents the balance of power
in the struggle against communism. Considerations such as these
fully Justify our past investment in military assistance to NATO
allies.

The requirement for increased aid to strengthen the defense of
less developed countries of the Free World is rising.
the Western European NATO countries are, at the same time, fast

approaching military self-sufficiency. Apart from modest training

Fortunately,
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necessary to insure most effective use and maintenance of equilp-
ment previously provided by the United States under the Military
Assistance Program, and the fulfillment of prior commitments, no
new grant 2ld moterdel progrems sre planncd £0r France, Germany,
Luxembourg and the United Kingdom. Grant aid programs for sev-
eral other NATO nations have been sharply reduced because the
economies of these countries are recovering so rapidly from the
drastic setbacks of World War II. The present focus of military
assistance to NATO is on multilateral projects which promise the
greatest  strengthening of alljiance defense and which are directly
related to the rapidly changing nature of the military threat.

On the other side of the globe, Japan, like our NATO partners,
has developed a strong self-defense 'capability and mobilization
base. Military Assistance Progrem support has enabled the
Japanese to build from a token force in 1954 to the present
Ground Self-Defense Force strength of six modern divisions and
one airborne brigade, a Maritime Self-Defense Force of over 50
combat ships, several hundred miscellaneous craft plus a growing
antisubmarine warfare patrol aircraft capability, and an Ailr
Self-Defense Force largely equipped with jet fighters. The 1961
Military Assistance Program for Japan made possible: continued
cost-shared production in Japan of F-104k mircraft, to the total
cost of which the United States contributes approximately 25% (an
amount more than offset by Japanese purchases in the Unlted
States in connection with the production of these aircraft); the
improvement of Japan's military posture with other air defense
equlpment; and continued delivery of American electronlc and ord-
nance equipment for the Japanese shipbuilding program. The lat-
ter included fire-control equipment, antisutmarine warfare gear,
radars, and antiaircraft equipment. This enabled Japan to equip
the antisubmarine warfare ships she is bullding to protect vital
sea approaches to Japan.

Throughout the Free World the nature and amount of U.S. military
asslistance varies with a number of pertinent factors. BEach coun-
try program is carefully designed to provide only such equlipment
and training as is necessary to fill the gap between what that
country is doing for itself and what must be done to protect it
from external sggression and internal subversion. The premise of
such decisions is that Free World security is indivisible. The
loss of any non-Communist nation, whether by subversion or mili-
tary conquest, 1s unacceptable because it not only weakens the
entire Free World but encourages further aggression and adds to
the collective strength of the Sino-Soviet bloc what it subtracts
from the non-Communist community.
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For thils reason alone, 1t 1s clearly and urgently in the best
interests of the Unlted States to assure Free World nations the
means to defend themselves and to make the contribution to Free
World collective security on which we may count as an element of
the total military strength available for prompt and appropriate
response to any aggression at any time or place. Therefore, while

we continue to press our allles to meke maximum effort on their
own behalf, prudent provision fur our own security clearly sup-
ports the wisdom of filling the gap between what our allies con-~
tribute and what a strong defense requires. The Military
Assistance Program 1s both the product and the instrument of that
wisdom. It has fully proved 1ts effectiveness as a tool of U.S.
military and foreign policy.
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VOLUME II
REGIONAL PROGRAMS

Volume II contains an unclaessified presentation of regional and country programs. The entire FY 1963 presentation
cannot be shown herein for security reasons. Howevef,“statements for each region, as well as selective and 41llus-
trative programs for several countries in each region, have been included. The country statements give historical
program material, a current country analysis apd a description of the proposed FY 1963 program. The length of

treatment of each country is also merely illustrative.

More detailed information on each of these countries, as on all countries to which the Agency for International

Development (AID) gives assistance, is given in the classified presentation volumes.
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ALLIANCE FOR PROGRESS

Economic Assistance to Latin America

- R < .
(I wiiijons of Golimrs)

FY 19628J FY 1963

FY 1961

Actual Estimated Proposed
Alliance for Progress Grants 68.6 109.3 b/ 100.0
Alliance for Progress Loans 133.3 188.4 o/ 510.4
Supporting Assistance 55.8 112.8 15.0

&

Exclusive of special earthquake relief assistance to Chile.
Including IAPSP funds

Loans approved as of February 28, 1962. Excludes loans
from the Inter-American Development Bank Trust Fund.

o
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Political Conditions in Latin America

President Kennedy's proclamation of the Alliance for Progress, on
Merch 13, 1961 stated the purpose of the Alliance to be:

" . to demonstrate . . that man's unsatisfied
aspiration for economic progress and social Justice
can best be achleved by free men working within a
framework of democratic institutions.”

The proclamation forcefully called attention to the fact that an
insistent and effective demand for change is the dominant politi-
cal keynote of the Western Hemisphere. It 1s in this demand for
change that the opportunity lies to accomplish the purpose of the
Alljance for Progress.

The economic and social 1lls which it 1is the purpose of the Alli-
ance to overcome are not new. However, both the prospects for
overcoming them and the dangers of not facing them have increased.

The opportunity for political expression in Latin America has
moved forward rapidly and steadily during the past decade. During
the past year, for example, the 3l-year old Trujillo tyranny in
the Dominican Republic has given way to a new Council of Govern-
ment which 1s providing the Dominican people once again with the
opportunity for political expression. The tragic example of Cuba

stands out, in fact, as almost the only area of the continent
vhere retrogression rather than progress toward democratic oppor-
tunity is the order oi the day.

It i1s undeniable, however, that the progress toward freer expres-
sion, and the intensified determination of large sectors of the
population to use this freedom to achieve change from the condi-
tions of poverty, disease, lack of education and lack of economic
opportunity, also offer an area into which the exploiters of dis-
content are moving. Castro-communism and its Sino-Soviet manipu-
lators, although clearly and unanimously repudiated by the
governments at the recent meeting of Foreign Ministers at Punta
del Este, seek to spread their subversive doctrine and to take
advantage of every nationallstic or local prejudice in doing so.
TIikewigse, there are in some places blind forceeg of reaction seek-
ing opportunities to bring about stagnation -~ a serious chal-
lenge to measures of self-help which are essential to attaining
the goals of the Alliance.

In the Charter of Punta del Este, agreed upon in August by all
the governments of the American Republics except Cuba, the goals
and framework for the vast cooperative effort were laid down.

The cooperative nature of this program has been recognized by the
steps which have been accomplished or initisted by all of the
governments. The incompatibility of communism -- the Marxist-
Leninism which is trying to portray the Cuban tragedy as the only
valid method of achieving the goals of the Alliance for Progress
-- with the cooperative program of the Americas was affirmed by
the American Governments at the Jenuary Punta del Este meeting.

The governments have begun to act to demonstrate that democratic
regimes "can encompass all the efforts for economic advancement
and all the measures for Improvement and social progress without
sacrificing the fundamental values of the human being." As
demonstrated by the almost unbounded enthusiasm with which Presi-
dent Kennedy was received by the people of Venezuela and Colombia
in December, these are basic goals and programs in which the
peoples of the Americas are prepared to jJoin. Leadership, cour-
age and capacity, which are increasingly present in their govern-
ments, must ensure that the forces of obstruction and subversion
do not undermine or destroy the common effort.



ALLTANCE FOR PROGRESS (Continued)

Economic Conditions

The average yearly increase of gross regional product of about 4%
between 1948 and 1961 has permitted only & very small rise in per
capita income for the Iatin American population of 210 million,
which has been growing at a rate of 2—1/2% per year. Furthermore,
the pace of development has slackened in recent years. It is esti-
mated that in 1961 the regional gross product was approximately
§62 billion; in other words, per capita GNP was less than $300.

Of course, the regional aversges conceal considerable variants
among the different economies. In some, production is expanding
at a rate sufficient to raise living standards, while in others
per capite incomes have actually been declining. Moreover, the
average figures conceal the vast differences in income between
privileged groups and the ma jority of the people.

There is a need for planned and determined action to promote more
raplid economic growth. The need arises because of present low
levels, the explosive growth of the population, expected to average
3% per year during the sixties, and from the unfavorable trends
and outlook for exports. World demand for primary products, which
make up the bulk of Iatin America's exports, has not increased
rapidly and does not appear likely to do so. In fact, total ex-
port earnings of Iatin American Republics (not including Cube and
Venezuela) in dollar values were actually lower in 1960 than in
1951.

With the export sector & shrinking proportion of their economy and
with world markets for their traditional exports unlikely to ex-
pand rapidly, Iatin American countries are forced to look to the
development of their domestic markets to provide the base for
acceleration of economic growth.

In terms of manpower utilization, Iatin America is predominantly
agricultural, with about half of the labor force in that sector.
However, agriculture represents a much smaller share of gross
product, due to the low labor productivity, which is in turn a re-
sult of an antiquated agrarian structure and technology.

In Iatin America 1961 was a year of mixed results. Some countries,
such as Argentins and Venezuels, showed strong advances in produc-
tion and employment. On the other hand, balance of payments and
inflation problems beceme more prevelent in the area, as for exam-
ple in Brazil, Argentina, Chile and Colombia.
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Critical Needs for Growth

If the relative stagnation of the fifties is to be converted into

rapid economic growth and social progress in the sixties, a number
of far-reaching changes are essential. An increased flow of cap-

ital from outside can be important, both in itself and as a stimu-
lus to other actions. But the needs for institutional change and

reform and improved allocation of resources by the Iatin American

countries themselves are critical.

The importance of self-help and reform measures can scarcely be
overemphasized. While the particular measures needed will vary
from one country to another, all need institutional and struc-
tural changes to facilitate more rapid economic and social growth
and to achieve a self-sustaining rate of growth.

In all countries increased public revenues are essential. This
must be achieved both through improvements in tax administration
and collection and through judicious increases in the tex rates.
In meny countries the tax systems are regressive to an extreme
degree and successful tax reforms will often include the change
to a more progressive system. In few instances do existing tax
systems contain effective incentive features. As tax reforms are
developed they should include incentives to encourage savings and
productive investment.

In all countries improvement in agriculture 1s needed. Greatly
improved facilities for agricultural credit for small-scale farm-
ers coupled with extension services would contribute signifi-
cantly to increased agricultural productivity and output and to
improved opportunities and better lives for such farmers. 1In a
number of areas redistribution of large estates, often ineffi-
ciently used, to those who cultivate the land would bring far
greater political stability. Reclamation and settlement programs
on presently unused land, the building of roads into inaccessible
areas, and other programs to make agriculture more productive
would also provide valuable contributions to political stability
and enlarged opportunities for the large rural populstions.

In the field of education expanded facilities in the form of class-
rooms, trained teachers end materials are needed on a massive
scale. Human resources can best be improved through education;

its contribution to long-run economic growth has no parallel. The
annual costs of maintaining such a program, however, will place a
heavy burden on the public budget and this points up the essenti-
ality of increasing government revenues.
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Other major fields in which significant requirements exist for
self-help and reform measures include government administration

’
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Measures Initlated

A number of steps have already been taken, particularly since the
Act of Bogota in 1960, which demonstrate the growing realization
among Latin American countries of the nature of the problem and a
determination to move. Some countries, of course, are moving
faster than others. Moreover, most of the measures which have
been initiated will require further modification before reaching
a wholly effective stage.

Examples of self-help and reform measures are indicated below:

(1) Argentina, reversing the trend of the Peron era, in 1958
opened up the oll resources of the country to forelgn explor-
ation. As a result Argentina is now substantially self-
sufficient in o1l, saving about $280 million annually in for-
elgn exchange. ’

(2) Bolivia has improved its revenue collection and administra-
tion, resulting in an lncrease of 30¢ in customs collections
and 10% in other taxes.

(3) Since August 1960, in a step-up of the agrarian reform pro-
gram, Bolivia granted 71,000 land titles to small-scale
farmers.

(%) In Brazil, a comprehensive five-year development plan for the
depressed Northeast region has been completed and the Brazil-
ian Congress has appropriated funds for the first year equiv-
alent to $100 million.

(5) Over-all development plans of at least a preliminary nature
have been prepared and submitted to international machinery
for review by the Governments of Chile, Colombia and Bolivia.
It is expected that Venezuela will submit 1ts plan soon.
Other countries are in the process of deceloping long-term
plans or organizing machinery to do so.

(6) In November 1960 Colombia enacted an agrarian reform law pro-
viding for the redistribution of inadequately used land.
Compensation would depend upon the size and present use of
landholdings and would vary from 20% cash plus five-year bonds
to 25-year 2% interest bonds for large unused estates.

(7) 1In El Salvador, a bloodless coup d'etat established a
civilian-military Directorate in January 1961 which pledged
1tself to holding free elections and to instituting a social
reform program in line with the principles of the Act of

A oumber of reforms were pul inio eifect inciuding

increased income taxes, minimum wege legislation both for

urban and farm workers, establishment of minimum dietary
standards to be provided farm workers, and adoption and
implementation of a financial stablilization program in coop-
eration with the IMF. In December 1961 the free election
pledge was fulfilled. In this election the candidates sup-
porting the govermment and 1ts reform program won all of the
seats in the Sk-man Assembly.
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(8) Effective July 1, 1961, Uruguay adopted an income tax with a
base of 10% plus a progressive rate ranging up to 30%. This
is the first income tax law 1in the country's history.

(9) 1In 1960 Venezuela adopted a land reform progrem and has
already resettled 40,000 families on 3,000,000 acres of land.
During hils visit to Venezuels, Presldent Kennedy distributed
land titles under this program.

(10) Since 1958, in Venezuela primary school enrollment has
increased well over 50%; secondary school enrollment has
doubled; teacher tralning enrollment has quadrupled.

Evaluatlon of the significance of a specific measure must take
into account improvements in comparison with past efforts as well
g8 a comparison of the effort with the need; the evaluation must
be relative as well as absolute. Evaluation of a country’s reso-
lution as well as 1ts progress must not only be in terms of spe-
cific measures but also 1n terms of over-all effort as reflected
in changing attitudes and approaches.

External aid will be most effective 1f it 1s made avallasble at
the optimum time to support national plans and programs -- not
Just made avallable later as a reward for national accomplishment.
It will thus not be easy to strike a proper balance between avoid-
ing inadequate assurance of self-help on the one hand and over-
Insistence on performance in advance on the other. Yet either
extreme can serlously reduce the effectlveness of the program.

The adoption of self-help and reform measures is a complex and
often lengthy process. If, for example, a speclific tax reform
measure should be proposed, it must (1) be prepared and approved
by the govermnment administration, (2) introduced and debated in
Congress, (3) very probably revised in the Congress, (4) after
passage by the Congress, enforced and adminigtered by the
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government. From the beginning to the completion of this process
a great deal of time msy be required 1n a country where democratic
processes are followed.

The need for specific self-help and reform measures must be Judged
in terms of the economic situation in the particular country, the

probable effects of the measure and its potential contribution to

growth as well as the strength and nature of the political forces

concerned with it.

Development Planning

In the past, much investment in Latin America has been misdirected.
Low priority activities have been undertsken while urgent needs
went ummet; construction has often been initiated and then delayed
for years for lack of funds; plants have frequently been partially
idle for lack of markets or lack of raw materials or power. And
the total effort has generally been improperly related, or not
related at all, to fiscal and balance of payments considerations.

In the Charter of Punta del Este it was agreed that national devel-
opment plans would be valuable guides to countries in directing
the use of avallable resources and in developing measures to make
the nationsl effort more effective. The general content of a
development plan was specified in the Charter.

In the public sector, programs and projects, which have an impact
upon the governmment budget, would be specified and developed in
detail, their priorities indicated, and their financing provided
for. In the private sector much less specific treatment of pro-
grams and projects could be included, except insofar as private
investors have presented their own plans. For the private sector
the principal elements in the national plan would concern govern-
mental policies and measures designed to encourage and influence
investment. ’

International assistance as well as assistance from other govern-
ments would be offered countries in creating their planning agen-
cles and trailning staff and in the formulation of plans.

A panel of nine experts was created and attached to the Pan
American Union for the purpose of reviewing plans, which are sub-
mitted to it, and offering suggestions to the government for modi-
fying and strengthening the plan. After being satisfied with the
results, the psnel would be prepared to offer comments and recom-
mendations concerning the plan to appropriste financing sources.
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At the request of a govermment, and after an adequate review has
been made of the plan, a financing institution, such as the IBRD
or the IDB, might be prepared to organize a group of international
institutions and interested govermments to consider coordinated
arrangements to assist in financing the external resources needed
to implement the plan.

Proposed Program for FY 1963

Lending for Economic and Sociasl Development. In FY 1963 some
major countries may reach the stage with evaluated comprehensive
development plans when it will be in the U.S. interest to make a
long-range development financing commitment together with other
Industrialized countries and international financisl institutions.
This support might in some cases encompass both general program
support -- that is, capital goods and industrial raw materials --
and funding for particular development projects. For other coun-
tries it will be necessary to provide development financing proj-
ects that will fit into future development plans of the country.
In FY 1961 development lending commitments totaled $133 million,
in FY 1962 the level of lending from the IDB Social Progress
Trust Fund, Development Lending and other sources will be up sub=-
stantially; the FY 1963 level is an estimated $685 million ($510
million requested for FY 1963 and $175 million IDB Trust Fund).

Grants for Development. The $100 million grant program requested
for FY 1963 for assistance to educational development, planning
and better government administration and improved rural institu-
tions is slightly below the estimated FY 1962 level. These
activities, which are individually not massive, are vital ingre-
dients to the development of human skills and institutions neces-
sary to successful development. However, it is planned to keep
all these activities under review as to their effectiveness in
light of the new criteria and the ability to accelerate the shift
to reliance on development lending.

Supporting Assistance. A $15 million program of supporting
assistance is proposed for FY 1963, a major reduction from FY 1961
and FY 1962 levels. This is based on favorable assumptions that
development aid will provide an adequate substitute and bring
about the necessary growth. However, there remains a continuing
need for supporting aid aimed at political and economic stability
which may need to be supplemented at any time given the ever-
changing picture in the Latin American scene.
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Mechinery for Administration of Programs in latin America. As our
programs are in the first phase of major reorientation, so are the
varicus woechunisms established &and availablie to administer assist-~
ance programs. The United States has placed major emphasis on
strengthening the Iatin American institutions, both national and
multilateral. As an important objective of the Alliance for
Progress this has been expressed through various forms of U.S.
support to the Inter-American Development Benk {IDB), the Orgeniza~
tion of American States (QAS), the U.N. Economic Commission for
Iatin America {UN-ECIA) snd the Panel of Experts.

The Inter-American Development Bank is currently administering a
Social Progress Trust Fund established by the Unlted Stetes with
a contribution of $394 million. Under the Agreement between the
United States and the Bank loans are made from the Trust for the
following four activities: (1) land settlement and full land-use;
(2) low income housing; (3) community water supplies and sanita-
tion, and (4) advenced education and training. It is estimated
that in the first year of operation the Bank will bave committed
$225 million.

Under a contract with the U.S. Government the Organization of
American States has underteken efforts which are aimed at strength-
ening national and regional development planning in Iatin America,
including the fields of education, public health, and public admin-
istration. The techniques employed by the OAS include special
missions, seminars, and training programs. Under the auspices of
the OAS and the terms of the Charter at Punta del Este a nine-man
panel of experts has been organized to review and analyze the com-
prehensive plens as submitted by govermments. This panel consists
of outstanding Iatin American and U.S. experts in the field of
development planning.

The U.N. Economic Commission for Iatin America also plans an impor-
tant role in conducting economic studies useful in the development
process. It has organized an Economic Development Institute in
Santiago to provide top level training for persons engaged in
national decision-making processes on the utilization of available
resources.

The FY 1963 program does not presently contemplate & supplementa-
tion of the resources available to the multilateral institutions
for their planned activities. The Agency for Internationsl Devel-
opment is the principal instrument to administer U.S. assistance
in FY 1963. Its focus will be primarily on the development plans
which are being analyzed and reviewed through multilateral channels
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of the QAS panel of experts, the IDB, the World Bank, or the
Organization for European Economic Cocoperation and Development.

In addition, it will continue to provide financing for development
loans and grants.

In this first yesr of utilizing multilateral machinery, it has
become evident that hard and fast delineation of responsibilities
between the various institutions is not practicable. The work of
the financing institutions and the U.S. own bilateral efforts must
complement each other and must operate in a framework of close
coordination. There has to be a recognition of each other's role
but this cannot be confined to individusl function tasks or activ-
ities.

Both the multilateral institutions and the U.S. agencies engaged
in providing assistance have agreed that there is no substitute
for close working relationships in bringing about effective admin-
istration. This bas been encouraged within the U.S. Govermment
through an Alliance for Progress Committee, headed by the U.S.
Coordinator for the Alliance, with membership from the various
U.S. Govermment agencies concerned with the economic and social
development of Istin America, and the U.S. representatives to the
multilateral agencies. In addition to the day-to-day working
relationships with the internationsl institutions, there are exist-
ing formal mechanisms which consider the various activities on a
country-by-country basis.

All of the organizational arrangements and working relstionships
have yet to be fully tested and improvements will take place in
their evolution. Advances are being made both in Washington and
abroad by increasing authority and responsibilities of the offi-
cials charged with carrying out the Alliance for Progress.

New Directions in AID Programs. In the latin American region a
drastic and dramatic change is taking place in the programs of
assistance. A small bilateral program primerily emphasizing indi-
vidual forms of technical assistance has been changed to a major
cooperative effort which makes the United States a partner,
through development lending, in long~term programs of economic
development keyed to steady progress in making vital social and
economic reforms.




ATLTANCE FOR PROGRESS (Continued)

Various facets of this changed direction are reflected in (1)
emphasis on specific reforms, (2) development of sound plans and
programs, (3) elimination of multitudinous minor activities,

(4) involvement of other industrialized nations, other financial
institutions and U.S5. land~grant universities of the United
States, (5) adaptation of program to major goals such as economic
integration, (68 relating assistance programs to commodity and
trade problems, and (7) reorientation of field missions.

Recognizing that the type of self-help measure which is feasible
or desirable in each country will very, U.S. assistance strategy
now attempts to identify the kinds of reform or improvement which
will contribute most toward growth, and what specific steps the
country 1s able to take; efforts are then concentrated on helping
the cooperating governments to bring about such measures. The
U.S. Country Teemms in Iatin America will play an important role
in this process.

A major portion of the proposed ald program is keyed to develop-
ment plans which will have as their objective rapid growth to the
point of self-sustainment. Recognition 1s also given to the short~
term and the desirability of supporting projects which can eventu-
ally become part of a long-range plan.

14

During the current fiscal year U.S. AID missions in Iatin America
have re-evaluated their programs in an effort to achleve greater
concentration. The first steps taken have been the phasing out

of activities which are not closely related to long-range develop-
ment goals. In some cases the elimination of such projects re-
quired lengthy negotiations with the national governments concerned
because they resulted in closing down cooperative programs of many
years! standing. But many such projects are being eliminated, and
negotiations are continuing for the termination of others.

Our progrem in Northeast Brazil is a reflection of Jjoint U.S.-
Brazilian effort to deal with the priority political, economic and
social problems in the context of a well-conceived plan on more
than & one-year basis. As part of this effort, participation is
anticipated by other industrialized nations and international
financial institutions.

The proposed program for Central America is another step forward
to the goal of economic integration. All the individual country
programs were exmmined in the light of regional requirements. In
addition, specific programs are requested which willl aid the
furtherance of the goal of integration.

Other efforts under way include a program to improve training to
increase the availability of scarce human skills through the 0AS,
Iatin American countries, the OFCD and its members, and the Unilted
States.



Country: BRAZIL

In terms of population (67 million), area (almost as large as the
United States; one-half of South America) and economic potential,
Brazil stands in the front rank of the nations of the world.
Rampant iaflstion, rapid populstion growth, recurrent balance of
payments crises, political problems, and social and economic dis-
parities among the people, combine to meke Brazil the greatest
challenge a8 well a8 the greatest opportunity for the Alllance
for Progress. But despite Brazil's political and economic ills,
its gross national product (GNP) is growing at the rate of 3.3%
per capita per year. -

Northeast Brazil, where 25,000,000 people are crowded along the
coastline, is the largest area of extreme poverty in all Latin
America and a center of serious political and social unrest.

In Brazil are represented all of the political, economic and stra-~
tegic problems to which the Alliance for Progress is a response.
The United States seeks a stable, progressive government capable
of moving forward rapidly with economic and soclal development and
thereby avoiding revolution and possible domination by the extreme
right or the extreme left. The same condltions are required if
the United States and its largest Latin neighbor are to have nor-
mal and mutually beneficial commercial relations.

Country Backgroupnd

Political. The resignation of President Quadros in August 1961
provoked a major political crisis in Brazil. In spite of this,

an Alliance for Progress program was formulated. The "Program of
Action" presented by the Neves Cabinet when it took office last
October, and approved by the Chamber of Deputles, reflects both
comprehension of Brazil's obligations under the Charter of Punta
del Este and the desire to undertake a series of essential admin-
istrative and legislative actions. It fixes as obJectives, among
others, an economic growth target of 7.5% a year, productive
absorption of underemployed labor, provision of minimal conditions
of housing and sanitation to alleviate social tensions, reasonable
stabllity of prices, and reduction of imbalance in Brazil's exter-
nal accounts.

Economic. Brazil's average annual growth in GNP over the past
decade has been 5.8% - the highest in Latin America - but the
growth of population has reduced this to 3.3% per capita. This
progress, however, has increasingly depended upon external public
assistance and foreign private investment. Moreover, growth has
been greatest in industry, with little improvement of agriculture
(51% of the labor force is engaged in agriculture), transportation
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or education.
of 25 million
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Regionally, the northeast area, with a population
and a per capita income of less than $100, has not
growth of GNP and has consequently become a center
agitation.

Inflation has been endemic for many years, with the cost of liv-
ing rising almost 45% in 1961. The principal cause of inflation
has been a series of large budget deficits (which resulted in an
increase of cruzeiro debt from 29 billion to 293 billion over the
past decade) and accompanying expansion of the money supply (from
90 billion to 950 billion cruzeiros over the same period). In
1961 the budget deficit was the equivalent of $579 million out of
a total budget of $2,081 billion. Inflation has been accompanied
by periodlc balance of payments crises and a large Iincrease in
external debt, which reached $2 billion in 1961. With the aid of
substantial sassistance from the Unlted States, the International
Monetary Fund (IMF) and European countries, financial collapse
was averted in 1961 by new credits totaling over $600 million and
by rescheduling the existing external debt over a longer period.

Brazil's budget revenues are derived mainly from.indlrect taxes.
In 1960, the income tax yleld was only 30% of total budget reve-
nues, while consumption taxes were 40%, customs duties 10% and
other indirect taxes and fees 20% of the total. Personal income
tax rates in Brazil, however, are relatively high and equal to
those in the United States in the medlum income tax brackets.
The relatively low yield from income taxes reflects collection
difficulties rather than the level of tax rates.

Part of Brazil's external finesncial difficulties reflects a
decline in annual exports from $1.7 billion to $1.3 billion over
the past decade. Coffee exports represented 56% of total exports
of $1.3 billion in 1960. Efforts to diversify exports so as to
decrease reliance upon coffee have thus far not been sufficient
to offset the decline in the value of coffee exports to a little
over $700 million in 1960 from the peak level of $1 billion
reached in 1956 and earlier years.

Brazil's development potentisl 1s enormous. There have been sub-
stantial investments by European and Japanese as well as U.S.
privete investors. U.S. privete investments alone total almost
$1 billion. The rapidily growing population affords a large
market. Rich deposits of minerals, including iron ore and baux-
ite, remain to be developed.



Country: ERAZIL

Self-Help and Reform

In certain restricted areas of social reform and self-help, some
steps have been teken by the federal government. In addition,
under Brazil's federal system much planning and development work
is carried on by the states, with progress varying widely from
state to state.

Federal progress includes:

Planning. While a national development plan is not completed,
substantial planning has been underteken on a functional and
regionsl basis. In August 1961 President Quadros established a
National Planning Commission which the present government is reac-
tivating and giving the task of drawing up a long-term develop-
ment plan. A draft of a five-year plan for agriculture has been
prepared by the Ministry of Agriculture, and the preparation of a
five-year plan for education is well under way.

Northeast. Probably the most significant reform measure taken by
the Brazilian Government has been the recognition of the plight

of the northeast area, with the establishment of SUDENE (Northeast
Develdpment Agency) and approval of its five-year, $900 million,
development plan. More than $500 million of the necessary
resources will be provided by Brazil. Last December the Brazilian
Congress appropriated the cruzeiro equivalent of $100 million for
the first year of the plan.

The United States has agreed with the Government of Brazil on both
immediate and long-range development programs in the northeast,
pert of which will be undertsken by SUDENE.

The short-range program will include small community water supply
systems, rural electrification and mobile and permanent health
units. In addition, community self-help projects will be devel-
oped to improve general living conditions, and an immediate pro-
gram of elementary education and vocational training is being
inaugurated.

The long-range program will concentrate on irrigation, rural
roads, small power plants, elementary education, increasing food
supplies and additional water supply systems.

The United States has offered to make gvailable dollar loans and
grants and local currency in support of these programs, subJect
to the development of satisfactory, soundly engineered project
proposals’ and other conditions.
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Agrarian Reform. A new agrarian reform plan has Just been com-
pleted, has been approved by the Brazilian Cabinet, and is now
before the Congress.

Tax Reform. In November 1961 Prime Minister Neves proposed new
income tax legislation to the Congress designed to increase reve-
nues by $70 million a year and to increase the tax burden on the
wealthy taxpayers while reducing indirect taxes. Stricter penal-
ties for tax evasion are also proposed. The bill is still before
the Congress.

Housing. The Ministry of Labor has prepared a 1lO-year low-cost
housing program calling for the comstruction of 3,810,000 self-
help housing units. Several of the state govermments are already
implementing low-cost housing and slum cleerance programs.

Education. Congress passed a special school bill in December
1961 creating the organization needed to carry out the national
educational program drawn up by the Cabinet in September 1961.
Congress also trebled the budget of COSUPI, an asgency to improve
higher education.

Malaria Eradication. The government has committed the local cur-
rency financing required for effective prosecution of the malaria
eradication program.

U.S. Assistance Plans

U.8. aid strategy in Brazil will be to encourage and support Bra-
zilian efforts to maintain rapid economic development, to dis-
tribute the economic gains equitably, and to strengthen social"
development. This strategy will encoursge political and economic
stability and progress.

Thus, five principal purposes will guide U,8. aid policies:

(1) The United States will initiate programs that will demon-
strate the continued interest of the United States in pro-
moting the economic and social development of Brazil.
large-scale aid will depend upon sound development program-
ming and substantial progress in achieving essential reforms.

(2) The United States will work with the Government of Brazil to

formulate and carry out a sound development program and

basic reforms.
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(3)

The United States will try to strengthen the forces which
stand for sound long-term economic and social growth.

Wuere sound programming nas been completed -- as in the
northeast -- the United States will participate with the
Brazilisns in long-range development efforts.

—
+-
~

(5)

The United States will continue to encourage the Government
of Brazil to initiate an effective stabllization program.

The United States and other potential sources of aid are prepared
to contribute the amounts required to supplement Brazilian invest-
ment, but only as the Brazilian authoritles themselves undertske
the essential and practicable measures necessary to make foreign
assistance effective.

We will continue to urge, both directly and in the Development
Assistance Committee of the Organization for Economic Cooperation
and Development (OF.CD), the governments of Western Europe and
Japan to improve the terms and the magnitude of their assistance
to Brazil.

Proposed ATD Program for FY 1963

In line with U.S. basic strategy, the program for FY 1963 will
have three parts.

First, in northeast Brazil -- where a five-year plan has been pre-
pared, Brazilisn resources have been committed, and a development
institution is in operastion -~ the United States will cooperate
in irmmediate and long-range development efforts.

An emergency program of dollar and cruzelro grants and loans
totaling the equivalent of $33 million 1s now belng negotiated.
It will be financed in part from FY 1962 funds. The United
States also plans to contribute dollar grants and loans and U.B.-
owned cruzeiros generated from P.L. 480 sales to the first two
years of the long-range program.

Second, additional amounts in grants would be availeble for other
projects including:

Agriculture. To strengthen agricultursl institutions and
extension services and to encoursge diversification to
decrease dependence on coffee.

1

Education. Projects include teacher training, aid to
school construction, adult education and preparstion
of teaching materials.

Public Health. For mslaria eradication and community
water supply systems. These systems will be developed
Jointly with the Inter-American Development Bank, with
the Bank providing loans and the U.S. technical assist-
ance for development of the ingtitutional structures

to operate numerous small community water supply systems.

The third part of our program for FY 1963 would be contingent
upon the Brazilian Govermment providing concrete evidence of
determined effort in three directions: ({a) adoption of a resson-
able and appropriate stabilization program; (b) adequate self-
help and soclal reform messures; and {c) progress in the
preparation of a sound long-term development plan.

Upon satisfaction of these conditions, development lending will
be consldered. This lending would include the activities in the
northeast. It would inmvolve four priority sectors for develop-
ment identified in the Program of Action of the present govern-
ment: transportation, communications, electric power and land
use particularly in crop diversification.

Accomplighments

ATD programe in Brazll under the Alliance for Progress will be
drastically shifted from traditional technical assistance to
development lending which will focus on the limited number of
priority objectives outlined in the preceding section.

Before 1961, U.B. development assistance, other than from the
Export-Tmport Bank, was negligible. Recognizing the needs for
technical skills to staff and menage a successful development
program, the AID enlarged its participant program and over 350
Bra.ziéians were scheduled for training in the United States for
FY 1962.

Among the most effective accomplishments 1n the technical assist-
ance program are:

(1) The use of SESP, an organization originally established by
the United States and now wholly-finmnced by Brazil, to
develop over 100 community water supply systems throughout
the rural areas of Brazil.
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The AID program has helped make the Getulio Vargas Foundation
one of the outstanding educational institutions in Iatin
America. Its school of business administration in Sao Paulo
is currently being duplicated by universities in Rio de
Janeiro, Salvador and Porto Alegre. Graduates of the Sao
Paulo school are eagerly sought by both foreign and domesti-
cally owned private enterprises.

Aided by U.3., technical assistance over a 15-year period, an
adequate public health service has been brought into being.
As a result, it is now considered practicable to terminate
further technical assistance in this sector, except for
malaria eradication and commumnity water supplies.

A public safety program which has been most effective for a
large number of years will be largely terminated by 1964.
The program is making a major contribution toward increasing
the morale and efficiency of local police forces.
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FINANCIAL DATA

Obligations and Commitments
(millions of dollars & dollar equiv.)

FY
1940-1961

AGENCY FOR INT'L DEVELOPMENT — TOTAL...

Alliance for Progresss
Loans (DI:F prior to 1962)..0...-..-
J.DeBe Trust Fund loanSeecessccccee
Grants (ToCo prior to 1961)........
Supporting Asst.(DS/SA prior to 1961)
Other MSP EconomiCecsessesscsscssosss

FOOD FOR PEACE (P.L. 480
Title I, Count!'y USeBeesesssssscccnns
(Sales Agreements)eecssscsscssssssse
Title II................‘............
Title III............................
Title Iv.............................

-E—x.—m BAM mm-rlw LOANS. (AR N E R KR NNR ]

OTHER UsS. ECONOMIC PROGRAMSecessccccee

MILITARY ASSISTANCE (Programs)

M.A.P. -Grm Aid...................
MeAJPe - Credit Assistanc@eececcccecses
Non-M.A.P. Military Assistancesccecces

ASSISTANCE FROM INT'L AGENCIES
TERD - World BanK...coceceeossssssses
Internat'l.Finance COrP. soesevvocsss
Inter-American Develop. Bank ..eseves
UN Tech.Assist. - CY ending in FY ...
UN Special Fund .seceecoscassccocsnnns

OTHER FREF, WORLD ASSISTANCE esesocosess
SINO-SOVIET BLOC ASSISTANCE .eecsescecs

U.S. DOLLAR LOAN REPAYMENTS
MSP and P.L. 480 Toans ......ecvueune
Export-Tmport Bank .eeesecesscecasscas
Other Govermment Loans

a/ July-December, 1961.
b/ Date classified.

53.5

236.9

(282.9) (104.5)

o1.h

88.8

3.2

1,178.4 204.9

k5.5

148.7
26.8

24,2

H owut
w O\




Country: BRAZIL

BASIC DATA
AVERAGE
Unit BRAZIL (UNDEV. AREAS)
ARFA & POPULATION
AT€R vrvreeriinnnnnn,s 1000 sq.mi. 3,280 XXX
Population (1961) ... Mil. 67.4L XXX
Annual Growth ..... % 2.5 2.
Density per sq.mi. No. 21 Lo
AGRICULTURAL LAND
% of Total Area ..... % 15 25
Per Capita «vveeuvn.. Acres 5 2.5
POWER PER CAPITA ...... KWH/Yr 352 80
EDUCATION
Literacy Rate ....... % 50 35
Pupils as % of Pop.
(Prim. & Sec.) ..... % 10 9
Pupils per Teacher
(Prim. only) ....... No. 32 38
HEALTH
Life Expectancy ..... Yrs. L5 ko
People per Doctor ... No. 2,100 7,000

BRAZIL
GENERAL ECONOMIC DATA

st : b
uatiteriaar rears

Unit 1959 1960 1961 Est.
GROSS NATIONAL PRODUCT * '
Total GNP (in 1960 Prices) ....vevvueven.. $ Millions 12,153 12,926 13,500
Per Capita GNP .ucvvivnncrrrnnaensnnannns Dollars 189 196 200
Investment as Percent of GNP ...... Percent 16 15 n.,a,
AGRICULTURAL PRODUCTION INDEX - TOTAL....... 1952-54=100 143 10 151
Index Per Caplta ......oe.. cenaraes creenna N 12} 119 12l
Rice, TOUBh ..ivcierencerecactececaranonns 1,000 MI L,n5 5,38L 5,800
ELECTRIC POWER PRODUCTION .e.eeoeceeres sese.e Mi11, KWH 21,108 23,500 25,000
COST OF LIVING INDEX {(Sao Paulo) ...eeee.e.  1953=100 325 138 596
FOREIGN TRADE
Total EXports (£.0.D.) vevereeeenn eeeeeee.  $ Millions 1,282 1,269 1,380
Coffee ... veeeececona-siorocaacconcesos " 73i 713 290
Total Imports (Celefe) wovereenrnnaennens. " 1,37 1,L62 1,570
Trade BalaNCe seeeecrecesescevenanans " 7 -153 -190
Trade with United States (U.S. data):
Exports to U.S. (£.0.5.) vviuunevnss. $ Millions 628 570 5L6
Imports from U.S. (£.0.D.) veveverens " L13 L27 L96
Trade BAlBNCE «vecveecvrecsarere " 715 m3
GOLD & FOREIGN EXCHANGE (end of year) ...... " Ls7 Lh2 52L (Oct)
-Million Dollar Equivalents -
CENTRAL GOVERNMENT FINANCES* FY ending Dec. 31 1959 1960  1961(Bud)
Total EXPenditures ...ececeerevesecencssoconnonnnes 1,015 1,558 2,081
(Defense Expenditures) .o...uveeeneenneonnnens (232) (310) (316)
(Capital Outlays) ....... N Chesescerrreees (n.a.) (302) (394)
DOMEStIC REVENUES vvvvuerrcoeeosereannscanceonsnons 801 1,225 1,502
Budget Receipts from Non-U.S. Foreign Aida .........
Budget Receipts from U.S. Aid (Grants & Loans)®....
Remaining Deficit (-) or Surplus (+) seeeeseeovnnn. -21L ~333 -579

# - Converted at 190 Cruzieros per U.S. 3.
a - General budget only,

Does not cover extrabudgetary accounts, semi-autonomous agencies
and foreign aid which goes directly to the semi-avtonomous agencies.
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Country: CHILE

Chile, a long narrow coastal strip between the Andes and the
Pacific, is 2,600 miles long with a maximum width of 220 miles.
Its population, now about 7.8 million, increases at an annual rate
of 2.6%. With the longest democratic tradition of any Iatin
American country, Chile is regarded as a political and cultural
leeder. Private U.S. investments of over $700 million ~-- particu-
larly in copper mining (the principal source of Chile's foreign
exchange earnings) but also in iron mining, electric power and
telecommunications -- make an important contribution to the
Chilean economy.

The expansion of Chile's basic economic and social services must
be accomplished soon if political extremism is to be avoided. It
must be undertaken against the backdrop of an economic austerity
program.

Country Background

After a long history of inflation, relative economic and financial
stability was achieved under an economic stabilization program sup-
ported by the International Monetary Fund (IMF), until about the
time of the disastrous earthquakes of May 1960. Price rises,
which had amounted to slightly over 30% in 1958 and 1959, were
held to 6% in 1960, and 10% in 1961. Until the last few months of
1961, the escudo remained firm at the rate pegged in 1958 of 1.05
to the dollar. Beginning last August, work was started on tax and
land reform measures. Despite this measure of progress, Chile's
present situation requires stimulation because the economy has
failed to grow.

Per capita gross national product (GNP) has declined steadily
since 1950. Thus continual deterioration of economic activity in
relation to population growth will call for energetic measures to
increase output and set the stage for long-term development.

Agricultural production has not kept up with the population in-
crease and the country must import 20% of its food needs. The
deficit in housing units is estimeted to be around 400,000, and
is increasing by 38,000 units per year. Development capital is
almost unavailable and interest rates of 20%-25% are customary.

Chile's imports in 1961 rose to $550 million, $50 million over the
1960 level. Exports remeined constant at about $h80 million.

This imbalance and a flight of capital almost exhausted the coun-
try's foreign exchange reserves. The government's borrowing from
the Central Bank toward the end of 1961 exceeded the level agreed
upon with the IMF by $70 million and resulted in the IMF suspending

its January 1961 support arrangement. Wage and salary raises of
16.6% enacted late in 1961 are bringing on price rises.

The government stopped sales of foreign exchange on December 27,
1961, and instituted a dual system using the official rate for
essential imports and a fluctuating free-market rate for all other
transactions. Foreign exchange sales began again January 15 of
this year. Since then, the free-market price of dollars has gone
as high as 1.60 escudos (compared with the official rate of 1.05
to the dollar) and has recently steadied at about 1.40.

Self-Help and Reform

Planning. In the latter part of 1961 Chile submitted a ten-year
plan of national development which calls for investments of about
$1 billion a year, of which about 80% is expected to come from
internal resources. The International Bank for Reconstruction and
Development (IERD) has been studying the Chilean plan with a view
to organizing a consortium of industrialized countries to provide
the necessary external resources. The plan has been submitted
for review and evaluation to the panel of experts of the Organi-
zation of American States (OAS). The plan's targets are a 2.9%
average annual per capita increase in gross domestic product and
an increase in investment from the existing 10% rate to 17.9% in
the final year of the plan.

Agrarian Reform. An amendment to the constitution permitting
agrarian reform was presented to the Chilean Congress on January
16. The proposed legislation would permit the government to
stretch out over a ten-year period its payments to owners of cer-
tain expropriated land. Only abandoned and poorly-worked land
would be subject to this measure. However, if the expropriation
of poorly worked land is vigorously carried forward the law could
encompass large amounts of the country's crop land.

Housing. Chile set up in 1961 a nationwide savings and home loan
association system. Fifteen associations are already in existence,
and 11 have authorization to make loans. More than $500,000 in
loans for home constructions have already been made by associations
in various parts of the country.

The Chilean housing corporation built almost 70,000 housing units
during the 1959-1961 period.

Public Administration. The Chilean internal tax service started a
tax administration school in August 1961 to train inspectors in
tax laws and in accounting and auditing procedures. One hundred
officials will complete training by the summer of 1962.
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Tax Reform. A tax reform bill is now being studied by the Chilean
Government with the intention of intrcoducing it in the next ses-
sion of Congress. The government expects to receive additional
revenues of $48 million as a result of improved tax collection and
enforcement and the provisions of the new tax bill.

U.S. Assistance Plans

U.S. policy is to press for acceleration of Chile's development to
assure maintenance of the country's democratic tradition. It is
especially urgent that Chile adopt the self-help measures essen-
tial to achieve this development.

U.S. participation in Chile's Ten-Year Plan of Economic Develop-
ment is subject to adequate self-help on Chile's part. In recent
discussions with the Chilean Government, a long-range U.S. assist-
ance was considered as part of a propescd internatiomal consortium
drawing on public funds from other countries. U.5. participation,
which could amount to as much as $350 million over the first five
years of the plan, would be contingent on Chile's making steady
and substantial progress in solving basic problems, as agreed by
Chile at Punta del Este. Performance in self-help would be deter-
mined mainly on the basis of an annusl progress review of Chile's
Ten-Year Plan. ’

In addition to the domestic and external resources required for
implementation of the public sector projects included in the
national development plan, Chile needs to achieve and to maintain
financial stability and create the proper climate to assure the
direct private investment goals.

Grant assistance through the Agency for International Development
(AID) program is proposed to assist the Chileasn Government in the
improvement of social and economic services essential to carrying
out the Ten-Year Plan. Goals have been established for the grant
program in rural improvement, educational systems reforms, public
administration, and financial and credit institutional improvement.
More immediate human needs will be met, preferably through loan
assistance by the appropriate credit agency or agencies, in water
supply, housing, and agricultural credit projects.

The United States 1s also supporting the program of earthquake
reconstruction. In May 1960, Chile suffered a series of disastrous
earthquakes which caused damage estimated at $372 million. To
assist in the reconstruction and rehabilitation of Chile, the
United States loaned $100 million on August 3, 1961, and an advance
of $3O million was made on that date. Project agreements for
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reconstruction work covering the entire $100 million have now
been signed, and about $20 million of actual expenditures have
been approved by our AID mission.

Proposed AID Program for FY 1963

Development loan assistance for FY 1963 is planned on three
assumptions: That by early FY 1963 fiscal and financial measures
designed to stabllize the economy will be in effect; that progress
will have been made on tax, land, customs and administrative re-
forms; and that a consortium will be organized to meet the exter-
nal resource requirements for Chile's Ten-Year Plan.

ATID's contribution to this consortium is based on the assumption
that other sources - industrialized countries and international
lending agencies -~ will provide somewhat more than half the financ-
ing required. A substantial part of our participation will go
towards support of the institutional framework needed to imple-
ment the plan, such as an industrial development bank and a co~
operative bank. ILoans for social progress such as school
construction are similarly envisaged. Funds would also be pro-
vided for specific development projects such as one now under
consideration, costing $10 million, to provide port facilities
for Concepcion - Chile's largest industrial complex. Program sup-
port for capital imports might be provided. Funds are also
planned for feasibility and engineering studies necessary to
translate the broad investment-production goals of the program
into projects suitable for loans.

Grants, primarily for technical assistance, are proposed in FY
1963. These would concentrate on helping improve conditions for
pecople in rural Chile who lack schools, do not have proper hous-
ing with water and sanitary facilities, lack knowledge of modern
agricultural methods, and who, in general, are economically under-
privileged; fostering and assisting a reform of Chile's educa-
tional system with emphasis on improving primary education;
improving Chile's administrative machinery for development plan-
ning and operations with emphasis on tax administration; and
asslsting in the establishment of credit and financial institu-
tions necessary for development, with emphasis on institutions
providing medium and long-term credits to smell and medium-sized
business enterprises.

Accomplisghments

Our program in Chile represents a drastic shift in emphasis from
technical assistance to participation through development lending
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in a long-term program of economic development keyed to steady
progress in making vital social and economic reforms.

Housing. U.S. essistance has enabled Chile to set up a nationwide
savings and home loan association system. To date, 15 savings and
loan associations have been established in wvarious parts of the
country and 1l have already been authorized to make loans. To
regulate this system a central savings and loan association regu-
latory authority and mortgage bank has been established. More
than $500,000 in loans for home construction have already been
made through the savings and loan system in various parts of the.
country.

Rural Improvement. The Institute of Rural Education is msking a
dedicated effort to improve the social and economic condition of
farm people through rural education programs. The Institute now
has 12 training centers in operetion; five more are under con-
struction. More than 4,000 rural youths have received instruction
at these centers. More than 1,250 rural schools are enrolled in
radio school program that it conducts. Teachers from 400 of these
schools have participated in leadership training courses given by
the Institute. It also hes printed and circulated 48,000 copies
of TO instructional bulletins on matters of concern to the rural
population. Rurael lenders from the Institute have organized over
400 farm community groups to atteck cooperatively rural problems
that cannot be solved on an individual basis.

Past U.S. assistance has enabled the Institute to increase its
training capacities and improve the quality of its educational
programs. U.S. assistance to it is continuing.

Economic Training. A U.S.-finenced contract between the University
of Chicago and Catholic University of Sentisgo resulted in the
establishment of a modern School of Economics. The school, with
one of the best libraries on economic subjects in Chile, has
recently been enlarged and a postgraduate school added.
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FINANCIAL DATA

Obligations and Commitments
(millions of dollars & dollar equiv.)

FY
1940-1961

AGENCY FOR INT'L DEVELOPMENT - TOTAL...

Alliance for Progresss
Loans (DLF prior to 1962).......0..
I.D.Be Trust Fund LoanBececscccceses
Grants (T.c. prior to 1961)........
Reconstruction LoBN..ceceeeneeensns
Supporting Asst.(DS/SA prior to 1961)
Other MSP Economic .eeeeeerssevscseee
FOOD FOR PEACE (P.L. 480)
Title I, Coun‘l’.ry UBB8Basecscscevscscsne
(Sales Agreements).....-u..........
Title Ileeecccccecocescaccacsccescccs
Title III-ooooooooooooooooooooo.g.ooo

Title Iv.o.oo...c.oooo.oo..ooooooooo.

Ex_m BANK mm-m IDANS. [ EN T RRY RN NN N ]
OTHER U.S. ECONOMIC PROGRAMSe.ecccssces

MILITARY ASSISTANCE (Programs)
M,A.P. — Grant Aldececeocsccecoccccce
M.A.P. - Credit Assistanceeeccccccscee
Non-M.A.P. Milit&ry Assistancecccecee

ASSISTANCE FROM INT!L AGENCIES
IBRD - World BenK..ecceeceoeceeccsnsnss
International Finance COrp. cseeserss
International Develop. ASBN. ...oesee
Inter-American Development Bank .....
UN Tech. Assist.-CY ending in FY.....
UN Special Fund..ceveeececccncscasaans

OTHER FREE WORID ASSISTANCE....coee0eses
SINO-SOVIET BIOC ASSIBTARCE.cvseevrssve

U.S. DOLLAR LOAN REPAYMENTS
MSP and P.L. 480 LoBNSececccccsovsnscs
Export-Import Bank.sseescecscssessnse
Other Govermment LoBNB.cccavereessess

e/ July-Dec. 1961.
y Data classified.

76.3

19.0
h.2

5.7
10.5

56.6

(11.2) (

k2.5

283.1

5.2

23.3
29.2)

T.1

T7.0

0.1

.éo




Country: CHILE

BASIC DATA
AVERAGE
Unit CHILE (UNDEV. AREAS)
ARFA & POPULATION
ATCEH voeevnevnnnnnvons 1000 sq.mi. 286 XXX
Population (1961) ... Mil. 7.8 XXX
Annual Growth ..... % 2.6 2.4
Density per sq.mi. No. 27 4o
AGRICULTURAL LAND
% of Total Area ..... % 18 25
Per Capita .....e004. Acres S 2.5
POWER PER CAPITA ...... KWH/Yr 590 80
EDUCATION
Literacy Rate ....... % 80 35
Pupils as % of Pop.
(Prim. & Sec.) ..... 4 15 9
Pupils per Teacher
(Prim. only) ....... No. L2 38
HEAL.TH
Life Expectancy ..... Yrs. 52 Lo
People per Doctor ... No. 2,000 7,000

CHILE

GENERAL ECONOMIC DATA
Calendar Years
Unit 1959 1960 1961 Est.
GROSS NATIONAL PRODUCT *
Total GNP (in 1960 Prices) ..... creees eee.  $ Millions L,356 L,Lés L,565
Per Capita GNP +.ocviviinnirnnncnonnnns .o Dollars 58l 585 585
Investment as Percent of GNP ......... Percent 11 9 n.a.
AGRICULTURAL PRODUCTION INDEX - TOTAL....... 1952-54=100 122 120 119
Index Per Capit@ .civiseresrcacscnns ceraeee " 108 103 100
Wheat ..eseessascossvosossssarsoscsncaccns 1,000 MI 1,177 1,105 1,100
INDUSTRIAL PRODUCTION INDFX ..cccvevvoecrcess 1953=100 124 121 12k
COST OF LIVING INDEX (Santiago) ............ 1953=100 1,00 1,160 1,252
FOREIGN TRADE
Total Exports (f.0.b.) eeveeuvennn. eeessss  $ Millions L5 488 L75
Copper bars, ores, concentrates ....... " 322 3L 320
Total Imports (C.i.fv) eevevreveneeraeara. " 113 500 550
Trade Balance ..eeersieesennannrnnesn " 82 - -5
Trade with United States (U.S. data):
Exports t0 U.S. (f.0.b.) vvveveeennn $ Millions 202 193 176
Imports from U.S. (f.0.b.) ...vvennnn " 137 195 226
Trade BalaNCe ceveeeceseeocasans " 55 - 50
GOLD & FOREIGN EXCHANGE (end of year) .o.... " 15,9 129.8 91.9 (Nov)
~Million Dollar Equivalents -
CENTRAL GOVERNMENT FINANCES* FY ending Dec. 31 1960  1961{Prel) 1962 (Bud)
Total Expenditures ..........iiiiiiiiinnnnnneccnnns 802 2?9 1,230
(Defense Expenditures) ...i.ivcieeennnseannenns (125) (135) (170)
(Capital Outlays) ..oociiiiiiinnns, eereeseenas (196) (242) (310)
Domestic REVENUES ...eivtninirtneiinntnnnronnannns é74 773 890
Budget Receipts from Non-U.S. Foreign Aid ....... . -1l 17 130
Budget Receipts from U.S. Aid (Grants & Loans) .... 12 55 %
Remaining Deficit (-) or Surplus (+) ceeceveennren. -130 -84 -118

#* -~ Converted at 1,05 Escudos per U.S. §$.
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Country: COLOMBIA

Colombia, with more than 15 million people, is the fourth most
populous country in Latin America. Colombia's democratic govern-
ment has stressed the country's active allegiance to western tra-
ditions and values. As the only Latin American country to send
troops to Korea, Colombia has teken constructive initiative in the
Organization of American States (0AS) and in the United Nations
(U.N.) on many occasions.
to and positive role in the Alliance for Progress.

U.8. exports to Colombia in recent years have totaled about $2L0
million annually and direct U.S. investment in the country exceeds
$400 million.

County Background

Ae indicated above the present government of Colombia, which re-
placed a military dictatorship four years ago, has caught the main
spirit and adopted the aims of the Alliance for Progress.

The March 1962 elections returned a majority to both chambers of
the legislature in support of the present government. A new pres-
ident will take office in August.

Obstacles to Colombia's economic and sociael progress include prob-
lems of land use and tenure, insufficient productive investiment,
an illiteracy rate of 38% combined with serious shortages of
schools, violence and banditry in certain rural areas, and over-
_crowded cities. The average increase of 3% in the Colombian Gross
National Product (GNP) has barely exceeded the population growth
rate of 2.8%. The rate of increase in agricultural production,
which was only 2% in 1960, has lagged behind the rate of
population growth.

Coffee provides an average of 75% of Colombia's export earnings.
Overdependence on coffee and & weakening of world coffee prices
have resulted in declining earnings of foreign exchange while im-
port needs have risen. A relaxation of previous austere import
restrictions was an added factor in bringing about a deterioration
of Colombia's balance of payments position during 1961. Colombia
is now dealing firmly with this situation. A need still remains
for increased expenditures and for the importation of goods and
technical services in connection with the government's development
progrem.

Self-Help and Social Reform

The Colombian Government's National Economic Plenning Council sub-
mitted a comprehensive 10-year development plan for review by the

It continues to emphasize its allegiance
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planned.

0AS Panel of Experts in December 1961. Portions of this plan are
already being implemented. For example, the education budget for
1962 is higher than the military budget for the first time in
recent history.

A tex reform law was passed in December 1960. Colombie now ob-
tains almost 50% of its federal budget from personal and corpor-
ate income taxes -- a high percentaege for a developing country.

A low-cost housing construction program has been launched to meet
mounting needs for urban housing. In 1959 housing starts were
3,000. In 1960 starts had risen to 10,000. For 1963, 40,000 are
An agrarien reform law, passed in November 1961, seeks
to promote wider land ownership, homesteading, and increaesed agri-
cultural productivity. The availability of good undeveloped land
will facilitate the implementation of the law.

U.S. Assistance Plans

Colombia's economic potential, its progressive attitude toward
social and economic matters, and the state of its national plan-
ning, mean that there is a real possibility of significant pro-
gress under the Alliance for Progress.

During the next year, however, Colombie is faced with significent
problems. It must deal realistically and firmly with the severe

balence of payments situation. It must vigorously implement the

recently enacted tex and land reform laws to achieve the benefit

these progressive measures promise. Its development plan will be
reviewed and evaluated by the International Bank for Reconstruc-

tion and Development (IBRD) and the OAS Panel of Experts.

If Colombia can meet these problems and challenges, the Agency
for International Development (AID) should join IBRD, IDB, and
other lending sources to provide increased external loan support
for the 10-Year Plan. Additional assistance under Food-for-Peace
programs is anticipated.

Proposed AID Program for FY 1963

If there is general agreement on the goals and procedures of
Colombia's 10-year development plan, the country will be eligible
for development loans. Specific development proposals and pro-
jects must await the review of Colombia's development plan and
will then be related to 1it.

Loané could assist further development of Colombia's agritultural
and mineral resources. This development is being promoted
through autonomous government corporetions, the Cauca Valley
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Authority and the Magdalena Valley Authority, whose integrated
approach to regional development is similar to that of the Tennes-
see Valley Authority. Thelr programs include the construction of
rural penetration roeds to incorporste a larger part of rurel
Colombia into the Colombien economy.

Loans funds will be needed to finence a plan for the construction
of 40 rurel health centers to serve four million Colombians liv-
ing in rural areas currently lacking basic health services.

Colombla’'s massive primary education campaign also needs further
assistance. This program promises to reduce the illiteracy rate
and to provide the primary education which will be the basls for
the expansion of modernization of the nation's economy. It calls
for building 22,000 primary clessrooms end training 16,200 teach-
ers over a four-year period. Colombia plans to spend over $59
million on this progrem. AID made a grant of $3,770,000 in FY
1962 to this program end additional assistance through loan or
grant is under consideration for future years.

Colombia's economic development willl require feaslbllity and engi-
neering studies to convert broad sector development plans into
projects suitable for loans.

The United States expects to provide in FY 1963 technical assist-
ance in support of Colombia's development goals in agricultural
production, housing, industrial training, primary education, and
rural health.

Accomplishments

Technical cooperation has been the chief form of help provided
Colombla in the past.

AID is now shifting from an emphasis on technical assistance to
development loans. These loens are given to support Alliance for
Progress development objectlves, related to long-range priority
goals.

AID 1s also extending a grant for & basic resources survey to pro-
vide date essential to effective implementation of the program.
An $8 million loan (August 1961) from the Development Loan Fund

arlaroed = b
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tural production.
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A development grant of $500,000 made in early 1961 for & pilot
project in self-help housing has stimulated progress in con-
structing middle and low-cost housing. Colombia hes now expanded
its housing program, financed partly from its own funds and
partly by loans from the Development Loan Fund (DLF) and the
Social Progress Trust Fund of the Inter-American Development Bank
(IDB). Colombien sources are providing about $51 million, the
DLF loan was $12 million, and the IDB loan was $15 million.
Through the Institute de Credito Terrltoriel, the principel
Colombian housing agency, 13,500 family units were constructed

in 1961, and 30,000 and 40,000 units respectively are expected

in 1962 and 1963.

U.S. assistance in malaria control has aided in the reduction of
the number of cases from 80,000 in 1958 to about 25,000 in 1961.
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AREA & POPULATION

Population (1961) ...
Annual Growth ....

Density per sq.mi.

AGRICULTURAL LAND

% of Total Area .....

Per Capita ..... sesen
POWER PER CAPITA ......

EDUCATION
Literacy Rate .......

Pupils as % of Pop. .
(Prim. & Sec.) .....

Pupils per Teacher
(Prim. only) .......

HEALTH
Life Expectancy .....

People per Doctor ...

BASIC DATA

Unit COLOMBIA

AVERAGE
{UNDEY. AREAS)

1000 sq.mi.
Mil.

*

No.

Acres

KWH/Yr

No.

Yrs.

No.

Lho
15,2
2.8

35

36

230

62

11

39

L6
2,900

2.4
4o

25

2.5

80

35

38

Lo

7,000

GENERAL ECONOMIC DATA

Calendar Years

Unit 1959 1960 1961 Est.
GROSS NATIONAL PRODUCT *
Total GNP (in 1960 Prices) .oveveeseeesss. $ Millions 3,754 3,850 3,960
Per Capita GNP ..eevvvrevernanaens cereaens Dollars 261 261 261
Investment as Percent of GNP «ceevececnen. Percent 21 23 n.a,
AGRICULTURAL PRODUCTION INDEX - TQTAL....... 1952-54=100 132 135 139
Index Per Capitl .ceeececeracscncsasannnns " 112 111 111
Rice 0 0008600 0000000 0000000000000 1000080, 1,000”1‘ )-122 hso h60
PETROLEUM PRODUCTION (crude) eeeecieevsoccecss " 7,410 7,713 7,465
COST OF LIVING INDEX (Bogota)......... veeees  1953=100 162 169 185
FOREIGN TRADE
Total Exports (£.0.be) seeececsaeas cereees $ Millions L7h Lés Ls5
COLFEE veevosvrvorrsraoncenssssssavosnnns " 363 33h 320
Total Imports (Cefofe) eevessevcencossaes. " 416 519 505
Trade BallnCe «e.vseeiveocsresasonanns " +58 - -
Trade with United States (U.S. data):
Exports to U.S. (£.0.0.) ceveeanes «.. $ Millions 3Lo 300 277
Imports from U.S. (£.0.b.) ceeveven.. " 206 2L6 239
Trade BAlanCe ....ccoeevecacoecss " +13L e +38
GOLD & FOREIGN EXCHANGE (end of year) ...... " 212 153 1Ll (Oet)
(Central Bank only) -Million Dollar Equivalents -
CENTRAL GOVERNMENT FINANCES # FY ending Dec. 31 1959 1960 1961 (Bud)
Total Expenditures ......ciieiiienennrvenrannronnse 345 392 L66
(Defense Expenditures) coveceeessenssscaasanes (L7) (52) (56)
(Capital Outlays) ....... teestenesennes ceerens (109) (126) (1%0)
Domestic REVENUES +.veieviierecnrrvrccnsrsnsscnnnns 318 365 L16
Budget Receipts from Non-U.S. Foreign Aid ......... =3 13
=15
Budget Receipts from U.S. Aid (Grants & Loans) .... 1 31
Remaining Deficit (-) or Surplus (+) .eeoc.. ceieenn =42 =29 -6
# - Converted at 6.7 Pesos per U,S, $.
a ~ Includes Central Government and "Decentralized Agencies " of the Central Government,
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Obligations and Commitments
(millions of dollars & dollar equiv.)

FY
(1946-61)

FY
1961

FY
1962

AGENCY FOR INT'L DEVELOPMENT - TOTAL...

Alliance for Progress:
Loans (DLF prior to 1962)eececesecs
I.D.B. Trust Fund Loanteesessescesse
Grants (T.C' prior to l96l)-o-onn-c
Supporting Asst.(DS/SA prior to 1961)
Other MSP EconomiCeccecscccccoscscces

FOOD FOR PEACE (P.L. 480)
Title I, Country UB6Beessovrssscccans
(S&les Agreements)....-..o.o..-.....
Title II‘.S..S.......5......"“‘.....
Title ITlecececccescsnscorecscscsnane
Title IV...........A........'.......'.

EX-IM BANK LONG-TERM LOANSecccoccccecse

OTIER U.s. Ecommc PRmRAMS.......C...

MILITARY ASSISTANCE (Programs)

MeAePe — Grant Aldececocessssccccccce
M.A.P. — Credit Assistance:cecececeee
Non-M«A.P. Military Assistanc@eceseee

ASSISTANCE FROM INT?!I, AGENCIES

SINO-SOVIET BLOC ASSISTANCE...«::e0....

U.S. DOLLAR LOAN REPAYMENTS
MSP & P.L. L8O LoBNB. cvevvererrarennas
Export-Import Bank.......covvveeeenns
Other Government LoBN6.......o00evsns

g/ Data classified.
b/ July-Dec. 1961.

Lo.5

25.0

15.3
0.2

51.0
(69.5)

26.1

169.0
2.8
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Country: PANAMA

Panama is an isthmus connecting the continents of North and
South America, with a population of 1.1 million and an area of
2G,100 square miles, slightly smaller than the State of South
Carolina.

The Panama Canal is the basls for the unique relationship be-
tween Panama and the United States and ‘1s the dominant feature
of the political and economic life of Panama. historieally,
the United States has been committed to the efficient operation
and defense of the Canal.

Country Background

The present government draws support from a number of loosely
Joined political forces. The administration publicly endorses
the Alliance for Progress and can be expected to provide the
country with political stabllity, if progress can be demon-
strated with its five-year economic development program.

Economic growth in Panamea has been good 1n recent years. The
Gross National Product (GNP) has risen at an average rate of
5.4% annually since 1951, or at an annual increment of 2.6% on
a per capita basis. Such growth has been due largely to pri-
vate investment, income from the Canal Zone, and expanding
tourist trade. The average per capita GNP 1s $L10.

Growth has, however, been uneven. Fifty-five percent of the
workers in Penama are in agriculture and receive but 25% of

the national income. The average per capita lncome of the
rural population is about $80 per year. Thirty percent of the
population is illiterate, and 30% of the children of school age
do not have facilities for schooling. Infant mortality is 57
per 1,000 live births.

Paname has & university, but it does not produce qualified
graduates needed for development in such filelds-as agriculture
and public administration.

There is one modern hospital in the country. Two-thirds of the
population live in housing deemed sub-standard.

Although there is an abundance of good agricultural land,

Panama is not self-sufficient in the production of foodstuffs.
If properly used, the land and human resources potential exists
to increase the production of baslc food crops and meet domestic
requirements by 1967.

Self-Help and Soclal Reform

The principal self-help steps taken by Panama thus far have
been in the flelds of taxation and planning. In December 1960
income tax rates were raised, a move designed to increase rev-
enues from $i4 to $5 million for each of the years 1961 and 1962.
In May 1961 the new Bureau of Planning and Administration, es-
tablished in the President's office, developed a five-year sec-
toral 1nvestment plan which emphasizes agrarian reform, public
health, housing, road and school constructlion, and electrifica-
tion. A comprehensive long-range country:plan has not yet been
developed.

In October 1960 the government established an Agricultural
Credit Bank. An Investment Guaranty Agreement with the United
States was ratified in January 1962 and is expected to improve
further the already favorable climate for forelgn private in-
vestment.

U. 8. Assistance Plans

The Agency for International Development (AID) emphasizes en-
couragement of the preparation of a long-range development
plan, with adequate priorities, to serve as a guide for invest-
ment. Such a plan should give priority to the development of
the interior provinces and to the lessening of Panama's depend-
ence on income generated by the Canal operation.

Until such a plan is perfected, we are supporting projects
which will have the greatest benefit to low-income groups and
which would probably have a high priority in any long-range
plan. Examples are schools, health centers, and self-help
housing. In addition, we are assisting Panama to carry out
surveys of basic resources and studles required for development
planning. An immedlate U. S. objective 1s to encourage the
adoption of further self-help measures and reforms which Panama
requires for the effective use of its own resources.

We anticipate that, when Panama recasts its lontherm develop-
ment plan in a comprehensive framework, additional projects will
become eligible for development lending. This should permit a
continual reduction of grants in favor of loans.

Proposed AID Program for FY 1963

The FY 1963 program must be viewed in the light of the assist-
ance made available to Panama in FY 1962. In that year Panama
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received a special grant of $5.9 million designed to give an in-
itial impetus to a number of projects included in key sectors of
Panama's five-year investment program.

Bocause ol Lhe subsltaintial assisiauce aiready made avallable to
Panama, it is proposed to reduce the FY 1963 grant program. The
new program will concentrate on a few key social projects in the
fields of education, health and housing, and will support programs
to stimulate agricultural production and improve government man-
agement.

Accomplishments

Five experimental units have been established in important agri-
cultural areas working with fruits, vegetables and livestock, both
with and without irrigation. Lsast year, farmers in four communi-
ties were organized to put more than 1,000 acres of land under
irrigation.

The United States has assisted in establishing a School of Agri-
culture in the University from which the first class of 1k will
graduate in 1963. There are now T2 students enrolled in this
school.

As an adjunct to increased farm production, a dual-purpose project
provides on-the-job training for road construction equipment oper-
ators and maintenance men while building farm-to-market roads.
Providing isolated farmers access to markets has encouraged them
to increase production beyond their own consumption needs. In the
year and a half since its inception, 42 men have been trained or
are in training and 45 miles of road have been constructed.

Construction of classroom facilities to enable all children to re-
ceive a minimum of six years schooling is underway. An aided
self-help program--to which the local communities are expected to
contribute at least 25% of the costs in labor and materials--has
been started.

During the past year, a joint project by AID and the Government of
Panama resulted in constructing and equipping of 82 schoolrooms in
17 rural communities.

In addition, new buildings and equipment or expansions of existing
facilities have been completed for six vocational and industrial
arts schools.

A self-help housing project conducted jointly by the Panama Hous-
ing Institute and AID has established a pattern for similar hous-

ing projects. Nineteen home owners have completed construction of
their own houses and 40 additional, costing $1,800 each, are
almost finished.

FINANCIAL DATA

Obligations and Commitments
(millions of dollars & dollar equiv.)

FY
(1946-61)

DEVELCPMENT — TOTALe..

— —

QENCY

SULasaV o

OR INT'I

Alliance for Progresst
Loans (DLF prior to l962)o¢...¢oo-c
J.DeBe Trust Fund 1oanBeececccccoce
Grants (TeCe prior to 1961)ececcce.
Supporting Asst.(DS/SA prior to 1961)
Other MSP Econom:j.c.........-.-.......

FOOD FOR PEACE (P.L. 480)

Title I, Country UBESecceccecscscsene
(S&les Agreements)............u....
Title Ileesescececseesaccccscesccscces

Title Illeeeevececsccsccorcccnncancas
Title IVeeesoeoseccescssocssccscnccns

EX-IM BANK LONG~TERM LOANS..ceececcccse

OTHER U.S. ECONOMIC PROGHAMSeececccccse
MILITARY ASSISTANCE (Programs)

M.A.P. - Grant Aldeeeescncecscccsccne
M.A.P. ~ Credit As6ls5tanCeeccccsscese
NOn—M.A.Po Mjhtm AsaistanCE..-....

ASSISTANCE FROM INT'L AGENCIES
IBRD - World Bank «........c... crees
Inter-American Develop. Bank
UN Tech. Assist.-CY ending in FY ...

OTHER FREE WORLD ASSISTANCE

SINO-SOVIET BLOC ASSISTANCE ......... ..

U.S. DOLLAR LOAN REPAYMENTS
MSP and P.L. 480 Loans
Export~Import Bank
Other Government Loans

.............

a/ July-Dec. 1961

17.
23.
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Country: PANAMA

BASIC DATA
AVERAGE
Unit PANAMA (UNDEV. AREAS)
AREA & POPULATION
ATEE vviviennrninnnnans 1000 sq.mi. 29.1 XXX
Population (1961) ... Mil. 1.1 XXX
Annual Growth ..... % 3.0 2.4
Density per sq.mi. No. 37 Lo
AGRICULTURAL LAND
% of Total Area ..... % 13 25
Per Capitl «ceeceeeen Acres. 2.3 2.5
POWER_PER CAPITA ...... KWH/Yr 247 80
EDUCATION
Literacy Rate ....... % 70 35
Pupils as % of Pop.
(Prim. & Sec.) ..... % 16 9
Pupils per Teacher
(Prim. only) ....... No. 29 38
HEALTH
Life Expectancy ..... Yrs. 62 ko
People per Doctor ... No. 2,780 7,000

GENERAL ECONOMIC DATA

PANAMA

Calendar Years

Unit 1959 1960 1961 Est.
GROSS NATIONAL PRODUCT *
Total GNP (in 1960 Prices) ..... Ceeterenes $ Millions Loo L18 Lus
Per Capita GNP ....c.oeeeennnn. Ceererenrans Dollars 389 396 L10
Investment as Percent of GNP ......... Percent 15 17 n.a.
AGRICULTURAL PRODUCTION INDEX - TOTAL....... 1952-54=100 12l 123 127
Index Per Capita .....cc... evererenaans cee " 104 100 102
RiCE, TOUZN eeeevevecovsossosonvavovacsonns 1,000 MT 119 115 118
ELECTRIC POWER PRODUCTION ...evvveeevevcesee Mill. KWH 242 260 297
COST OF LIVING INDEX (Panama City) ......... Dec.1953=100 99 99 n.a.
FOREIGN TRADE®
Total Exports (£.0.b.) eeereeeceans cheenee $ Millions 92 100 115
Bananas (Excl,CoFeZ ).veveoocconncccosns n 2L 18 17
Total Imports (Celef.) vevereeeieeeenencas " 155 174 198
Trade BAlANCE «vveveerrecececansasane " ) - 83
Trade with United States (Excl. C.F.Z.)
Exports to U.S. (£.0.b.) .veuenen vee.  $ Millions 25 2L 22
Imports from U.S. (f.0.b.) «ovouenn.. . " 90 89 106
‘Trade BalanCe «..oeeeeeeenness .e " %5 35 =2in
GOLD & FOREIGN EXCHANGE (end of year) ..u... " Lo.2 3L.5 29.0 (Sep)
(Deposit Money Banks) -Million Dollar Equivalents -
CENTRAL GOVERNMENT FINANCES * FY ending Dec. 31 1959 1960 1961 (Bud)P
Total ExpenditUures .e.veeeeeeeerocesococacscnoonnns 66.6 66.6 7.6
(Defense Expenditures) ........ tieesesceaasane (1.1) (1.1) (1.1)
(Capital Outlays) ....oveeunnn. cererrecneasans (9.6) (9.0) (13.0)
DOMESEIC REVENUES «tvvveerrnenconsnoensnsascasons . 51.6 58,0 61.2
Budget Receipts from Non-U.S. Foreign Aid ......... 0.5 -0.4 1.6
Budget Receipts from U.S. Aid (Grants & Loans) .... 2.l 8.0 c.L
Remaining Deficit (-) or Surplus (+) seveeeeenvacn. -5.1 -1.0 ~3.L

% - Converted at 1 Balboa per U.S. $.

a - Includes Colon Free Zone.
b - Revised,



Country: VENEZUELA

Situated on the northern coast of South America, Venezuela 1s
about & third larger than Texas in size and has a population of
approximately 6,900,000. After years of dictatorship, Venezuela
oW has u democratically elected constitutional government headed
by President Romulo Betancourt.

Venezuela has been an outstanding leader in the Alliance for
Progress. The concrete steps already taken under the Betancourt
administration to promote social reforms and economic develop=
ment along the lines envisioned by the Alliance are considerable.

In the economic realm, U.S. total trade with Venezuela is greater
than with any other country in Latin America. It supplies the
United States with approximately 60% of our oil imports and 30%
of our iron ore imports. United States private investment of
country in the world except Canads.

Country Background

Venezuvela's history has been characterized by a rule of dictators.
Basic needs of the people were largely ignored. The present
Betancourt coalition government, which came to office in Febru-
ary 1959, represents the longest democratic era in Venezuela
history. Since that date, it has initiated 2 series of progrese~
sive social reform and economlic development measures.

Venezuela 1s a country which has an extraordinary growth
potential. During the 1950's, intensive exploitation of its pe-
troleum and iron ore resources, together with substantial growth
in manufacturing end commerce produced remarkable economic growth,
averaging 8% per annum.

Depsite the highest per caplita income in Latin America, the pattern
of income distribution is extremely uneven. By 1958 about 10% of
the income earners received one-half of the total national income.
At the other extreme, about 50% received only sbout one-tenth of
the income. Even today, the poorer half of the population is
living close to subsistence levels with per caplta income of about
$150 per year. In the countryside, the average income of 400,000
families is around $300 a year. The conditions in rural areas
have caused a rapid shift of population to the cities where eco-
nomic opportunities appear better. In the ten-year period ending
1960, cities increased in size by 50% while the rural aress grew
in population by only l4%. At present, 70% of the Venezuelan
people live in urban areas. This urbanization has created tre-
wendous social and economic problems.

The housing shortage is estimated at about 800,000 units - an
immense flgure for a population of seven million. As of 1959-
1960 about 600,000 femilies were without notahle water supply
and over 700,000 familes lacked sanitation facilities. In 1958
half of the adult population was estimated to illiterate and 40%
of the school-age children were not attending school. Of those
who attended, the majority did not complete the first three
grades of primary school.

During the past several years, Venezuela has been in a serious
economic recession. Since Venezuela is the world's largest oil
exporter, the growing world oil surplus, with consequent price
reductions, has seriously damaged the economy, which is heavily
dependent upon such income. In addition, widespread apprehension
over political changes in Venezuela since 1958 has caused a
drastic reduction in new foreign investment and a serious flight
of capital. Venezuela's second industry - construction = has
also declined markedly due to sharp curtailment of monumental
public works and a reduction in private housing starts. Unem-
ployment has risen steadily and now stands at 12% of the labor
force. The serious lack of growth is indicated by the fact that
in 1960 and 1961, Gross National Product (GNP) grew only 1% per
annum while population grew a little more than 3% resulting in
an actual decline of about 2% in per capita GNP.

Self-Help and Social Reform

‘Development Planning.

Confronted with social and economic problems of such staggering
proportions, the Betancourt Govermnment has moved vigorously to
improve the general welfare and stimulate basic economic develop~
ment. It initlated a comprehensive agrarian reform program in
March 1960, and greatly expanded the education system. Moreover,
the Government established a development plan which is revised
annually to cover the succeeding four years. The following
neasures have been taken as a part of President Betancourt's
progressive program:

Agrarian Reform. In march 1960 Venezuela adopted a land reform
program which has already resettled 40,000 families on 3,000,000
acres of land. This comprehensive program is a model for all
Latin America. During his trip to Venezuela, President Kennedy
distributed land titles under this program.

In 1961 Venezuela completed a comprehensive,
four-year national development plan. It is expected that this
plan will be presented to the Organization of American States (OAS)
parel for review in the next few months. It calls for GNP in-
crease of 7% - 8% per year.
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Public Administration. In July 1961 the salaries of the
government officials were cut S5%.

Education. Since 1958 primary school enrollment has increased
well over 50%; secondary school enrollment has doubled; teacher
training enrollment has quadrupled. Primary school enrollment has
increased from 751,561 to 1,223,314} secondary school enroll-
ment from 55,194 to 105,000; teacher training enrollment from
8,260 to 31,6L1l; vocational school enrollment from 19,357 to
41,419; teachers in service increased from 26,230 to 45,132.

Tax Reform. In February 1961 tax rates were raised and an
estimated annual increase of $60 million in revenues is projected.

Housing. 1In November 1961 savings and loan associations and an
Urban Mortage Bank were established to assist in the housing
effort.

Free World Assistance. Current prospects are for significant
amounts of assistance during 1962-1963 from Western European and
Japanese public and private sources.

U.S. Assistance Plans

The Agency for International Development (AID) program proposes
to join with other Free World sources of assistance in order to
enable the Venezuelan Government to continue important social
development projects such as housing, education, land reform and
agriculture. These projects are vital to improved political
stability and confidence in the Venezuelan economy, essential cone
ditions of development. Venezuela is making impressive advances
along the path of the social reforms called for by the Alliance
for Progress. The United States will work with the Venezuelans
to improve these programs and institute other self-help measures
with public administration reform.

Proposed AID Program for FY 1963

Following are examples of the highest priority activities to which
AID will attempt to address itself during FY 1963, through loans
and grants. Approval of specific loans will depend on the com=
pletion of feasibility and englneering studies and the meeting of
other conditions.

Agrarian Reform. A community development loan, designed to help
improve living conditions and stabilize the population in rural
areas.

.Economic Planning.
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Venezuelan Development Corporation. A loan to the Venezuelan
Development Corporation for reloan to private industry.

Commerical Agricultural Development. Development grant assist-
mce for establishing a comprehensive land-use system, for sub=-
stantially increasing agricultural extension offices, and for
encouraging large-scale production of rice, corn, frult and
coffee.

Vocational Education. Development grant funds to provide large-
scale training of skilled industrial workers, teacher training
in vocational education and spectal on-the=job training courses.

U.S. economic advisers and short-term con=
sultants to assist the Government of Venezuela's Economic
Coordination and Planning Office in problem areas of national
planning, to train necessary technicians and to help improve
intra-government liaison.

Public Administration. Development grant funds to assist the
Government of Venezuela Public Administration Commission to
develop a cadre of Venezuelan administrators and instructors to
train annually 400 lower and middle echelon public servants in
certaln specialized fields.

Labor Programs. Under a three-year program initiated in FY 1962,
technical training for 1,000 Government of Venezuela labor of=~
ficals. In addition an effort will be made to assist in improv=-
ing the skills of 50,000 urban workers and in training labor
officials in both leadership and labor-management government
relations.

Accomplishments

The program in Venezuela will be concentrated on selected social
development projects designed to improve political stability and
move Venezuela toward the day when restored confidence in the
economy will permit it to finance all development from its own
resources.

To assure that any assistance to Venezuela conforms to criteria
established by Congress and the new administration, a special U.S.
Team worked intensively for three months with Venezuelan Federal
and State planning and operating officials to define key develop-
ment problem areas and develop proposals for priority assistance.
The US AID Mission, working with the Venezuelan Government, then
formulated a cooperative developmental program.



Cowntry: VENEZUELA

The success of U.S. efforts thus far, particularly those of an
advisory nature, has been reflected in significant policy changes
of the Venezuelan Govermment in areas related directly to AID
objectives.

As a practical matter, advice by U.S. officials has played a
large part in effecting these necessary changes. Due in large
part to U.S. efforts, the Government of Venezuela now recognizes
that agrarian reform can be fully effective only if coupled with
agricultural credit to farmers and adequate technical assistance
designed to proved training in technical schools aimed at in-
creasing agricultural production and establishing a comprehensive
land-use system; the Minlstry of Education now has come to accept
the concept of developing milti-purpose secondary schools which
would include vocational training in thelr regular curricula; and
the president of the Agricultural Bank, working with AID, the
Rockfeller Foundation and the Council of Rural Welfare, has devel-
oped a sound program for supervised agricultural credit.
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FINANCIAL DATA

Obljigations and Commitments
(millions of dollars & dollar equiv.)

FY
1946-1961

FY
1961

1962

AGENCY FOR_INT'L DEVELOPMENT — TOTAL...

Alliance for Progress:
Ioms (DIAF‘ pl‘ior to 1962).......n00
I.D.B. Trust Fund loansS.cceccsscecse
Grants (T.Ca prior to 196l)n.-aaaoo
Supporting Asst.(DS/SA prior to 1961)
Other MSP EconomiCececccccccscsccsccss

FOOD_FOR PEACE (P.L. 480)

Title I’ Countl"y [1£:7-3 - 7O
(S&leﬂ Agremerlts)on...nn..aaoooaaoo
Title Ilecceccceoceccctoncecncasccoase
Title III.aaacoa..-aoa.ancncoa..ouu.c
Title IVeeeeoncescscosccoscssscncccsnes

E_x—m BANK Lom—'lm LOANS...-.........

OTHER U.S. ECONOMIC PROGRAMS.cecessssss

MILITARY ASSISTANCE (Programs)

M.A.P. - Grant Aidaaaoo.noooocnn.oooo
M.A.P. ~ Credit Assistance._......u-.
Non-M.A.P. Hﬂi‘t&l’y Assistanceccecees

ASSISTANCE FROM INT'L_AGENCIES

IBRD = World Bank
International Finance Corporation .
Inter=American Develop. Bank
UN Tech.Assist.-CY ending in FY ...
UN Special Fund

OTHER FREE WORLD ASSISTANCE .

SINO-SOVIET BLOC ASSISTANCE sccvccec..

U.S. DOLLAR LOAN REPAYMENTS
MSP and P.L. 480 Loans
Export-Import Bank
Other Government Loans

July-December, 1961.

a/
Data classified.

b/
¥  less than $50,000.
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VENEZUELA

Country: VENEZUELA GENERAL ECONOMIC DATA
Calendar Years
BASIC DATA Unit 1959 1960 1961 Est.
GROSS NATIONAL PRODUCT *
AVERAGE Total GNP (in 1960 Prices) ....eveeeuuese. $ Millions 7,053 7,152 7,200
Unit _ VENEZUEIA (Unoev. AREAS) Per Capita GNP teeeveeererronsnnnsas ceeens Dollars 1, 083 1,066 1,0).10
AREA & POPULATION Investment as Percent Of GNP ..iveeeeenen. Percent n.a. n.a. n.a,
ATea cvvviiiiinennans 1000 sq.mi. 352 XXX AGRICULTURAL PRODUCTION INDEX - TOTAL....... 1952-54=100 131 L2 148
Index Per Capita «vovevserens ceressensecna " 109 115 117
Poplﬂ.ation (1961) cee Mil. 6'9 XXX Corn 0000000000 crrecreosrcs0eronsesssseine l’omm 335 399 ’-139
Annual Growth ..... % 3.2 2.4 MINING PRODUCTION INDEX cevcececocaccovoscos 1953=100 179 192 193
Density per sq.mi. No. 20 Lo COST OF LIVING INDEX (Caracas) .ecece... ee. 1953=100 108 112 110
FOREIGN TRADE
AGRICULTURAL LAND Total Exports (£.0.b.) sveeeeennnns eveeess  $ Millions 2,369 2,L32 2,Lo0
Petroleum and products se.eevececccences " 2,174 2,210 2,230
% of Total Area ..... % 17 25 Total Imports (Coiefe) cevevnnvenerennnnn. " 1,577 1,188 1,020
Trade BalanCe .cooeuseceeerenncnnenns " +792  +L,2LL +T,380
Per Capita ..... PR Acres 6 2.5
Trade with United States (U.S. data):
Exports to U.S. (£.0.b.) vevvvennnnnn $ Millions 8%0 9L8 893
POWER_PER CAPITA ...... KWH/Yr 61 80 Imports from U.S. (£f.0.1.) vevrvuvenn. " 739 550 L92
Trade BalanCe voeivrevevevnaesas " +151 +398 +501
EDUCATION GOLD & FOREIGN EXCHANGE (end of year) ...... " v 586 667 (Nov)
Literacy Rate ....... % 51 35 -Million Dollar Equllé‘;.k;égu:
CENTRAL GOVERNMENT FINANCES % 1958/59a 1959/60a 1962 (Bud)
Pupils as % of Pop. .
(Prim. & Sec.) ..... % 12 9 Total Expenditures «..oceceecesesvonneeseeoannnnnns 1,863 1,8LL 1,900
(Defense Expenditures) «ovveeseenseeannoananns (178) (180) (165)
Pupils per Teacher (Capital Outlays) ceiveiieiinennsnacnsnnnnsnss (n.a.) (n.a.) (7L2)
(Prim. only) ...... . No. 37 38
DOmMEStiC REVENUES + o tvenriotsrteecnonnesonraanoans 1,584 1,52} 1,590
HEALTH‘ Budget Receipts from Non-U.S. Foreign Aild ......... n.a. 140 177
Life Expectancy ..... Yrs. n.a. ho Budget Receipts from U.S. Aid (Grants & Loans) .... - - LS
People per Doctor ... No. 1,295 7,000 Remaining Deficit (-) or Surplus (+) veevevnn.. cee n.a. -180 -88

* - Converted at 3.35 Bolivares per U.S. $.
a - FY ending June 30.
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NEAR EAST AND SOUTH ASTA

The United States has major lasting interests in the Near East and
South Asia. Of first importance, this region has the world's
largest non-Communist population and 1t is rising to the challenge
of economic development. The area supplies much of the oill essen-
tial to Free World economic strength. Vital trade routes and
lines of communication cross it. It is an obJect of major Sino-
Soviet bloc efforts to expand into the Mediterranean countries,
South Asia and Africa.

Throughout this diverse area U.S. objectives can be achieved over
the long haul only if the challenge of the Decade of Development
is successfully met. Economic progress will not only reduce the
need for short-run support programs but will more surely promote
our essential political and military interests in the region. If
progressive changes initiated by governments of the Near East and
South Asia can be continued and in some cases advanced, a major
shift can occur toward truly long-range development.

Both the current and proposed U.S. aid programs reflect this
desired shift. A large volume of supporting grants may now be
eliminated or sharply reduced. Development lending should be
further increased. In the past year AID has used to good effect
its authority to make long-term commitments and intends to rely
upon it further in the coming fiscal year.

Economic Assistance to Near East and South Asia Region

(in millions of dollars)

FY 1961 FY 1962 FY 1963

Actual Estimated Proposed
Development Grants 68.6 63.5 78.0
Development Loans 377.5 634.1 850.0 - 950.0
Supporting Assistance 284.1 206.9 100.1
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The Need for Development

The goal of both the United States and of the peoples of the arees
is to bulld strong, stable govermments throughout the entire
region -- governments capable of achieving economic progress and
of preserving theilr own political independence. 1In these days no
government dependent on popular support can long survive unless it
is able to assure its people that they can raise thelr low gtand-
ards of life.

Although living standards vary, the majority of people live at the
edge of subsistence. In virtually all these countries, the lead-
ers intend to -- and indeed must -- tske an increasing interest in
expanding their economies. Growing numbers now hold the convic-
tion that better things can and should be theirs. This conviction
has been fed by new world-wide contacts and by the stimulation of
national independence.

The pressure for progress 1s, of course, stronger in certain coun-
tries than in others, but it is important in all the major coun-
tries of the area. 1In the face of the Communist drive for world
domination, the need to take effective action is urgent. The
area's progress must be real, and it should be clear that it has
genuine "western support. Independent governments -- both those
oriented to the West and those that are not -- must offer convinc-
ing assurance that their people's basic aspirations will be satis-
fied. If not, dangerous experiments will find favor.

This i1s not remote. Within democratic India, during the Second
Five-Year Plan, the State of Kerala was governed for a time by a
Communist cabinet. In a subsequent election the Communists were
defeated only narrowly. There is abundant proof that without
achievement by non-Communist programs, support for radical and
tyrannous systems can come swiftly. Such forces are cleary at
work in at least three countries. While not overtly active in
several others, they are known to exist. It 1s a dangerous mis-
take to underestimate the potential appeal of radical measures in
the absence of effective programs for progress from established
regimes. )
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The Sino-Soviet bloc, recognizing the great appeal of economic
development, has directed about three-fifths of its economic aid
to this part of the world.

Prospects for Progress in the Decade of Development

Achlevements of the recent past hold considerable promise for the
sixties belng a real decade of development. Fortunately, the
major countries of the Near East and South Asia have all shown
that they understand what i1s required of them to start down the
road of progress. In varying degree, these governments have
undertaken the difficult measures needed to accelerate soclal and
economic change.

A1l need comprehensive programs capable of increasing investment
and of sustalning rising per capita income. Particular attention
must be pald to education, to tralning of technical and mana-
gerial personnel, to reform and to development of economic insti-
tutions.

Few countries of the region have the resources to mount an ade-
quate development effort without some outside assistance. Per
capita output in most averages belqw $150 per year — in some
cases well below $100. It is particularly difficult to raise
these figures when the population is growing rapidly, as it is in
most of these countries, and when subsistence agriculture is the
source of income of a msjority of the population. The people are
often unwilling to depress thelr very limited consumption further
in order to finance national investment.

To compound the difficulty, investment must often compete with
substantial military establishments for limited government reve-
nues. As Ilncomes actually rise it should be possible to mobilize
Increasing sums for development, so that ultimately growth can be
gelf-sustaining.

Some countries in the region began their drive for progress sev-
eral years ago and can now report substantial accomplishments.
India and Pakistan have carried out land reforms, and raised the

level of tax revenue by 115% and 37% respectively, in the past
five years alone. Turkey has increased its tax revenue by l3l$,
Israel by 151%, Greece by 54% and Iran by 187%. In most cases
the increases exceed the growth of the economy by a wide margin.

Both India and Pakistan have limited their militaery expenditures
in order to expand development. Between 1956 and 1961, India's
military budget fell from 20% of total govermment outlay to 15$.
Development expenditures remsined at 444% of the rising total. Im

‘Pakistan the military dropped over the same period, from 38% to

28% of the totel, as development rose from 37% to 41%. Paklstan
has adopted a number of measures to stimulate private develop-
ment activity. The government has liberalized price and material
controls, granted tax concessions to domestic and foreign inves-
tors, reduced subsidies and controls, and adopted export incen-
tives. Turkey has carried out a drastic currency reform and
stabllization program, laying firm foundations for sound expan-
sion of development activity. In Iran a start has been made
toward stabllization and budget reform.

Much remains to be done -- more in some countries than in others.
Sti111, the actions teken to date are impressive. They give hope
for steady progress over a period of years.

Several countries of the region have worked through the medium of
comprehensive, long-term plans. Others -- and Israel i1s an out-
standing example -~ have achieved great consistency and effective-
ness through thelr annual budgetary processes, careful plenning
of individuael programs and a continuously evolving economic
policy.

In practice, many countries have found it useful to use a plan
framework projecting ahead for several years in order to focus
national attention on the merits of the goals proposed and on the
relationship between the domestic measures needed and the
achievements sought. Such a plan also provides a convenient
framework for considering the country's needs for external assist-
ance and the adequacy and realism of 1ts tax, investment, and
other self-help measures.
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Virtually all of the larger countries now have multi-year develop-
ment plans either under way or in draft. Both India and Pakistan
are carrying out five-year plans which have been reviewed and gen-
erally endorsed by consortia of several Free World developed
nations, under leadership of the International Bank for Recon-
struction and Development. We have made commitments to India and
Pakistan going beyond one year, and we expect to make similar com-
mitments to other countries. In both India and Pakistan, our
abllity to do so provides a more adequate basis for orderly plan-
ning and phasing of their development. It contributed to our
success in securing maximum contributions from other developed
countries now aiding both. To date our commitments, and those of
other lending countries, have been for two-year periods only.

Turkey and Iran are now preparing comprehensive development plens,
both of which are to start in the coming year. The two govern-
ments have identified important reforms which must be made. Both
recognize the need to further mobilize their own resources for
development. There i8 reason to expect that the two programs will
provide proper frameworks for outside support, and that Turkey and
Iran will be able to carry on their work effectively if given
assistance and encouragement.

Greece and Israel have not adopted detailed long-run plans but
both are meking good use of the resources available to them and
both are achieving progress. Israel is increasing its output as
fast as almost any country in the world, with the help of a large
inflow of capital.

Egypt has an elaborate and ambitious development plan. However,
it 1s to a considerable extent based on nationalized enterprise
and 18 very large in relation to resources avsilable.

In other countries of the region, organized economic development
efforts are less advaenced, but progress is seen in some important
areas. Afghasnistan -- with extensive outside help -- is drafting
a proposed second Five-Year Plan. Jordan, too, has drawn up a
Five-Year Plan with the help of outside advisors, largely from the
United States. Since withdrawing from the UAR, Syria is taking
measures to liberalize financial and trade policy. Syria plens to
restore the private sector to a greater role than it played during
the country's former association with the UAR. Other area nations
giving increased attention to development needs are Cyprus and
Nepal.

Increased AID FEmphasis on Development

FY 1963 will see further steps in the transition from short-run
military and political support to an emphasis on long-term devel-
opment. This chenging emphasis is summarized by the reduction in
proposed Supporting Assistance to $100 million, less than half
the $206.9 million level of FY 1962, and the proposed increase in
Development Lending from $634 million to a range of $350 - $950
million.

Up to now, U.S. grants of Supporting Assistance have been needed
in Greece, Turkey, Iran and Pekistan to maintain the military
forces to meet the threat of aggression and to assist those
nations' economies t0 bear the extra burden.

The strengthening of the economy of Greece in the past few years,
the organization of a successful consortium in support of the
Pakistan development effort, and the start of a new plan period
for Iran create the opportunities to shift on a sound basis from
supporting assistance to development aid during FY 1963. Simi-
larly, planning being done in Turkey raises a like possibility
for some future date.

While we are determined to increase emphasis on long-run economic
development and reduce the short-term military and political sup-
port as quickly as possible, we cannot ignore immediate military
and political threats. Military forces in same countries form a
part of our collective security alliances. In others, such as
Iran, a constant threat is obvious.

It is Imperative that the shifts In emphasis do not disturb either
our close relatione with these countries or their confidence.
Changes from grant assistance, in fact, can best be made where
sound development programs are involved and sufficient develop-
ment lending is available.

Conflicts Between Countries in NESA

Within the region there are a number of disturbing political dis-
putes that cause national treasure and energies to be diverted to
military uses. Each offers the Sino-Soviet bloc opportunities to
realize strategic advantege.

The most pressing conflicts are those between Israel and its

97 Arab neighbors, between India and Pakistan over Kashmir, and
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Afghanistan's dispute with Pakistan over the status of the Pushtun
tribal area.

The Arab-Israel -hostility has drained resources of both sides and
haes distorted the region's potential for economic interdependence.
The Soviets have seized on the issue, posing as friends of the
Arab world.

Hostility between India and Pakistan centers around which country
should govern Kashmir. While the Ten-Year Indus Basin Project
may resolve the two countries' serious dispute over irrigation
water, Kashmir remains a major source of contention.

The Afghan-Pakistan dispute took a turn for the worse last Fall,
when the border between the two countries was closed. Not only
did this cut off Afghanistan's significant trade, but it became
almost impossible to deliver U.S. ald supplies to Afghanistan.

Our main means for attempting to resolve these issues remain
diplomatic. We seek through all possible channels and at every
opportunity to persuade Israel and the Arab countries to resolve
their specific issues and arrive at a stable acceptance of their
respective status. We have extended good offices to Afghanistan
and Pakistan in an effort to work out agreement on a formula for
reopening the border and restoration of normal relations. We have
repeatedly and at the highest levels urged the leaders of India
and Pakistan to work out a reasonable agreement on the status of
Kashmir.

The Sino-Soviet Bloc Economic Offensive

Since the Soviet bloc economic aid offensive was launched in 1955,
it has been heavily concentrated in the Near East and South Asia.
The total committed in this region to date by the bloc is about
$2.6 billion, representing about 60% of all Soviet foreign economic
aid. This bloc assistance is concentrated in amounts and times to
produce the maximum political effect.

In India, the aid from Russia and the satellites has been consider-
able. However, it has been used to a large extent to meet im-
portant planned needs. It has, therefore, tended to reduce the
level of ald which might have been required from the Free World
for India. Although bloc aid has afforded a focus for effective
propagande, it has ngt been sufficient to create the prospect of
Communist domination.

In Nepal, Ceylon and the UAR bloc programs have been larger in
relation to the slize of the economies than in India, in the last
two cases having significantly altered trade patterns. Heaviest
relative concentration of bloc did in the region has gone to
Afghanistan and Yemen. In all such cases U.S. ald programs take
into consideration the desirability of keeping alternative sources
of assistance open or of forestalling virtual loss of a country to
Soviet domination.

Proposed Program for FY 1963

The major countries in the Near East and South Asia have made
serious efforts this year toward thelr own economic development,
encouraged in part by Presldent Kennedy's proclamation of the
Decade of Development. Consequently, the United States must be
prepared to joln with other developed countries to support
effectively those serious economic development programs that are
underway or will be launched during 1963.

In FY 1962, U.S. development lending, largely in support of such
programs, 1s expected to nearly double the 1961 figure, $669.1
million compared to $377.5 million. For FY 1963 it is proposed
that the development lending level be increased to between $850
and $950 million.

Development Grant programs of $78 million are proposed for the
coming fiscal year, an increase over FY 1962 of $14.5 million.

Generally, Supporting Assistance may be reduced as development
programs make themselves felt. Thus it is proposed that in FY
1963 this category of help be reduced from the $207 million level
of FY 1962 to about $100 million, in some cases being terminated
altogether.

Development Lending

In general the major countries of the Near East-South Asia region
are either well along in development programs or are closely
approaching the transition to major development financing, in both
cases with the United States acting in concert with other in-
dustrialized countries and with financing institutions. Although
predictions carry their hazards, the situation is sufficiently
promising that it 1s in the U.S. interest to be in a position to
act on a substantlal volume of loans to such nations. On the
other hand, it 1s not in the U.S. interest to omit attentlon to
the whole range of country prospects in the area. Accordingly

it 1s necessary to plan on a number of meritorious requests for
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loans from countries wiich Jusbify Ulem ot various grounds, in
almost all cases for specific development projects. Occasionally,
program loans -- those used to finance imports needed in de-
velopment programs -- may be used where sound development will
thereby be fostered.

Development Grants

Although several nations have developed extensive domestic techni-
cal skills and can now provide for such outside technical assist-
ance as is needed from their own budgets without grant aid, the
proposed total for FY 1963 is greater than for FY 1962. The
difference represents promising new programs in some countries,
continuance in others, and shifting of emphasis from Supporting
Assistance.

Throughout the region it is our goal to eliminate all grant
projects that will not make truly substantial contributions to
the economies and to national independence of the countries in-
volved. All projects will be under continuous review to make
certain that they meet the new criteria. Some projects cannot be
terminated immediately, but any projects not meeting the criteria
will be eliminated as soon as possible. AID mission directors
know that they will be held responsible for the quality of every
activity.

The .main purposes of our Development Grant programs are to assist
the host governments in planning development programs, economic
policies, and important sector programs; to establish educational
institutions adequate to meet future needs for technical and
managerial personnel; and to train and advise present technical
and managerial personnel responsible for important activities.

A well planned and executed grant program 1s an important precursor
and complement to the loan program in most countries.

Supporting Assistance

As already noted, Supporting Assistance grants for this reglon are
expected to be sharply reduced in FY 1963, in fact by more than

half and including some terminations. It is plain, however, that
reduction would be unwise if countries affected were not prepared

to make real progress in their own development. The end of
Supporting Assistance represents graduation to a status more
nearly approaching self-sustaining capability but in which loans
or development grants are still required to foster sounder
economic growth. In all cases, of course, shift to loans instead
of grants is a prime obJjective. The proposed amounts for
Supporting Assistance in FY 1963 are considered minimal in terms
of U.S. interests in the regilon.

Aid From Other Developed Free World Countries

Other developed countries of the Free World and international
financing institutions have greatly increased their aid in this
region. Their initial commitments to India's new Five-Year Plan
almest equal their total contributions to India's two earlier
plans, and commitments made to date are only for the new plan's
first two years. Their commitment to earlier plans was $1,322
million and to the first two years of the new plan $1,241 million.
A similar pattern is true of pledges to Pakistan, with $Lu5
million pledged for FY's 1962 and 1963. In addition, ten-year
commitments have been made to the Indus River Basin program.

As additional countries evolve sound development programs, larger
contributions can be expected. The consortia sponsored by the
IBRD for India and Pakistan have resulted in increased contribu-
tions to those two countries. It 1s anticipated that the OECD
will lead efforts for similar help to others in the area.

Various nations have offered other aid on their own which furthers
U.S. interests , German assistance to Afghanistan and to the
Euphrates Dam in Syria is particularly helpful. The past year's
achievements, then, inspire confidence that the Free World's
other developed countries will play increasing roles in Near
Eastern and South Asian development.



Country: INDIA

Indis is not only the second most populous nation, it 1s one of
mankind's oldest civilizations. Yet the land area is only a 1lit-
tle more than one-third that of the United States. This means
that India has an average of almost 350 persons per square mile,
compared with 55 in the United States. Nevertheless, during the
10 years between 1951 and 1961, per capita income has been raised
slowly but steadily.

The major reason ig-that India has made monumental efforts to
achieve rapid economic development. The country has worked within
a parliamentary framework, and its accomplishments hold major
importance for the United States and the Free World.

Pregent day India is a mixture of the old and the new. After 10
years of strong effort in development, India's economic situation
is also a mixture of progress and promise. Although 83% of the
population live in some 550,000 villages, India has a great urban
population and a sizable industrial establishment. In industriel
output India ranks among the top 10 nations. It 1s a major iron
and steel producer, and is expanding in these fields. Manufacture
of cotton textiles is the nation's largest single industry. Jute
products and tea are principal exports in dollar velue. Fertiliz-
ers, chemicals and pharmaceuticals are also lmportant industries.
Indian railways comprise the fourth longest system in the world.

In languages, religions and culture India has greater diversity

than all of western Europe. Fourteen main languages and several
hundred dialects are spoken. Hindus constitute about 85% of the
population, Muslims 10% and there are significant minorities of

Christians, Sikhs and Buddhists. Partition of the subcontinent

into India and Pakistan was largely slong religious lines.

while it is true that India's labor force includes a vast surplus
of unskilled labor and that there is an acute shortage of techni-
cal and mansgerial talent, it 1s also true that new 1deas are
taking hold and a new class of educated people 1s emerging.
Shortages in a number of categories of trained manpower hamper
rapid economic development, but at the same time developmentsal
efforts have demonstrated skill and determination.

Because of India's size and the relative success of her economic
development program, there are real prospects for greatly
expanded trade and investment between our two countries. Should
India fail, hopes for success through parlismentary means would
be dimmed throughout the entire underdeveloped world. Viewed
against the staggering problems which confronted India at the
time of partition, the galns made since then are both impressive
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and of mejor lmportance to the United States and to all those who
believe in democratic concepts.

From the population standpoint alone, India is the dominant coun-
try of South Asia; her people comprise 14% of the entire world
population. Considering that the country contains the bulk of
South Aslan resources required for industrislization, India's
advancement takes on added significance.

Politically, India is the most influential of the non-aligned
nations. During the 1l years since its independence, India has
been engeged in a massive struggle to create from its divided
and polyglot population a unified modern state having a vigorous
economy that will afford its hundreds of millions of people a
better life. 1In a sense this struggle 1s an experiment. If
India succeeds in building a modern state without resorting to
authoritarian methods, the example will provide inspiration for
other nations and peoples; 1f 1t feils, authoritarian govermment
could offer the alternative.

U.S. goals in India are to help in the building of an economi-
cally viable, stable nation that can maintain its independence.
Under those conditions, we are confident of a sympathetic under-
standing between the people of India and those of other free
peoples.
Country Background

During the past decade India has been making progress in develop-
ing its materlal and human resources. Two effective Five-Year
Plans have been carried through, and while the average annual
rate of per caplita Income increase has been only 1.6%, total
national income has risen by 42%. India's industrial base has
broadened, with capacity expanded in steel, power, transport,
heavy machinery, and consumer industries. Despite a major effort
to develop the heavily populated rurasl areas, agricultural pro-
duction has lagged behind industrial growth. Social development
has advanced -~ particularly in education and health, although
facilitles are still behind the need.

Of $8.4 billion in foreign ald commitments made to India in the

period 1951-1961, more than 60% originsted in the United States,
including the financing of food and fiber imports and a substan-
tial proportion of loans. Another 15% of the aid has come from

the Sovlet bloc, and the remainder from Free World countries and
international agencies.
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Although there i1s a serious shortage of senior and middle manage-
ment people, the government of Indla has shown a capacity to
orgulize u complex econvmic development program and to start mak-
ing effective use of its own resources and reserves. The Third
Five-Year Plan calls for total development expenditures of $24.4
billion. Of this, $15.8 billion will be in the public sector and
$8.6 billion in the private sector. Plan targets include an
annual 5% rise in national income, self-sufficiency in food
grains, and expansion of heavy industry so that there will be
increases in employment opportunities. The plan is a product of
a sophisticated planning process, and represents a thoughtful
approach to the social and economic problems of the country.

The effort to reach these targets will severely tax the country's
resources, but if forelgn exchange is available when needed and
in adequate amounts, it should be generally successful. After
allowling for a rise in export earnings to almost $8 billion and
repayment of debts on previous loans of some $1 billion, capital
and commodity assistance amounting to about $6.7 billion will
8t11]l be required if the goals of the plan are to be achleved.

The* government of India hopes to disperse the benefits of develop-
ment. It intends to accomplish this through land and tax reform
measures, through community development schemes and establishment
of cooperatives. Steps have been taken to accelerate gains for
the broad mass of people through further expansion of health,
education and social welfare programs. The government is strongly
committed to the development program; it gives high priority to
development in the allocation of India's resources. Despite many
severe problems to be faced, the plan remalns the best vehicle for
the Indian efforts and for aid to India by other countries.

U.S. Assistance Plans

India's commitment to massive development dominates the country's
domestic and international policles. The United States 1s pro-
viding bilateral assistance and marshaling other Free World aid
in support of the Third Five-Year Plan. In May-June of 1961, the
World Bank (IBRD) sponsored the formation of a consortium of Free
World countries which had been providing bilateral assilstance to
India. This consortium pledged considerable sums to help India
place orders and make payments for the first two years of the
Third Plan (1961/62 and 1962/63). A meeting to review the status
of present commitments and disbursements was held in January 1962,
and the cansortium members will reconvene in-May.
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Prime Minister Nehru is the most influential leader of the Afro-
Asian bloc. The United States hopes that he will understand and
-« to the maximum extent possible ~- support views on mejor
international issues which we believe are not only Jjust, but in
the best traditions of democratic government. The United States
believes that over the long run, Indian and American perspective
on major world issues will very often coincide.

U.5. assistance takes several forms: long-term loans for capital
projects and essentlal imports; grants for technical assistance
in agriculture, industry, education and training, health, labor
and other fields; and sales of surplus agricultural commodities
for local currency under the Food for Pesce program.

Other U,S., activities also contribute to India's development.
Cultural exchange and informstional activities, as well as Peace
Corps projects are creating better mutusl understanding of our
different cultures.

India expects about $900 million of disbursements from the Soviet
bloc, and from commitments received outside of the group of Free
World nations that 1s actlng Jjointly to aid Indian development.
All of this contributes to meeting financial requirements of the
Third Plan. The Soviet bloc also conducts cultural exchanges and
technical assistance programs. 8Since 1951 the Free World has
provided about 85% of India's external financing; therefore,
while Soviet bloc activitles are important, they do not appear to
be extensive enough to endanger India's independence.

India's self-help efforts have been impressive. Long-term plan-
ning is efficient and sophisticated. The administrative mecha-
nism for planning and for implementing development programs is
constantly belng improved. Domestlic savings and investment are
increasing. Distribution of the country's new burdens and bene-
fits is generally equitable. India has respect for law, and
equality of political and economic opportunity.

India has acknowledged her need for greater national initiative..
This idea extends to more realistic and effectively pursued

export policies; higher proportionate increages in private invest-
ment, both forelgn and domestic; a sound manpower policy, includ-
ing educational reforms and orgenization and management measures;
improved administration of the revenue system and enlargement of
the tax base; increased employment opportunities, particularly
among the rural population and the educated unemployed; and
further progress in land reform.
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Proposed ATD Program for FY 1963

Funding proposed for FY 1963 will assist in implementing priority
projects within the Third Plan. The contribution mede by our pro-
grams toward attainment of particular goals is on a significant
scale In some cases. In others, the amounts of ald are marginal.
Assuming that the consortium meets a substantial level of funding,
the U.S., commitment will make available loans from both AID devel-
opment lending and from the Ex-Im Bank. Development loans will be
used to finance priority projects in power, transportation, coal,
fertilizer, development banks, Important private sector projects
and imports for general economic support. Food for Peace commodl-
ties will continue to be made available under a four-year sales
agreement signed in 1960.

The proposed development grant program will concentrate on malaria
eradication, on activities designed to help India train skilled
manpover needed to ralse agricultural and industrial production,
and on public health. The development grant program plays an
important role in enhancing effectiveness of capltal assistance
made available through U.S. development loans.

India plans to raise agricultural output by 30% and annual food-
grain output from 80 million tons to 100 miliion tons by 1966.
This 1s one of the major goals supported by U.3. assistance.
involves extensive growth in domestic fertilizer production,

It

improved agricultural practices, greater availabllity of good seed,

development of small irrigation works, and better credit and
marketing facilities. Development grants will give technical help
in introducing improved agricultural practices and upgrading agri-
cultural education. Development loans are expected to finance
fertilizer plants and fertilizer imports. Rupees from Food for
Peace sales can help to finance development proJjects, including
small irrigation works.

Other Indian programs call for a rise in power capacity from 5.7
million to 12.7 million KW by 1966, and for improvement of road,
rallroad and port facilities. Another goal 1s a major jump in
industrial output. Advisory services to meet technical needs, and
to improve productivity will be supported by development grants.
Loans will continue to be allocated to major plants, credit insti-
tutions, supporting facilities, and for imports needed to maintain
production and investment.

Substantial sums have been allocated to improve education and
health. Emphasis is being placed on educating children below age
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12, and on sclence, vocational, and engineering education as well
as teacher training. To accommodate the expected growth in
school population, a substantial Indian school construction pro-
gram is envisioned. However, U,S., assistance in education is
focused primarily on engineering and vocational education, and on
teacher training.

New emphasis is to be placed on preventive public health services.
A continuing mejor obJective is to provide safe drinking water in
villages. Meanwhile, the government of India will expand medical
training facilities and family plenning, and will endeavor to
eradicate malaria and other diseases.

Accomplishments

U.S. aid programs are conducted within the context of India's
development plan -- a phased program directed toward eventual
attaimment of self-sustalning economic growth. India's strategy
of development recognizes the importance of conscious planning as
the mechanism for fundamental social and economic changes. To
attaln plan goals, India has instituted land and tax reforms, has
promoted the growth of cooperatives, and has given priority to
development of public services. The major role which the United
States can now play 1s to stimulate lmprovements in existing pro-
grams, and to bring about an awareness of the need for new
measures. It is Indian initiative which lies at the base of true
self-help. Through technical assistance, the United States can
do much to further progress.

In view of limitations on U.8. resources and the almost limitless
Indian needs, the development grant program has been adapted to
concentrate on key sections of the development plan. A number of
activities have ended, or will end during FY 1962. As a result,
there will have been a substantial reduction in the number of
development grant projects by the end of FY 1962. This is
expected to result in some reductions in U.S. staff, and in place-
ment of a higher proportion of personnel in field stations. The
focus of the program will be on projects in food production, in-
dustry, and human resources development. More effective concen-
tration on fewer activities is expected to result in greater
impact.

The most significant program in stimulating food production is
the Intensive Agricultural District Program being conducted in
collaboration with the Ford Foundation. Under this program, pilot
projJects have been set up in seven districts of seven States. The
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projJects cover over two million farmers. They will demonstrate
how application of modern agricultural techniques -- plus improved
marketing, fertilizer, credit and storage facilities -- can ralse
food production and incresse farm income. Thils massive demonstira-
tion will continue through the Third Plan. Other significant
activities which the United States will support include establish-
ment of seed production farms and a seed certification service.
This will help to increase crop yilelds, by making available high
quality seeds to Indian cultivators. It will strengthen agricul-
tural extension activities, and will improve soil and water manage-
ment practices.

Our most significant education project is at the Indian Institute
of Technology at Kanpur. The Institute is being developed into a
principal training center. Assistance will be provided by a group
of nine leading U.S. engineering institutions. This project is
getting under way this year. 'The U.S. 1s also working to establish
teacher training facilities for secondary schools, a crafis
instructor training center, and Improved nursing and medical educa-
tion facilities.

Bignificent Indian efforts have been induced by such U.S. technical
asslstance projects. Through U.S. assistance, the first land grant
agricultural university was established in Htar Pradesh State, and
now several other Indian States have taken steps to set up similar
institutions. This can have a profound influence on future devel-
opment of agricultural education. The training of 300 Indian engi-
neering instructors in U.S. universities has enabled the Indilans to
provide faculty for Indian institutions, thus strengthening the
base of engineering education. A U.S. demonstration program has
stimulated recognition of the importance of fertilizer, and created
new demands for this important commodity. The goverrment is now
proceeding with production facilities. We have also demonstrated
feaslbility of certain types of grain storage facilitiles, which

the Indian Government expects to use in constructing its own stor-
ege. The malaria eradication program has reduced incidence of
malaria in Indla by 80%, and deaths have dropped from two million
to 80,000 a year. The success of the program is attested by the
fact that it has become possible drastically to curtail spraying
operations. A survelllance program recently organized by Indian
technicians is now supplanting the eradication work. As U.S.

assistance is phased out, this program will be continued by Indian
personnel,

FINANCIAL DATA

Obligations and Commitments FY FY

FY
(millions of dollars & dollar equiv,) | 1946-1961| 1961 | 1962
AGENCY FOR INT'L DEVELOPMENT — TOTAL..., 1,021.9 201.6 403.3
Development LoANBececcseccccoscccccons 5u‘6.u 180.1 388-1
Development GrantBecccccscesccesccces 13305 21.5 15.2
(TeCe prior to FY 1961)
Supporting Agsistance.cecccecccccccee 31#-2.0 - -

(DS/SA prior to FY 1961).
Other MSP EconomiCeessscecsvccssconcese - -

FOOD FOR PEACE (P,L. 480)

" Title I, Country UseBsecescssccsacans 1,1467.1& 368.8 298.2
(S&leﬂ Agremnta).....-...--...o..(1,69&,0)(&12,8)(335,2)
5.2 0.3 2.

Title II......clt.....ott.oc....tt'oo

Title III....Q.'......l......l....... ll‘-é.; 18.,-'; 30.5
Title Iv.........l‘.................. - - -
EX-IM BANK LONG-TERM LOANSes¢eeaccccccne 2h6.2  80.7 0.75/
OTHER UsSe ECONCMIC PROGRAMS. seeceverecce 230.7 - -

MILITARY ASSISTANCE (Programs)

. MCAQPC - Grmt Aid.tuo.ol..t-oo..o... - - -
M.A.Pq - Credit Assista-nceco---o.cooo - - -
Non—H.A.P. Hilitary Aﬂ_dmeq.--o.o - - -

ASSISTANCE FROM INT'L AGENCIES
IBRD - World BatKeseoeeeseosesssssnss 678.3 90.0 125.
Internat'l Finance COIDe csecesocssse 1.6 0.2 -
Internat'l DevelOp. ABSOC. secevscess 60.0 60.0 28,
UN Tech.Assist. - CY ending in PY ... 19.4 3.0 2.1
UN Bpecial Fund ceeecressvesoocccnnns 13.7 5.2 2.08/

OTHER FREE WORLD ASSISTARCE 2/

United Kingdom ev.eeeseseceasesssases 368.4 182,0 68.0
CBNAAR coecesevsssnnssasnsscecscssess 180,6 28,0 28.0
GEITBOY ereveeconncecssssacnassassses 384.5 225.0 139.0
JAPAN ccesevsacsvrssancssnsesssesnnss 108,0 50,0 30.0
TtBLY coesessccscososscnassnssssnsass 100.0 100.0 -
All Other cvieiecvevscsersessocesnnns 62.9 62.9 15.0
SINO-SOVIET BLOC ASSISTANCE eevesseeess 945,0 139.0 37.

U.S. DOLLAR REPAYMENTS
Export-Tmport Bank ceeecceeesececscose 2.1
Other Govermment Loans 154 .4

b/ July-Dec.196l. b/ Assist.extended prior to FY 1958 not known
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Country: INDIA GENERAL ECONOMIC DATA INDIA

Calendar Years
BASIC DATA Unit 1959 1960 1961 Est.
GROSS NATIONAL PRODUCT %P
AVERAGE Total GNP (in 1960 Prices) ......veueve... $ Billions 32.9 35.3 36.0
Unit INDIA (UNDEV. AREAS) Per Capita GNP cocerccesecscvnscrans csensn Dollars 78 81 81
AREA & POPULATION Investment as Percent of GNP «oveesvncocss Percent 15.2 16.4 16.7
AT€8 vevvvrvnnrnenens 1000 sq.mi. 1,270 XXX AGRICULTURAL PRODUCTION INDEX - TOTAL....... 1952-54=100 116 125 123
a Index Per Capita .eceosescecacess Ceeeiesaas " 104 109 105
Population (1961) ... Mil. Lho XXX Braing +.veeeeeevenesrosecsnseessnssacosas Mill. MT 75.9 80.5 77.0
Annual Growth ..... % 2.3 2.4 INDUSTRIAL PRODUCTION INDEX ..eeeeecucosansns 1953=100 L) 161 175
Density per sq.mi. No. 347 Lo COST OF LIVING INDEX vevevervonvonnnns e 1953=100 115 117 119
FOREIGN TRADE b
AGRICULTURAL LAND Total Exports (f.o.b.) (Payments Basis)... $ Millions 1,308 1,327 1,39
Tea ((hmtomg Basi8) 4evessersesienenonas " 265 252 290
% of Total Area ..... % 52 25 Total ImportsP(ceiefe) toveneenrieenannnn. " 1,949 2,304 2,295
Trade BalanCe .iveeeveesececnrsvannes " 0L 1 g -900
Per Capit@ +ocveveass Acres 1.0 2.5
Trade with United States (U.S. data):
Exports to U.8. (£.0.1.) «vivvenennn, $ Millions 207 228 245
POWER _PER CAPITA ...... KwH/Yr 38 80 Imports from U.S. (f.0.b.) cvvvuennn. v 336 61,0 1,90
Trade Balance s.eeeeeesecasacens " -129% 112 34
EDUCATION GOLD & FOREIGN EXCHANGE (end of year) .o.... " 853 709 670
-Milli D Equival -
Literacy Rate ....... % 2l 35 illion Dollar Equivalents
CENTRAL GOVERNMENT FINANCES* FY ending Mar. 31 1960 1961¢ 1962 (Bud)
Pupils as % of Pop.
(Prim. & Sec.) ..... % 9 9 Total Expenditures ......ceeeeecooneursasnonsenonas 3,786  L,h71 4,766
(Defense Expenditures) v.oviveieveiinannanaans (628) (683) (708)
Pupils per Teacher (Capital Outlays) ....ovev.ennn Geterencaanaans (1,553) (1,965) (2,157)
(Prim. only) ....... No. 37 38
Domestic REVENUES ..cvveviennrnsnrensonscanscanaans 2,527 2,849 3,104
HEALTH Budget Receipts from Non-U.S. Foreign Aid ......... 292 327 L39
Life Expectancy ..... Yrs. L2 4o Budget Receipts from U.S. Aid (Grants & Loans) .... 152 291 390
People per Doctor ... No. 5,000 7,000 Remaining Deficit (-) or Surplus {+) seeeeseeccvan. -815  -1,00L -833

# - Converted at L.762 Rupees per U,S. $.
a - Includes Kashmir - Jammu.

b - F{s heginning April of year shown.

¢ - Revised budget estimates.
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Country: IRAN

Iren is both an important and strateglcally located ally of the
United States and the Free World. Iran shares in both the
military end economic assistance phases of the U.S. foreign
asaistance program.

The U.S. military aid program is designed to help Iran develop
and maintain an armed force capable of protecting the country's
internal security and of resisting external aggression. Eco-
nomic assistance 1s designed to further the country's strong
efforts in strengthening production, basic institutions and living
standards.

Iran shares a 1,200 mile border with the Soviet Union, and is the
geographlic link between Turkey end Pskistan, its two partners in
the Central Treaty Organization (CENTO) alliance. Iran's loca-
tion and open association with the West gives the Free World a
considerable steke in the security and integrity of this country
of 21.1 million persons. In the face of heavy and continuing
threats, radio propaganda, subversive efforts end diplomatic
blandishments, Iran has maintained its independence.

In ancient times Iran was the heart of the Persian Empire, one of
the greatest the world has ever known. Modern Iran has been a
constitutional monarchy since 1906, and is both a country of great
cultural and historical traditions, and the locus of impressive
potentialities for the future. ;

Covering approximately 630,000 square miles in Western Asia, Iran
encompasses a great deal of oil-rich land. It is situated on a
plateau bordered by the Persian Gulf and the Gulf of Oman on the
south, by the Caspian Sea and the Soviet Union on the north, on
the east by Pakistan and Afghanisten, and by Turkey and Iraq on
the west.

Country Background

The political unrest which has characterized Iran's recent
history has its origin in the social and economic evolution now
under way in the country. A growing urban middle class is be-
coming increasingly effective in challenging the position of the
traditional elite. Pressures for modernization of Iran's quasi-
feudal soclal institutions, and protests against corruption and
inefficlency in government are intense. The illiterate and poor
peasantry continues to be under the domination of a relatively
small group of landlords. Its members as yet have only limited
perception of the possibility of improvement in their status and
they remain politically apathetic.

The Shah has spoken frequently and publicly in favor of
institutional reform end economic progress. For the first time,
the Shah 1in May 1961 entrusted the governmental reins to a re=-
formist Prime Minister, Ali Amini. Amini has been striving to
establish a moderate political base and to institute long overdue
reforms.

Iren has been trying to accelerate the pace of modernization
through a national economic development plan; the Second Seven-
Year Plan is now approaching completion. National output, despite
recent poor crops, has increased in redl terms by roughly 30%
since the ilnauguration of this plen in 1955. The rapid advance of
the petroleum sector since 1955 has been the major factor. The
investment rate -- averaging 16-19% of Gross National Product (GNP)
per year -- was made possible largely by a tripling of oll reve-
nues (1955 - $91 million: 1961 - $294 million), and an inflow of

foreign grants and loans amounting to more than $400 million dur-
ing the plan period.

Second Plan expenditures have not yet been adequately coordinated
with the military build-up. and that fact coupled with private
investment activities and public expenditures outside of the Third
Plan, resulted in inflation and a rapid draw-down of foreign
exchange reserves. This reached crisis proportions in the spring
of 1960. The Iranian Government in the fall of 1960 agreed with
the International Monetary Fund (IMF) on a stebilizetion program
which restricted credit, budgetary expenditures end non-essential

imports.

Prime Minister Amini has sought to adhere to the stabilization
program in the face of opposition from the commercial community.
Serious budgetary problems, partly inherited from the preceding
government and partly aggravated by political concessions in-
cluding pay increases for teachers, caused the Amini Government
to seek new U.S. assistance commitments shortly after it came in-
to office. To help prevent potentimlly grave political and eco-
nomic consequences, in FY 1962 the United States provided $15
million supporting assistance grants for general budgetary support.
This was in addition to a $15 million grant slready provided to
help finance the military budget. The United States also agreed
to provide a loan of $20 million, for work planned or in progress
under the Second Seven-Year Plan.

The present government has been engaged in formulating its Third
Plan, which calls for a total public and private outlay of ap=-
proximately $5 billion over a five and one-half year period. Its
broad gomls are: Six percent annual growth in GNP, creation of
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new employment opportunities and a more equitable distribution
of income.
1t provides a framework for effective action. The Third Plan is
calculated to take advantage of the substantisl momentum built up
by investments made during the Second Plan Period. It calls for
a more balanced program for the entire economy plus closer coordi-
nation between development objectives and nationsl fiscal, budget~
ary, and monetary policiles.

Preliminary analysis of the Third Plan indicates that under
present projections of development expenditures, there will be a
resource gap of about $900 million. The Iranian Govermment is
now defining more precisely the plan's content, its costs and for-
elgn exchange requirements. It 1s considering what measures may
be taken to increase Iranlan developmental resources. Iran's
forelign exchange needs over the Third Plan Period will be heavy.

U.S. Assistance Plans

Prospects for achievement of the Third Plan goals have been
improved by policies of the present government. Prime Minister
Amini has already demonstrated his intention of initiating the
soclal, administrative, and economic reforms which are requisite
to the success of the plan. Despite resistance of the powerful
landlord class, he 1s proceeding vigorously to implement a pilot
land reform project. This program 1s to serve as the guide for
feasible national land reform.

The United States must employ an assistance program which:

(a) Encoursges the Iranian Government's efforts to utilize its
own resources more effectively, and where appropriate,
provides advice and asslstance in this respect. We must
continue to urge the Government of Iran to institute land
end tax reform, and to improve administrative practices such
as the consolidated budgetary procedure begun this year.

(b) sShifts U.S. aid from supporting assistance grants for the
Irenian military budget, to loans in support of economic
development.

(c¢) Supports the Iranian Third Plan. The World Bank contemplates

a June meeting of nations that may be willing to Jointly
evaluate the plan and to implement a Free World program of
support for it. The United States is now assessing total
foreign assistance needed for the plan, along with steps
which should be taken toward obtaining maximum contributions

Although the established goals of the plan may be high,
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from other members of the consortium. We must determine
the magnitude of U.S. assistance that may be required. The
possibility of a long-range U.S. commitment 1s also under
conslideration.

Proposed AID Program for FY 1963

The precise amount of Development Loans required from FY 1963
funds cannot be determined until a thorough analysis of the Third
Plan has been completed by the Agency for International Develop-
ment. The Government of Iran must also lndicate what further
self~-help measures will be taken to marshal a greater portion of
its own resources 1n support of the plan, and some more firm
basils must exist for estimating the amount of support Iran can
expect from other foreign lenders.

Specific FY 1963 program activities in Iran will be directed
toward three goals in support of the Third Plan. These are:

To assist and encourage the government in action geared to
sound, coordinated long-range economic, fiscal and social
development planning. This is essential to mobllize ef-
fectively and use the country's resources. It will help
the government to develop institutions, tools, and person-
nel effectively to implement the Third Plan

To aid the Government of Iran in planning and carrying
through 1ts educational and vocational development programs,
so that both immediate manpower requirements resulting fram
development activities and anticipated longer-range edu-~
cational needs can be met.

To asslst the Iranians to develop agricultural and industrial
production facilities, and ancillary services which together
will expand national economic capacity, the obJective here

is that Third Plan goals for employment and income growth
will be realized.

Accomplishments

AID in a cooperative effort with such organizations as the World
Bank, the IMF, and the United Nations has played a significant
part in inspiring, gulding, and assisting the Iranian develop~
ment program.

In improving its economic plenning capacity, Iran has made
slgnificant recent progress. It has developed mechanisms and
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institutions to influence the course of the economy. Evidence of
progress achlieved in the last two years includes establishment of
application of credit controls; and adoption of
import restrictions to conserve foreign exchange. Iran has es-
tablished a supervisory committee to limit uncontrolled borrowing
of government agencies. It has issued for the first time a con-
solidated budget call. It has drafted a comprehensive Third Eco-
nomic Development Plan, and established the Industrial and Mining
Development Bank of Iran to promote greater investment in private
productive enterprises. The Prime Minlster recently announced his
determination to establish a Central Budget Bureau. This will
give Iran the administrative machinery to initiate reforms in the
public revenue system. Action in both of these arecas 1e an es~
sential to firmer allocation of resources in support of Third Plan
goals. He has already initiated a program of reform in land tenure.

The agricultural extension service 1s today one of Iran's most
popular and powerful forces. It is hard at work to develop a
better way of life for farm families in some 45,000 villages.
These people mske up sbout 80% of the population of the country.

A rapidly growing staff of Iranian extension agents finds ready
acceptance for new farming techniques. Already 60% of the farmers
of Iran are estimated to planting improved seed wheat ~- the
principal crop. Wheat smut has been eradicated. Yilelds have been
ralsed by much more widespread uses of commercial fertilizers in
recent years.

U.S. AID has assisted the Agricultural Bank in developing agri-
cultural cooperatives. The cooperatives act as rural units that

obtain farm credit for purchasing, producing and marketing.
agricultural cooperatives have been developed. Development of
another type of farm cooperative -~ the local water society -- has
been promoted by advisory assistance and guidance through Water
Resources Management and Development. Training of teechnical per-
sonnel to expand the water societies and to improve their manage-
ment and operations, 1s an objective of a third project.

The Ministry of Education has established a program and planning
office staffed by U.S.-tralned Iranian speclalists. It will re-
commend improvements in both management and education progremming.
The first accomplishment of this group has been to bring about a
basic reorganization of the vocational education program of the
Ministry.
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Some 850

a/ July-December 1961.
b/ Fiscal Years 1950 through 1961.
c/ Data classified.

Obligations and Commitments FY FY FY
(millions of dollars & dollar equiv.) | 19u6-1961| 1961 | 1962
AGENCY FOR INT'L DEVELOPMENT - TOTAL... 515.2  63.3 5L.2

Development LoanSsssssscscesssssccnce 114.8 37.2 6.0
Development GrantBececcsecccsscsccsoce 6)-4»-7 !4’.3 5.2

(T.Cs prior to FY 1961)

Supporting Assistanceccceccecccccccces 335-6 21.8 Li.0

(DS/sA prior to FY 1961),

Other MSP EconomiCececceccccscsccccccee - - -
FOOD FOR PEACE (P.L. 480)
Title I’ Country Use"""’.‘........ 2)4..)4. 16,0 6,8

(Sales Agreomnts).-..-.u-uuun- (3)4.,3) (21,9) (9,0)

Title Ilececcccvvsorrscccccscccsscces 15.2 11.8 c/

Title HI......u...........-........ 6.8 1.6 2.1

Title IVeeeceevcovscvcoscscaccsccccne - - -
EX-IM BANK LONG-TERM LOANSeeececoocccce 75.1 22.1 -
OTHER U.S. ECONOMIC PROGRAMS.eeeeeeeees  27.3 - -
MILITARY ASSISTANCE (Programs

M.A.Po — Grant Aldeececccsrseccsossee 528.1 5. ’4, .8

M.A.P, - Credit Assistanceccccecscececes - 72 ? ?

Non-M.A.P. Military Assistmeo.o.ooo - - -
ASSISTANCE FROM INT'L AGENCIES

IBRD (World Bank) ...... Ceeteeaeenaa 194.2 - - 8/

International Finance Corp. .ceeec.. 0.3 - -

UN Tech. Assist.=CY ending in FY .... 10.3 1.2 1.0

UN Special Fund ev......... cerieeeee. 5. 3.2 &/

'b'

OTHER FREE WORLD ASSISTANCE «ececccocen 90.7'/ 30.0 50.0
SINO-SOVIET BLOC ASSISTANCE sevececeass 6.0 - E/
U.S. DOLLAR LOAN REPAYMENTS

MSP and P.L. 480 Loans ...eveeeeecns 10.3 k.9 5.2

Export-Import Bank ...ceeveeeceeacns 17.3 7.6 u3é/

Other Government Loans .......... .o NA - -




Country: IRAN
BASIC DATA
AVERAGE
Unit JRAN (UNDEV. AREAS)
ARFA & POPULATION
ATEA t.ivvevennnannnes 1000 sq.mi. 629 XXX
Population (1961) ... Mil. 21.1 XXX
Annual Growth ..... % 2.5 2.4
Density per sq.mi. No. 3l 40
AGRICULTURAL LAND
% of Total Area ..... % 16 25
Per Capita .c.evevne. Acres 3.1 2.5
POWER_PER CAPITA ...... KWH/Yr 21 80
EDUCATION
Literacy Rate ....... % 10-15 35
Pupils as % of Pop.
(Prim. & Sec.) ..... % 7 9
Pupils per Teacher
(Prim. only) ....... No. 32 38
HEALTH
Life Expectancy ..... Yrs. n.a. 4o
People per Doctor ... No. 6,000 7,000

GENERAL ECONOMIC DATA

IRAN

Calendar Years

Unit 1959 1960 1961 Est.
a
GROSS NATIONAL PRODUCT*
Total GNP (in 1960 Prices) ..... Cereneaans $ Millions L,070 4,190 k4,380
Per Capita GNP scvevncnncacnnnnens cesecans Dollars 202 203 207
Investment as Percent of GNP .vcvevnwes e Percent 19.0 18.L4 17.0
AGRICULTURAL PRODUCTION INDEX - TOTAL....... 1952-54=100 126 119 125
Index Per Capita seevievscacoss e recenanae " 110 101 103
Wheat ,.eoeveeseoecarocesconsonarccsacnnns 1,000 MI 3,000 2,600 2,800
PETROLEUM PRODUCTION ...evoecvnvennesnnseea. Mill, M L6 52 57
COST OF LIVING INDEX e.cecececencecacsanaans 1953=100 152 164 176
FOREIGN TRADE a .
Total Exports (f.o.b.) (Payments Basis)®.. $ Millions 785 830 880
CObLON tivvvsascennsescacssasncnrocoones " 2l n.a. n.a,
Total Imports (c.i.f.)a..... eereeaseeaas " 587 600 580
Trade Balancel....ooeiivieennrrnnnns, " +198 230 +300
Trade with United States (U.S. data):
Exports to U.S. (f.0.b.) «vinnvnnnnn. $ Millions 51 51 63
Imports from U.S. (f.o.b.) .evnevenn. " 11k 117 95
Trade BalanCe .eeeveeveseoeeenos " B3 Yy 37
GOLD & FOREIGN EXCHANGE (end of year) ...... " 21L 184 208
Million Dollar Equivalents -
CENTRAL GOVERNMENT FINANCES* FY ending Mar, 20 1960 1961 1962 (Bud)
Total Expenditures ......cceeieeeocecscscnssasanons 667 730 820
(Defense E::pendi.tures)c ....................... (170) (a7l) (186)
(Capital Outlays) .ooceiivninincncnanans S (239) (2h1) 275)
Domestic REVENUES +evvvvrreanrrenvivrnaannnse cessen 605 66l 707
Budget Receipts from Non-U.S. Foreign Aid ......... =13 -9 6
Budget Receipts from U.S. Aid (Grants & Loans) .... 92 L2 70
Remaining Deficit (-) or Surplus (+) eceevesvveconss +17 =33 =37

# - Converted at 75 Rials per U.S. 8.
a - Years beginning March 21 of year shown.

b - Substantial offsetting deficits were incurred by the transfer abroad of o0il company

earnings,
¢ - Excludes military construction mostly financed by MAP.
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Country: PAKISTAN

Pakistan is & nation separated into two parts by a thousand miles
of Indian territory, a separation which has added greatly to the
normal problems econfronting an nnderdeveloped rountry.  The unique
geogrephic division of the country has impeded political and eco-
nomic integration and development, by cutting across the natural

and traditional lines of communication and trade with Indis.

The two wings of the country are vastly different in area and pop-
ulation density, and they vary considerably in climate, geography
and racial background. West Pekistan consists largely of barren
mountains and desert plains, and is sustained by an intricate
system of irrigation canals based on the rivers of the Indus
Besin. Subtropical East Pakistan is one of the world's most
densely populated regions. It has some forest-covered hills,

but consists mostly of low-lying river flood plains which are wet
and fertile during the monsoons. kEssentially East Pakistan is a
vast delta formed by the Ganges, Brahmaputra, and Meghna Rivers.

West Pakistan forms a bridge between the Near and Far East.

Pakistan as & country has a strong military tradition and is com-
mitted to defending itself against any form of external aggres-
sion. It is & vigorous member of both The Southeast Asia Treaty
Orgenization (SEATO) and The Central Treaty Organization (CENTO),
overtly anti-Communist and likely to remain so. Pakistan has a
population of 95 million people.

Country Background

In the years immediately following independence, Pakistan's eco-
nomic progress was uneven. In 1955, however, the First Five-Year
Plan was begun, and since thet time a definite program of economic
development has been initiated under direction of the Pakistan
Planning Commission. From the start, the operations of the Com-
mission have been assisted by an American advisory group financed
by the Ford Foundstion.

A substantial mobilization of resources was carried out under the
First Five-Year Plan. A total of $2.8 billion was expended, with
priority being given to investment in irrigation, power and in-
dustry. Industrial production and infrastructure facilities
expanded significantly. Effective measures of reform were car-
ried out, inflation was brought under control and a foreign
exchange crisis was ended. Corruption in government has been re-
duced, land reform extended, and local govermment procedures
improved. Implementation of the plan was materially accelerated
by the Ayub Government.
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However, the plan gave insufficient attention to agriculture,
and, as a result, production lagged in that very lmportant sec-
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ciency is now being made through the Second Five-Year Plan, under
way since 1960. On the basis of a study made by the Pakistan
Agricultural Commission, a major reorganization of government

agricultural programs and agencies is in progress.
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Expenditures under the Second Five-Year Plan are expected to
total $4.8 billion. This is predicated on estimated external aid
requirements of $2.3 billion, plus $722 million in assistance
from the United States under P.L. 480. It is estimated that over
the full period of the plan, gross national product (GNP) will
increase by 24%, resulting from incremses of 14% and 15% in
agricultural and industrial output. Achievement of this goal
will mean an annual increase of nearly 2-1/2% in per capita in-
come. Other goals of the Second Five-Year Plan are: Completion
of one-third of the program to eradicate malaria, an increase to
60% in the proportion of children attending primary schools, and
provision of electric power and safe drinking water to a large
number of villages now lacking them.

Effective Implementation of the Second Five-Year Plan was stimu-~
lated by the recent agreement of an international consortium.
The group was organized by the International Bank for Reconstruc
tion and Development (IERD), and the International Development
Association (IDA), to provide Pakistan with a total of $S45 mil-
lion.of assistance for carrying out the second and third years
of the plan. The members of this consortium and the amounts
pledged are: U.S. $500 million, IBRD - IDA $09.4 million,
Germany $80 million. The 1962 portion will consist of develop-
ment loans, supporting assistance, and Export-Import (Ex-Im)
Bank loans. The 1963 portion will consist of Ex-Im Bank loans
and major amounts in development loans.

Before undertaking this large commitment, the consortium care-
fully reviewed Pakistan's development plans and its need for
external aid. It sought and obtained assurances from the
Pakistan Government that policies would be adopted to realize
both the plans and the consortium aid. The aid will enable
Pakistan to finance imports essential to maintain development
momentum. Representing a commitment over a two-year period, it
will also contribute significantly toward the coordinated plan-
ning which i1s so essential to sound, long-term development.

Another major example of coordinated international assistance to
Pakistan is the Indus Basin development project. Outlays



Country: PAXISTAN

estimated for this project over the course of the Second Five-
Year Plan should raise total investment in Pakistan for that
period from all sources to more than $5.5 billion, more than
double the amount carried out under the first plan.

The only Soviet bloc aid accepted to date by Pakistan is a $30
million loan for oil exploration.

To avoid inflation and assure the success of its development
efforts, the government plans to forego deficit financing and
impose new taxes calculated to yield about $370 million during
the second plan. The government is striving to control its mili-
tary budget, which now accounts for about 25% of the total budget
and 3% of GNP. This is essential if Pakistan's development is to
be carried out as rapidly as now projected.

The Indus Basin Project has removed one irritant in relations
with India, but the Kashmir question remeins unsettled. In the
case of Afghanistan, trouble arises from border and territorial
questions involving the alleglance of Pushtu tribes.

U.S. Assistance Plans

Pakistan's substantial development effort is characterized by a
realistic, carefully formulated plan and by domestic policies
aimed at carrying out the plan. The United States wishes to sup-
port this effort and thereby demonstrate a willingness to aid
those less-developed countries that truly help themselves. This
policy should lead to the gradual extension of free institutions
in Pakistan, and to the strengthening of the already strong ties
Pakistan has with the West.

It is anticipated that supporting assistance will end during the
current fiscal year. Assistance in FY 1963 and beyond will be on
a development basis, closely supervised to assure maximum contri-
bution to the country's economic progress. Whenever possible,
our assistance will be geared to inducing further self-help mea-
sures.

Proposed AID Program for FY 1963

The Agency for International Development (AID) program proposed
for FY 1963 in Pakistan consists of development losns to be ex-
tended pursuant to the consortium agreement and development
grants. These are considered to be minimum levels consistent
with U.S. goals.

Development loans will finance specific investment projects and
commodity import programs essential to achleve Pakistan's goals
under the Second Five-Year Plan. Development grants will con~
centrate on public administration, education and training, and
agriculture. U.S. aid will be closely coordinated with that
extended by other countries that are members of the consortium.
It will be tied to activities that the United States is best
equipped to support. Objectives of the Second Five-Year Plan
are listed below, 1n order of priorities given them under our
proposed program:

(l) Government Manegement -- Government organization and admin-
istrative policies are incremasingly adapted to economic
development needs. AID is assisting by providing advisory
services, training for the civil service at special insti-
tutes, and development of statistical services.

(2) Agricultural Production -- Pakistan seeks to achieve self-
sufficiency in food grains by 1970, and to lmprove dletary
standards. AID programs include technical assistance in
production methods and agricultural extension, capital
projects to bring more water to the land, and fertilizer
imports. The President's Science Advisor 1s conducting a
study of most feasible methods of coping with excessive
salinity and waterlogging of the soil.

(3) EBducation -~ The objective is to incremse both technical
education and enrollment in primary and secondary schools.
The goel is eight million primary and one million secondary
students by 1965. AID projects will help improve teacher
training; skilled lahor institutes and universities; and
training programs in business administration, agriculture,
and engineering.

(k) 'Transport Capacity -- Rail, air, and water transport facili-
ties must keep pace with economic growth. AID has under-
taken transportation surveys In both East and West Pakistan
and is considering further financing of locomotives and
rallroad cars.

(5) Power Production and Distribution -- A 25% increase in power
capacity (to 1.27 million KW) is planned by the end of the
Second Five-Year Plan. AID is financing construction of &
multipurpose dam, power stations, distribution lines, and
technical assistance in power and electricity distribution.
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Obligations and Commitments FY FY FY
(6) Menufacturing Output -- A 10% annual increase in manufactur- (millions of dollars & dollar equiv.) |1951-1961 | 1961 | 1962

ing production is foreseen. AID is financing raw materials,

machinery and ejuipment. It is providing technical assist- AGENCY FOR INT'L DEVELOPMENT — TOTAL... 130.3 233.0
ance in design and manufacturing methods.
. Development loanBecescsscesscssscscas 27.2 200.0

(7) Communications System -- While a basic commnication system Development GrantBeessssssscccvcscsces 7.5 8.0

exists I1n West Pakistan and is capable of gradusl improvement, (TeCe prior to FY 1961)

the East Pakistan system is entirely insdequate. AID has been Supporting Assistancecsecsccscccescee 95.6 25.0

helping to finance surveys and is providing funds for equip- (DS/SA prior to FY 1961).

ment. o‘hher Hﬂ’ EcommiCO...0.0............ - -
(8) Health Services —- Pakistan intends to construct 300 addi- FOOD _FOR PEACE (P.L. 480)

tional rural health centers, install additional sanitary Title I, Country UseScececescccsccses 36.1 169.2

wells, traln approximately 1,800 doctors, 1,200 nurses, 850
midwives, and 3,500 other technicians by 1965. AID is pro-

(&J.ea Agremnts)oooo-ooooooo.ooooo

Title IIooaatOooo-‘oaoo...oooo---.o..

(429.9) (45.2)(180.0)
L48.6 - -

viding special training programs for doctors and nurses. It Title IlTececccccocccccsscccsccscosse 2.4 3.8
1s helping to establish a network of rural health centers, Title IVececsecssncscccscssccsscccces - -
and is financi engin ing desi ork ban water facll-
fties. 76 engTResring Sevien work on urban wmter fac EX-IM BANK LONG-TERM LOANS..v0veeeesees  13.6 6.4 1218/
(9) Survey and Development of Mineral Resources -- Although only OTHER U.S. ECONOMIC PROGRAMS.esessssece  67.9 - -
a small part of Pakistan territory has been explored for
mineral resources, several significant finds have been made %IKA};Y Asgf‘i'll‘:hl%i%&?_r_ogxm)_
-= most not&bly gas. A search for mineralﬂ, solid fuel and efiel’e = ssccocrovscccbocsce
oll ie now being pu.shed. AID is helping the Pakistan ;;;A:;.A—Pcrﬁ;tABSiAst:Iilceoo.oo.ooo.o Date Classified
Geologlcal Survey to build its organization, and to demon- e fele ary Asslstancesc.....
strate conduct of mapping and surveys in promising areas. ASSISTANCE FROM INT'L AGENCIES
Accomplishments IBRD (World Benk)eece-oeseesessseesss 256.3  105.0 a/
International Finence COrp. +sceeecso. 1.4 - .08/
The consortium agreement of January 1962 1is both a notable achieve- International Development Assoc. .... - P - 3.08/
ment and a change. It has provided Pakistan's Second Five-Year UN Tech. Assist. CY ending in FY ....  10. 1.3 O.g
Plan with & solid underpinning of external aild. For the first UR Special Fund......ceevrreeicnenees 8.3 2.7 L
time, 1t has brought other advanced Free World nations into asso- OTHER FREE WORLD ASSISTANCE
clation on a substantial scale with the Pakistan development CBNAdA . cesessessscsencncsnsssnsscssss 1234 19.9 18.0
effort. FranCeeesseesssoscasncscsansssncascnss - - 10.0
GeITANY s et esvosanrsoonessssannans 90.4 37.8 25.0
JBDBN seeanssvasavosvsassssnrassssess U483 19.9 20.0
United Kingdom.eesseceoceoseccososeasss 83.2 22.3  19.6
OLBET e eessonovsoasraassarsoscaaasenaes  90.1 9.9 RA
SINO-SOVIET BLOC ASSISTANCE.....cc0vs.. 33.0 30.0 g/

U.S. DOLLAR LOAN REPAYMENTS
MSP and P.L. U8B0 IoBNnS:ceccececcrcesns

1.7 - -
EXpOrt-Import BanK..eeesseesscseceass 2.3 0.7 0.hka/
Other Governmeni Lo8NS..c.epseeaccesse 31.5 - -

a/  July through December 196i.
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Country: PAKISTAN GENERAL ECONOMIC DATA PAKISTAN

Calendar Years

BASIC DATA Unit 1959 1960 1961 Est.
GROSS NATIONAL PRODUCT* 2 o
AVERAGE Total GNP (in 1960 Prices) ..... cerieeanas $ Millions 5,910 6,190 6,120
Unit PAXISTAN (UNDEY. AREAS) Per Capita GNP ceveveanenaas eeessrsssssses Dollars 66 68 69
AREA & POPULATION Investment as Percent of GNP ....... cavesn Percent 9.3 10.3 11.9
AT€8 tiiiiiniiiniaans 1000 sq.mi. 365 XXX AGRICULTURAL PRODUCTION INDEX - TCOTAL....... l952-2h=100 115 117 11
Index Per Capita ..ccvecenen csresaaresrnen . 102 101 97
Population (1961) ...  Mil. 9L.7 x0x JUL® siveeerovsonccccecsnsonsesesnsnsees 1,000 M 973 8c2 1,250
Annual Growth ..... 9 2.2 2.4 INDUSTRIAL PRODUCTION INDEX tvveesvenccosese 1953=100 232 261 270
Density per sq.mi. No. 259 Lo COST OF LIVING INDEX (Karachi) eeeeecenceees 1953=100 106 113 115
FOREIGN TRADE
AGRICULTURAL LAND Total Exports (£.0.D.) ceveenneceas P $ Millions 321 393 L05
Jute, raw and MFrs. .oiveeeererrevoneoens " 188 221 250,
4 of Total Area ..... % 26 25 Total IMports (Ceiefe) veveveeeeraenncenss " 353 655 6352
Trade BalancCe .e.eeveriocaecsecnnsnas - 38T =230
Per'Capita «ceececen- Acres 0.6 2.5
Trade with United States (U.S. dete):
Exports to U.S. (£.0.D.) cevurennnnsn $ Mi%lions 35 36 37
POWER PER CAPITA ...... KWH/Yr 38 80 Imports from U.S. (£f.0.b.) ceveennn.n . 104 169 182
Trade Balance ...c..cocoveensanass 59 -133 =105
EDUCATION GOLD & FOREIGN EXCHANGE (end of year) ...... " 310 318 283
% - Million Dollar Equivalents -
Literacy Rate ....... 15 35
Y CENTRAL GOVERNMENT FINANCES* FY ending June 30 1%0 1961 1962 (Bud)
ils as of Pop.
P?grim. & gec.) ..... 9 6 9 Total Expenditur'€S «eeecseeveesesnrooonsnessassnnss 757 826 892
(Defense Expenditures) voouvevvevvnnnenenannnn (223) (232) (228)
Pupils per Teacher (Capital Outlays) cuvieionvinsrnnrnecncacncane (313) (3L1) (L18)
(Prim. only) ..... .- No. 36 38
Domestic REVENUES ..ccivricntssiocnrssasannsscannnse Lés5 182 5L3
HEALTH Budget Receipts from Non-U.S. Foreign Aid ......... 20 25 6l
Life Expectancy ..... Yrs. 30 ko Budget Receipts from U.S. Aid (Grants & Loans) .... 178 187 2113
People per Doctor ... No. 10,000 7,000 Remaining Deficit (-) or Surplus (+) ..... ceeeeeenn -9l -132 -2

* - Converted at L.762 Rupees per U.S. $.

a - Fiscal year ending June 30 of year shown,

b - Higher level due primarily to liberalization of import licensing and accelerated
development.

¢ - Revised budget estimate,
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Country; TURKEY

Turkish foreign policy has been and remains strongly pro-Western.
Occupying a strategically important position on the border of the
USSR, Turkey has long been concerned by the external threat aimed
directly at it by that country. It has sought to protect its
security by maintaining a sizable military force and through
participation in the North Atlantic Treaty Organization (NATO) and
Central Treaty Organization (CENTO) alliances.

Since 1923 Turkey has been a republic. Lying between the Medi-
terranean and Black Seds, the country is in the region where Europe
and Asia meet at the Bosporus. It has an area of 300,000 square
miles, of which some 9,000 miles are in Europe. It flanks the land
routes from the Caucasus to the Iranian and Arabian oll fields and
the Suez.

For more than 1,500 miles across its northern frontier Turkey
adjoins Soviet Russia or faces 1t across the Black Sea. To the
east, the country is bounded by Iran, to the south by Iraq and
Syria, snd to the west in Europe, by Greece and Bulgaria.

Turkey's principal crop is wheat, grown mainly on the Anatolian
plateau. Illiteracy is probably as high as 70%, but Turkey is
making excellent progress to overcome this.

In ancient times great civilizations grew up in Asia Minor, and
they attracted powerful conquerors. The Greeks settled the region;
Rome conquered it; and the Byzantine Empire ruled it for ten
centuries. In 1453 the Ottoman Turks conquered Constantinople and
established the Ottoman Empire under rule of a sultan. The Otto-
man Empire dominated the Mediterranean and the Middle East in the
16th and 1Tth centuries.

But gredually the power of the Empire crumbled. In 1908 a group
called the Young Turks seized power. Out of the confusion follow-
ing World War I emerged Mustafa Kemal Ataturk, a new leader. 1In
1923 Turkey became,6 & Republic, and Ataturk its first president.
To transform the country into a modern state required monumental
efforts, which are stlll going on.

The present coalition government assumed office in December, 1961,
and has emphasized its intention to achieve a more rapld rate of
economic growth within a framework of financial stability and
democracy. Conscious of the obstacles which have to be overcome,
Prime- Minister Inonu has stated that 1962 would be a year of stock-
taking and preparation of a Five-Year Plan.
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A strong and growing economy is essential both to enable Turkey
to support its military burden, and to offer convincing proof
that 1living standards can be improved in a free and democratic

gociety. The gnvernment has also recognized that while ascict-

ance from abroad will be needed, the success of Turkish policy
will depend msinly on Turkey's own efforts.

Country Background

Turkey's ambitious development efforts brought a relatively high
rate of growth in the decade preceding 1957. However, the growth
was. accompanied by severe problems of inflation and by balance

of payments deficits. The major increase in output was in egri-
culture during 1952-53, when a program to expand the land area

in cereals corresponded with favorable weather conditions. One-
third of Turkey's 300,000 square mile land area is now cultivated,
and this is believed to be the limit of arable land. The road
and rall network is relatively complete. The growth rate of
industry -- 50% of which is state owned -- has been slightly
better than the average of the economy as a whole.

Much of Turkey's industrial capital is inefficiently used and
poorly organized. Private industry exists mainly in small scale
operations. Turkey's industrial and mineral potential is under-
exploited, and has reasonable prospects for growth.

Although inflation has been checked during the past two years,
the rate of economic growth has beén negligible. The level of per
capita Gross National Product (GNP) in 1961 was $187. The pro-
visional government which bridged the period between the over-
throw of the Menderes government and the recently elected Inonu
government, introduced budgetary reforms which for the first
time brought the entire budget under review of the Minister of
Finance. Tax rates were increased, new taxes instituted, and
tax enforcement was generally tightened. Tax and other measures
increased government revenues by about 30% in 1961. The provi-
sional government also made an intensive study of state economic
enterprises and prepared draft legislation to reform them. All
government investment projects under way were reviewed; those
Judged uneconomic or of low priority were stopped.

In September 1960 State Planning Office was established to im-
prove Turkey's evaluation of the country's needs and resources.
This office is charged with the responsibility of preparing
Turkey's first comprehensive long-term plan for economic growth.
A draft of the Five-Year Plan is scheduled for completion in ~
June 1962.
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Firm financial discipline and careful husbanding of economic
resources through the planning mechanism are now integral parts
of Turkish govermnmental policy. The Prime Minister appears to be
taking a personal interest in the preparation of the Five-Year
Plan. He has emphasized the need for national austerity if the
plan is to succeed. He has also sought to impress upon the var-
ious economic ministries the need for thorough preparation of
well conceived projects. If these policies are firmly adhered to,
prospects for accelerated development will be enhanced.

U.S. Assistance Plans

For 1963 -- pending preparation, analysis and adoption of the
Turkish development plan -- assistance from the U.S. and from
Turkey's European allies will continue to provide support to meet
urgent current economic problems as well as development assistance
for priority projects essential to the country's further economic
growth. Hopefully the Turkish development plan will permit later
full transition to development assistance -- including both proj-
ect loans and more general program loans. It is hoped that other
lender§ will also Jjoin in furnishing assistance to Turkey to
enable it to carry out its five-year plan.

Turkey's Five Year Plan is not yet completely formulated; hence
the magnitude of assistance that will be required is not yet
clear. Substantial growth in production may be achieved during
the early phase of the program through better use of the country's
existing capital plant.

Proposed AID Program for FY 1963

For the coming year the United States will extend supporting
asslstance to Turkey to help finance imports essential to the
maintenance of an acceptable level of economic activity. Develop-
ment assistance will also be made available to permit the timely
start of projects expected to be included in the Five Year Plan.
It is assumed that other free world sources will also extend
assistance to Turkey.

The development grant program has been redirected to concentrate
on Turkey's major development needs. Further effort will be made
to improve both the qugntity and quality of exports so that
Turkey's foreign exchange earnings may increase. Assistance to
the Turkish planning effort will be of major importance. AID is
providing advisors to the Plan Office of the Turkish Government,
and. to planning units in the Ministries of Industry, Agriculture
and Transportation. These advisors will assist in developing
statistics and in the analysis of economic Problems.

‘CONRDENTIAL . .

Assistance will be provided to survey development potential of a
number of industries, and to select sites of new private indus-
tries for the Industrial Assistance Commission. In addition, the
Ministry of Education will be given help to improve the quality
of technical and vocational schools, and to increase literacy.
Assistance will continue in development of forest and water re-
sources, mining, and public administration, and in agriculture.

Accomplishments
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Sixteen literacy training centers have been established in
various towns of Turkey, to combat illiteracy among young adult
men of the country. With nearly 100,000 illiterate men reaching
military service age each year, the Turkish Armed Forces and
their American military advisors have sought ways to train the
recruits. The work began in 1957, with specialists from George-
town University conducting the program. Present facilities pro-
vide the opportunity for approximately 50,000 young men each year
to bridge the gap between illiteracy and the practical benefits
of being able to read and write.

Forestry and forest products industries are now in a stronger
position than at any time in history. The Turkish Forest Service
has an excellent organization of about 1000 professional for-
esters, of whom 125 have been given special foreign training
through U.S. economic aid.

The forest access road network has been increased significantly,
and a forest access road network is planned that will help to
provide proper protection, management and utilization of all
remaining forests in Turkey. During the past decade there have
been significant advances in forest products industries as well.

In 1960 a military excess equipment project was established,
through which equipment and training aids are being transferred
to Turkey.

During 1961, the U.S. AID mission agreed to assist in establish-
ing a small business development loan fund in Turkey, with
graranty cooperatives being organized for a pooling of credit
resources for small business men. Average loans are $180, and
the loans are mede to such businesses as small carpentry shops,
machine shops, and tinsmiths.

The Turkish highway system today is viewed in the Middle East as
a model. It has reached into all areas, and has afforded access
to some of the most modern means of land transportation. The
highway was originally conceived in 1947 under a Jjoint project of
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Turkey and the U.0. aid wmission. It gol [uliy under way io 1950.
Today American practices prevail throughout the highway depart-
ment, and as a direct result of the roads program the interior

of Turkey has been opened to commerce.

o

CONFIDENTIAL

FINANCIAL DATA

Obligations and Commitments FY F1 FY
(millions of dollars & dollar equiv.) | 1946-1961] 1961 | 1962
AGENCY FOL INT'L DEVELOPMENT - TOTALeso 1i34.1 2L11.7 (3.4

Development loansssesescssesssccccnes 170.8 117.3 10.0
Development GrantsSesecececcccscccscee 33-0 l‘.h 5-1‘

(ToC. prior to FY 1961)

Supporting Assistancececccececcscccee 930.3 90.0 ﬁ.o

(Ds/sA prior to FY 1961).

Other MSP EcornpmiCecesesscccosccccsces - - -
FOOD FOR PEACE (P.L. 480

Title I, Country UsBBoesevsssesssssesse lhg,h 20,3 87.6

(Se.lea Agremntﬂ)...o-oo.oo.oo...oo (2).‘.6,9) (25.“)(109.5)

Title ITeeccceovcscsscccsssssoenscacce 12.2 - -

Title HI-.o..oo-ooo..--c-oo..ooooooo }_',_5 l.o 3_2

Title IVeeevecacscccoscssccssscnccces - - -
E’m B% mNG"IERM mso.oooo.co..oo 79'1 - -
OTHER U.S. ECONOMIC PROGRAMS+sescecccse 12.2 - -
MILITARY ASSISTANCE (Programs)

MsAPe -~ Grant Aldescccecsssesssccces 1899.3 180-3 195.8

M.A.P. - Credit Assistanceecececcccsece - - -

NOn—H.A.P. lﬁlitary AB_BiEth...oooo 193.0 - -
ASSISTANCE FROM INT!L AGENCIES

TERD - World BaDK «ceecescsscassernee  60.7 - 8/

Intern'tl Monetary Fund ............. 41.0 37.5 a/

European Monetary Agreement ......... - 50.0 2/

UN Tech. Assist.-CY ending in FY .... 5.1 0.7 0.7

UN Speclel Fund v.ccveeenecevccnonnes 2.0 - 0.6%/
OTHER FREE WORLD ASSISTANCE

West. GETMANY +vvevveervecnraensnnnns 8s5.0 50.0 8/
SINO-SOVIET BLOC ASSISTANCE ........... 17.0 - LY,
U.S. DOLLAR LOAN REPAYMENTS

MSP and P.L. 480 Loans .....ecceveee. 6.5 - -

Export-Tmport Bank «..ceeecevereacee. UO.5 1.5 0.12/

Other Govermment Lo8ns .............. NA 0.8 0.k

a8/ July-December 1961.
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Country: TURKEY

BASIC DATA
AVERAGE
Unit TURKEY (UNDEV. AREAS)
AREA & POPULATION
AT€B tivierarennanans 1000 sq.mi. 300 XXX
Population (1961) ...  Mil. 28.L pree
Annual Growth ..... % 2.9 2.k
Density per sq.mi. No. 95 iTe}
AGRICULTURAL LAND
% of Total Area ..... % 70 25
Per Capita .covevees. Acres L.7 2.5
POWER _PER CAPITA ..eo.. KWH/Yr 104 80
EDUCATION
Literacy Rate ....... % 30 35
Pupils as % of Pop.
(Prim. & Sec.) ..... % 10 9
Pupils per Teacher
(Prim. only) .e..... No. L8 38
HEALTH
Life Expectancy ..... Yrs. n.a. ko
People per Doctor ... No. 2,000 7,000

GENERAL ECONOMIC DATA TURKEY
Calendar Years
Unit 1959 1960 1961 Est.
GROSS NATIONAL PRODUCT *
Total GNP (in 1960 Prices) ....ovevues ve.. $ Millions 5,215 5,372 5,300
Per Capita GNP +eevevecrenennrvervorronans Dollars 195 195 187
Investment as Percent of GNP ...... PEREE Percent 10.7 11.0 11.8
AGRICULTURAL PRODUCTION INDEX - TQTAL....... 1952-54=100 11} 122 119
Index Per Capitl .o.eeeeeesass Ceenaes . " . 101 95
Wheat v..ovecovcoccssssssacasasssacccocces 1,000 M 5,800 7,000 6,000
CEMENT OUTPUT +e0vecosaccsssaacaccanasconnae " 1,728 2,0L0 2,050
COST OF LIVING INDEX (Istanbul) ......... «s. 1953=100 217 228 236
FOREIGN TRADE
Total EXports (£.0.D.) veevveernenaceoenns $ Millions 35L 321 3L7
TODRCCO +evevssconssnsssoasssscrsssassons n 92 56 75
Total Imports (c.i.f.) ..... Crerriaeneaens " L70 468 509
Trade BalanCe ....cveceeceesncerannns " -I16 - -182
Trade with United States (U.S. data):
Exports to U.S. (£.0.D.) tevevecnnnen $ Millions 82 60 68
Imports from U.S. (£f.0.D.) ¢evveenn. . Y 126 125 136
Trade BalAnCe seeeveveoncncsncns " =nn %5 -
GOLD & FOREIGN EXCHANGE (end of year) ce.... " 265 252 237
-Million Dollar Equivalents -
CENTRAL GOVERNMENT FINANCES* FY ending Feb, 28 1960 1961 1962
Total Expenditures ...ociveeseescoanionoossnosaensns 8ol 862* 1,0).17a
(Defense Expenditures) ..o..evieeeeeeainoneanns (256) (271) (302)
(Capital Outlays) .evvvveveinncsononnneoonsses (261) (265) (339)
a
DOMEBEIC REVENUES «evvrvroecsesssenssnnnsssocsonnas 675 696 893
Budget Receipts from Non-U.S. Foreign Aid ......... -9 -15 -9
Budget Receipts from U.S. Aid (Grants & Loans) .... 106 85 116
Remaining Deficit (-) or Surplus (+) ..... Ceeseaaas -32 -96 =17

# - Converted at 9 Turkish Liras per U.S. $.
a =~ Budget estimates.
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AFRICA

Africa, where most of the nations have become independent only
within the past two years, is now entering a new phase in the
drive for freedom end progress. Although questions of political
independence still predominate in several areas, there is in-
creasing concern on the part of the African leaders about econo-
mic and social problems inherent in the job of nation building
with which these leaders are confronted. Africa (exclusive of
the United Arab Republic and the Union of South Africa) encom-
passes 27 independent countries and over a dozen dependent terri-
tories. At least a few of these latter - Ruanda-Urandi, Kenya,
and Uganda being the more likely candidates - probably will be-
come independent before the close of FY 1963.

In most of Africa, where political independence has been
achieved, the change in status has so far meant little or no in-
crease in prosperity or personal opportunity for the average
person. Unfulfilled aspirations are placing increasing public
pressures on these new governments for programs of economic and
social action. Such pressures take the form of demands for in-
creased govermment efforts both to exploit local resources more
fully and to obtain increased developmental assistance from
abroad.

The attainment of self-sustaining development, for most countries
in Africa, lies well beyond our present decade. African leaders
are almost certain to face a short-fall in meeting rising African
aspirations. However, some basis for political stability can be
developed by estavlishing the foundations for economic and social
growth, while at the same time providing & visible measure of
achievement to give a sense of direction and accomplishment.

Area Background

Economic Conditions. The Africa region has an area of some ten
million square miles - over three times the size of the United
States. This area has a population about 15% greater than that
of the United States, but its total production is estimated to
be only about 3% of the U.S. total. Tropical Africa, which forms
the greater part of the area, has been described as "the largest
understudied and under-developed area in the world."” The annual
average per capita GNP of Tropical Africa is $80-$30. Over-all
literacy, averaging about 10%, is well below levels in other re-
gions of the world, such as the Near East at 20-30% and the Far
East at 35-40%. Tropical Africa accounts for only about 3% of
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world exports, consisting almost entirely of minerals and agri-
cultural commodities. Manufactured goods are just now hecinning
to enter the export trade.

Economic Assistance to Africa
(in millions of dollars)

FY 1961 FY 1962 FY 1963

(Actual) (Est.) (Proposed)
Development Grants 69.7 96.8 117.7
Development Loans 53.3 L2.0a/ 200-280
Supporting Assistance 81.8 61.0 32.5

a/ Approved as of February 28, 1962.

Population studies indicate that there are about 215 million
people in underdeveloped Africa; the non-African population is
about 2-1/2 million of which about four-fifths is European. Al-
though most of the region is sparsely populated, the population
is estimated to ve growing at a rate of over 2%, or nearly 4.5
million, per year. At this rate, the total population would
double in the next 30-35 years.

Although, when measured in terms of monetary value, its exports
represent a small portion of the world's trade, Africa actually
plays an important role in the world economy, particularly as a
source of minerals for Western industry. Africa is a major ex-
porter of agricultural commodities - coffee, cocoa, palm oil,
sisal, peanuts, tea, hides and lumber. Most African economies are
almost entirely dependent on one or two of these commodities for
their foreign exchange and domestic revenues. For this reason,
the wide fluctuations in world prices have caused serious foreign
exchange problems.

Africa is a "mosaic" with widely varied political traditions and
structures and wide diversity in economic and social conditions.
In terms of 1960 estimates of per capita GNP, for example, Somali
and Ethiopia at $42 and $44 respectively, contrast sharply with
Ghena at $175 and Senegal at $190. Literacy ranges from 4-6% in
Ethiopia and Sudan to 25% in Ghana and Uganda. Although a few
countries earn significant foreign exchange from their exports,
others are highly dependent on external aid to meet minimal
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import reguirements. Population densities vary widely with concur-
rent variations in pressures on land use. Mineral resources are
abundant in such areas as the Congo, Ghana and Liberia, while many
African countries have virtually no known assets of this kind.
There are also wide divergencies in the effectiveness of governmen-
tal organization and leadership on which the development process is
so dependent. Such countries as Tunisia, Nigeria, Ghana and Sene-
gal have a rucleus of well-trained, experienced leadership, while
others have alnost none and lean heavily on foreign advisors and
administrators.

Political Background. Considering that most African nations have
gained their independence since 1960, the strides made toward de-
veloping workable government institutions, acceptable to the proud
and nationalist-minded Africen people, have been striking. The
generally responsible efforts toward the maintenance of economic
stability, while planning for national development, have been
heartening. Further changes in leadership and in political insti-
tutions are likely. Both leaders and institutions, however, are
showing a greater durability than had generally been predicted.

This past year has been marked by turbulence in the Congo and un-
rest in some of the territories that have not yet attained inde-
pendence. However, the vast majority of the independent nations
have enjoyed relative peace and stability, and the Congo is now
meking significant progress along the road toward unity and
stability.

The tendency throughout Africa has been to seek & political orien-
tation of non-alignment with either the Soviet bloc or with the
Western alliance. The fact that a few African leaders have made
extreme statements more consistent with Communist dogma than true
neutrality appears to have been occasioned primarily by the domes-
tic political expediency of demonstrating their independence from
colonialism. In a few instances, internal political oppression

has been a problem also, caused in part by desires for personal
power and the efforts of some leaders to break down local divisive
forces seriously interfering with drives for nationhood. At the
same time, there has been encouraging evidence of a greater appre-
ciation of the true nature of Communist professions of disinterested
friendship. The attitude of most African states toward thorny prob-
lems in the Congo, and the African vote in the United Nations on

the Red Chinese representation issue reflect the increasing wari-
ness in Africe toward the imperialistic threat of world communism.

The United States is generally highly regarded in Africa because of
our history of demanding free institutions for ourselves and because

we have advocated such freedom for others. Most African leaders
understand that we honestly support this same freedom for their
newly independent countries. However, the Soviet bloc's anti-
colonialist and anti-imperiaelist propegande has hed an effect,
partly because of Africa'’'s long domination by colonial powers.

Regional Cooperation. During the colonial era, each territory's
external relationships were primarily with the metropole and only
incidentally with neighboring countries. The lack of adequate
transportation and 'a common langusge is still a barrier to African’
trade and economic integration. Markets are uneconomically small.
However, the need for regional cooperation in both political and
economic fields is being increasingly understood, and African
leaders are devoting much time and effort to developing more effec-
tive intra-African relationships.

The African and Malgache Union (UAM) of 12 former French dependen-
cies has been formally created, and its subsidiaries, the Organi-
zation of Economic Cooperation (OAMCE), an air transport company
(Air Afrique) and a post and telecommunications body (UAMPT) have
all begun to function. Two sub-regional groupings within the UAM
membership - the Council of the Entente (Ivory Coast, Niger, Upper
Volta, Daehomey) and the Association of Equatorial States (the ex-
French Congo, Gabon, Central African Republic, Cameroon and Chad)
continue to play constructive roles within these areas.

Meanwhile, & still larger orgenization, the Organization of African

and Mdlagasy States, the "Monrovia Group," comprised of the members
of the UAM and eight other African nations, was formed recently for
purposes of furthering common political and economic aims. Another
grouping consists of the six nations of the Casablanca Charter
(Ghana, Guinea, Mali, UAR, Morocco, and the Provisional Algerian
Government). Both groups have prepared proposals for the reduc-
tion of customs barriers, the harmonization of economic develop-~
ment, and the creation of closer relationships in the fields of
finance, transportation and communications. An organization set

up during the colonial period for providing technical information
to the nations south of the Sahara (the CCTA) has largely completed
its transition from a European instrumentality to a genuine

African body and continues to engage in highly useful activities

in the fields of education, agriculture, animal disease, fish-
eries, and public health. The UN Economic Commission for Africa
provides a forum in which all African nations join in the dis-
cussion of common problems.
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The primary interest of the United
Africa is

Purpose of U.S5. Assistance.
States is the long-range process of nation building.

with +this az itz major *task, and it iz appropriate that

nonfroant~a
the United States and other free world countries aid in its
accomplishment. Economic growth and social advancement in Africa
is inextricably reclated to the absence of disorder, political ex-
tremism and chaos. The United States and other developed countries
can and should provide, through financial and technical assis-
tance, a necessary supplement to the efforts of African countries
to obtain development and status as truly free and independent
nations.

Nation building, in both its political and economic aspects, is a
goal which is not without complexities, as evidenced by our own
U.S. history and by the history of other nations. There are a
nurber of major impediments which are common to most of the
countries of Africa. Tribal ties are still strong. The inte-
gration of tribal units with varying customs, languages and loyal-
ties into cohesive governmental entities with common goals and
purposes will not be easy. Present-day leaders are often in-
experienced. Populations are not educated or trained. Domestic
financial resources are limited. Natural resources have not been
fully surveyed or exploited. Transportation, communication and
power facilities are inadequate. The African countries lack
organizations and institutions to promote industry and trade and
there is an over-dependence on a few primary exports. All these
problems must be addressed if economic and social development is
to be fostered and if the process of nation building is to be
successful. The challenge to both the African countries and the
rest of the free world is great. Failure to recognize the prob-
lems and to assist in their solutions would result in disaster.

As this process goes forward the exercise of patience will be re-
guired. It must be remenmbered that African governments are only
starting to develop the standards that are now traditional in
western democracies, although many have developed systems of
checks and balances and have provided for a degree of popular
participation. It must also be recognized that African peoples
are preoccupied with their own problems and are not as aware of
or concerned about the conflict between the free world and the
Comunist bloc as we might wish. Nor do they always have a full
understanding of the real nature and crucial seriousness of this
conflict. We cannot expect these nations to be well versed in
the intricacies of world politics and to side with the United
States on each international issue with which this nation is

concerned. Short-term political developments or reverses should
not, however, becloud the basic objective of the United States

Lo assure the true independence of the Alrican couuiries.

The Soviet bloc has scored some initial successes with its tech-
nigue of making timely offers of substantial aid in troubled
situations. The threat of bloc aid is that it appears to offer
easy solutions to key African problems, such as current and future
markets for agricultural surpluses and a lesser dependence upon
former metropoles for aid, trade, and technical assistance. The
bloc objective is, of course, to Obtain a position of predominate
influence over the domestic and foreign policies and actions of
the African Governments. Some African leaders realize this, but
the temptation to accept the ald and to ignore the possible
consequences is strong. The hunger for development in the African
countries may result in imprudent commitments to Communist
countries. Although it is not proposed that U.S. assistance be
used to match Soviet bloc offers, it is important to offer some
alternative to complete economic dependence on the bloc.

Approach to Use of U.S. Assistance

The amount of U.S. assistance, particularly in the development
categories, to be extended to individual African countries will
rest largely on a judgment of their relative ability to use aid
effectively. The independent African governments, of course,

bear the primary responsibility for achieving their long-term
goals. They must provide the framework, the administration, the
incentives, the security, and a very substantial part of the
resources necessary for a broad attack on the numerous impediments
to development. Although they have had only a limited opportunity
to establish a performance record in these matters, forward motion
is evident and there have been encouraging signs of interest in
the principles of self-help and responsible governmental planning.
Relative stability in governmental operations exists in most
African countries. Leaders are acquiring a greater recognition

of the problems involved in development and are making serious
attempts to address them. Increased emphasis is being given to
improving the standards of education and the development of
trained manpower. Long-range plans, in those cases where they
exist, vary widely in scope and quality, but they are indicative
of attempts to bring more rational and systematic methods into

the development process. Steps are being taken to improve both
the plans and the implementing machinery. While there are
definite economic limits to the self-help efforts African countries
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can make, and while the real tests lie in the future, we can ex-
pect the African countriesto devote a share of their resources
to the specific projects or activities to which the United States
proposes to contribute.

To permit orderly consideration of the wide variety of conditions
and circumstances found in Africa, some form of judgment must be
made as to the basis for determining the allocation of available
U.S. resources. In the case of Supporting Assistance, strategic
and political considerations will of course be taken into account.
The allocation of U.S. resources for both Development Loans and
Development Grants will be dependent upon a number of consider-
ations including: (1) the available local resources, both human
and material, for development; (2) the organization and leader-
ship of the government, particularly its ability to enlist the
energles and support of the people, to plan adequately for
economic and social development and to ensure that the self-help
and other measures essential to successful program implementation
are taken; (3) the magnitude and type of resources being made
available from other free world donors, including international
organizations; (4) the extent to which a country's long-term
political and economic aims are compatible with those of the free
world; (5) the ability of the United States to provide the type
of technical assistance and administrative supervision necessary
to ensure effective use of aid funds.

On the basis of these considerations, the nations of Africa can
generally be grouped into three categories for the purpose of
determining the magnitude and type of developmental assistance to
be made available from the United States. Although it is not

- always a simple matter to determine into which category a country
should be placed, the decision is influenced primarily by an
assessment of the ability of a country to use resources effective-
ly. Countries in the first group would be given highest priority
and allocated greater resources over an extended period of time
than those in the second and third groups. However, in some
instances a country 1n a lower category might receive more U.S.
assistance than a country in a higher category in a particular
time period. For example, the approval of a loan or a grant for
a large project might well result in a relatively high aid total
for a country in the year of approval, yet be offset in subsequent
years.

The first category includes those nations which possess most of
the prerequisites for development other than adequate external
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assistance. These countries either have or soon will develop the
ability to take the measures necessary to mobilize their re-
sources. Public administration is relatively well advanced with
a staff of well-trained local officials or a strong nucleus
thereof. The long-term prospects for political stability in
these countries appcar to be better than average and the govern-
ments appear to be sincerely concerned with the welfare and free-
com of the people. Countries in this grouping, such as Nigeria,
Tanganyika and Tunisia, would generally receive priority attention
in the allocation of U.S3. developmental assistance. They woula
warrant consideration for assurance for help involving a substan-
tial coantribution of U.S. assistance over a period of years to

be directed toward those needs which the United States could best
meet. Assurances of development assistance for sound programs

or activities over a period of years by the United States, sub-
ject to satisfactory performance by the aid recipient, will
enable the leaders of these countries to plan the best use of
their own resources and other foreign assistance with confidence
for the future.

In countries of the first grouping, U.5. assistance may be the
catalyst for obtaining additional external funds from Western
sources, the U.N. and other international institutions, and pri-
vate groups and foundations. Consultative arrangements for this
purpose will be encouraged.

The second, and possibly the largest, category of countries in-
cludes nations possessing some prerequisites for development,
although they might be seriously lacking in others. Material re-
sources may be limited; trained manpower may exist but in
inadequate numbers; leadership may not be adequate; planning may
be deficient. Although some long-term development prospects may
exist, U.S. assurances of financial assistance over an extended
period of time would be considered premature for countries in
this category. In a number of these countries U.S. aid programs
have been in existence in the past. Assistance to such countries
in FY 1962 and FY 1963 is proposed to be directed toward those
economic sectors where the recipient country is itself making an
effort and thus where additional U.S. financial and technical aid
is most likely to make a significant contribution to economic
growth and social advancement. Where inadequately trained man-
power and a lack of basic economic facilities exist, U.S5. assis-
tance would be focused largely on the improvement of these essen-
tials to growth.
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There is a third group of newly independent countries and depen-
dent territories which are not likely to reach the point of be-
coming self-sustaining for some time to come. They may represent
trading or producing areas insufficiently large or integrated
enough to facilitate the development of self-sustaining economic
growth. A number of these countries are receiving substantial
budgetary and capital assistance from the former colonial powers.
The absence of trained manpower and facilities, such as roads,
communications and power, limit the absorptive capacity for ex-
ternal assistance. On the other hand these countries want to be
free to direct their own domestic affairs. The United States
must support the aspirations of the leaders and peoples of these
areas, providing some alternative to undue dependence on the
former metropoles or on the Sino-Soviet bloc.

It will be necessary to adopt a flexible approach in providing
assistance to this third group of countries and territories. In
general, of course, the amounts will be less than for countries

in the other categories. In many cases, programs will have to be
experimental in nature, until more experience is gained. Because
of their vast needs, it should be possible in most cases to
respond to country requests by selecting projects or activities
which require priority attention and which make a distinct contri-
bution to social or economic growth. In other instances, it may
be desirable to conduct surveys to determine which activities

best make such a contribution. Caution must be exercised, of
course, as in the case of countries in the other stages of develop-
ment, to coordinate the various Western activities, to undertake
activities for which the United States possesses special capabil-
ities and to avoid implications of annual "aid levels." The United
States must also be careful to select activities which do not
require increased budget support by other aid donors or create a
U.S. obligation to provide such support.

For many of these countries it is difficult to recruit qualified
technicians who have an adequate command of the foreign language
required, and who are willing to accept the hardships involved -
poor housing, inadequate medical facilities, etc. It therefore
will be important to select activities which do not require the pro-
vision of a heavy technician component or a large overhead of U.S.
administrative personnel over an extended period of time to ensure
their success. In a number of instances, activities in these

areas may consist of specific and carefwlly chosen projects

financed by development loans.
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Other External Assistance

1t is neither necessary nor desirable that the United States pro-
vide all external financial and technical assistance required tn
Africa. Fortunately for the imposing task of constructing both
economic and social foundations for future growth in Africa, aid
from European and international sources is large and on the
increase. The rate of annual economic aid obligations to Afri-
can countries from other Free World sources has risen from about
$500 million in 1959 to nearly $1.5 billion in FY 1962. If aid
to Algeria and other African countries not currently receiving
U.S. assistance is excluded, other Free World aid can be esti-
mated at over $1.0 billion - far more than expected U.S. aid.
Attempts have been made and will continue to be made to maximize
such aid from the U.XK., France, Germany, Itely, Japan, Isreel,
and other developed nations. West Germany, for example, is
expected to make available approximately $200 million to African
countries during FY 1962.

The role in Africa of international lending agencies - Inter-
national Bank for Reconstruction and Development (IBRD), Inter-
national Development Authority (IDA),and International Finance
Corporation (IFC) - is becoming increasingly important. The
IBRD recently establiched a new African Department. Commitments
from these orgenizations to Africa amounted to $186 million in
1960 and $40 million in 1961. Export-Import (Ex-Im) Bank
developmental lending activity in Africa {excluding UAR and the
Union of South Africa) has increased from $7 million in 1959

to nearly $53 million in 1961. It is anticipated that the Bank
will continue to éexpand its lending operations in Africa.

The role of the U.N. in African development has also been in-
creasing. This organization, of course, is heavily involved
in the Congo operation. U.N. Technical Assistance and Special
Fund grants cover a variety of specialized fields and have
expanded considerably in recent years. In 1960 such grants
amounted to approximately $23 million. Efforts are made to
ensure that these programs do not overlap with U.S. assistance
programs.

Reassessment of U.S. Assistance Programs

Fiscal 1962 was foreseen as a transitional year as tke new Agency
for International Development applied new emphasis and concepts



AFRICA (Continued)

including greater responsibility of recipient governments for
establishing sound development priorities. Rcview and re-
appraisal continue in parallel with the re-organization and re-
cruitment of new key personnel. Some commitments have been main-
tained to avoid wasting prior contributions through aebrupt termina-
tion. Certain activities found to be marginal were ended, however.
In most instances the approval of country programs has been de-
ferred pending re-examination to provide reasonable assurance they
are sound and necessary. For these reasons the rate of fund obli-
gations was slow in early months of fiscal 1962, but is expected
to increase markedly during the latter part of the year.

FY 1963 Programs

The FY 1963 programs also reflect the results of the program
re-appraisal. Some of the activities funded in FY 1962 will

not be continued in FY 1963. New activities designed to meet
basic development needs are proposed. Development funds will

be made available to a large number of African countries in ac-
cordanoe with the general system of priorities already discussed.
External assistance from other sources estimated to be available
for programs in Africa during this period was taken fully into
account in the development of these programs.

A limited amount of Supporting Assistance has been proposed in

a few cases where strategic interests must be taken into account,
or where there is a clearly identifiable need for aid but the
criteria for development-type assistance cannot be met. The
requigements for Supporting Assistance have declined from FY 1961
to 1963.

Increased emphasis on lending as an effective tool for develop-
ment is proposed in the African region. Lending within the

range of $200 to $280 million is foreseen for FY 1963, a sub-
stantial step-up over the level for FY 1962. It should be

noted that the needs for development lending capital are difficult
to predict for a particular year. Generally the projects pro-
posed for financing on a loan basis are of a magnitude and com-
plexity which require extensive preliminary survey and review

and the determination that satisfactory financing cannot be
obtained from other sources.

The loan mechanism has certain advantages. Loans tend to minimize
the sensitivities that are often experienced in a donor-donee

relationship, and such transactions establish an atmosphere in
which economic and technical standards are taken into consider-
ation more nearly as a matter of course. For some of the newly
independent nations of Africa, it is considered more desirable
to finance a single project on a loan basis than to engage in an
activity requiring technical and administrative cadres over a
period of time required to ensure successful completion. In
addition to the typical lending activity in the fields of manu-
facturing, transportation, and power, it 1s expected that such
activities as the construction of school and health facilities
will be financed on a loan basis in some instances in FY 1963.
It is also anticipated that capital will be made available for
local development banks in several countries.

Development Grant assistance of approximately $117.7 million

is proposed for FY 1963 compered to estimated FY 1962 obligations
of about $96.8 million. This somewhat enlarged program re-
flects the African nations' increasing capacity to use aid
effectively. The program will concentrate on the most urgent
requircments of these countries - improved public administration,
expansion of the educational base, trained manpower, and agri-
cultural diversification. Not only are advances in these areas
crucial to political stability, but they are also necessary
pre-conditions for a successful development effort. Since in
many of these countries assistance programs were not initiated
until FY 1961, a greater flexibility is required here than

in meny ‘other areas; and we must be prepared to expand them

as additional requirements are accurately identified and
implementation capacity is augmented.

In addition to bilateral assistance in Africa, funds are pro-
posed in the appropriation for contributions to International
Organizations for economic aid to the Congo through the U.N.
These funds will be used, in conjunction with Food for Peace
programs and contributions from other free world sources, to
meet essential import requirements and to support the U.N.
Technical Assistance Program.
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Country: CONGO (LEOPOLDVILLE)

The Republic of the Congo is the largest African country south of
the Sahara and is located on the equator in the central part of
the continent. It includes most of the Congo River system basin
and is probably the richest country in Africa in natural resources
and economic development potential. However, the Congo is still
in the middle of a long-drawn-out political crisis. Because of
this crisis, the United Nations (U.N.) has had to provide sizable
military and civil assistance. Furthermore, additional outside
economic help is needed to prevent an economic collapse until the
political problems are favorably settled.

The United States is directly and vitally interested in the future
of this large and important country because it might easily become
caught up in the contentions of the cold war. The prestige, the
authority and the very future of the U.N. itself as an effective
organizatlicn for peace arc alsc decply involved in the problems of
the Congo. Its location, its size, its extensive natural resources
and development potential - all of which point up the importance
of this land - meke it imperative that the U,N., the United States
and other Free World programs succeed in solving these problems.

Country Background

One month after independence (July 1960) the Congolese Army muti-
nied. This event started a chain reaction which lead to the col-
lapse of the political structure of the country. This resulted in
an almost complete breakdown in law and order, the withdrawal of
Katanga from the central government and the intervention of the
Soviet Union in support of left wing elements. These circumstances
lead the central govermment to ask for U.N. help to prevent com-
plete anarchy.

In the year and a half since the U.N. responded, the Congo has made
considerable progress toward rebuilding its political structure.

A moderate, broadly based central government in Leopoldville has
established itself more firmly and has taken steps against those
who had attempted to organize an insurrection against it. The
central government has made some progress toward a solution of the
Katanga secession problem, and it has resumed diplomatic relations
with Belgium. Thus, improvements in recent months show that the
worst of the political crisis appears to have passed and that there
is greater promise of an ultimate solution. 3But there are still
many things to be done and improvements to be made. The Congolese
army needs to be retrained while at the same time law and order
must be completely re-established throughout the country.
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.term economic development plans.

In the meantime, economic conditions are steadily growing worse.
If this trend is not stopped and put into reverse very soon,
situation. The political and military situation has caused a
drastic decline in production, while unemployment and prices have
increased rapidly. Foreign exchange reserves have reached such
low points that there are severe shortages of all imported goods.
These factors, plus the breakdown in transportation and communi-
cations have resulted in a serious fall in exports and have made
the Congo heavily dependent on outside aid-for consumer goods and
food. Raw materials and producer goods must also be imported with
outside help so that internal production can be started again.

Adequate foreign assistance to the Congo in 1962, in conjunction
with the improving political situation and the basic wealth of
the country, could spell the difference between success and
failure in stemming the adverse economic tide, and in raising
economic activity again to the pre-independence level. Failure
to provide adequate assistance in 1962 may well mean that unem-
ployment, inflation, and dissatisfaction will overturn the cen-
tral government and plunge the Congo once again into chaos and
violence.

U.S. Assistance Plans

U.S. objectives in the Congo are concerned primarily with the
strengthening of the political situation and the stabilization
of economic conditions. It is only after these minimum goals
have been met that it will be possible to work out tenable long-
One of the most urgent matters
is that essential import requirements of the country be provided
for, preferably through U.S. and other contributions to the U.N.,
or through bilateral arrangements which have the approval of the
U.N. Other important U.S, goals are the rapid training of
Congolese personnel in public administration to provide qualified
staff for the Congolese Govermment, and the building up of a
vitally needed educational system to meet the requirements of the
country. Some advance towards these additional goals is neces-
sary before the Congo can enter upon a long-range program for
economic development. Such a program may possibly be started
through an international consortium sometime in 1963.

The success of this course clearly depends on a broad, coordi-
nated, political and economic effort among the United States,
other western governments, and the U.N. U.S. policy is to work
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through the U.N. to the maximum extent and to urge that other
assistance be provided through the same channel in order to pre-
vent subversion under the guise of assistance activities. The
role of Belgium is particularly important since that country con-
tinues to provide significant bilateral assistance to the Congo,
and must be counted on in the future for a major share of any
assistance to a long-range development program.

Proposed Aid Program for FY 1963

The availability of adequate foreign aid for imports will be cru-
cial in calendar year 1962, the transitional year during which
new political relationships worked out within the Congo should
lead to the establishment of an improved balance of payments pat-
tern. As a result of chaotic internal conditions and inadequate
foreign import assistance, the balance of payments position has
deteriorated rapidly - foreign exchange reserves and stocks of
goods were almost exhausted by the end of 1961. Thus, the need
for assistance to the Congo will be considerably greater in 1962
than in 1961. Of greatest importance 1s the provision of a level
of imports sufficient to permit recovery of the internal export
industries. An estimated $125 million to $170 million may be
required for this purpose, depending on conditions. In view of
the uncertain amount required, the U.N. proposes to request funds
in installments. Against the potential requirements for 1962,
existing programs from FY 1962 funds will provide approximately
$52.3 million. Other extraordinary sources, such as U.N. troop
conversions and an European Economic Committee grant, are likely
to add another $30 million to Congolese foreign exchange reserves,
leaving a balance of up to $9O million to be covered by new con-
tributions. Beginning this year, all internationasl organization
funds provided by the United States to the U.N. for the financing
of imports into the Congo are tied to the procurement of U.S.
commodities.

For FY 1963, a bilateral development grant technical assistance
program is proposed to supplement the U.,N. and Belgian programs.
This program will be concentrated in the field of education to
help fill the gap in governmental administration and managerial
personnel and to help establish an educational system geared to
the future needs of the Congo. In FY 1962, 102 Congolese offi-
cials and students in the areas of government administration,
transportation and communications are participating in various
training programs in the United States and in Europe. The United
States is contributing to the foreign exchange costs of a perma-
nent building to house the National School of Law and Administra-
tion and the Agency for International Development (AID) plans to
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send some of NSLA's outstanding students for additional U.S.
training in FYs 1962 and 1963.

An overhauling of the educational system to gear it to the needs
of the newly independent country is an indispensable condition
for any progress in the Congo. Before independence almost no
provision was made for secondary education of the Congolese and
nearly all teachers were foreigners. Therefore, the immediate
problems are to train rapidly Congolese teachers and to assist

in the organization of additional secondary and advanced train-
ing institutions. During FY 1962, 70 Congolese students and
officials are being trained in education, administration, agri-
culture and forestry, with an additional number proposed for
1963. 1In both fiscal years, summer scholarships in the United
States are to be provided for 30 students of Louvanium University
where 400 scholarships were awarded under the regional education
grants project this year. Other education activities include
support of the National Pedagogical Institute, and the conduct of
an English language training program which will lead to the
establishment of a teaching program in Congolese schools. The
Congo Polytechnic Institute under a two-year contract with AID

is establishing four agricultural secondary schools.

Accomplishments

ATD program accomplishments in the Congo must be viewed in the
light of the protracted political crisis into which U.S. economic
assistance was injected. This assistance, begun in the autumn of
1960, has played a key role in supporting U.N. activity and in
providing a minimum amount of extra resources needed to help
avoid econocmic and political chaos.

The development grant project program, still in its early stages,
has moved from a large-scale training effort to assist in filling
the manpower vacuum caused by the departure of the Belgians to a
concerted effort aimed at providing education for administrative
and managerial manpower and long-range support of the educational
system. The two-year-old National School of Law and Administra-
tion, which AID is supporting in conjunction with the Congolese
Government, the U.N. and the Ford Foundation, has rapidly
increased its student body and has received an enthusiastic
response. An intensive supplementary training program is now
being carried on, in addition to the regular curriculum, to meet
the needs of incumbent government employees. In addition, a
large group of future teachers and administrators now in train-
ing at U.S. universities will return to the Congo this summer.
The Congo Polytechnic Institute has made substantial progress in
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starting on-site work for building three of its five agricultural
secondary schools. The demand for intensive English training is
su great that the program is being expanded to provide more facil-
ities for both intensive supplementary tralning and for establish-
ing teacher training programs in the school system.

FINANCIAL DATA

Obligations and Commitments FY FY FY

(millions of dollars & dollar equiv.) [1960-1961 | 1961 | 1962
AGENCY FOR INT'L DEVELOPMENT — TOTALe.. 2.5 2.4 3.3
Development loansBsseccencssscssccscssne - - -
Development GrantSeececccccececscssccecs 2.4 2.4 3.3
(T.C. prior to FY 1961)

Supporting Assistancescecececcocccese * - -
(DS/SA prior to FY 1961).

Other MSP EcOonomiCeecsscccesscscccacee g E/ y

FOOD FOR PEACE (P.L. 480)

131

Title I, Country [11-7-7. - -
(5&198 Agremnta)....‘....-.....-. - -
Title II.'........................'.. lO-l 1011
Title HI-.......c...ooc.qaoo...oo'.. 0-7 0-6

Title IVeececococcccsossncsacccccccnsnee - -

L

1 oW

EX~TM BANK LONG-TERM LOANS.eceecccccses - - -

OTHER U.Se ECONOMIC PROGHAMSecceccccses - - -

MILITARY ASSISTANCE (Programs)

M.A,P. ~ Grant Aldecececasscoccsscccss - - -
M.A.P. - Credit Assistanceccececccecse - - -
Non-M.A.P. H.‘Llita.ry Asslstanc@ececess - - -

ASSISTANCE FROM INT'L AGENCIES

IBRD (World Bank) seesseces. feerenas 150.
UN Tech.Asst.-CY ending in FY....... 0.
Eur.Econ.Community Develop.Fund..... 9

oo

OTHER FREE WORLD ASSISTANCE

Belglan..eectieeeacascarsoansassnnnsns NA 15.0 20.0
Other Free World to

UN Operations - Congos....... 7.0 7.0 20.0

SINO-SOVIET BLOC ASSTSTANCE...eevesnr.. - - -

U.S, DOLLAR LOAN REPAYMENTS...eeeeessn - - -

Excludes $64.9 million through U.N. in FY 1961 and $53.3
million in FY 1962 included in Non-Regional.
Data classified.

Less than $50,000.

*EQ‘
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Country: CONGO (Leopoldville) BASIC ECOMOMIC DATA

CONGO AVERAGE
UNIT | LEOPOLD- (Undev.
VILLE Areas)
POPULATION
Total Population (1961) ......... Millions 1h.5 X000
Anmual Growth o.eveeeenvvennnenns Percent 2.6 2.4
Density per 8q. Mi. cveceeecrenes Number 16 Lo
AGRICULTURAL LAND
ALGERIA Percent of Area ....eeeeceveescse Percent 22 25
S b Per Capit, Acr 9 2.5
! AN /x\“\ er Capita .ioveviiorceriirrocans cres .
) owmu o/ NGER Total Gross National Product™ ... |$ Millions | 1 ,2L5 xxx
Nt -~ ¢ CHap
GAMBIA J—‘x,__‘ ',‘,’,%[ﬂ_':)‘)’ D ™ \ GNP per Capita® .....ovieveennnn. Dollars 90 135
GUINEA ' /"1, / / - )
YR~ PR
S \ v SENA \‘\ ¢ ETHoP Electric Power per Capita ....... |KWH per ¥r 186 80
SIERRA LEONE CAMEROON "'f“""-'c __}-\__,_ - EDUCATION
) ‘ ———
LIBERW _(lmm,' LIteracy seeesererssccaccossonses Percent Lo 35
— RUANDI-URUNDI
Pupils as % of Population ....... " 10 9
0‘\ (Primary and Secondary)
2ANZIBAR
Pupils per Teacher (Primary)..... Number n.a. 38
HEALTH
_______ LU Pt People per DOCLOT .o.veessvsrenss Number | 35,400 7,000
. ! \ -
SUTH-WEST {"‘E',{‘,:f,""‘_, Daily Food Intake ............... | Calories | 2,650 2,300
v MAURITIUS TOTAL TRADE 2 (1959)
st Tt8 (£.0.D.) vieeereinornanns Million 00 ploled
AL Srerte o) R I
Imports {(c.1.£.) vovvevreevnnnnn. " 308 po'e'd
Trade Balance ..eeeevvecocncane " 192 XXX
Main Exports as # of Total Exports
Area: 906’000 5q. mi. COpper t0cs 00000000000 s00000 00 Percent 30 xx
Capital: Leopoldville "
Coffee vveeerasiasacncnsosance u 13 XXX
Palm kernels and 011 ..veeesses " 1n

# 1959 figure, Converted at 50 francs per U.S. $.
a - Includes Ruanda-Urundi.

152



Country: NIGERIA

With about 36 milljon people or one-sixth of the population of
Africa, Nigeria has the largest development potential in Tropical
Africa and is gradually assuming a leadership role among African
states. L1ts resources are substantial; its people are industrious
and vigorously pressing for economic and social progress. Its
responsible and competent leadership is well disposed toward the
West and is seeking to maintain an internal environment conducive
to individusl initiative and private enterprise.

Nigeria presents an excellent opportunity for the United States
to demonstrate to the newly independent African nations that the
best way to achieve their economic and political aspirations lies
in democratic institutions and cooperation with the Free World.
With U.S. and other western assistance, Nigeria may achieve self-
sustaining growth within a relatively short time. Therefore the
Agency for International Development (AID) has selected Nigeria

for an advance commitment of $225 million toward the implementa-
tion of its first post-independence development plan.

Country Background

Nigeria's development is still at a low level in terms of inter-
national standards. Eighty percent of the population is illiter-
ate; the mortality rate among children under five is 50%; annual
per capita gross national product (GNP) is only $90, while average
personal income is much less. With so low a level of income, it
is difficult to devote much of the GNP to investment in physical
and human resources.

Nevertheless, the performance of the Nigerlan economy justifies
optimism over its prospects. All major economic sectors have
shown impressive growth since and before World War II, with ris-
ing investment and saving ratios, rapid use of a money economy
and an increasing GNP. Production in real terms was 45% higher
in 1960 than in 1950.

Nigeria's development goals are established in a national devel-
opment plan scheduled to begin April 1, 1962 which is now before
the Nigerian Parliament and the reglonal legislatures. The plan
proposes an investment rate of 15% of GNP, and an annual GNP rise

Ly 1/2%, or sbout 2.5% per capita. Announced priority areas
are professional and technical education, agriculture, and indus-
try. Domestic savings (government and private) are estimated at
$1.6 billion, over half of the gross investment, set at $2.8 bil-
lion.
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Nigeria's planners have a clear conccption of the critical impor-
tance of economic return in selecting projects. Nigeria's polit-
ical leaders well understand and employ this and other principles
of development planning and resource allocation. They appreciate
the strategic role of private investment, domestic and foreign,
cperating in a market-oriented, open economy.

The U.S. country team and two special U.S. economic missions have
studied the Nigerian economy and processes closely and have con-
cluded that the plan is a good one, especially in development
strategy and policy. The International Bank for Reconstruction
and Development (IBRD) has also recently completed an intensive
study of the Nigerian economy with a very favorable estimate of
its development potential.

Nigeria's economic development until receplly hus been self-
financed by its own efforts through export earnings, savings,
and domestic revenues, along with substantial foreign private
investment. However, in recent years Nigeria has drawn down its
reserves significantly, largely to support a raepid increase in
domestic investment. Maintenance of this investment rate now
requires foreign aid in addition to export earnings, savings,
and internal revenue.

Although Nigeria has not yet received Sino-Soviet capital aid,
at least 30 Nigerian students are studying in the USSR under
Soviet Government scholarships, and Czechoslovakia extended eco-
nomic ajd credit of $10-20 million in early 1962.

U.S. Assistance Plans

The basic U.S. objective in Nigeria is the development of a strong,
united, independent nation which will stand as an example for
other African states and exercise a healthy influence on their
policies. The primary areas to which the U.S. program should be
directed include the strengthening of Nigerian unity and demo-
cratic institutions; the advancement of Nigeria's economic and
social development, the promotion of an understanding of the com-
patibility of Nigeria's aspirations with Free World objectives
and the inherent threat to independence in world communism; and
the creation of closer and wider relations with the Nigerian peo-
ple.

By means of a long-term aid relationship, the United States can
encourage and assist the Nigerian Government to maintain a free
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and open economy and to adopt and carry out policies which will
permit the most effective utilization of Nigeria's human and mate-
rial resources. Thus the basic intent of U.S. asslstance is to
support Nigeria's development plan.

The plan requires approximately $900 million in foreign assist-
ance over its projected span. The United States has indicated
that it would provide $225 million; an additional contribution
may be considered when further information on the plan and on con-
tributions by other nAtions is available. Western assistance
efforts will be coordinated under an IBRD-led consortium or con-
sultive group which the Nigerian Government has requested.

Other collateral U.S. actions which can assist in achieving U.S.
policy objectives in Nigeria involve informational activities of
the United States Information Service (USIS), State Department
education and cultural programs, and support for Nigerian partici-
pation in international organizations.

Proposed AID Program for FY 1963

The proposed U.S. asslstance program 1is concentrated under devel-
opment loans and development grants, supplemented by Food for
Peace activities, several Export-Import (BEx-Tm) Bank loans and
the Peace Corps.

The development grant program increased from $l.9 million in 1960
to $20 million in 1962. This program provides assistance for the
necessary skills, training and demonstration equipment in the
educational, agricultural and manufacturing sectors.

The first priority of the AID program is to contribute to the goal
of the Nigerian development plan to develop by 1972 a total of
85,000 professionally and technically trained Nigerians as the
minimum to meet essential manpower needs. Under the AID program,
seven American universities - Harvard, University of California

at Los Angeles, Michigan State, Ohio University, Western Michigan
University, Indiana University and Pittsburgh University - are
implementing educational institution development contracts in
Nigeria.

A second goal 1s to increase production of agricultural commodi-
ties by 45% over 10 years. The AID agricultural program is con-
centrated on developing new crops, introducing new methods, and
improving and opening up new lands. Attentlon is also directed
at two related factors, upgrading agricultural management and
strengthening rural institutions which support production.
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The goal for the manufacturing sector is a doubling of net in-
dustrial output 1n each of the next two five-year periods.
Activity in this sector started in FY 1961. AID is helping to
establish and staff industrial development centers in each of the
three regions of Nigeria and to institute and organize planning,
feasibility, and marketing services in the federal government.
The development centers will provide advisory and training serv-
ices for small and medium-sized entrepreneurs and will assist
them with their product, production, marketing, administrative
and financial problems. Staffing for these institutions is being
provided under an AID contract with Arthur D. Little, Inc., of
Cambridge, Massachusetts.

The AID program in the govermment sector seeks to upgrade in the
next five years the qualifications of 5,000 Nigerian public serv-
ants in senior and intermediate positions. This 1s to be accom-
plished through the cooperative establishment of three advenced
public administration institutions, through in-service and coun-
terpart progrems, and through participant training programs.

The economic policy and planning goal is to build up a Nigerian
government organization by 1967 which can provide basic data and
analyses to perform the planning functions without dependence on
outside help, and to complete by 1967 detailed studies of primary
sectors as a basis for actlion programs during the succeeding
five-year period. This goal is being pursued through the provi-
sion of advisory personnel to relevant ministries of the Nigerian
Government.

Development loans, with domestic resources and other sources of
finance, are intended to achieve a total gross investment rate
exceeding 15% of GNP and a total gross investment for the five-
year plan of $.8 billion.

A $3.1 million loan has been made to re-lay railroad track in the
Northern Region. A loan is now in process for $19 million for
the supply and installation of telecommunications equipment to
improve and extend public telephone and telegraph service.

Projects for which large loans may be considered are construction
of the Niger Dam in conjunction with the IBRD and assistance in
the establishment of Nigeria's first steel mill. Other loan
prospects include road projects, a development bank, a fish-
processing center, educational construction, expansion of rubber
and timber production facilities, and railrcad improvement.
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Accomplishments

The long-term commitment made by the United States in late 1961
helped Nigerian planners to persuade their govermment to continue
its substantial contribution toward development activities, con-
sider additional means of raising domestic revenue, and maintain
its record of social progress.

U.S. influence was important in encouraging the Nigerian Govern-
ment to attempt to increase its aid from other Free World sources.
Consequently, the Nigerians asked the IBRD to organize a consul-
tative group for aid to Nigeria. The IBRD has responded favor-
ably. Moreover, aid sharing arrangements on individual proJjects
have been worked out with the United Nations and private founda-
tions.

U.S. assistance to Nigeria is already having an impact through
projects in the human resources area. Such projects include the
land-grant type university focusing on the needs of the entire
commnity, teacher-training institutions, demonstration compre-
hensive high schools and technical education beginning in the
primary grades. The Peace Corps program, which concentrates on
furnishing secondary school teachers, is contributing to this
goal, and is complementary to AID activities.

Five agricultural research and extension stations have been estab-
lished to bring modern farm methods and range practices to the
rural areas. Programs in agricultural credit, livestock, and
poultry have been initiated.

Carefully selected sector and project feasibility studies have
been undertaken within the framework of the plan. Five American
economists furnished by the Ford Foundation are working in the
national planning office on the federal level and an economic
planner from India supplied from the IBRD 1s serving as economic
advisor to the Prime Minister.

FINANCIAL DATA

Obligations and Commitments
(millions of dollars & dollar equiv.)

FY
19541961

1962

AGENCY FOR INT'L DEVELOPMENT — TOTAL...

Development D731 5 ¥ - 1 P

Development GrantBececsccecscccscssss
(T«.Ce prior to FY 1961)

Supporting Assistanceeeccceccccceccscs
(DS/SA prior to FY 1961).

Other MSP EcOonemiCsscscccscscccscsccs

FOOD FOR PEACE (P.L. 480)

Title I’ Country USBBeesossccccscasse

(Sdes Agreemnts).oor.oo.o-oo.ooo.
Tit‘le I.—r.............3..........‘..‘.
Title HI---oooooooo-oo-oooooooooo-oo

Title IVeseeeccccccccscccccccccccccse

EX—=IM BANK LONG-TERM LOANSeeeocecccsces

OTHER U+Se ECONOMIC PROGRAMSescocscccecs

MILITARY ASSISTANCE (Programs)
MeAoPs — Grant Aldececcccecsccccrcecce
M.A.P. - Credit Assistanceececcccecccsce
Non-M.A.P. Hilitary Asslstanceeecccecse

ASSISTANCE FROM INT!L AGENCIES
TBRD (WOT1d BENK)««enreernsenneneennos
UN Tech. Assist.-CY ending in FY.
UN Special Fund.

OTHER FREE WORLD ASSISTANCE
United Kingdom..
West Germany.
Francesse..
Israeleceesesceens

SINO-SOVIET BLOC ASSISTANCE. :eceevesnss

U.S. DOLLAR LOAN REPAYMENTS
MSP and PL 480. .. ceeeeecrcocccnccanns
Export-Import BenKeseoseeoseesceoenas
Other Government..eeesscosssess

seee e

July-Dec. 1961
Less than $50,000

&/

*

18.

3.7
1h.

0.7

0.2

N
-.F'OCO
O\ O

EEEE

*

NA

.0

45.0

25.0
20.0
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BASIC DATA
AVERAGE
Unit NIGERIA (UNDEV. AREAS)
ARFA & POPULATION
Area ..uevrniiiiiin.. 1000 sq.mi. 357 xxx
Population (1961) . Mil. 35.8 xxx
Annual Growth ..... % 1.9 2.4
Density per sq.mi. No. 100 Lo
AGRICULTURAL ILAND
4 of Total Area ..... 4 23 25
Per Capita ..veeceee. Acres 1.5 2.5
POWER PER CAPITA ...... KWH/Yr 15 80
EDUCATION
Literacy Rate ....... % 20 35
Pupils as % of Pop.
(Prim. & Sec.) ..... % 8 9
Pupils per Teacher
(Prim. only) ....... No. 32 38
HEALTH
Life Expectancy ..... Yrs n.a. 4o
People per Doctor ... No. 37,000 7,000

GROSS NATIONAL PRODUCT *

Total GNP (tin 1960 Prices)

GENERAL ECONOMIC DATA

...............

Per Capita GNP .......ccvviivninens coene

Investment as Percent of GNP

-------------

AGRICULTURAL PRODUCTION INDEX - TOTAL..... -
Index Per Capita .....
Sorghum and millet ...¢civivoecrevncencees

PETROLEUM PRODUCTION (EXPOrts) seeeeceevesss

COST OF LIVING INDEX (LagOS)...vcereeaerennns

FOREIGN TRADE
Total Exports (£f.0.1.) eveeerrecans Ceeeeas

Palm kernels and oil

Total Imports (c.i.f.)

Trade Balance

RN YR N]

Trade with United States (U.S. data):

Exports to U.S. (f.o.b.)

Imports from U.S.

Trade Balance

S0 ) e

]
GOLD & FOREIGN EXCHANGE (end of year) ......

NIGERIA

Calendar Years

b
CENTRAL GOVERNMENT FINANCES* FY ending March 31

Total Expenditures
(Defense Expenditures)

(Capital Outlays)

Domestic Revenues

Budget Receipts from Non-U.S. Foreign Aid

...............

.................................

Budget Receipts from U.S. Aid (Grants & Loans) ....

Remaining Deficit (-) or Surplus (+)

oom %

Converted at $2.80 per Nigerian pound.

Sterling assets,

------

- Consolidated transactions of the Central and Regional governments.
Revised budget estimate,
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Unit 1959 1960 1961 Est.

$ Millions 2,982 3,094 3,210
Dollars 87 88 90
Percent 12,8 15.3 1L.8
1952-54=100 119 131 n.a,
" 105 113 n.a.
1,000 M 2,900 4,000 n.a.
" 5h7 861 2,000
1953=100 12h 132 140
$ Millions 458 Lé2 L8o
" 111 107 n.a.
" 502 603 625
" =nn -1 -1L5
$ Millions 18 26 35
" 32 Lo L1
" 1L 1L -3

" 606 L81 Lh32 (Jun)

- Million Dollar Equivalents -

1960 1961° 1962 (Bud)
370 138 L99
........ (13) (18) (21)
........ (152) (183) (211)
277 333 373
........ 25 39 33
-- -- 3
........ -68 =66 -90



Country: TANGANYIKA

Tangenylile became independent in December 1961, following adminis-
tration as a British Trusteeship since World War I. This large,
sparsely settled East African country of §.4 million people

Of puipose-
ful achievement in econcomic development.

The success or failure of economic development in Tanganyika after
independence is important to the achievement of peaceful political
and economic progress in East Africa. Former Prime Minister

Julius Nyerere, an astute and popular leader with influence
throughout Africa, has taken inspiration from western institutions
and has called for moderation in dealing with the "expatriate"
problem. Conseguently, the stable, responsible development of
Tanganyika, which is well-qualified to meet the sell-help criterion
of U.” aid objectives, is psychologically important.

Country Background

Despite an annual increase of approximately 4% in total output
from 1954 thru 1960, the standard of living and development of the
Tanganyikan economy remains extremely low. Divided into over 120
tribes, the people are widely scattered and lack cohesiveness of
thought or action. A $56 per capita Gross National Product (GNP)
and a 5-10% literacy rate are among the lowest in Africa. Trans-
portation and communication facilities need to be improved. Only
about 60% of goods and services produced enter the monetary
economy, although the long-term outlook for agricultural develop-
ment is good.

In March 1961 the National Assembly approved a three-year public
sector Development Plan, which calls for annual expenditures of
about $22 million. The plan conr-~ntrates on economic projects
.calculated to yield the guickest and hichest returns and also
provides for the expansion of facilities for human resources
training.

It had been believed that the funds committed by the United States,
the United Kingdom and West Germany, together with anticipated
internal resources, would be sufficient to initiate the plan.
However, public expenditures were increased and government revenues
were seriously reduced as a result of prolonged drought followed
by floods. The World Bank is considering a loan application which,
if approved, will assist in bridging the resulting gap.

Although Tanganyika has access to the sterling pool for foreign

exchange of the Fast Africa Currency Board, the government is
limited in what it can do to raise local currency for development
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purposes. However, Mr. Nyerere and key ministers have taken a
responsible attitude toward self-help measures for the mobiliza-
tion of the country's scarce resources and are producing a favor-
avie ciimate lor development. These eiiorts, and a continuing
efficient civil service, should lead tothe implementation of the
plan and a 4-5% annual growth rate over the next few years.

U.S. Assistance Plans

The long-term goal of the Agency for International Development
(AID) program in Tunganyika is the maintenance of a strong, non-
racial govermment. This will require Tanganyika's continued
reliance on the West as the primary source of economic assistance,
for manpower training and guidance in the evolution of govern-
mental and social institutions.

Short-term objectives are the financing of sound development
projects under the plan, continuation of the existing educational
and economic associations through regional activities, and future
integration of development plans.

To assist Tanganyika in meeting these goals, the United States
made a $10 million development loan commitment in December 1961.
Of this commitment, up to $5 million may be obligated for specific
loans in fiscal year 1062 and the remainder in fiscal year 1963.
To bring about a more comprehensive development of the economy
than is possible under the original minimum development plan, an
expansion in the number of projects and a closer assessment of
pro’~t t costs will require additional commitments. If suitable
carital projects are developed to meet these additional require-
ments, AID may make loans in excess of its current commitment as
part of the FY 1963 program. Development grants to complement
and support the plan's objectives will be provided in the key
sectors of agriculture, education, community development, govern-
mental management, small industry development and for selected
ivasibility surveys.

In addition to an $11.2 million loan commitment, the United

Kingdom has provided grant assistance of $2L4.5 million and has

also agreed to provide other budgetary aid and scholarships in

England.  Other external assistance to Tanganyika includes an $8.7 million
loan commitment from West Germany, the provision of experts by

U.N. agencies, and an International Finance Corporation loan to

promote sugar cane production and processing. The International
Development Association is considering a road construction loan.



Country: TANGANYIKA

Proposed AID Program for FY 1963

The three-year development plan, based on a World Bank survey,
concentrates on agriculture, with an emphasis on personnel train-
ing; secondary education through school construction, teacher
training and vocational education; communications and market access
roads.

The major part of the U.S. program is the long-term commitment to
help meet the objectives of the development plan. During 1963,
AID will negotiate loans for the unused portion of this commitment
and may assist additional capital projects essential for a
comprehensive expansion of the plan. The majority of such loans
would be made for foreign exchange and local costs of specific
projects.

Development grants will continue assistance in operating and stafi-
ing an agricultural college, advising on agricultural extension
and training, and providing specialized agricultural training
abroad. AID will concentrate education grant assistance on teacher
training by continuing American technical direction of an Institute
of Education to improve the instruction of the 3,500 teachers in
training between 1962 and 1965. An East Africa regional activity
will continue to explore ways to speed up the training of secondary
teachers.

Assistance toward Africanization of administrative and executive
posts will continue through a training program for over 100
officers annually. AID will assist the govermment to expand and
improve its community development efforts through the training of
up to 300 governmental and rural staff over a two-year period and
through a village leader training program to encourage local
initiative in promoting rural development. A project may be under-
taken to promote small industries development by assisting in
staffing an industrial promotion and development section in the
Ministry of Commerce and Industry.

As part of the 1962 Food for Peace program to alleviate famine,
10,000 tons of corn and 500 tons of milk will be delievered to
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provide needed dietary requirements until crops can be harvested
following the drought. A P.L. 480, Section 202, program is
expected to provide 15,000 tons of corn and other commodities
for agricultural resettlement and urban renewal activities.

Accomplishments

In recognition of Tanganyika's importance as the first East
African territory to pecome independent, AID established an
independent country mission in Dar es Salaam in 1962. The staff
has been increased to provide more trained personnel to work
with the government in carrying out the part of its three-year
plan with which the United States is associated. The new AID
criteria were applied in providing the first long-term commitment
in support of a development plan as authorized by the Act of I
International Development. Assistance to the plan has been made
available in concert with other Free World nations, and other
activities are shared and coordinated with U.S. private groups.

The distribution of corn as partial payment for work has made
possible the completion in one year of a three-year program of
small public works projects, including roads, dikes and water
spreading. Imports of corn and milk have saved the lives of
many farm families suffering from severe drought.

The provision of over 7O American secondary school teachers
under a regionally funded project has made it possible to keep
many Tanganyikan secondary schools open and to provide more
effective instruction in others. Under this program, more
Africans have been able to move into responsible administrative
posts without reducing the calibre or volume of secondary
education instruction.

A road materials testing adviser has helped improve materials
laboratories and methods of earth stabilization, thus contribut-
ing to progress in feeder-road location and road construction.
Peace Corps volunteers are engaged in important road engineering
works to improve Tangenyika's poor communications system and
repair the several roads damaged by recent floods.
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TANGANYIKA

BASIC ECONOMIC DATA

TANGAN- AVERAGE
UNTT YTKA (ndeys
POPULATION
Total Population (1961) ......... Millions 9.L po'od
Anmual Growth ....eeeeeceenceness Percent 1.8 2.h
Density per sq. mi. ..cvievasnane Number 26 Lo
y y 4 AGRICULTURAL LAND
\ \
J ( Percent of Area ...eeeceeo.. cevee Percent 18 25
SPANISH ™~ ~ TN \ e “ fﬂ?)
sn!n;! (“\\ ‘:)“h E ' Per Capita .ivveevecececccececenne Acres L 2.5
--1 ) N PR AN o / ~
T Bt GNP AND POVER .
. Ao/ s ~ Total Gross National Product™ ... |$ Millions c19 P
SENESAL N T e G /oMo
oamon —%-N___ Noem oy T % 1 suoa GNP per Capita® .......o0ucennnn. Dollars c6 135
sumer TR SUINER |-~ T R G ! < REPUBLIC
thont o R ! Ry \\\ o Emmoma >, REPU Electric Power per Capita ....... |KWH per Ir 16 80
SIERRA LEONE ) SUERORY RERBLC EDUCATION
RUANDI- —_—
LIBERIA 1060 o som =79 URUNDI Iiteracy .ceceesecceccccccnass .o Percent 5-10 35
cheow [(Braz. (L
N S o) Pupils as & of Population ....... " 5 9
TANGANY'KA > o (Primary and Secondary)
- 2ANZIBAR
< Pupils per Teacher (Primary)..... Number 5l 38
ANGOLA
I)' HEALTH
-‘__“_'I_\)\_ X " aLACAS People per DOCLOr v.vevveseaaanss Number 17,000 7,000
st st {"ﬂ:‘,‘,’“i > Daily Food Intake ...e...o.s..... | Calortes | 2,175 2,300
g— WAURITIUS TOTAL TRADE (1961 Est,)2
1, ——————
<! ; SonziLAND Exports (f.0.b.) ...vieveesesaese |3 Millions 135 Fox
sﬁ%’kfaﬁ BASUTOLAND
' Imports (c.i.f.) vevveeinnvnnnnn. n % XK
Trade Balante .....ccovecececacse " Ls XXX
Main Exports as $ of Total Exports
Area: 362,000 sq, mi, 5 T Percent 27 x0x
Capital: Dar es Salaam
Cotton vouseceeioeenncovenranes " 16
xax
Coffee vouivusoronnccennnsranes " 15

& - Converted at $2.80 per pound.
]593 - Excludes trade with other British East African Territories,




FINANCIAL DATA
Country: TAGANYIKE

Obligations and Commitments
(millions of dollars & dollar equiv.)

TY
1956-1961

AGENCY FOR INT'L DEVELOPMENT ~ TOTAL«..

Development 1oanSeeecescscssssassssse

Development GrantSececececssscccscsss
(T.Ce prior to FY 1961)

Supporting AssistanCeeeeccsscccccccce
(DS/SA prior to FY 1961)

Other MSP EcornomiCeccscovscecccccscce

FOOD FOR PEACE (P.L. 480)
Title I, Country Us€Sesececscscscscece
(Sales Agreements).cscescsscccccces
Title II......II...............I..Il.
Title III...........-.o.acocco.cccc.o
Tltle IV..............coccccnnlco--.c

EX-IM BANK LONG—TERM LOANSeeecesscocssce
OTHER U.S. ECONOMIC PROGRAMS«ssecsescse

MILITARY ASSISTANCE (Programs)
M.A.Pe - Grant Aidececesssccocsssccss
MeAePoe - Credit Assistancececcecscccces
Non-M.A.P. Military Assistanceceseceee

ASSISTANCE FROM INT'L AGENCIES

IBRD (World BanK) ..o.vevvvenevevennns
Internatl. Finance Corp..............
UN Tech.Asst.-CY ending in FY .......

OTHER FR&EE WORLD ASSISTANCE
United Kingdom ...eeeeceeerevennesons
Vest GEIrMaNnY «.vvevereconcacononnnsen

SINO~SOVIET BLOC ASSISTANCE

U.3, DOLLAR LOAN REPAYMENTS
MSP and P.L. 480 «iveieiiiinennenn-,
Export-Import Bank .....coenveenenens
Other GOvernuent .«....eeeeeeeaceesons

a/ Date classified.

2.5

1.9
0.6

b/ Excludes $24 million for regional railroads.
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Country: TUNISIA

In the six years since its independence Tunisia, at the same time
an African, an Arab, and a Mediterranean state, has established an
effective and basically democratic govermment with a moderate for-
eign policy orientation. However, Tunisia's economy and foreign
outlook were shaken in 1961 by the armed clash with France over
the military base at Bizerte. Since that time, the two govern-
ments appear to have made some progress toward a solution to the
problem, although basic differences remain.

Tunisia's importance arises from its strategic geographic position
in North Africa close to Europe's southern flank, its effective
and energetic government, its generally favorable disposition to-
ward the West, and its respected, moderate voice in the world com-
munity. It is in the U.S. interests, in the short run, to help
Tunisia meet its external aid requirements. This will encourage
the Tunisian Governmenl's continued moderate posture and will help
Tunisia to serve as a model for other developing nations in the
area. In the longer run, Tunisia's contribution to the stability
of this area depends upon its ability to achieve economic growth
and to follow a course of moderation in difficult times.

Country Background

Tunisia's economic life includes a traditional non-monetary sector
of farmers, nomadic herdsmen and artisans, and a modern sector of
manufacturing and commerce in the coestal areas. From the end of
World War II until Tunisian independence in 1956, the modern sec-
tor enjoyed moderate, steady growth resulting from the heavy inflow
of French capital in mining, manufacturing, transportation and
communications, urban construction, and commerce. After 1956, the
emigration of many Buropeans with needed skills and the outflow of
French private capital caused economic growth to cease. 1In 1959-
1960, the economy improved somewhat, but in 1961 poor harvests and
the Bizerte incident resulted in a setback.

After years of preparation, in 1961 Tunisia published a Ten-Year
Perspective (Plan). A detailed three-year plan of implementation
was t0 be completed early in 1962. The objectives of the plan are
t0 increase personal income, especially at the lower levels; to
provide educational opportunities for all young people; to facili-
tate economlc and social mobility; to rely increasingly on Tunisian
resources; and to diversify the international, political, and eco-
nomic relations of Tunisia. A U.S. survey team concluded that the
Ten-Year Perspective is & competent document offering a rationsal
approach to long-term economic planning. The three-year plan is
now under review.
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The outlook for Tunisian economic development is promising.
Several preconditions to more rapid, self-susteining growth
already exist, inecluding a \191]-19.".: stahle and offective govern-
ment, and a basic amount of institutional development. Moreover,
competent economic planning has been under way for some time.
Thus the Tunisian Goverrmment is prepared for an early start on
its formal development effort. While the scarcity of natural
resources and the lack of modern skills will not permit sudden,
dramatic expansion, with appropriate external assistance Tunisis
can achieve moderate growth in future years.

U.S. Assistance Plans

The principal U.S. long-term objectives in Tunisie are the crea-
tion of & self-supporting, growing economy and of & social and
political system under which all Tunisians will have political
and economic opportunities which can serve as examples of wise
development.

If these basic goals are to be achieved, Tunisia must succeed
substantially in meeting the development aims outlined in its
Ten-Year Perspective and as described in greater detail in the
three-year plan soon to be published. The three-year plan will
require external aid resources estimated at $100 million annusl-
ly. 'The U.S. share of this aid will depend in part upon the
amounts contributed by other countries and organizations.

The United States has played a large role in Tunisia's externsl
assistance programs since the Tunisian aid program begen in 1957.
However, the proportion of U.S. assistance to the total Tunisian
assistance has been falling, and in 1962 commitments from other
Free-World sources will be about equal to the U.S. program.
France continues to be an importent contributor of foreign aid,
although French aid has been declining since Tunisian independ-
ence. In 1962 French aid will equal at least $7 million, plus
military expenditures and subsidized prices for Tunisian wines
and wheat, while German assistance may total as much as $12 mil-
lion.

On the other hand, the USSR, Poland, and Czechoslovakia have ex-
tended lines of credit to Tunisia totaling $46 million, against
which $8 million may be drawn in FY 1963.



Country: TUNISIA

Proposed Aid Program for FY 1963

The primary object of the U.S. aid program is to support the
Tunisian development plan. Development loans, for both project
and non-project imports, will be the principle tool for this pur-
pose, to be supplemented by development grants and Food for Peace.
The exact scale of U.S. support would depend upon the amount of
external aid obtained from other sources and upon the scale of
practical investment targets for the three-year plan.

In addition to general support of Tunisian development efforts,
the Agency for International Development (AID) assistance in FY
1963 will be concentrated in education and training of the work
force, increased and diversified agricultural production, and
improvement of industry. The changed emphasis in the type of
funding for the FY 1963 program will result in more use of devel-
opment loans, while development grants will be limited to the
continuation of existing projects in economic planning, education,
agriculture, transport, industry and tourism.

The Food for Peace program in Tunisla has been extraordinarily
successful in its Title II work relief, Algerian refugee and child
feeding projects. More than 170,000 Tunisians, paid partly with
U.S. wheat, are employed on useful labor-intensive projects; that
is, work involving large numbers of laborers rather than capital.
More than 170,000 Algerian refugees and 255,000 needy children
are being fed under the Food for Peace program. FY 1962 P.L.

48O Title II programs total about $16 million at export market
prices (about $4#4 million commodity credit corporation cost).
Assistance through the Title I programs, totaling $14.6 million
in FYs 1961 and 1962 (exclusive of $1.5 million for Cooley loans),
resulting from a prolonged drought, is not planned for FY 1963.
Other Food for Peace efforts will continue in 1963.

Accomplishments

The Tunisian aid program during 1962 reflected two important
accomplishments. First, it completed the preliminary phase of

162

several important projects concerning manpower training and in-
creased agricultural and industrial production. Second, during
this year of transition, aid objectives were clarified, and
several projects were terminated and others regrouped and focused
on areas bearing directly on the aid goals.

The following are specific examples of achievement. The Socidtéd
Tunisienne de Banque, by means of a grant of $5.5 million in
counterpart funds and a $5 million Development Loan Fund (DLF)
loan made 110 loans to medium-sized industrial undertakings. The
National Agricultural Bank, assisted with a $5 million loan plus
grants of local currency, has already made more than 5,000 loans
to agricultural projects. The re-establishment of seven and con-
struction of two new horticultural stations, the development of
the Sidi Thebet poultry stations, and the drilling and equipping
of many wells also represent progress toward the broad goal of
increased agricultural production. Iocal currency support of
the housing program in 1962 permitted the building of nearly
2,700 rural and 300 urban houses. The entire Tunisian develop-
ment effort might have foundered without the local currency made
possible by supporting assistance.

Hundreds of useful labor-intensive work relief projects through-
out Tunisia have been undertaken, e.g., terracing of slopes,
reforestation, prevention of erosion, construction of wells, soil
reclamation and construction of roads. This activity is a model
Food for Peace economic and social development program.

In addition to these completed or continuing projects, completion
of the preliminary work on several others is expected in 1962,
including studies for the building of a School of Law, Economics
and Business Administration in the University of Tunis. In agri-
culture, the development of a National Agricultural Extension
Service is under way, and exploratory studies were completed on
the Oued Marguellil watershed area.
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A)

AREA & POPULATION

Population (1961) ..
Annual Growth .....

Density per sq.mi.

AGRICULTURAL LAND

% of Total Area .....

Per Capita .....00ee.

POWER PER CAPITA ......

EDUCATION
Literacy Rate .......

Pupils as % of Pop. .
(Prim. & Sec.) .....

Pupils per Teacher
(Prim. only) .......

HEALTH
Life Expectancy .....

People per Doctor ..

BASIC DATA

Unit TUNISIA

AVERAGE
{UNDEV. AREAS)

1000 sg.mi.
Mil.

%

No.

Acres

KWH/Yr

No.

Yrs.

No.

L8
L.3
2.2

90

Lo

3.0

66

25

11

57

2.4
Lo

25

2.5

80

35

38

ko

7,000

GENERAL ECONOMIC DATA

TUNISIA

Calendar Yeare

# - Converted at ,L20 Dinars per U.S. $.
a - AID estimates of cash transactions.

b - FY ending March 31,
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Unit 1959 1960 1961 Est.
GROSS NATIONAL PRODUCT *
Total GNP (in 1960 Prices) ...cvvevivennn. $ Millions 6h6 6L8 615
Per Capita GNP ...vvvvrinnrrneanancnaranns Dollars 157 155 1Lk
Investment as Percent Of GNP vevvevveennns Percent 11.9 15.0 19.0
AGRICULTURAL PRODUCTION INDEX -~ TOTAL....... 1952-54=100 100 136G 69
Index Per Capitl cveeeveerroeeneeenenne e " 9 116 60
Wheat ,eeuceeeerecreosrsacenssorsosoerocees 1,000 M 52% L52 180
MINING PRODUCTION INDEX ...uvveeenvrcnsecass  1953=200 104 101 80
COST OF LIVING INDEX (Tunis) ................ 1953=100 116 113 118
FOREIGN TRADE
Total EXPOTts (£.0.D0) sevrernvovoeerannns $ Millions 1h2 120 115
Phosphate YoCK csesseeesscossssssnsceeas " 18 15 16
Total Imports (C.1.f.) veveevnerinnevnnsn. " 153 191 215
Trade Balance «...oceeeeenneens Crereaas ! -11 71 -100
Trade with United States (U.S. data):
Exports to U.S. (£f.0.b.) +ivvvennnnn. $ Millions 2.6 0.k 0.6
Imports from U.S. (£.0.b.) vevivennns " 9.3 21,0 L5.0
Trade PalanCe seeeeeeessoeraeens " 8.7 -20.6 .
GOLD & FOREIGN EXCHANGE (end of year) ...... " 97 97 83 (Nov)
- Million Dollar Equivalents -
CENTRAL GOVERNMENT FINANCES#*' FY ending Dec. 31 1960° 1960° 1961
Total EXPendituUres .uveveeveeresonsoonocarsosoonsnn 156 189 198
(Defense Expenditures) .iu.veeeieseeonnnoneacss (13) (12) (1b)
(Capital Outlays) .vuivuiineinninennnnerannnen (53) (68) (1)
Domestic ReVENUES +.vuvtrrintersnsronsserascrasoass 128 13k 133
Budget Receipts from Non-U.S. Foreign Aid ......... - - 1
Budget Receipts from U.S. Aid (Grants & Loans) .... 19 20 32
Remaining Deficit (-) or Surplus (+) .eovivvecnnns. -9 =35 =32

¢ - Fiscal year
period changed to a calendar year basis; estimates for the April-December 1960
period have been extrapolated to a 12-month basis for comparability.
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Obligations and Commitments
(millions of dollars & dollar equiv.)

FY

1952-1961

1961

1962

AGENCY FOR INT'L DEVELOPMENT -~ TOTAL...

Development 1oanSeeesevecsoscesssence

Development Grant Sessececcssssccscnse
(TeCs prior to FY 1961)

Supporting AssistanCesesecsessccccscss
(DS/SA prior to FY 1961)

Other MSP EcOnOmiCesssecssssccsscssses

FOOD FOR_PEACE (P.L. 480)
Title I’ Country USESesssessvsccsense
(Sales Agreements)seeesescessscocss
Title Ileeceecoccocsacscssssosssscnsne
Title Illeecesvecccscsessscassccsccnes
Title IVeecooessevrccccsccvscsssssncosne

EX‘IM BANK LONG—TERM LOANS...-.........

OTHER U.S. ECONOMIC PROGRAMS.c¢eccassess

MILITARY ASSISTANCE (Programs)

MeAePe — Grant Aldeceecocoscssscscsss
MeA.P. = Credit Assistance.sceesccces
Non-M.A.P, Military Assistanceseceecss

ASSISTANCE FROM INT'L AGENCIES
UN Tech. Assist.-CY ending in FY.....
UN Special Fund.cceceeercvaasnsncensa

OTHER FREE WORLD ASSISTANCE
France.sessceesrsesrsescscessssessences
West GEermBNy.ceccccsosoososssnscssensss

SINO-SOVIET BLOC ASSISTANCE. ..+ «seen...

U.S. DOLLAR LOAN REPAYMENTS
MSP and P.L. 480ceciencenseanisnnnnas
Export-Import BankK.eesecooosoesesesee
Other Government.seesccesoescocssssns

a/ July-Dec. 1961.
g/ Dats classified.

13
"

7.4

2.1

10.9

8.k

1.8

e
o

g

8.0

37.2

10.0

21.5

15.9

2.4
3.5

10.0
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