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Q: March 22, 1999 the interview is with Jacob J. Kaplan. Let’s start off with a brief summary of
your association with Foreign Assistance and AlD.

An overview of a career with foreign assistance

KAPLAN: My association with foreign assistance goes back to my arrival in Washingtonin 1943. | was
assigned to OSS and put to work eva uating European food supplies. That soon led to moving to London
to participate in a Combined Working Party on European Food Supplies, preparing estimates of food
the Army would have to bring along to Europe to feed the people. Subsequently, | joined the State
Department at the end of the war and quickly becameinvolved in the preparations of the Marshall Plan.
| left once the Marshall Plan had been submitted to Congress to take up a position a Yale. | decided
after acouple of yearsthat | really wanted to get back into public service. | joined ECA and worked in
ECA in Washington and Paris. Then | came back to the State Department, which had taken over the
function| was performing in Paris. | was Assistant Coordinator for Program under Douglas Dillon and
then George Ball. Then | was amember of the group that put AID together, the President’ s Foreign Aid
Task Force. | then became head of IDOS, a unit in AID. | resigned from the government soon after
President Johnson took office. Thereafter, | established a small consulting business, International
Finance and Economics. It did not do contracting with AID sinceand | did not think it was appropriate.
| did other kinds of consulting work. Some brought me back into contact with either the World Bank or
the UN Development Fund, aswell as helping multinationa firms and other U.S. government agencies.

Early yearsand education
Q: Okay. Let’sgo back to where you were born, where you grew up, where you went to school ?
KAPLAN: | wasbornin Somerville, Massachusetts in 1920. My family moved to Cambridge a year
later. I grew up in Cambridge, went to the Cambridge High and Latin School and to Harvard, took
degrees there in Economics and then before the war, took a position at 1owa State College.

Q: These degrees were through the Doctor ate?

KAPLAN: | wasthen an ABD, what isnow known as“All but dissertation.” The Ph.D. camelater. A
few months after | cameto lowa, Pearl Harbor was bombed. | returned to M assachusetts, went into the
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Army, served in OSS in Washington, London, Italy, and Austria. | returned to the U.S. at the very end
of 1945, and joined the State Department.

Q: Your OSS experience must have given you some firsthand exposure to international affairs.

KAPLAN: My graduate work was focused on food and agriculture which | thought was going to be my
field.

Q: Why food and agriculture?

KAPLAN: | wasacity boy, New England, but asan undergraduate | was steered into acoursethat Ken
Galbraith was giving on Agricultural Economics by peoplewho said hewas avery stimulating person.
Indeed he was a very charismatic teacher. He got me interested in food and agriculture problems. |
wrote a senior honors thesis on the Food Stamp Plan, which | think was then ayear or two old.

Q: Thiswas domestic food and agriculture?

KAPLAN: Yes, entirely, domestic. | went on to do graduate work and decided | had better go see some
real farming and get my feet in red dirt. | went out to lowa, which then had a wonderful department
headed by Ted Schultz, later chairman of the Economics Department in Chicago. He was another
charismatic teacher. That ishow | cameto be recruited by OSS to work on food and agriculture. There
Bill Maenbaum and | devel oped the concept of food balance sheets, which | think FAO still uses. We
developed it. Shortly after | joined the State Department, the head of FAO asked us to help get it
introduced into their work and we did.

In Europe, | started out working on food and agriculture but then was sent to Austriaat the very end of
the war to head the OSS economic reporting section. | went into Viennawith General Clark’ smission
that was trying to negotiate with the Russians about the terms of occupation zones in Austria. | was
brought along to take alook at the food situation in Vienna. It was disastrous. The Russians had lived
off the countryside and seized every bit of food in the city, including everything in the storesaswell as
the warehouses. The population wasliteraly starving. My responsibilities broadened to include doing
economic studies about other parts of the Austrian economy. Thereafter, my interest centered entirely
on international economics.

Q: Sothen from OSSwork, you went on to what?

Joined the State Department as head of the economic section on Southern Europe
and contributed to the beginnings of the Marshall Plan - 1946

KAPLAN: From OSSwork | joined the State Department, as head of the economic research section on
Southern Europe, an area defined to include Italy as well as the Balkans.

Q: Wnat year was this?
KAPLAN: 1946. By 1947 the European economic crisis was becoming dire. Van Cleveland, thenin
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charge of Europe in the Department’ s economic area, asked me to help put together an interim aid
program for Italy. | did that , then worked on the Italian...

Q: Thiswas before the Marshall Plan?
KAPLAN: Thiswasjust before the Marshall Plan.
Q: We were starting an aid program before?

KAPLAN: Peopleforget that we spent about fifteen billion dollarsonforeign aid before the Marshall
Plan, various kinds, in various parts of the world. Most of it was for relief and rehabilitation. The
European economy was neverthelessin pretty sad shape. By 1947, peoplein the State Department were
concerned about what could be done to rebuild the European economy. Secretary Marshall came back
from a very unhappy meeting with Stalin where he became convinced that Stalin had absolutely no
interest in helping restore economic health in Western Europe. Hefelt that we needed to do something.
That led to Marshall’ s speech and to the European Recovery Program.

Q: What was your role?

KAPLAN: | wasamajor contributor to the Italian studies and to the preparation of the“ Brown Books,”
which were Charles Kindleberger’ s responsibility. They provided hundreds of pages of statistics on
European production, balance of payments, imports, exports, commodities, needs by country, by sector,
and so forth. | sometimes joke that the volumes Kindleberger turned out were so overwhelming that
Congress passed the bill afew weeks afterwards, but that is what happened.

Q: What was the main issue that you were addressing in Italy?

KAPLAN: We were concerned about high unemployment, extreme poverty, and how to restart an
economy that had been shattered by 20 odd years of fascism as well as the war. There had been
practically no private investment in Italy during those 20 years; it was almost all government financed.
Some of us were very concerned that initiative in the private sector had thus been deadened. While at
Yale, | wrote a pamphlet about the Italian recovery program, explaining this, but | was wrong. The
entrepreneurial spirit picked up inltaly very, very fast. In fact, the economy started to boom a couple
of years after Marshall Plan help began to arrive.

Q: Wnhat was the help that we were providing them?

KAPLAN: Thehelp wewere providing first emphasized food, energy, and raw materias. Thefirst two
years of the Marshall Plan were entirely focused on filling the pipeline of goods. After the war ended,
the Europeans had at first imported things they needed from the U.S. and the rest of the world, partly
using aid money, earlier aid money, and partly drawing down the foreign exchange reservesthat many
of them had accumulated during the war. That foreign exchange was pretty well exhausted by the end
of 1947 and the pipeline was getting very empty. So our first efforts were directed toward providing
food, raw materials, coal, oil, and other commoditiesthat were needed to enable European factories and
agriculture, to restart and expand production.



Of course in Italy, to come back to your earlier question, a magjor concern was the strength of the
communist party, financed from Moscow and making avery strong and effective appeal. The working
classin Italy wasimpoverished and struggling. It was attracted by Marxist visions of anew society that
would be bountiful and fair to everybody.

Q: The Soviets weren’t providing any economic resources at the time or were they?
KAPLAN: No, they were only providing money to finance the communist party.
Q: Werethere any conditions associated with this aid at that time?

KAPLAN: No. Theonly firm condition wasthe onein Marshall’ s speech. That is, the Europeans had
to get together, decide among themselves what each could do, and then agree on what their needswere.
If they could do that, we would try to help. We did. We were, of course, pushing our views about
economic policies. The ECA had missionsin every one of the countries, headed by a political figure
of a stature that made it possible to discuss policies with governments at the highest levels. However,
we never threatened to cut off aid if they didn’t do as we urged. There was a lack of arrogance, |
believe, in our behavior. People talk about the American hegemony at that time. That isvaid in the
sense that we were the dominant economic power. But we didn’t behave like the classic hegemon. We
were interested in creating stable societies in western Europe, not in selling an ideology. While we
wanted them to free up their economies, to reestablish free markets, to remove many controls, every
country was allowed to do so at itsown pace. In fact, of course, they wanted the same thing aswe did,
but they wanted to do it in ways that were both politically acceptable and consistent with their judgment
about economic possihility, asthey did. But thelifting of controls, the freeing up of marketswas along
process, 15-20 years. Privatization came very much later, amost a 1990s phenomenon in Western
Europe.

Q: You said thiswas a process, a mutual review, how did that work?

KAPLAN: After Marshall’ sspeech, the British and French Foreign Ministers, Ernest Bevin and George
Bidault, caled a conference of the European countries to figure out how to respond. First they
encountered a flap with the Russians, who wanted each country simply to tell the U.S. what it needed,
package those needs, and ship the package over and let the U.S. do what it pleased. Bidault and Bevin
were persuaded that that wasn’t what was asked for, nor would it work. The Russian Foreign Minister,
Molotov, just walked out of the conference. Eric Roll, an important British official, was with Bevin
when he came back from the meeting and said, “ Get Prime Minister Atlee on the phone.” Roll got Atlee
onthe phone and Bevin said to him, “Hewalked out, he walked out muttering threats.” That wasthe end
of that. Thereafter, the Western Europeans went to work.

Q: Thiswas our one condition | guess? Wasn't it, that they get together?

KAPLAN: That they get together, review each other’ s programs, reach an agreement on what each could
do and put together a package of what they jointly thought their minimum essential needs were.

Q: How did that work as a process?



KAPLAN: It worked very well. Understandably, the first collection of needs they put together was
bigger than we thought we could manage. Negotiations went back and forth, but finally the U.S.
administration put together a package that could be presented to Congress. It was based on what Europe
finaly submitted but with some further pruning of their figures.

Q: Whnat kind of criteria were they using to judge each other’s proposals?

KAPLAN: They werejudging what was available, where they could increase their own production if
they had certain materials available. They were aso taking a look at their balance of payments.
Basically, the Marshall Plan sought to fill the dollar gap in each country’s balance of payments. We
were all using balance of payments projectionsrealizing that they can always be questioned and argued
about. The Europeansdid argue among themselves. Obvioudy each country wanted to get asmuch aid
as possible. When they were faced with the need to cut back thetotal, they had to agree about the cuts
that would be made.

Q: These were decisions that the Europeans had to make themsel ves?

KAPLAN: They had to make themselves and submit the results to us. As the Marshall Plan operated
we, in fact, made decisions about who would get how much but based on what the Europeans had
submitted. For the first two years, we insisted that the Europeans divide up the aid, after which we
modified their division somewhat. In the second year the division process became very acrimonious
among the Europeans. They decided that they really couldn’t do that any more. They set up acommittee
consisting of Robert Marjolin, the unsung genius of the Marshall Plan in Europe as Secretary General
of the OEEC, and Baron Snoy of Belgium, a very wise and understanding man. They worked out
percentages for each country. Thereafter, any recommendations about the division of aid were based
on this Snoy-Marjolin formula

Q: Which was a percentage for each country?

KAPLAN: Right, that was the way it worked for the succeeding two years of the Marshall Plan.

Q: Do you have any idea how those percentages were derived?

KAPLAN: Yes. They were based on acritical analysis of each country’s estimates. A particularly
bitter argument had taken place between the British and the Belgians. However, a compromise was
suggested and accepted, which was the way the OEEC and European reconstruction worked. People
compromised after arguing, sometimes quite vigorously. Compromise was essential since the OEEC
operated by the rule of unanimity. Each decision had to be agreed to by every member.

Q: That didn’t paralyze the process?

KAPLAN: Inthe15 yearsthat the OEEC existed, | don’t believethat asingle veto was ever exercised.
De Gaulle walked out on a British proposal for a European industrial free trade area. He interpreted
it, probably quite correctly, as an attempt to subvert the Common Market and made it plain that the
French would have nothing to do with it. The negotiations just broke off, but there was never a veto.
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Understanding the need for compromise was accepted by ageneration of very great European statesmen.
Q: Sowhat was your rolein this process?

Served as secretary to a study group on
long term U. S. Foreign Assistance policy - 1949

KAPLAN: | l€eft the State Department after the Marshall Plan was submitted to Congress in order to
accept an appointment at Yae in the Ingtitute of International Studies. In my second year, 1949, the
Council on Foreign Relations organized a study group about post Marshall Plan foreign economic
policy. They assembled avery talented and experienced group of people, including Galbraith, Harlan
Cleveland, then asenior official in ECA, Tom Finletter, former head of the U.S. ECA mission to Britain,
George Ball, later Under Secretary of State, Jacob Viner, the dean of the international economics
profession, Gardner Patterson, then an economics professor at Princeton, later the Deputy Director of
the ITO, Issador Lubin, former Commissioner of Labor Statistics, Paul Nitze, long time senior figurein
the State and Defense Departments. | was asked to serve as secretary of the group and prepare
discussion papers. There was never much agreement. Everybody had ideas, discussed them
respectfully, but never reached specific consensus.

Q: What were you trying to come up with?

KAPLAN: | later published my own conclusionsin an articlein World Palitics. | thought we needed
a continuing foreign aid program. | felt the U.S. had interests in the world and our economic
predominance required accepting responsibility. | hoped there would be an end to the need for aid in
four years, but doubted that there would be. The President ought to have aforeign aid agency that had
both funding and flexibility in the use of those funds. We were going to have to be responsive to the
needs of the Third World. Resentment in the Third World was widespread about the Marshall Plan.
U.S. officiastried to explain that European recovery would probably do them more economic good than
any direct aid. Whilel think that wastrue, poorer countries were nonethelessresentful. Basically, that
was the tenor of my article.

Q: Soyou were viewing the globalizing of the foreign assistance program from the Mar shall Plan?

KAPLAN: Yes. The chairman of the study group began with his proposal for an International
Investment Authority. The group was receptive but its discussion of specifics ran far afield and
consensus could not be reached.

Q: They thought with the Marshall Plan, it was over and out?

KAPLAN: Some didn’t think the American Congress would support continued aid. Somefelt that the
Third World was going to have to deal with its own problems, that it could not absorb much capital
soon. Somethought unilateral U.S. tariff reduction was moreimportant. Some emphasized the problem
of U.S. agricultural price supports. It was a very varied group. They were very bright, wise and
perceptive about all the problems of making U.S. policy.



Q: Sowhat caused you to think that there should be an extension of the program, what was in the
world that was influencing you that said yes we need to extend this into other parts of the world?

KAPLAN: | felt asthe dominant economic power in the world, with far more resources than anybody
el se, that we were going to have to assume responsibilities that others had been assuming in the prewar
period. | was conscious of the Communist problem and of the appeal that Marxism had to the poor and
impoverished and to the appeal of anti-imperialisminthe Third World. That madeit very difficult for
the French and the British, to assume the role that they had played in the past, even if they had the
economic capacity to do so. | felt we had to be aplayer in theworld, and we couldn’t be aplayer unless
we were prepared to be generous.

Q: But you couldn’t get a consensus from your Group on this?

KAPLAN: No. Theorigina ideawas that the group would publish it’ sreport in Foreign Affairs, the
council’s journal. The chairman resisted my conclusions, so | published my viewsin World Politics.
Much of that paper reflected views and ideas | had derived from one or another member of the study
group, though | could not claim that it was a consensus.

Q: Well we want to make a reference to that so people can look it up.

KAPLAN: World Politics, October 1950. Actualy it contains a philosophy and attitude towards
foreign aid that, in very broad terms, has continued throughout the rest of my writings and career in
foreign aid. Basically, | felt that we had interests and power and we could not protect those interests
without being willing to use our economic power.

Q: Well, that’s probably still the casein away , but we'll come to that later. After your work with
Yale and the committee what was next?

Returned to ECA to work on European regional issuesand then to Paris
to serve on the Board of the Eur opean Payments Union - 1950

KAPLAN: Wéll, after two yearsat Yale | decided that | really did not want to remain an academic. |
had grown up thinking | wanted to be an academic but as a result of my war time and post war
experiences, | began to realize that my real interestswerein the application of economic analysisto real
world policy problems. Hence, | went back to ECA in 1950. | soon found myself amember of anew
staff that had been established to deal with European regional problems. Primarily, the staff served to
backstop the OEEC. It aso dealt with NATO, which had by then come into existence, and which
became very important once the Korean war broke out in June 1950. Also, we provided some
backstopping and support for the European coa and steel community which had just comeinto existence.
It was agroup of people, all of whom believed in theimportance of European economic integration. We
wanted to promote it and Dick Bissall, the ECA Deputy Administrator, set the staff up for exactly that
purpose.

Q: Which wasin the Sate Department?



KAPLAN: Within the ECA, a European regiona staff. Itsfirst head was John Hulley, who had been
amajor contributor to the European Payments Union concept. He shortly resigned and | succeeded him
as chief of that Division.

Q: What were you trying to bring about?

KAPLAN: Weweretrying to promote economic integration through specific moves. That had actually
begun with the European Payments Union Agreement. The OEEC was a forum that conducted
discussions and meetings on al sorts of issues, but its mgjor decision making role had been in the
divisionof aid. By 1950 that wasno longer practicable. Thereal problem wasthat although European
production was well above prewar levels, trade within Europe was still 15% below and European
dollar balance of paymentswas still in serious deficits. Neither the Europeans nor wein ECA had any
great confidence that the need for aid was going to end by 1952. It was important for the Europeansto
getrid of their bilateral trade agreements, to learn to be competitive with each other. Maybe that would
increase productivity sufficiently to give them enough confidenceto freetheir restrictions on trade with
the dollar area. That was the purpose of the EPU to which we were giving strong support. ECA had
provided the capital to get it started. 1n 1954, | went to Parisasthe U.S. Representative to the Managing
Board and stayed there for five years. It was probably the best work experience of my life.

Q: Thiswas mainly putting together the Payment Union?

KAPLAN: WEéll, the Payments Union was together by then; it had functioned for several years, quite
effectively. At the time, there were two issues. First, how was Europe going to get ready for
convertibility and second, when were they going to reach the point when they could make their
currencies convertible. The British were pushing for an early move to a very limited kind of
convertibility. They wanted to reestablish the London financial and gold markets, which had been
dormant because of trade and payments restrictions and because the British balance of paymentsitself
was so weak. They had some hope they could reestablish those markets if the EPU were abolished.
Most of their permanent officials had opposed its formation in the first place. Hugh Gaitskell, their
Minister of State for Economic Affairsand later the Chancellor, overruled them. Hewas an economist
by training and was persuaded by our very able staff in Paristhat the Union would indeed bein Britain's
interest, and so it turned out to be. The Bank of England and the Treasury civil servants were very
unhappy about the whole affair and did not cooperate terribly well.

The Germans were also restless, particularly Mr. Erhard, the Economics Minister, who preached
convertibility at any audience who would listen, though he had not succeeded in persuading his own
government that Germany should move to convertibility before the rest of Europe was ready to move.
The OEEC convened a Ministerial Conference on Convertibility. Harold Stassen, by then the head of
the foreign aid agency, MSA, brought me along as his principal advisor. We were trying to figure out
away to hold Europe together, hold European integration together, and to promote European integration
at least until such point as they really were able to become convertible together successfully. The
Conference was able to agree that the EPLI should be changed to provide more flexibility.

When | came to Paris, the first issue was negotiating changes in the EPU Agreement to establish the
conditions under which amoveto convertibility could be made. The British were given aveto power,
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the power to move when they wereready. By late 1954, their situation had deteriorated to a point that
they put off any such move to convertibility. Then the EPU went on.

The Managing Board was the place where the most intensive economic policy coordination took place
that had ever occurred up to that time. Country’ ssituationswere reviewed regularly. Every member of
the Union had accepted an implicit commitment to keep its payments with the rest of the membersin
balance over time and the Board supervised that commitment. It reviewed a country’s position when
it was getting out of balance. It made recommendations, both to the surplus countries and the deficit
countries and they were accepted and proved successful. It had become a very prestigious and
influential body because it had dealt with several crisesin its early days very effectively. It had thus
acquired a great deal of clout. In 1957, the Board was finally able to get the French government to
accept conditions that required economic policy changes in return for a specia credit. The EPU
incidently did impose conditions on its credits. It invented the idea of conditionality, which the IMF
later took over.

Q: These were conditions associated with...?

KAPLAN: They werefiscal and monetary conditions designed to help countries get their payments back
into balance. In some cases, recommendations were made to surplus countries. They didn’t get credits,
but they had to give credit. They would get recommendations to remove trade restrictions that affected
countriesin difficulties.

Q: Werethere other issues you addressed in that role?

KAPLAN: The Board had two major crises. One was with France, which had fallen out of step with
EPU Agreement. The Agreement not only involved keeping one’ s paymentsin balance but also reducing
quantitative restrictions on trade with each other. A companion European Code of Trade Liberalization
required countriesto free at least 75 percent of their tradein each of three mgjor categories. The French
had done so, fell back, later conformed and then fell back again. They were in economic and financia
difficulties all through the *50s. The U.S. had provided them with alot of aid and urged that they bring
thelr economy into better balance. However, the governments changed every few months and none of
themwaswilling to do anything unpopular. So the problemsjust rolled on. They got involvedinfighting
in Vietnam and later pulled out. We paid most of their bills, including retroactive payments for bills
for their Vietnam expenditures before they moved out.

Q: | gather we were supporting...?

KAPLAN: They wereintrouble and we were still generous. But by 1957, the U.S. government had had
it. The French had run through the very large reserves accumulated from our earlier aid and they were
desperate for further help. We told them to go to the other Europeans, who were in aposition to help.
The other Europeans were willing but they insisted that there be conditions. Finally in the fall of ‘57
anew French government put together a program that seemed to be acceptable. The EPU was willing
to provide them with some credit, and the IMF offered a little more credit. The Germans offered a
substantial credit and the French sent amission to Washington to seek somemoreaid fromtheU.S. The
German Chairman of the Board pleaded with me to persuade Washington to provide something. It
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would be politically embarrassing if Germany were the only bilateral contributor. It would be
embarrassing for the French aswell asfor the Germans. | did go to Washington and passed this message
along. TheU.S. did make amodest contribution to the package and the program worked fabuloudy well.
De Gaulle took over shortly thereafter. After alot of debate he decided to honor the EPU’ s conditions
and the French economy and balance of payments thrived thereafter. All of thisistold in abook about
the EPU that | co-authored with Gunther Schleiminger. It appeared in 1989.

Q: It was called the European Payments Union: Financial Diplomacy in the 1950s by Jacob J.
Kaplan and Gunther Schleiminger, Clarendon Press, Oxford, 1989. Were there other issues?

KAPLAN: Then we had Turkey. Turkey had been a member of the Union from the very beginning, but
it never removed quantitative restrictionson itsimports. It kept asking for credit all the time, and none
of the Board' smemberswasresponsive. Finally, in 1958, things had really gotten desperate. TheU.S.
had been providing substantial aid to Turkey for years and we were certainly not interested in increasing
it. Turkey wasthen inreal trouble and had huge debts. The Europeans had been | etting them buy goods
with export credit guarantees and the debts were enormous. An IMF staff member, a former Czech
national named Ernest Sturc, had developed a relationship with the senior people in the Turkish
bureaucracy. He went to Ankara and persuaded them to introduce a decent stabilization program.

Mangoldt, the German chairman of the EPU Board, also went there. Thereafter, | got atelephone call

from Washington saying that the stabilization program looked very good but that Turkey would need a
financial package of X amount. TheU.S. and the IMF can provide some, but how about the Europeans?
Can you get themto fill the gap? Knowing the European attitude toward the Turks and their behavior
up to that point | was very skeptical but said I’d try. | invited Mangoldt to lunch at one of hisfavorite
restaurants in Paris and fearfully explained the need to finalize the operation quickly. To my surprise,
he thought the stabilization program could succeed. Thiswas achanceto bring Turkey back into being
afull-scale member of the OEEC and thusto fill out the last gap in the European Community. So we
wrote some numbers down, put together a package, and agreed to recommend all its components to our
governments.

| guess there is no point in my now not telling tales out of the school. In Paris at that point a Treasury
representative held the rank of Minister in the U.S. delegation, of which | was a member. He was a
retired banker who had little to do except exchange gossip and views with anybody who would talk to

him. A friend of the Ambassador, he saw my reporting cables. | had reported my conversation with
Mangoldtin an “eyesonly” telegram. My Treasury colleague promptly drove to Frankfurt and related
its contents to Emminger, then the key international person in the German Central Bank. Emminger had
been angling for Mangoldt’sjob for sometime and he proceeded to put the kibosh on the proposal before
Mangoldt had a chance to approach Bonn. And so we had to recover, as we did. The Germans
contributed alittle lessthan we had suggested, and the other Europeans more. It was amazing that small

countrieslike Belgium and even the French offered money. France had just been given apackageitself.

It offered asmall sumif the otherswould agree. We thus were able to put together a package that was
approved at an OEEC Ministerial Meeting and it al worked. We also set up a group to deal with
Turkey’ sdebts. The European debts were almost al government guaranteed, while our debts were all

private, some substantial, some very small. | remember 10 dollars owed to a bookseller in
Philadelphia.
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Q: Put together a rescheduling of the debts?

KAPLAN: We put together arescheduling of the debts. The Europeanswanted them repaid as soon as
possible. We were providing aid and didn’t want our aid money to be used to pay off European
government debts. | wasathorn in the Europeans' side, but after awhile we reached an agreement and
it was successful. In fact, the debts were cleared off on schedule.

Q: Were there economic policy conditions?

KAPLAN: Very tight conditions that the Turks adhered to for awhile. They got into trouble again later
on.

Q: Werethere other issues?

KAPLAN: The other issue was the timing of convertibility. The British senior civil servants and the
Bank of England had been recommending such a move for a long time. Finally, they had a new
Chancellor of the Exchequer, previoudy the Minister of Agriculture, and persuaded him on the idea of
moving fast. At the same time, the U.S. had just appointed a new Secretary of the Treasury, a former
Secretary of the Navy, whose understanding of these matterswas not yet very profound. The Governor
of the Bank came to Washington, met with the Secretary, and told him what Britain proposed to do.
Convertibility sounded wonderful to the Secretary. The Governor asked him not to tell anybody or it
would all fall apart. The Secretary asked if he could tell the President. Thereply wasyes, but nobody
else. None of the U.S. officials who had been involved in convertibility discussions for years knew
about the move until the British told their European colleagues that they would act in afew weeks. It
was all agreed. Despite the fact that they acted prematurely, it worked. However, the British raninto
serious balance of payments trouble and had to be rescued by the IMF a couple years later.

Q: Andyou werein avery pivotal rolein that location, weren’t you?

KAPLAN: It was a great role working with a great Board. Almost al of my colleagues except
Mangoldt held key positions in their governments. They came to Paris for meetings once a month or
more, if necessary, but otherwise had full-time jobs in key international financial policy rolesin their
governments. They were asophisticated group, very committed to European integration and to making
the Payments Union work. It wasagreat job, the most educational work experience of my life. | learned
much more there than | did in graduate school. | also established valuable friendships.

Q: I’'msureyou werelearning in a very practical way.

KAPLAN: Inavery practical way from wise men, with very good judgement and real commitment to
getting constructive things done.

Q: o, fromthat you moved to what?

Returned to Washington as Assistant Coordinator for Program in State - 1959
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KAPLAN: Once the EPU was liquidated, | felt it was time to come home. | had small children and
wanted to get home. By that point, Douglas Dillon, former Ambassador to France, had been appointed
Under Secretary of State for Economic Affairs.

Q: Which was what year now?

KAPLAN: 1959. A very able man, he turned his position into a much more important job than it had
been. He acquired thetitle of Coordinator for Mutual Security. That conferred authority over ICA, the
economic aid agency that was essentially engaged in technical assistance projectsinthe Third World.
He aso chaired the Board of the Development Loan Fund which had money to lend for projects. In
addition, there were all the other aid-giving parts of the U.S. government: the Export/Import Bank, the
Department of Agriculture, and contributionsto the U.N. Development Program to the World Bank and
anew Inter-American Bank.

Q: Wasthere defense or economic support funding at that time?

KAPLAN: Therewas defense support to afew, countries administered by ICA. 1CA had two funding
categories, defense support and supporting assistance. The defense support worked for countries that
had military programs, the supporting assistance for countries where we had other special security
interests including military bases. It was all scattered and diverse. 1CA had lost much of its skilled
personnel as it lost responsibilities. Dillon centralized broad policy control over U.S. foreign
assistance, something that had not existed since Stassen was pushed out of the foreign aid agency.

Q: Thiswasthe Mutual Security Agency?

KAPLAN: Stassen headed the Mutual Security Agency with strong support from President Eisenhower.
He had cabinet rank. However, he became atragic figure after announcing on the steps of the White
House that he intended to campaign against Nixon for the Vice Presidency. That was the end of his
political career and he was moved out of theforeign aid agency. Robert Taft’slaw partner became head
of the Mutual Security Agency and proceeded to cut the aid budget year after year. That continued until
Dillon took over. Dillon created a small staff, a coordinating staff under Jack Bell, one of the best
Foreign Service officers | ever encountered. Bell had been chief of the ICA mission to Pakistan. He
was appointed to be Dillon’s Deputy Coordinator. | was the Assistant Coordinator for Program.

Q: You had a mini-agency but you still had all these...

KAPLAN: We had an agency of probably 20-25 people but we had broad policy control over U.S.
foreignaid. After Secretary Dulles passed on, Dillon a so became the Under Secretary of State, the key
person on foreign affairs. He understood aid as a very important instrument of foreign policy. My job
was deciding how much money we were going to ask of the Budget Bureau for each country and category
of foreignaid. Mr. Stans, the head of the Budget Bureau, thought it was all awaste of money. Withthe
President’ s support, Dillon was able to go forward with his request to Congress. One or another
committee of the Congress would cut. Each time, we had to redo the budget and determine who was
going to get how much. Dillon aso had control over military assistance. The Defense Department ran
the military assistance program, but State, in the person of the Coordinator for Mutual Security, had to
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approve how much money could be spent for each country.
Q: So he had Military assistance then he had the Development Loan Fund, and the ICA and...?

KAPLAN: As Under Secretary, he could dea with Agriculture and also with the Export Import Bank.
Thus, he could put country packagestogether by centralizing control over al U.S. fundsin dealing with
foreign governments. It worked very well. Then came the election in 1960.

Q: Before you get to that, was there any dominant objective or interest in this group that was
guiding how you allocated resources?

KAPLAN: Wethought the mgjor lesson for foreign aid to be derived from the successful Marshall Plan
was theimportance of country programs. We thought we should use our resourcesin aconcentrated way
to help with countries that were trying to expand their economies responsibly and that were willing to
recognize and be responsive to U.S. interests. Wetried to put as much as possible into those countries
that were, in those daystheterm “friendly” wasused. We were then dealing with aworld where anon-
aligned group of countriestried to position themselves between the Soviets and the U.S. and play one
off against the other. Nehru, Sukarno, and Nasser were the most prominent. Wefelt wedidn’t want to
get into that game. We preferred to concentrate our resources on the countries that were aligned with
us and supportive. Money was concentrated on about 15-20 countries. Inthelast budget we put together
(1960), | tossed in a contingency fund for Africa and Latin America that caused some consternation
among those U.S. officials who preferred to limit aid to those continents to technical assistance. There
was not a separate African Bureau in the State Department in those days.

Q: Why did you make it a contingent? Contingent on what?

KAPLAN: Well, we could use it for whatever constructive purpose that might arise, such asregional
integration. All the Latin American experts opposed sending any money to Latin America, arguing that
it would just go down the drain. We should only give them technical assistance. If they would introduce
appropriate conditions for private investors, they would then have plenty of money for constructive
purposes. Asfor the peoplewho dedlt with Africa, well, practically nobody was much concerned about
aid except through the colonial powers. African countries were just becoming independent in 1960.

Q: What motivated you to put themin the picture?

KAPLAN: Wadll, | felt that as the dominant economic power, we had interests everywhere and we
needed to have some facility to promote those interests. Dillon went along and the contingency funds
request stayed in. Then there was a change of administration.

Q: Was there any particular development strategy or philosophy dictating the use of the funds?
KAPLAN: The development strategy was to negotiate with recipient countries about their economic

programs, including their economic policiesand their investment priorities. Weshould reach agreement
about what they needed and about what they were prepared to do to help themselves.
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With the change inadministration, Mr. Dillon became Secretary of Treasury and George Ball took his
job in the State Department. Ball, a member of the 1949 Council on Foreign Relations study group,
wasn’t much interested inforeign aid. Hisinterest wasintrade policy. Hereally wanted to get out from
under foreign aid responsibilities. The new President Kennedy was very interested in foreign aid and
wanted a better program. Many ideas floated around at that point about how to improve foreign aid.
Walt Rostow’ s Stages of Growth had appeared and he was on the White House staff. By that point, the
foreign aid program had been reviewed and re-authorized with changes year after year. People spoke
about pulling the plant out of the ground to see how it was growing.

The new President set up atask force to recommend anew foreign aid program. Despite the pleadings
of some of us, who understood the importance of the coordinator role, Ball didn’t want to have anything
to dowithit. He had Harry Labouisse appointed to head the task force. Frank Coffin, who had just been
appointed head of the Development Loan Fund, was another member, Ted Tannenwald, served as the
lawyer, Jack Bell was added and George Gant served as the organization and administrative expert.
Frank Coffin was put in charge of developing aprogram. Tannenwald wasinvolved in preparing and
presenting legislation to Congress. L abouisse was a dedicated man, but not very forceful. Asthe most
experienced foreign aid official, Bell became the most forceful personality on the task force.

Q: Bell wasin OMB at thistime?

KAPLAN: No, this was John O. Bell, Jack Bell. It's easy to confuse the Bells. Coffin was put in
charge of developing a new program. A sub group under his chairmanship was appointed, consisting
of mysdlf, Jm Grant from ICA, Lester Gordon from the Devel opment Loan Fund and Isaiah Frank from
the State Department’ s Economics Bureau. We met interminably, long days with lunches brought in.
Many controversia issuesarose. Perhapsthe principa controversy was between Jim Grant and myself.
Jimwasreally sold on the Stages of Growth with economic development as the dominant purpose of
our aid programs. He would have divorced aid from foreign policy. | felt that our national interests
should be the focus, as the only kind of program that would get the domestic support that it needed. We
had long arguments about terminating aid to some of the defense support countries, or greatly restricting
it, putting more money into India and other countries that had multi-year development plans.

Q: Fiveyear plans wereimportant in those days?

KAPLAN: Absolutely. They were amgjor element in the stages of growth concept. After AID was
enacted, Rostow pushed for making multi-year commitments to four or five countries that had good
plans. My friend Bill Maenbaum, by that point a professor teaching development at the University of
Pennsylvania, commented that the Stages of Growth book was a marvel ous theory but had little to do
with reality in the less developed world. | think he turned out to be correct. Indiahad great plans, but
they were all paper documents. No mechanisms existed to implement them, so that economic results
over those four or five years bore little relationship to the plans. Someone once said that plans are no
better than the mechanism for implementing and revising them. | regard that as a wise observation.

Q: What wasthe practical difference between you and Jim Grant in terms of what your per spective
was, in terms of how it actually might be applied?
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KAPLAN: Our assignment was to put together a program to present to Congress with illustrative
amounts for each recipient. We were in complete agreement about most of the proposed program.
There was no disagreement about the importance of country programs. There was no disagreement about
the importance of central control over al U.S. foreign aid, though that never got through Congress. I'm
not even sure the Administration finally sought it from Congress. There was no disagreement about the
basic administrative structure. Wewerein agreement that ICA and the Devel opment Loan Fund should
be folded together. We were aso in agreement that there should be a grant program aswell asaloan
program, and that the loans should be on very easy repayment terms, virtually grants. But we werein
disagreement about how the money should be allocated to different countries.

We aretalking about my 40 year old memory, | should warnyou, | could be misrepresentingit. AnAID
publication went out to al its employees. When AID was 20 or 25 yearsold, it distributed a special
anniversary issue. Coffinwrotealong, very honest account of the functioning of that program task force.

Q: Can you characterize that difference? You said national interest and development but how did
that differ?

KAPLAN: Thedifference waswhether to put money into countriesthat weretrying to thwart our foreign
policy and may have been less serious about devel opment. Much lip service was paid to devel opment,
but if you looked at their policies, their priority wasto build steel mills, to finance an airline, to finance
automobile production. When they eventually got money, they built the highest cost airline, the highest
cost steel mills, and the highest cost automobilesin theworld. | didn’t see much point in putting much
money into that sort of activity. They claimed to have a well-conceived devel opment plan that would
soon raise them into self-sustaining growth. Remember self-sustaining growth in Rostow’ sbook? He
had them all flying off to such aleve.

Q: Who resolved this, or did it ever get resolved?

KAPLAN: Oh, it got resolved, as usual in some sort of acompromise. Indiaand Pakistan did get money.
Asbest | can remember, Grant wanted to cut off Taiwan and Iran and to slash Korea and Turkey. He
later became the mission director in Turkey and did in fact bring the economic aid program to an end
there, at least for awhile.

Q: You referred to some structural changes that you brought about, like merging the Devel opment
Loan Fund and ICA. Were there other structural changes that you had in mind? You talked about
country programs and a regional focus why was that; |CA was very functionally oriented why the
switch?

KAPLAN: Theswitch wasrelated to theideaof trying to strengthen the economies and societies of the
recipient country, which meant focusing substantial resourcesthere. A substantial part of the resources
we had available were intended for countries that were prepared to adopt sensible policies and
reasonable programs, that could command political support in the U.S., and thus continued funding.
Once you went to the functional programs you were dependent on specia interestsinthe U.S. to provide
support for appropriations. That had very little to do with national interests, with national security or
foreign policy interests.
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Q: The communist threat ,was that a dominant consideration in the allocations?

KAPLAN: No, thecommunist threat was alwaysin people’ sminds, but in all my experienceintheaid
field, including the Marshall Plan, | don’t remember it having much impact on policy decisions. It played
abigroleindealing with Congress, in seeking public support and in Congressional testimony. Basically,
we did not wan to give money to countries that weren't going to use it very well. That would not do
much good, even in terms of maintaining support of their populations for democratic processes. |
remember there was some urgency to the Itaian interim aid program in 1947 because of a Communist
threat in their upcoming elections, but Italy really needed food, quite apart from whether there were
elections or not.

Q: Soit wasmore public rhetoric rather than a fundamental consideration; your impression?

KAPLAN: That was adways my fedling. To the extent that the program built strength in the
noncommunist world, it served U.S. interests.

Q: Anymore on the task force?

Headed up the International Development Organization Staff (IDOS)
in AID - 1961

KAPLAN: Therewasone moreidea, whoseimplementation | more or lessinherited. Europe had now
recovered to a point where it should be accepting some of the responsibilities for foreign aid.
Accordingly, we should betrying to get them to pick up more of thoseresponsibilities. At that time, the
British were being helpful to some of their colonies and former colonies, the French to their colonies,
and that was about it. | have noted the German contribution to France and Turkey. For the rest, the
Europeans were engaged primarily in export credit guarantees. We needed to get them involved partly
because they were capable, partly because it was hard to persuade Congress to vote funds when the
otherswould not. In fact, much of our money was indirectly helping to finance the exports of many of
these other developed countries. That was another congtituent part of the new program. It led to
creating aseparatestaff inthenew AID called IDOS, the nternationa Devel opment Organi zations Staff,
an obscurantist title that some management expert invented. | wasreluctantly persuaded to head that staff
for awhile.

Q: Wnat year was this?

KAPLAN: 1961

Q: The beginning of AID?

KAPLAN: As soon as AlID came into being.

Q: What were you supposed to be doing in that job?

KAPLAN: We were supposed to be doing two things: (1) coordinate our programs with all other
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donors and (2) persuade them to increase their contributions. | had two deputies, one in charge of
relations with the big potential donors, the Europeans, Japan, and the World Bank. The other handled
relations with the UN program, the Colombo Plan, other international groups, and organizations that
were providing aid. We stationed a senior ICA officer, Herman Kleine, in New York and had
supporting staff in Washington. We were exchanging information with the UN about their program and
our related ones. They would send proposals for new projects to Washington. We would get the
appropriate U.S. officers to comment, attempt to avoid duplication, try to see if we could not get
reinforcing activities. We had also stationed an officer in Parisand in London. Weweretryingto build
relations with other donors and coordinate our programs with theirs.

Most of my personal effort was trying to persuade governmentsto increasetheir aid programs. By that
point, | was well acquainted with European officialdom, | knew how the governments worked, where
the power was, and who made decisions. | also knew many of their senior officials and had pretty good
personal relations with them. | put much effort into Germany as the country that could then afford a
major aid effort. | made anumber of trips. The Germans had created anew cabinet job for foreign aid,
under avery ambitious man, who later became president of Germany. Unfortunately, he was not terribly
interested in increasing foreign aid, in fighting for a bigger foreign aid budget. Such aid as Germany
provided was administered by their Economics Ministry, with the support of the foreign office.

The British had programs mostly for their existing and former colonies, but were making loans on
commercia terms, though we were making loans on very soft terms. | laid the groundwork for traveling
with Fowler Hamilton, the first AID Administrator, to London. Despite resistance by the Bank of
England and his civil servants, the Chancellor of the Exchequer was persuaded that it was in British
interests to meet us part way in softening their loan terms.

| made one visit to Japan, where the foreign office was interested in increasing aid. Their Finance
Ministry told methat they preferred to put all their aid money into the World Bank. When i asked why,
the response was that Japan got two dollars worth of business for every dollar put in the World Bank.
That was asfar as| got there.

At that time, | felt that the couple years | spent in IDOS were not terribly fruitful. Astime went on, |
realized that we had been over achievers. Not too many more years later, most of these devel oped
countries were providing much more foreign aid than we were. Our programs were decreasing while
theirs were growing.

Q: Wheredid the DAC fit into this picture at that time?

KAPLAN: IDOS was a so back stopping the DAC.

Q: Now did they create it when you were there?

KAPLAN: The DAG had been created the previous year.

Q: What'sthat?
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KAPLAN: That was the predecessor in the OEEC.
Q: Development Assistance Group?

KAPLAN: Development Assistance Group. When the OEEC wastransformed into the OECD, the DAG
became the DAC.

Q: Where was the prime mover for bringing DAC into being?

KAPLAN: That came from the State Department. The IDOS group took over the Economic
Development division from the State Department. Ball arranged it, thinking that the State Department
should leave the development businessto AID. He aso wanted to see more integration of personnel.
IDOS had Foreign Service officers as well as former ICA personnel. | had avery good staff. They
worked hard and | think we did lay the groundwork.

Q: Didyou relate to the DAC alot?
KAPLAN: Oh, yes.
Q: What kind of issues were you trying to get them to address, mainly the levels of aid?

KAPLAN: Wéll, that was not easy to do. We put much effort into the DAC, recruiting Willard Thorp,
Assistant Secretary of State under President Truman, to be the Chairman of the DAC. | persuaded
Seymour Rubin, the General Counsdl of ICA, to becomethe U.S. Representative to the DAC. He used
the DA C to explain how our programsworked, what we did. Managing foreign aid programswas new
to most of the others, and our explanations hel ped overcome rel uctance to move forward. Weasotried
to get the DAC involved in more direct coordination, organizing and sharing responsibility for country
programs. That did not work very well, though we did set up a coordinating group on Turkey and
Greece under the OECD/DAC. The World Bank set up consortia on India, Pakistan, and afew others.

Q: What do you mean by a country program?

KAPLAN: What was the country going to do with its resources, how much aid did it want, what was
it going to do with theaid, what policieswasit going to adopt. Really very much likethe Marshall Plan.
Y ou put the whol e package together of policies, domestic production, trade and aid to see whether all
these parts fit together into a consistent package.

Q: And thiswas supposed to be done under the DAC?

KAPLAN: Well, wetried, and the World Bank tried to do it under their Consortia and Consultative
Groups. TheDAC tried it with Turkey and Greece and it worked for awhile. We recruited Mangoldit,
the former Chairman of the EPU Board, to head the Turkish aid group.

Q: But that was under the DAC?
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KAPLAN: It wasunder the DAC, yes. It washard to get the DA C to become adecision making body,

to become operational as well as exchanging information. | would have liked to have seen it become
much more operational. There is a limit to which exchange of views is useful. The DAC became a
forumwhere viewswere exchanged and the chairman wrote avery good annual report with much useful

information.

Q: What was your understanding; why was there a reluctance to make it operational ?

KAPLAN: Everybody wanted to do their own thing, including the U.S. The AID regional directorswere
no moreinterested in coordinating aid operations than the Europeanswere. To some extent, AID regions
had too much money in those years. They were having trouble obligating al their fundsand didn’t want
other countries picking off their good projects. | had at one point suggested to some of them, away to
get the othersto do more wasto present them with a project that might interest them and their companies.
We could suggest that they finance it if they were interested.

Q: Too competitive?

KAPLAN: Weéll, the AID regions had money and not enough projects. They were not going to turn over
good projects that were ready to be financed to somebody else.

Q: Were there any substantive issues that the DAC was trying to get agreement on?

KAPLAN: Wetried to get aresolution about |oan maturities and interest rates and succeeded. Again,
it was not as good as we wanted but an improvement in what existed. We tried to get a little more
control over the export credit business. We also talked about some countries taking the lead in one or
two less developed countries, taking the lead responsibility rather than spreading aid everywhere.
Furthermore, we talked about regional groupings.

Q: Was there any development philosophy emerging at that time; any emphasis on how to promote
involvement?

KAPLAN: | don't think so. The Europeans were very export promotion minded. We were not. There
was atendency to prefer discrete projectsrather than country programs. Somebody said the aid business
was bogged down in “projectitis.” Governments wanted to finance a project that might have an export
component, and that they could identify as theirs. Countries with smaller programs felt there was not
much point in talking about country programs. That iswhy we tried to suggest they take responsibility
for one country or two and concentrate their resources there. That did not fit with export promotion.
After all, foreign aid was still alearning experience in the early 1960s.

Q: What about the fact that you had started this interest in Latin America and Africa; was that
something you wer e working on then?

KAPLAN: TheAlliancefor Progresscameaong. My very limited roleisan interesting story. Thefirst
meeting to organize the Alliance occurred in the summer of 1961, not too long after the Bay of Pigs. The
ideawas generated in the White House, by the White House staff. A conference was organized in Punta
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del Este, Uruguay, at a time when the task force was functioning. ICA was very weak on the Latin
American side. Labouisse and Bell thought the task force ought to have a representative on the
delegation, and they asked meto betheir representative. | did not pretend to be a L atin American expert
and asked myself what might | contribute to the delegation. The Coordinator’ s office had a very good
Latin American desk officer, a Foreign Service officer named Herbert Higgins. We talked about it.
Realizing that the plan for the Alliance involved all kinds of policy changes in Latin America, we
concluded that the Latinswerelikely to ask how much foreign money would be available to support the
program. | asked Higgins to research how much money had gone into Latin America during the
preceding year or two, whether from ICA, the Department of Agriculture, the Export-Import Bank, the
IMF, the Inter-American Bank, Europe, private capital, and so forth. He dug up numbers totaling just
under $2 billion per year. Sincethe Alliance for Progresswas proposed asa 10 year program, that led
to the conclusion that at least $20 billion dollars should be available. Whenwe put it all together, it did
not even require an increase in AID appropriations, in what we had already put into the AID budget.
It would not require any further Congressional action. | put thisaccount inamemo. Bell sent it up to
Secretary of State Dean Rusk. Asusual, the State Department Secretariat distributed it for comments.
They were dl very negative. Every comment thought that it was avery bad ideato promise the Latins
any money. | saw the comments, but that wasthelast | heard of it.

| went off with the delegation. It stopped in Brasilia. As head of the delegation, Secretary of the
Treasury Dillonvisited the Brazilian president, regarded asarather shaky character inhisrelationswith
the U.S. Most of the large delegation stayed outside the room. Dillon went in with John Leddy, his
Assistant Secretary, and afew others. When Leddy exited the meeting, he came over to mewith asmile
on hisface. He saidthat | had just saved the conference. The Brazilian president wanted to know how
much and wastold 20 billion dollars.” Apparently, Rusk had sent my memo, possibly including the
comments, to Dillon and Leddy and they used the data to respond to the Brazilian, who was pleasantly
surprised and agreed to support the U.S. proposal.

Q: Were there any conditions associated with the $20 billion?

KAPLAN: Indeed therewere. The Alliancefor Progress proposal that had been devel oped in the White
House was nothing but conditions. It was a program to increase living standards and socia welfare.
| have forgotten the details, but it would provide some education to every child over some age, full

primary education to alarge percentage of those children, better housing and clean water. Therewere
all kinds of sectoral goals that the Latins would commit to achieve.

Q: What about conditions, about performance on their economic policies? Things like that?

KAPLAN: That too, but | don’'t remember much of the details. Again, we are talking about forty year
memories. Some details are very vivid and some are not.

Q: What about the Africa side? Was there anything you were associated with?
KAPLAN: No. | was not. They were just emerging as independent countries. Two things | do
remember. One had to do with the push to make multi-year commitments in support of development

plans, including one in Nigeria. Nigeria had not yet developed its oil and we only had a technical
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assistance program in Nigeria. The mission director wanted to useit all the aid for technical assistance.
| redlly don’t remember any more.

Q: But what was the concept behind that? Was it some sort of a long range assistance strategy or
something like that?

KAPLAN: Weél, they had afour year plan.
Q: Out of the concept that you and Grant and others had discussed way back?

KAPLAN: Something like that. The other thing | remember was the Congo situation. Around 1961 or
1962, the Belgians departed hastily and pulled al their people out. The Congo, if | remember correctly,
had only five citizens with a college education. They had nobody even to operate the telephone
switchboards in Kinshasa or Leopoldville, asit wasthen called. Argumentative telegrams abounded
between our ambassador to the Congo and our ambassador to Belgium. | have forgotten the name of the
ambassador to the Congo, but the ambassador to Belgium was Douglas MacArthur, not the General, but
his nephew, a Foreign Service officer. They had a cable war that rivalled anything going on in the
Congo.

Q: Do you remember the issue?

KAPLAN: Our man inthe Congo wanted to keep the Belgians out of the place, not let theseimperidists
back. He wanted the United States to provide aid and rebuild the economy. MacArthur, with
considerable justification, asked how many technicians do we have that speak French? They would
have to learn the language, as well as the country and its people. The Belgians know the country and
are capable of helping it. We may exercise some restraint on what they do and participate and play a
role without taking responsibility for avery difficult problem. Again, | don’t remember the details. |
remember the controversy. | visited Belgium on one of my trips to encourage more aid and talked to
many Belgian officials whom | knew and visited MacArthur to report what | had learned. We talked
about the Congo, but | don’t remember how all of that finally worked out. | can hardly forget the
controversy.

Q: Right, well it was very controversial at that time. Were there any other dimensions of thiswork
in IDOSat thistime?

KAPLAN: No. At that point, | had had 20 wonderful years of government service. | had participated
in avariety of interesting and constructive endeavors. | thought it was time to decide whether | was
goingto beacivil servant for therest of my life or try to do something else. | had reached an age where
| had to make that decision. Moreover, at that time, | was not too happy with what was happening in
AID.

Q: Why what happened?

KAPLAN: The new President did not seem to be much interested in foreign economic aid. I’ mreferring
to Lyndon Johnson. | wasin AID throughout the Kennedy administration. Kennedy wasvery supportive
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of everything AID was doing. | did not think Johnson was. Economic aid totals declined over the
balance of the 1960s while pricesrose. Aid money was being diverted to Vietnam and its neighbors.
| obvioudly had different ideas about what the U.S. should be doing about foreign assistance. | was not
about to urge friendsin Europeto put money into Vietnam. 1t would not have been fruitful anyway. And
so | left and wrote a book about foreign aid.

Left AID and wrote a book and articles on foreign aid - 1965
Q: What year was thisyou left?

KAPLAN: Thiswas1965. | wrote abook that included what | had learned and also what | thought ought
to be done differently.

Q: Challenge of Foreign Aid: Palicy, Problems, and Possibilities, by Jacob J. Kaplan, published
by Prager, in 1967. Is there any way of summing up the main point?

KAPLAN: Wéll, that would be hard. The basic thrust is a challenge to what | called the “economic
development syndrome.” The notion that the overriding function of foreign aid was to maximize GNP
everywhere.

Q: You were challenging that?

KAPLAN: | wasindeed. | chalenged it on avariety of grounds. First, | did not think that was the
overriding interest of the United States. Secondly, | did not think that was the overriding interests of
governments in developing countries. Their overriding interests in ailmost all cases was to stay in
power. They had al kinds of specific interestsin addition to increasing the GNP. | thought we ought
to be alocating money to countries on the basis of country programs and to countries that were
cooperative. Once we had decided on how much money to make available to a country, then we should
try to get that money used to promote devel opment, but abroader concept of devel opment than merely
raising GNP. It ought to include socia and political development aswell as...

Q: Palitical development, what do you mean by that?

KAPLAN: Democracy, elections, human rights, governments that are responsive to their people, and
responsible. | also urged again the consolidation of al U.S. foreign aid in asingle independent agency.

Q: You wrote about aid coordination too? | raise that because of a whole new interest in
coordination.

KAPLAN: Yes. Sy Rubin, who had been our minister to the DAC and was then Executive Director of
the American Society of Internationa Law, organized a project and | produced a pamphlet in 1978. It
reviewed all the possible ways of coordinating and stressed the importance of getting more and better
coordination. One of theweird storiesin the pamphlet concerns Kenya, where there were 356 projects
and 34 different donors. A government that was struggling to function effectively needed time to deal
with all these well motivated people. Coordination wasminimal. Everybody did their own thing. Nor
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was it clear that all the projects added up to very much.
Q: What was your basic solution to that kind of a problem?

KAPLAN: We suggested two approaches. First, a coordinating group in every country, | don’t know
if by that point | had given up on the UN. Earlier, and in my book. | had proposed making the UN
Development Fund, then headed by Paul Hoffman, the coordinator of all UN aid expenditures. Every
UN specialized agency had its own aid program, some funded by the UN Devel opment Fund, some of
it not. The UN Devel opment Fund was primarily dividing up its money among the specialized agencies,
with each one doing its own thing, keeping its own people employed. Paul wanted to play a
coordinating role, with the UNDP special representative in each country having authority over what the
specialized UN agenciesweredoing. Thus, they would coordinate. Wetried to support him, but it just
didn’t work.

Q: When was this you were pushing thisidea?
KAPLAN: 1962-63.
Q: When it was first formed?

KAPLAN: Itdidn’t work very well. | had at that point suggested that if it did work, | would have liked
to seedll of technical assistance gradually moved under the coordinating authority of the UNDP specia
representative.

Q: Tothe UN?

KAPLAN: TotheUNDRP. I till think that thereis atremendous waste of money and very meager results
from technical assistance programs. They seem to do some good for awhile in some small area. The
notion of replication was current, but it has never worked well. Demonstration does not work. You
really have to have country programming.

Q: That'syour basic theme.

KAPLAN: That is my basic theme. Technical assistance should be related to the rest of the country
program. Some of it is obviously related. The World Bank relates it to its projects, with a technical
assistance component in almost all its projects, as it should have. Some of its technical assistance
relates to a need to improve education and the skills of the population.

Q: The country program should be a very comprehensive program?

KAPLAN: Should be a very comprehensive program. | prefer the term growth, rather than
development. What we want is to see stable, growing, and democratic societies in the Third World.
That is what we should be supporting. We should seek growth in every dimension, every sector,
politically and socially, as well as economically. An awful lot of these ideas have come in later.
People have begun to consider the division of incomein these countries. That isarelatively recent idea.
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But it should have been thought of along time ago. Excessive concentration of income in these countries
iswhy so many are unstable.

Q: Soyour country program includes the political, the governments...?

KAPLAN: Yes, indeed.

Q: Where did the country program come from?

KAPLAN: Where does it come from?

Q: How doesit get formulated? A lot of agencies have their own country programs but yoursis...

KAPLAN: WEéll, you need a coordinating mechanism. If one agency hasacountry program, that doesn’t
cover very much. The World Bank has a country program, but it may provide only five or 10 percent
of al assistance to the country. What is wanted is some central country program, worked out with the
country. Much technical assistance and loan project concepts come from the donor, not from the country.
| don’t think that works very well. | did some work with the World Bank at one point and asked how
many of their projects were conceived and initiated by the countries asking for financing. | was told
maybe 10 percent. All the rest were generated at IBRD headquarters. That may be al right. | don’t
know. If countries don’t feel that the project is their idea and their priority, it isn’t going to be very
effective.

Q: That’s been a theme of yours throughout your comments.

KAPLAN: | makethat observation al thetime. | think you have got to give countries a certain amount
of flexibility in deciding what isimportant, evenif it isdifferent than what you think isimportant. They
may even beright. | remember being told that McNamara never wanted to finance telephone projects,
air transport, or tourism for whatever reason. He probably had his reasons but some countriesfelt that
improving their telephone service was basic and that has later become widely recognized. Tourismis,
after al, agreat development project. | think if he had been responsive to what countriesregard astheir
priorities, some of the Bank’s efforts might have been more beneficial.

Q: Arethere other aspects that you want to comment on?

KAPLAN: The UN matter that | referred to. Sometime in the 1970s there was a disastrous drought in
the Sahel. The UN was seized with helping. Brad Morse, then the head of the UN Devel opment Fund,
called and asked if 1 would help. | was then running a consulting business and agreed. When | turned
upinNew York, staff skepticism wasvery evident. | employed some expertise and tried to put together
a sensible approach to the situation.

Q: Wnat kind of approach did you have in mind do you remember?

KAPLAN: My memory isalittle dull but I think what we were talking about is developing existing
human capacities, their skills with animals, trying to settle people in the valleys were there was a
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reasonable amount of water and fertile land, where the cattle popul ation could be expanded. | became
quickly discouraged as | realized that Morse really could not control the specialized agencies. Each
wanted to do their health program, their agriculture program, their labor program and what not. It was
an occasion for me to revisit an old idea. The coordination of technical assistance should be done at
the country level. Possibly if the DAC were engaged in country programming, it could do some, too.

Concluding observations

Q: W, let’s go back to some general questions. Looking back over your association with foreign
assistance, do you think it was effective, did it have an impact, did it make a difference in the world
over the last 40 years?

KAPLAN: The programsin the early years certainly worked. There were many success storiesin the
Third World. For example, Greece and Korea, which were both widely called basket cases in
Washington. Thailand, Taiwan, and Isragl are others.

Q: What wasiit that seemed to produce those successes?
KAPLAN: U.S. country programs in aimost every one of those cases.
Q: They were comprehensive programs?

KAPLAN: | sometimes kidded my World Bank friendsthat none of these countries got very much money
from the World Bank, that the few countries that received large sums from the World Bank didn’t do
very well for along time. India, for example. | have gathered that India picked up its socks in the
1980s, and their economy began to improve. What | have been reading recently suggeststhat it isgoing
downhill again.

Q: Do you think , apart from country programs, was there any particular development area that
foreign assistance has made a difference in?

KAPLAN: Y ou mean developing sectors?
Q: Yes

KAPLAN: | redly don’t have abasisfor judgement. | know there has been an enormousimprovement
in education. | know there has been an enormous improvement in health statistics. | know there’ s been
agreat improvement in water supplies. There has been a considerable improvement in agriculture here
or there. 1 am really not in a position to judge whether that is a result of country efforts or of foreign
assistance. | remember there wasalot of improvement in the water supply in Latin America, probably
asaresult of Alliance for Progresswork. | am sure there are other examples of that sort, but I'm really
not in a position to judge the sector work.

Q: How would you size up your experience in Foreign Assistance?
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KAPLAN: | thought it was very productive for most of the 20 years| wasinvolved. The experiencein
Europe was fantastic. The results were there and it also led to alot of...

Q: You feel that the success in Europe was...?

KAPLAN: Was due to country programs and the integration of the European economy, as well asthe
dedication of the Europeans. Inthe Third World, some of the countriesthat | have mentioned as success
stories were countries in which we concentrated our aid in the 1950s and 1960s. Subsequently, the
amount of aid has dropped and private investment has become the dominant source of capital. There has
been substantial economic growth. Thereiscertainly much moredemocracy inLatin America, muchless
dictatorship than there was 30 years ago. Africais still very distressing, athough there are some shining
spots. Ghana apparently is doing very well. My wife was a member of the first Peace Corps group in
SierraLeone. Things went beautifully there until the 1990s. The current situation is very distressing.

Q: Do you have any general thoughts you would like to add?

KAPLAN: Yes, | have some genera thoughts. | think the United States needs aforeign aid program; it
needs a much more focused foreign aid program than it has. It needsto deal with thereal problems. It
is making aterrible mistake hiding behind international agencies, asking them to do it and providing
support from behind. That would have been adisaster if we had tried it in Europe. The only way to be
effectiveisto assumeresponsbility. To besure, you arelikely to becriticized. But if wedon't assume
responsibility, we cannot expect to get good results. Or we will get bad results.

Q: And we're till the dominant economic power .

KAPLAN: We're still the dominant economic power and we still can afford a larger foreign aid
program. It ought to be aresults oriented foreign aid program. It should focus on longer term results.
People sometimes have said that someforeign aid is something anew ambassador can carry along with
him, hand over to the government and thus get into the government’s good graces. That is not what
foreign aid should be used for.

Q: You say it should be more focused, what do you mean by focused?

KAPLAN: Focused on results. Focus on the needs, on what the country is prepared to do for itself and
onwhether our contribution will, in fact, bring the kinds of results we would like to see. We should be
very results oriented in our programs. | think the morals are right. Helping the poor and the weak is
something we should be doing as a mora matter. But | don’t think we're going to get money out of
Congress on that basis. | think if we are getting results, Americans will feel very good about it, about
what they have given. If they don't get results, don't see results, they are not going to see the point of
financing foreign aid.

Q: You made a point in terms of European success...? How does that experience apply to other parts
of the world?

KAPLAN: Well, wetried to repeat in Latin Americaunder the Alliance, but now the Allianceis more
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or lessdisbanded. In other partsof theworldit’svery difficult. | am unhappy with what we have done
in Eastern Europe. | think we have drawn on none of the Marshall Plan experience. | noted that of all
the American leaders who were invited to attend the Marshall Plan reunion, only the Secretary of the
Treasury, Mr. Rubin, accepted. None of the congressional |eaders, nor the Secretary of State, though
they were al invited. Nor the President or the Vice President, who were also invited. Now they are
all going to celebrate the NATO anniversary on a grand scale, an organization whose usefulness may
be nearing itsend. If the heads of the Marshall Plan beneficiary governments had been assembled for
its anniversary in Washington, aswas suggested, the occasion might have been used to get a coordinated,
important effort in Eastern Europe. What we have had iswhat used to be called, | guesstill is, “ market
magic.” The only thing magical about markets is not understanding how they work. There is nothing
magical about them if you do understand how they work. Economies are very delicate instruments,
resembling amachine with thousands and thousands of interconnected wires. What wasdonein Eastern
Europe was to pull out al the wires at once and hope new market economies would emerge in full
bloom. What was needed was progressive repair, not massive destruction. One of my EPU colleagues
once used an expression that is appropriate to the way the Eastern Europe economy has been treated.
About another proposal, he thought it suggested aleap into chaos and then try to organizeit. A chaotic
situation has been created in Eastern Europe. Marshall’s speech could have been repeated to the
Eastern Europeans, including the Russians, with few modifications. It's basic message was still
relevant. Get together, look at each other’ s programs, see what is needed, come and tell us. We will
tryto help. Instead, we have provided Pepsi-Colaand McDonald' s, together with ideological sermons.

Q: Any other general observations?

KAPLAN: My ideas are explained in my publications. Obvioudy, much that | have written is dated.
But | think the fundamental ideas are till valid. Thisisthe time when one might legitimately pull the
plant out of the ground and inspect the roots. | think we' ve reached that point with our foreign aid
program. | am not optimistic about its occurrence in the near future. However, | remain along run
optimist.

Q: | think thisis a good point on which to wrap up an excellent interview.
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