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i the Acting.'-:Se'cz!‘e.tary‘ of State tc the .
enate and the Speaker of ‘the House of

. DEPARTMENT OF STATE
WASHINGTON ,
February 29, 1960

: Thc President has directed ne to transmit to the - Gongress,
_to'Sect;wn 503{c) of the Mutual Sacmty Act o
‘'as -amended; a report of the plans of the Executive Branch :
PR v rogresss.vely reducing. snd. terminating, wherever practicable, ' -
.- bilateral grants of economic assistance in: ‘the Defense- Support e
2 and Speclal Assistance categories. There is attached a full
. report together with an annex projecting the future of these .
"'/ programs country by country, which of necessity, because of the -
-sensitive nature of the contents, is being furnished on & clas-
gified basis., A general summery report which is unclassified .
38 bemg Prepared.and m.ll be provided to the Congress in &

.,:': 'few days'*

RS Far a nmber of years, ‘programs of grant econondc 858ise=
.. tance have been proposed by the Executive Branch.and approved
.. by.the Congress as the most effective means ‘of promoting. the
- - attainment of Umited States. obgectives. . Such programs have
been: ammally reﬁewed by both branches of tae governmente
,-ﬁ'These ‘Programs ‘have semd onr. natimal mterests over 'a ﬂ:r.de
‘renge of - special and: emergency: situations and have contnb-
uted measurably to our security. They have been ai indise-.
ensablg:-. j.nstrument of. foreign policy over a. period of rapld
end: sometimes violent charige. . Thus, in fomulatmg plans -
-for progressively. .reducing and eventually terminating such
.programs we have had to review the objectives of these pro=
8 'grams and to determine whether there were dltepnative and
1ly satisfactory methods of securmg these ob:_sectlves. -

mt.ensr’e review of the goa].s of our ecanom.c ass:.s- '
e,p_ ograms has been made by the executive agencies.con=
> ' This ‘review has. confirmed the main conclusions of.
tudies ‘of - our foreign -aid methods undertaken by the Gongreas
and | utive Branch in 1956 and 1957. During the past
: 5 _there bas been a reduction in the amount of g'ant

claas ifie &*.refport' :"LS not fm-lﬁded 111 th:.s release.




_ o3 .cquntrv es rece:.v:mg Defense Support
15 ' A961 the requirement for Defense Support .
mlllm le_,__ 'han was requested last year. Thers

) in less developed nat:.ons ‘and hasten ‘their
,independence. ‘This-argues for increased emphasis
omic ‘develcpment loans and. & larger role for the
elopment Loan Fund, It also indicates a need for reform
of .ese conomic po]:i.cies and administrative weaknesses in
: aid-recipient nations which stifle initiative and
-:economic expansion. COur future plans take accomnt of -
h_ese frequ:rements. Econom:!.c growth, however, is not suscep~
tible to- ‘precise scheduling. Conditions wnder which progress

is possible can be described, and our energies and resources
= o can'be concentrated to these ends, but no timetable of achieve~-
. ment can. ‘be advanced. The accompanying report indicates the

' numberous conditional factors- wh:l.ch nay affect our future

S 'courses oi‘ action.

: More generally however, we must allow for curselves a
; range of flexibility in the instruments and teciniques of our
foreign policy for the uncertain years ahead. The gccomplish~

- ment - of our mutual - security objectives, upon which everyth:.ng

'depends s Will require not only the devotion and energies of

' - the men and women responsible. for the day te day conduct of

-our activities abroad but- also the svailability of resources

in the forms most suitable to the tasks to be perfcrmed.

B N We have now; under the Matual Security Act, methods of
e ass:.sta.nce des:.gnad for our several ‘military, political, ard

~ " sconomic I purposes  abroad.  In the past, we have found grants
... of 'economic: assistance indispensable t¢ some of these PUrposes,
. Our review. of. goals, and our assessment of the prospective

- werld environment within which these goals will be sought

‘:.)'_-i".'_’,fafter, argues very strongly that thls will continue to be the
"-.--"j:‘ca.se i‘or some years to comes

Eeononﬁ.e progress in the poorer nations remains an abld-
o ing pro‘blam of our times., The great gulf betwesn living

- standards of the people of the industrial countries and those

. oL the developing ‘couniries must be narrowed. As the accom=-
7 panyir report indicates, we look forward to ths possibility
of gradually ‘diminishing needs for grants of economic assise
~tance abroad and for an increase in emphasis on loans for the
: d:i.rect objective of eccnmnic development,




‘The' continuation of or tie termination or reduction of
grant assistance proposed in this repori represents the best
udgnent based on the current situation in each of the coun-
tries concerned and in the world as a whole, However, we all
realize that this is. a time of fluid pelitical conditions in
Which political change is frequent and sometimes drastic and
- unexpected. It is entirely possible that conditions may = |
change 0 repidly and so greatly that it would be posgible
1o epeed up the timetable in some countries, or it may be

. nacessarytoslw it down in others. As the 'propoéa'.ls_-‘in
. thds report ave being implemented, it will be necessary to

keep each country situation under constant review in order
“to ensure that our actions are conscnant with conditions at

- the tine,

Sincerely,
/s/

Douglas Dillon
Acting Secretary
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- Section 503(c) of the Mutusl Security Act provides as folloms:

~  The Premident shall include in his recomendations to
the Coungress for the fiscal year 136) programs under:
- this ach, a specific plan for each coudiry veceiving .
.+ - bilateral grant assistance in the categories of o
- Defense Support or Special &ssistance whereby. where
ever practicable, such grant assistance shall be
progressively reduced and termirateds :

. A detailed report in response %o this statutory ‘requiremen’

s being submitted to the Congressional Committees nongi dering the o

" proposed Mtual Security Program for FY 196L. - That report deals.

- with genersl issues of foreign ecenomic aszistance pclicy raized
- by the amendment. It contains plamned courses of action with
~Tespect to future Defense Suppart and Special Assistance bilateral -

= ‘grant aid, projected couniry by country. The report is of

- ‘becessity classified because of the sensitive material upor which

.. i% bouches.

. .However, the subject of the report is of such general interest -

and importance that it was desmed appropriate to provide, on an’ - .
unelassified basis, as much of its general content and conclusiops -
.28 could e done without injury to the security interssts of gure

- -selves and of other nations which are involwed. This unclassified - '

version of the report has therefore been prepared. .




reexamnat:.on of our forward planning under.
a review-of the objectives of foreign .
d programs ard of the methods and a.nstruments available
' ‘these obaect.:wes. o .

t '-e'onomlc assistance proms to a very large extent
-and political emergencies: the war in Korea,
st:-uggles in- the Indochina peninsula, the political
8. i ¢ Near East, and the abrupt emergence of new countries
e breakup of ccolonial systems. Aid programs had to be '
2L ngthen weak and divided states, to help support )
ts to agg:ession, and to cope with urgant poh.ta.cal .
Y _ new’ caunt.nes and a:c'ound the penphery of the S
b mo 3 .

.(a'ants of economic assistance were and are appropriate to
th sa: circumstances and %0 - our -objectives in them.

‘j-—!‘ie have in the Devalopment Loan Fund an agency and economic
sources for the specific and direct purpose of promoting economic
devae]iop nt in the less developed countries. It provides aid for.
e 1d° development projects and prog-ams on a case by case basis.
L rAB general rule, loan ass:.-.stance is suiteci Yo the economic

Tel 'f'-_s da.gtmct:.on of purpcse is important to the planning of
L rednct:.onss in grants of economic aid. Given our different immediate
ob;]ect:.ves, grants and loans are not in a strict sense inter=

able,  For: mANY s:.tuations, the grant method is essential %o

: ccessfal ‘achievement of our aims. Plans for’ redncing g'ants _

. of aid mst seek progress tovrard our objectives rather than changes -

_;1n the method of’ aida

_Means o reduct.:l.ons of grant aid. The varied on;lectz.ves of

our grant economic assistance programs make it impossible to estabe -
o lish u;nform pattern of planning. In -a number. of the smaller

.a more or less clear path ¢ our primary objec\‘;:,ves can
arked out. “In others, however, the attainment of our objectives
'nds ‘on the success of -4 broad programx of act:.on, of which. grant

tance' 's;_ one: part

enmp ""_s:.s has been given to the problems presented by
_“Defense Support programs in five countries: Korea; Gh:.na,
e‘mam Pakistan, and Turkey. These five programs, it is _
‘ estimated, will account in FY 1960 for over 73 per cent
of Mutua.l%} Secmty Act. cbligations for defense support ass:u.stance.




of countries in particular, the only practicable
duction of grant economic. assistance can
found mainly in expansion of their own ecos
his in turn depends upon our Mutual Security
ole, upon the availability of other Sources of . .
-upen - the domestic policies and attitudes of
oncerned and-upon the extent and nature of internzl
ssures upon them. Our objectives probably will .
development loan assistance as a part of the process;
the resources:of the Development Loan Fund will be of
..+ Taken as a whole, our plans do not project the termination of

o “all present grari aid needs in-a defined pericd of time. This

o -seem> neither possible ‘nor desirable in the light of the known =

. - factors and our oun objectives. Moreover, new needs for grant aid .
.- are likely to arise. The grent method of economic assistance is ~

* -peculiarly well adapted to the purposes sad situations to'which it

" 'has been devoted, Tt has been sn essential instrumsnt of foreign

- - ‘policy-and, in an uncertain world, promises to remain so. _ -
v After these necessary qualifications, hewever, it seems clear -
. that the foreign economic aid program is moving, a8 rapidly as is.
~compatible with ouwr own interests, in the direction poiniid to in

-Section 503(c). If the plans and programs discussed prove possibls
.- of realization, there will be gradual reductions in present ‘grant -
- economic aid requirements.  If needs for grants for military and
political objectives do decline, the emphssis of our esemomic |
‘assistance policy as a whole can be placed more and more on the
- Jomger run purpose of helping to foster econamic growth. Our insti-

' for this objective, The oppo rtumity to direct resources and emergies.

- The Objectives of Foreign Aid

- 7 Grant ABsistance Programs

.- Defense Support. assistance, provided to. 12 countries, is
presently estimated to require $765 million in FY 1960 and may
~bave to be increased before the year ends. Among these countries, -
Kores, Vietnam, China, Pakistan, and Turkey are presently expected
“to receive about §575 million. The programs range from assistance

or the construction of military facilities in the Philippines:

to- general economic: support for ‘these major recipients, = .




the recip,.ent goverment to. provide. the m:_htary
mtual'iy ag'eed to be requ:s.red fosr the comaon

& this degres of mlitaﬁ strength., Our aid is thus provided
gaemws mhere the defense z.nta-est is paramount. It

saial Assistencs | is'a flexible category of econamic aid whi:ﬁ:

: i‘las a8 168 broadly stated purposes the maintenance or promotion of .
"-polit:.cal or: eoommc sﬁah:zlii%y a‘broad.

Prog-ams in th::.s cat tegory: are b&:mg used to szzpport fuend]y
" governments that have come 'under heavy external political pressures
%o cope with political: ‘and:economic emergencies; to maintain am’ .
~Amevrican presence and interest in situations where Soviet or

- Chinese Gmmmst efforts at pemetration have been on a substane
ek scale, to provide economic aid for defense purposes where it

' has been found infeasible to enter into the usual mutual security

“relationship; o assist with small scale projects or programs -
. ‘supplemientary to technical cooperation activitiess and to: pronde

e j..‘-j ‘assistance’ to projests, for example in the fields of health and
L emca:bion, Ihich ars of ‘& non<loanable character. . ,

R L{ost of the bn.lateral Special Asszstance programs are. grant o
‘programs,’ -Qur- objectives in these programs usually do nob-meet =
t.he criteria for loans. ' or £it the procedures of established lending -
Speeia?.. Ass:;st.ance grants are: provided mamly '-.f,‘m:- S

ud@ent' about the most effect:.ve neans to the ac}nevemnt of cnr
specific &ims,: -and in ‘some cases Mutual Security loans, rather :
than grants, are. used. et

: .alid:x.' of- gant aid objectivas.. Do the general secnrit.y and
__:po}.: cal objectives of the grant aid programs remain valid? The -
answer’ ta this depends basically on Judgments about the kind of -

" worlgl in which our foreisn policy will have to be conducted in: ths
years imedi.ately a.head. : : _




’B:ese._'_ give: ne prasent basis for ex;:ectn.ng that the underlying
onditions which created needs for grant aid in the past will now :
'sappear " In Asia, the divided comntries and the newly independent -

.states conhnue under the ominous shadow of. the Commumnist Chinese
pe. - The Near East is s%ill politiecally wnsiable,  The process
rapid political change in the less developed ‘areas as a whole -
eems- certain to .continue. The Communist subversive effort, world
wide, is not diminishing, The realities of the mhtary balance
between Easz% and Weat give no- saﬁsfactmy basis for loocking for=.
ward %0 a declining level of ‘defense requirements and. particularly -
R not to a dechmng mnrement f@r defense agaznst. local aggeasicm. '

S ﬁga:mst this backg-onnd, the overal}. purposes of the Defense
L Support and ‘Special Assistance programs are sownd. - It is in ovr
- - vinterest to share ‘the burdens of mmtual defense, to support.or
“ .. agsist countries exposed to unususl political or mhtazy hazards, S
. 'and o help new countries to get off to a favorable start as mdepen—- S
w0 7 dent gtates. - We need economic assistance metheds suited for these -
F objectives. .To reduce or end the requirensnts for grant aid by -
+ -altering or .abandoning the goals of such aid is a comceivable but
- not an aeceptable approach.

Loan Ass:.stanee

B Under our: current pol:.cles -economic development assistanee is -

- -provided, as & general rule, as a ‘loan, and under the Mutual. Secnrity

- Act by the Development Loun Fund which for the current f:‘i.scal year
hﬂs Teceived appr@nahons of $550 million for: lend:l.ng. R

A Our nat.icnal interest in the econom:tc developnent of, 'bhe less :
developed countries is well. -recognized. - The wide, and in scme . -
‘. cases. growing, disparities in standards of life as’ “between people -
; _.-in the indnstrial: countriess and: ‘those in the less developed nations »
'méke for a profoundly nnstabiliz:.ng force in the worlds: Expecta=
“tions of a better future have i oeen aronsed and per31st.

’is econoul.c wpanslon p' 1a

mlntien of the world uhich m.J.l enhance our nat:,onal sa.fety_ a:_.
mll-‘being. _ _ '

, obvieusly, ‘economic | denlopment. is not set aside as the objec- e
tive of. on]y cne instrument or method of policy. . Our technical
‘8.883.815&!108 programs always have been directed specifically to help—
ing. develop the basic skills and institutions necessary to eccnomic . -
“gromthe  Our grant- economic programs help to set 2 floor of econcmic
:-'acﬁnty from which economic expansion is possiblej or, in ‘assisting:
toward other ob:jectlves, ‘they provide some of the rescurces needed.

for- develepment. Our sales of agricultural surpluses for local
cuxrencies ‘are. z'elated to the ec?n%mlc ‘developuient objective. -




3_.'."373--'-_5&1"1;3‘isamé.}-ﬁjne, ‘there is a need for a method of economic
_assistance having. development as its primary cbjective, with its
procedares and techniques: created for this m2in purpose. This
.was ‘a‘basic conclusion of the intenzive studies of foreign economic
i¢ carried on in 1956 and 1957 by the Executive Branch and by the
louse -of ‘Representatives -and the Senate. These studies wniformly
greed that our foreign econcmic aid program had to be devotad %o
~a-variety ‘of purposes ~nd that each of these purposes. shcyld be
“pursued by methods ‘Specifically suited to it. In the cass of eco-
}irggmi_c@l‘deielbpmeng,' 1% was concluded that the proper instrument
-Would be an agency to'make lcans on flexible terms for the
financing of development prograus and projects. To give effective-
ess: to this judgment, the Congress and the Executive Branch
- “established the Development Loan Fund..

" "' The choice of the loan method of providing assistance for the

. purpose of economic development deriven frem boc rrincipal considera-

o+, .- First, the econcmic deveiopment of another country, while
- cleariy in cur gemeral and long term interest, does not normally
. .o.represent a requirement of such urgency from our point of view as
. "to necessitate the provision of grant assistance, The growth of an
- ... econcmy depends ‘on more than the provision of ad iticnal resources.
.- If the: determination and capability to achieve growth exists, the
- -loan technique for financing development is suitable to the

e interests of both the lender and the borrower. '

.- Secondly, there is the question of repayment. Financing of
he.creation or expansion of -economic capabilities and facilities
which help create thie means for repayment, is logically to be pro=
d. through lending, . ' '

‘the form of either grants or loans can and should be so
3¢ -as teo encourage sensible and sound .economic -and fiseal
" ue use.of the loan technigue is not incompatible with
'e’ctifvlea_,,:;’rhé--a process of: preparing and .jus‘tifying'lqa.n__ TE=
:&tself,;izbe_; a part of the broad process of econocimic growth,
iding ‘agency can require that loan applications reflect an
examination of ‘relative economic needs and priorities, expressed in
terms of costs. ‘It can also ‘require the would~be borrower to view.
ble: expenditures in the light of basic econemic considerations,
-actions help to impose a4 desirable economic discipline on the




g discussion argnes that, while the grant and lean
 the Mutual Security Act are closely related, loans
a significant degree substitutable for grants. This
ecause our objectives fix :the pattern of aid as ‘between
ng and grants, - Reductions in grant economic aid depend.on pro= -
ess-toward the particular objectives of the Matnal Security Act
ather than on a shift ameng the economic aid methods of the Act. -

‘ The vaiiety of the grant aid programs makes it impossible
3 o t uniform courses of action for expediting the achievement -
objectives. In & number of cases, our objectives are
g 1d 1t is feasible to-schedule more or less firmly fotare -

- reductions in grant aid. In others, we have set target dates for
- ‘the termination of present programs. In a few instances, on the
1 - obher-hand, the context ‘Within which cur grant economic aid is pro-
- vided gives no basis for expecting or planning reductions in that

o adde

. Finally our major Defense Support programs preseat a unique
' set of issues and problems. Among these, the ‘Programs for: Korea,
- China, Vietnam, Pakistan, and Turkey are expected to.account in FY

| 1960 for an estimated 73 per cent of all Defense Support econcmic R

-assistance. Because of their magnitude, these programs and the:

~planning for them have been considered in more detail.

The Problem of Redueing Defense Support Grant Aid

e g }hgmtudeof deficits. In each. of- ‘the major Defense Support -

. countries thers is a verykrge gap between, an the one band,

.- “total requirements for goods and services and, on the other, the =
' -capabilities of the local ‘economies to produce goods: and services

~-. . to'match these demands.  This gap, ‘or deficit, is especially =~
./large in Korea; in Pakistan; in Vietnam, in China ‘and in Turkey.

et “Ineach case, it -is-attributable in whole or in large part to the

. costs’of military forces maintained in-the mutual defensé. Grants
' of ‘Defense Support aid are: intended ‘to make possible- the continued

SIS maintenance of those forces by filling a porticn of ‘the deficits.

- In considering ‘the problem of dealing with deficits of this

ragnitude; two initial assumptions. are made. One relates to the

efense’ budgets which directly underlie the deficits, the ‘other to
€ ‘continuing availability of agricultural surpluses as a partial

“means of meeting the deficits.




_ _In tha I)efem.se Support prog:'am countnes,
ver, the Gomm - threay is a hz,ghly immediate. one.  If the
' ﬁ_.&xibl‘ ~capacity for meet:mg that threat,
y required in the most diractly exposed
cuirement that does not now appear to ‘be
d:l.mm.shaa s:n.gu’:mcantly. oo

Ifs owever, develcpments make it feasible to hold defense
ore.or less stdble; increased econmomic capabilities can

e devoted 1o productive investment and to meetmg the con=

: ' ' gror-,ng populata,ons. ' '

_ ;s luses. An iazsportant contatzbutlon of resources .
as been made £o g'ant aid countries through local cun-ency sales
" surplus agricultaral commodities under: the ‘provigions of ‘the
Agricultural Trade: Devalo;ment and Assistance Act, usua].‘i:y kpam
Pablic 480, - “Among the countnes having large Defense Sapnorb;
j stan ‘in 1959 received $86 million of agricultursl
i ties;: Turkey 535 ml.‘ho::, Korea $3h mllhon, and China $13 -

nt:.hty of sux;:lus agr:tcultural ccemod:.ties in speeif:.c o
__mmtry situations is ‘strietly dependent, of course s o0 r &vail=
Jation to the: ability -of countries comcernedto = .
; -excess of normal requlrements. Where all reqm:e-- .
5 f " -the particnlar commodities that we have in sm-plus are 3
-satisfied, through local out.put or normal imports, there is'no
sibility of Public Law Li80: comnodities supplementing Mut:ml
Act s’sistance. ~Als0;. e5pec1311y in: the ‘case of food .
irly: small increases in domestic production will often
¢ e between shortage ‘and sufficiency. ‘Wide 5*&‘£ts S
A requi ements from year to year are thns gnte possible. R

t.dis: ant:.elpated, never'bheless, that s:.veahle damands for
surpl:a foods and fibres over and above normal needs. will contimme
‘countries 'e:.nng grant economic aid.  The* assumpiaon is
is will be possa.ble, as in the past; to. serve

. t"econome' purposes with surplns agncultural comoditiee
terns. s:unilar_i;o those of Pu.blic Taw: hBO

'f;reauir:.ng hsavy g'a.nts of Defenée il

- that such measures expedite economic |

: h omic deficits of ‘the aid receiving countries
th.minish and n‘ch them ‘the: nwds for g.-a.nt economic aid,




Econom.s develop- v
-the ma:.n elemen‘bs--

i wom.d not take "asponsn.bﬂiw__ or ée 3¢

*inty m'another country as 'azi 'obgeétive “of
_._‘pohcy__ The :.ssue cannot be that much under our eontr ]

=:'.:p¢:>ssa.‘b:i.11i:.:|.es: for exped:e.tmg ‘economic. developm: b
‘ avorable, hawever. 1k

a3 exan'ple, t.he Republic
5613‘"11;as had an estmataed; 1.5 per cent Tate. of increas

1C] as:x.ng element :i.n




I.oaz: thd, wh::.ch can'meet a range of develop-
t.hcut =putt:.ng mmanageable Jmed:.at-e burdens on: the -

tant in this respects - Its continued. ftmctlonlng,
resources and flex:cole bechnigues; will be an :

Wi requ:. . m some couzztrz.es 'bhat ouz' techmcal ass:.stance per-
sonnel and our field. missioas. provz.de help ‘and, guidance in planm.ng
developmen ro;ject.s ‘and: programs. It may also involve experiments.

th new lending techniques by the Development. Loan Fand, esneually L

n' to- the. provision of limited credits on which. countries
if increased imports- resulting from an accelerated
de _10pment effort created uzmsual temporary strams on their-
_ .""bala.nce of payments.

o A substan’c-:r.al amount of foreign economic assistance almady
13 DT vided by other natioas or comes from international. financial
tituti The United States is currently ‘seeking to. encourage
larger ,contrwbut:.ons from Western Europe and Japan to the general.
task of economic &?elcpment in the less developed countries, The
ook om this score is favorable. Further, the capital of the
International Bank for Reconstruction and DeveloPment has been
rexsed and ‘agresment has been reached on the creation of the
t.erna ;?c)na'.,!. Bevelopment Asscm.atlon. The- trend is- tcuard a.n

cess w:u.ll have an J.nch.rect. effect on future grant aid e
:  not: possible, obviously, to- ferecast the PR
a :concmc ass:.stance that. m.ll g0 to md:.v:x.dnal e

pz.tal m.ll for a 1ong t:.me be 1arger bhan
evertheless, some of  the Defense ‘Support -
3% ’be able to obtaz.n added ass;.stance for the

: 'vate cap:.nal to the counmes under conw
annot be imated even roughly ‘We ‘believe, however,"
~in these countriés as in magy other. less
t:. ns, for meaningful improvements in policies and

on private foreign investment. This is a crz.tmal s

'valopment prospects., It bears not onl;y
t-also upon the Iz.kehhood that such aapital
dmtlve.




:mvesﬁaent. The second part. of a program for
mist stress improvements in: those fac‘bors
e ro'_ ctlveness of mvestment.‘ :

hnical ass:L tance -already has made ma;jor contr:.but:.ons

- r expandmg ‘the basic skills and-institutions that.
are ne essary;-' This ‘is clearly, however, a long term process, We
all : tinue: ‘training programs -and- adv:.so::y services on . C
tan al scale as-an essential complement to our forelgn econonﬁ;c

_LThe prociuc‘binty of capn.tal, and t.he supply of cam.tal as well,
-'dependent on: government pohcles and att:.'bndes. ' -

- Th:.s is 2 mat.ter of key. J.mportance.. capz.tal ass:.stance from

i -publlc sources can break investment bottlenecks and provide

sources that would not othermise be available. But such :.nvesi:- e
‘ment mist ha've an ‘environment generally favorable to econcmic '
act:.nty if its’ product:.nty is to be max:.mized. The creation’ of

. s:.ch an env:.rament is a part of the econom::.c development problem.

There is no ‘specific formila for th::.s. In. fact, the. pols.cy

o issues are seldom clear cut, Usually they are combined with

sensitivities. that, as ‘a practical matter, -affect the exercise of
our: :|.nf1uence. ‘Nevertheless, where it is plain that potentially
remediable: pol::.c:.es of another government perpetuate the: needs for -
extraordinary assistance » ‘We'can properly look for ways to-

L erate ‘in -amending those policies, 0Or, on the other m.de where ‘
S ‘oppor'hmltles appear for’ collaboration in’ positive programs to fosi:er
o ciceconomic davelopment, it will be in ocur J.nterest to v:l.ew them P
-i‘.'_‘.-_‘_sympathetlcally : e g

) sPeclf:.cally, we hava a. leg;.t.imte mterest in: consult:mg
'-th a:.d rece:r.nng gevernments on such matters as: ‘

Pol:.czes -and att:.tudes tclvard the private bus:mess
,sector, :anludmg private foreign mstment.

RN I?iscal and tax pol:.c:.es, as they rela.te to :mvesﬁnent
R and to prlce Stabllltyo

Proposed :.ncreases in ml:.tary expendltures. :

'_ ; _Exchange rates and forei@ trade reemlat:.ons and controls.’ a
1 _Economc developmen* -plans and programs




.'t.:‘.ons-‘ Plans embodyz.ng the dual. approach

L erant Defense Suppor'b, t‘ney pcn.nt to
ag; _the ch:.ef means to progress:me cuts in grant .

ALy grarrb econoinic. ud. The Government of Ch:ma has put
'ries ‘of measures it would take to accelerate ‘the rate of .
Xpans:.on in Taiwan, - ‘These are designed, in the: main, to. ..
_ji,-enterpr:l.se ‘greater scope and incentive. We consider
[ n-already achieved by the Taiwan economy holds owb
) ",qu, ;'poss:.bz.}.:.ta.es for the success of this kind of '

ropose' Sub;}ect t.o Gongresaonal apprqpr:.atlons, to pro-
_ thin Defense Suppori grant assistance for FY 1961 an _
ve. onent to be used for additional dmports: reqzured in
with an-sccélerated rate of domestic investment and ‘4o
ncoura the ‘Chinese. government An taking tlie measures. necessary
to-induce ‘the ‘acéeleration, It is. anticipated that the result of
ctions will be additional needs for imported machinery,.
¢ :pment, structural s’oeel, spare parts, and industrial raw.
terials,  If such- demands were to go- urmet, strong 1ni‘1at10nary
ressur ,:woulu be. created ‘and the economic growth process retarded
distorted, The ‘assurance of a.sufficient. volume of :|.mports is
4 ssentl.al to ‘the. Success of the progra.m. - :

Tin j:_Ls frankly an expenme.n'bal approach. Tﬂh:.le we: rega.rd

grant ‘economic -assistance as essential to ‘lsunching the new

ram, we believe. the: pr:.nc:mal support for development should.
velopment Loan ' ‘Funds Thus we will review, in +the h@t -
's--.acperz.ence, the: roles of" grant and loan aid in. meet.mg'-
'u;\_rements. g _ ‘

¥ we.e:xpect from the Govermnent of China a much
: -of requests for loan assistance. for. cjevelopment
-he pubhc sector, - There appear to be good ‘
s also, for Development Loan Fund credits and

gt;ar _tees or =Chinese and foren.gn pr:wate investors on &
___si_ bl .

or Taiwan, _1'&. is to-be st *nssed, emphasizea
‘economic: development program.. . We propose, on
_ crease the Tlow of investment: capn.tal o, Taxwan,
the oth‘ ‘we expect: from the Chinese side that a rangs.
nmental po. es bea:r:.ng onthe prodectivity of: ‘capital; -
: :-t.he pnvate sector, ‘will be rap:.d.‘ly hbera]ized. :
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ort has discussed the special roles assigned to grant
ssistance under our present foreign aid policies. Grants
- have served the national interesits over a wide range
emergency situations and have contributed measnrably
« - They have been an indispensable instrument of
during a period of rapid and sometimes violent: change. :
0 is that we shall continue to need the grant method
_ “ald if we are effectively to prosecute oux objective / /
: ful and stable wurld. N

_ There are scme prospects, ‘however, for a dechm.ng level of

.;;f‘.grant aid requirements. This follows, in part, from Progross toward

'the specific objectives of many of our grant programs and in
. .another ‘part: from the expectation that the economic _capacity of t.he

v :*cauntries receiving 1arge ‘grant aid sums can-be progressiw]y
* ‘enhanced. . There is an evident opportunity to place increasing -

. emphagis on eccnomic development as an objective and it is this .
. -opportunity ‘that we expect to seize. upons It offers the way to.a .

. 'progressive reduction of the grant aid part of our total: foreigz
- economic aid program and, more importantly, to the growth.of -

o increasz.ngly self-reliant and prospering allies and fr:;ends. o




