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Foreword by the Overa 

We Jive ilz period which $0 fafzcre generations will zcndo~btedLy 
a P P w  as olae of history's great dicz'dieg l k s .  All orper the world 
w2iILio~as cave groping for a new mavzing in their lives and new 
digsity. As h dl sscb periods the issae cumerns the =tare cf 
mrm d bb pEace ie the uniuerse. I$ b betwee@ the conception 
oj the indiaidmzl as $he meuswe of thirzgs am! tbe idz'cidzlal as 
rt too; $0 be mmi@zcIated. 

This + o e  follows rer~urts ova Swermjio~rsE seczlridy and on 
dornes&ic ecunomz'c u ~ d  socirtl objectices. The s e p e n w  qmbdizes 
tbe =tare of $be co~temportzvy tarmoil. We r e q ~ i r e  rndlitrtv 
secarity to m a r e  the possibilit~ of rtchbci~g oar posithe aspird- 
tions. A z'itd a d  growhg tiitited Stcztes economy i s  esse~fa'al 
t o  ti5 P wdl- beisg of peoples es*errwbere. Buf zci!fz'ma#ety oar 
contGbzttion go the co~ tempo-r~ry  i ~ ~ v o l ~ t i o s  wiit be measwed 
by o w  concern: by  oar abiligy to  embody universal valses, by 
the degree to  wkicb we CUB d a t e  ozc~se1ves to $be hopes of 
people beyond our borders, 

Everywhere eco~omic growth has becume a primary COB- 

rerfi. Bzdd while hereased world p~orkzcctivizy & essential $0 fuzfili? 
many aspiratiom, iz calnso~ be o m  uEtz'~zrz$e parpose, Precil~ely 
B e c ~ ~ s e  econovzzic ac8ivi.t-y 08er.s sacb cast rewards, the catues 
on which i~ resds hme nezter been more esserngial. Where tech- 
pzology is nof redated to deepe~ coacerns, & m y  merely re f i~e  
gibe tsoB of slavery. 

Tbis report strongly wges a greater Ameri~um participa- 
t i o ~  iirr wodd ecomomic asrzd social progress. We look furward 
to a world united more profoundly t5an the congemporary zoorld 
b j  a cornmzmitj of shaved aspz'rations. f~ this smse ~alzles 
trlznsced rd#iu~al boundarZes a d  h - 0 ~ 2  cw-tains. 

This repor$ ic $he work of PaneZ HI9 ozze af set,m pmds 
nf the Special Smdz'es Project. Each member of :be Bue~all P a e l  
ha5 sewed on one of there groups. Obrioikd~ we ma most fctmiliar 
with the sbgdies of those pawls ~.n. which we hwe ser~ied, bgt 
we Base cons2e~ed 8he draft of dhk repo2-8 af z9ariolcs sitages of 
i t s  forrn~ldtio?z. Not ez5ery member endmses s c q  defc~il, bag 
we hme approse! i s  szcbs~mce sad we belkce i r n ~ k m e ~ ~ / ~ ~ i o ~ z  
of i t s  reecsmlliledcz~io~s will geczd!y sgresgdben $he fme world. 
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A Word by Pane 
This report seeks to s a t h e  a strzicfa~e a free world whicb 
ghes effect to  the i~te~pendence of laations a d  which mdes  
possible the acbiez?eme~zt of the apsirations of its peoples. We 
believe this to be the economic challe~zge of the mid-t2c~efitie~h 
c€?Ezt$$ry. 

We lice in a. period which has $he $ask of rebzddi~g .CS 
i z t e ~ ~ a ~ i o ~ d  order and of estabjishi~g new Sntemzatiomd eco- 
nomic reEa#io.nships. While we have decored co~sider~ble  &tea- 
tio;sz to the Soviet ~hreat, we bwe not deri2:ed the jzcstifica~io?~ 
for oar foreigs economic policy from it. A stwcgare camcag 5e  
built prima~ily OB motives of negation. 18s sole j~stificatz'o;91, 
cmnot be merely $0 prevent an expazzsio~ of the Societ spbeve. 

W7e arc conzrinced that it is lzot szlficien~ to constme the 
end of foreip~z policy simply as the procacreme~t of miIifarr 
seczw&y. Pd is  not e~oagb fu base foreign ecolzomz'c policy 0% 

$be need for mee&g emerge~cz'es reqzciring i.nskant stc#io~; ~ P Z  

J ~ c t ,  one of the purposes of n sozlnd policy is $0 prezteBb emer- 
gmcies from &rising. Nor is foreigtz ecosomic policy impo~tant 
siwzplj becatcse 4 Uzited States redkunce olz foreiga wso~rces- 
comiderable as &his is. The free u:or2d cornfronbs a deeper chi- 
lenge $barn mere szir&..ral. The impetus behind our efforts masf 
~IuwJ's be the tbirsgs we believe milch more 3 0 s ~  we rej~ct .  
We should co~si~3er  oar effor~s not as a c ~  sf bene~olence bat 
of partmmbip. The challenge is therefore ro our sense of parpose 
rand o w  .rul?ues. The heritage sf freedom tbs $~~ditz'c?lz of 
faith $1Z bgmm dig~i . t y  d e ~ e n d  om our response. 

This report is 3 e  resalt of a grow effort by Pasel III of 
the Special Studies Project. AlthoElgh not wery member of the 
panel subscribes to  esery detail. refEecfs our sic&strz~tia3 agwe- 

*MILTON KATZ, director, International Legal Studies, Harvard 
Law School. Former Ambassador snd chief in Europe of the 
MarshaIl Plan: chairman and U .  S. member, Defense Eina~cial 
and Economic Committee under hiATO; U. S. representative, 
Economic Commission for Europe ; LT- S. executive ofiLer, com- 
bined Production and Resources Board. Chairman of Panel 111. 
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- The Cha 

The world's present disorders often seem as a series of un- 
related crises. Actually they reflect dislntegratior, of a &ole system 
of relationships which once provided nations with some measure 
of stability both in politics and in economics. Enormous transforma- 
tions in human aspirations, in the structure of societies, in science and 
technolog-, have reshaped events at unprecedented speed. 

All over the world, social and economic conditioos taken for 
granted for centirrics have come to seem intolerable. Economic and 
social growth has become a matter of primzrg concern Z V ~ T ~ T Y - ~ ~ T ~ .  

These aspirations for growth, if they are based on respect for national 
and h-mas dignity, can kcome the basis of a new and m m  endur- 
ing world cummi ty .  

The challenge, then, is t~ build a new structure tirat will make 
possible the fulfillment of the basic purposes of humanity. The well- 
being arid the prosperity of every nation will depznd to an izxeasing 
degree on its participation in a complex of nations designed to satisfy 
awakening human aspirations. X o  counti-y-not even t!!e United 
States-arr meet the expectations of its people or continue to grow 
merely by developing and using its own resources alone. The free 
world must devise the institutions for a world comiureitv in which 
free societies may 8ourish and free meln have the opportunity to 
realize their potentialities 3s human beings. 

There is every reason why Americans should take the lead in 
meeting this challenge. Our own development has been marked by a 
belief in growth and in the use of this growth to enhance individual 
well-being. This belief reflects our own deepest aspirations. Our 
task now is to project more effectively our historic concerns to the 
wmld scene. For values, if they aie meaningful transcend national 
boundaries. Our participation in world economic and social progress 
is important from the point of view of our own economy and that 
of &e free worId. i t  is crucial from the point of view of our 
sumiv2; ;md the sutvlvaI of freedom everywhere. Such pastkipation is 
imposed by our deepest beliefs. 

It is imperative that we become dear about the nature of our 
responsibilities. We have lacked a dear vision of free world institu- 
tions which make the increasing interdependence of societies a source 



of mutual strength. Now stlrh vision is cssrnrizl. fa the absence of 
a comprehensive and well-defined purpose, our actions hare often 
seemed fitful and hare i~ot alw\.qs been meaningf~l.  The challenge. 
therefore, to our foreign economic policy is to de~rlop a concept 
for an internztional structure ~-i:hifi which the basic humm abjrc- 
tives can be realized, to undentmd our responsibititit-s with rcsp~ct 
to it, and then work steadily toward achieving it. 



- The Namre 

the Prob 

An essential coinponefit of n sound t'nited States foreign 
- 

economic policy is zn assessment of the .iwrEd in which it rrwt operate. 

The central ~olitical fict of our time is the disintegration of 
h e  international system which dominated world &airs almost until 
the outbreak of Wodd War If. Entif the turn of the centus?;, thir- 
teen empires mled the world. ne~trality of the Erestern Hemis- 
phere-as oi many regions todaydepended on the existence of an 
- - 

equilibrium maintained by other stares. This bztance of power saw to 
it that most transformations were relatively minor; they did not 
threaten or seem to threaten the: survival of rht states comprising the 

* .,,e-m. international q c" 

The piint ' ic=nth-cen'~~~~ international system, for all its failings, 
prol~ided order, rationaiized administration. arrd zrrangerncsrts for 
economic exchange. It supplied rt farm of answer to the Increasisg 
interdependence of societies. Europe was the w~rId's principal manu- 
facturer and the principd user of rim- rr,ateriaIs. She was the world's 
primal. banker and source of capital. People, pods  and money moved 
with reladye freedom from t~untq-  to country; an6 Earape's banks 
financed the exchange of goods The gold stsndard maintained by a 
central banking poHiq of the principal powers msde for a kind of 
common currency. 

The internal stresses of the imperial system began to br: zp- 
parent in the nineteen& century, and becane conspicuous in 1914. 
The first World Xfar fed to the c~ilapsc of the Geman, Azstrian, 
Turkish a ~ d  Russian empires. 81; 1395 mas; of :he remainisg ia- 
perialist systems had dissoIved. The nineteecth-cetuto~ system of em- 
pires as a means of mahta i~ ing  world order. arranging world a- 
nomics and seitli ng interilational disputes has collapsed. 

Twenty new sovereign nations hlve come in?- being since the 
end of IVarEd Ki2r 11. Afore wlTi ar,doubtedly emerge ir; d ~ e  1 ~ x 2  



decade. "W7 ni 'I e fh-2' u aliing their aspirntlons to nation4 so~ercignty. 
these natioris face new prob1etr.s. At z moment whro the pressures of 
the contemporary period impel greater and greater interdependence, 
the newly independent natiofis are dri?b*en or tempted to erect self-suf- 
ficient econorres, which tersd to restrict the broad markets essential for 

. - 
industrialization. One sysrem of organmng :he international order has 
been destroyed without iepllcc.ment by another. 'Ihr diverging forces 
of nationalism must be balanced br. converging forces seeking to bring 
about a free association of nations so thrt politic~l~ social and eco- 
nomic cooperatiorr can transcend national boundaries. Simon Bolivar, 
the great Latin American liberator, expressed rhis principf e of inter- 
dependence of free nations more than s century ago. He saw that as 
the young q n b I i c s  of. the 'VIC:estern Wezlisphere achieved their in- 
dependence some nee,. system of free assoctacion would be needed. 

Twice within a geaeration rhr United States has been instrrr- 
mental in bringing a m-orld orgznization into being: the League of 
Nations In '1319 (though s-e refused to join) and the United Nations 
in 1345. In both instances the Impetus was the belief that the inter- 
dependence of natio~s, demonstrated in two; catastrophic wars, had to 
find an institutional expression. In aach case high hopes were not fuliy 
realized because kbe formai insrlcutions of the world' organizations 
were designed to achieve more than the consecsgs or' exiszing shared 
aspirations was piepared to support. The c-mergence of revolurionary 
dictatorship in Germmy, Italy al-rd Russia afer  World War I, aed 
the pressures of Communist ex~ansfonism since the end of World War 
Ii frustrated many hopes. The existence of a group of powers seek- 
ing to undermine the free world has thiis :ar prevented the United 
Nations from giving efiectire expression of a consensus of humanity. 

This international organizztion has been hampered ~n many 
of its hnct,ons by the schism between rhe C~~rzzynnnist and the free 
world. This has not decreased the importance of stri~ifig to resllze 
its potential. But it has increased ;he importance of other groupings, 
regioaal and fuactionai. After ET+xid War 11, Europe dr~matically led 
the way toward new groupings snch as the hropem Coal mb Sted 
Community, the European Atomic Ene rg  Cammu-rlity f Euratom) the 
European Common Maker (Euromprt) , and rfie Europem Papent: 
Uzion. The sa-e process has brgtza EQ zzke place eZsewhere. 

lMultinationai striiciures, regionol oz functionzl, require con- 
tinuous and immginative zttention, as wdl ss political iasritiitions based 
on common goals, if they are co succeed. The s t r u e ~ r n  must be- 
come a primary concern of Ameiic~n p d i q - ,  far in this developnient 



nztional interests znd idealistic hopes can convet:ze. Provided we iize:c - 
the vision and courzge, sofutions a~zd irrstilntistls czn evolve into n 
great design. f i e  twentieth century is arterzptiag :o r e p k t  ~acinnal 
and international systems of the henioeteen:h ce:~icq;  it miist seek to 

1 to so with more understsndinp of its gods, so :hat human ideais 2nd 
practicai requirem~nts can boih be achieved. 

Until the end of the eighteenth centue. nankind zccepted the 
view that poverty and want were no more to be questioneci than iil- 
ness and death. In thc pyramid oi each sociery-ir was assmed- 
some would be born to \ w i t h  ar power ; 3 very few night rise to it 
But for the mass of mankind, A man's srietion was 5xeJ bv trzdifion. 
The vast majority ccuid hope at best icr subsistence. 

In the late eighteenth cearu? ttl-,e i*~e~itaBiliry of this d d  
order was chaiIengeb arid with it the *:zlidiy of :he pciiti~sD systems 
which maintained ic. T h e  phiiosophers ckrhe Eniightenment pro- 
claimed the doczrrne of the p!i/;.-sI eqtialit). of A! men; the Bzitish, 
French and American revoiirtisns crested fnstitutfona! expressions of 
these beliefs. During the nest cencrrry ,:;cs: naziuns of &e Wrsrern 
World-wi& the netable excepcim af Russ is---!of !owed stzit. 

The concept of equality \\--as not, 3: f . ~ t .  exrc~lded to ecu~omics. 
O n  the contrary, the economic life of saciec- was considered to be 

W' outside the sphere of gu.err,;nentsl action. rne idvu-zrcs of poiiticd 
reform szw their r a t  in sweeping away the oid n e r a ~ t i i t  system and 
the replaticrr of elzterprise bj- government charter. It w s  gho~ghz 
that the absence of poliiicai restr,int ~ o u i d  aot~m~tii.zli!~ prod:~ce eco- 
nomic well-being 

Within a gemration, to rhe originai e i g k r e e a t h - ~ ~ ~ ~ ~ f l i  . - posed- 
late of pofkica! iibercr \*:as added the c~ncepr drz: ecooozic lhcr~p. 
in the sense of freedom from ~cazomic oppression a d  from extremes 
of want, was a necessary cmdition far rhe pres:-rntion of poiiricxl 
libel*. 

The industrial revolution gave strbsranre to these ideals. h i s s  
pr&<ction drasticaiiy reduced the c a t s  of manu facturrd anicIes. &$ore 
&icient methods of disiribxiion stimulated wide consumpiai~ Mass 

* .  
m d i a  of comc2un;xion conrributed ro creating c o m m  patterns oi 

- 7 
tzste. Over the ye2rs the notion that ;na~lstktifization cogEd f i r s  end 
extremes of want, and then bring abmout a mme or !en genera! can&- 



tion of weII-being, became increasingly plausible. 'Unir*enai suffrage 
gave impetus to this belief in Western Europe and the United 
States; expanding wcrid trade spread it all ovm the globe. 

Economic possibif ity was translated intc urgency nnder the im- 
pact of the great depression of the I9ju.s. Man). governants were 
Eotced to interne $0 a greater extent in fne ~ o n o m i ~  I i l e  of their 
people. It came to be generally accepted ihzt the government shared in 
the responsibility for the alievjation of distress and for preyenking ex- 
cessive ffuctuations i ~ ,  economic conditions. n i s  movement p ined  
added impetus through the ta-o world v-2s. hfolodern war brought with 
it the need for sustained and conscious go~ernmenial direction of the 
economic efiort. There was, in addition, a widespread tendency to seek 
to maintain the needed productive effort and pati,nce in the face of 
sutiering by bright hopes for a peacetime mid. 

As a result of all these factors, there cane abol~t by the end 
of World War 11 an almost universal demand for a better standard 
of f.;ving to be achieved through palitical action2 if purclj- economic 
efforts ,-:wed insuficient. In the United States, where the gap bc- 
tween vpirations and rearity wss smdiest, this demar,b was at its 
rnildestdut it was unmistakably evident in such concerns as legisla- 
tion for itill empfqmcnt, veetrrzns' pensions and education, and a xe- 
newed impulse towsrd racial equality. In orher nations, where the 
gap between reality mt! aspirations was larger, demands teak on in- 
creasinglj- revolutionary overtones-the re\+oiution of rising expecta- 
tions became a dominant current in contemporary affairs. 

America cannot stand aloof from this revolution. It %.as p~o- 
duced in the first piace by the liberal doctrines of the West of which 
we are ourselves a product and an e=mpie. It was mgde possibk by 
a system of industrialization which has been coupled with gro--kg 
social respcnsibiiitj-. Unless their fuhire ogers a realistic prospect of 
economic growth and social betterment, many nations will prove recep- 
tive to schemes which promise economic and social pngress ac he 
sacrifice of other great vafrres. 

C. -THE LESS DEWmPED NATION-S: RISING 
EXPECTATIONS POPLEATION GROWTH 

me suclal revolution I s  partialady pressing in the less 
regions of the world. There, many nations are seeking to schieve 

in a gen~lltion and under extreineb di&cucuii conditions a de~elopment 



that took a century in the now ir,bustrialtred states. XndustriaIization 
is impossible without either domestic savings-that is, a mrrtsure of 
sacrifice in the present far the sake of the f~ture-or foreign invest- 
ment. Generally it reqoires both. Yet the areas where the gap beheen 
aspirations and reality is greatest are atso the ";cry co~ntries in which it 
is typically most dificuit to encourage domestic savings or where 
conditions are often too unsetrled ta at tract ijrcign Investment. 

Similarly. tthne countries also :8r~jceiltly lack the social and 
politial institutions which are essentill for scst~ined growth: b adequate 
medical and educat'3nal facilities, - power and transportarioo, efficient 
government servic~rs. Finzliy, the regions most in nerd of capitat also 
are often handicapped by the absmce of a tradition of enterprise, a 
trained i a h r  force, or an adequate market systcm. 

Acitaining rapidly a higher levei of economic 2nd social well- 
being goes far bqrond increasing a given level of capital investment. 
The experience of :Re Marshal1 Ran witk respect ro the relationship 
between economic weff-being md pfitical stability is not necessarily 
applicable to other areas. In Europe the institutions of democr8cf' bsd 
grown up over centuries; the adrninisiraflons were competent; the 
national conscio~sness was well developed. The danger to these insti- 
tutions was the gap betwee2 economic realig and the hopes of society. 
An improvement in economic conditions could theiefore be expected 
to hue  a stabilizing effect. It did not transform the social order. By 
improving the conditions of Iife, it restored confidence in the political 
Ermewi..o;rk. 

The situation is more iornpiicated when political and social revo- 
lutions 2re occurring side by side as in the case of many of the newly 
independent nations. Here the overthrow of the colonial rdie invo11-es 
at the same time the coifapse of the existing political fr~xework and 
often of the social frame&-ork as weIf. As a resuit: economic, scciaI azd 
poIiricd institutions must be built anew side by side. The process of 
transition in mast of the newly developing countries in~uh-es an 
attempt to replace the disintegrating colonial or indige,rtous feudal rule 
with new institrrtions. &foreover. we need to recogoize &at to the exten: 
economic derelopmenr is successful. it may w . t I  have poliricaII1- nnset- 
tling efiects. Many traditional instituticns become obsolete. New 
pamrns of oigznization-economic. social and poiiiicil-are required. 
As the economy expands, its demands for taient will muItipIy. An 
increasingly wide base of education becomes necesa?. 

The world-wide socia1 end economic revoluiiun is made even 
more acute by the espiosir-e increase of the world's population. Ever 



in mil!iens of persans 

Rates of growth have varied widely among eolmtries: 

Sources: W. S. Foytiasky arrd E. S. Woydnsky, 
~ o r l d  Pop~'iziim cPnd Pm&tion; 



since 1656, the wodd's population has been increasing at an ever accel- 
erating rate. From 1940 to 195 5, for exampie, the annual percentage 
increase was twice the rate of the period between 1850 and 1900. 
Since the base of the population is growing, the rising percentzge 
increase involves huge numbers. In the short space of 35 years, between 
1920 and 195 5, the total increase in the world's population was greater 
than the entire world population of 1750. if %e rate of growth 
between 1900 and 1950 is maintained, the world's population will 
increase by at least a third in the next generation, or by about one 
billion. In recent years, the rate of growth has been even greater. 

Among the causes of this increase are advances in public health 
and related factors which have produced a startling drop in the mor- 
tality rate and extension of life expectancy, while the birthrate has 
remained reiatively- constant. The impact of this increase is particu- 
larly pronounced in the less developed countries, where population 
growth often threatens to outstrip gains in praductirity. A number 
cf these countries face the paradoxical situation where the standard 
of living may drop despite a considerzble i-?rase in the gross national 
product. 

This experience differs from that of simiiar periods in Europe 
and the United States. Because in Europe the greatest increase in popo- 
lation occurred only a f ~ e r  a considerable amount of economic develop- 
ment had been achieved, it was possible not only to absorb the growing 
labor force but also to increase the standard of living. The United 
States had the advantage of virgin regions so h a t  increases in popula- 
tion led to the settlement of new lands and the development of natural 
resources. In Europe and the Ijnited States, economic development 
and population growth therefore knded to reinforce each other. 

It is digerent, however, in most of the currently less developed 
regions, with the exception of much of Latin America. The relation 
of population to resources in most contemporary agrzrian nations is 
much less favorable than was the case in Western Europe in the 
eighteenth or early nineteenth century or in North America at aoy 
time. It is therefore extremely difficult in many of the Iess developed 
cauntries to raise national income to keep pace with population 
growth, much less to improve the standard of living. Thus these 
countries will have to increase their production t -eq  rapidly simply 
to rnaintzin existing living standards. 

The restlessness produced in a  rapid!^ growing population is 
magnified by the predon~inance of youth. In Algeria, for example, 
the age group under 25 represents 61 per cent cf the population and 



in Burma 35 per cent, as compzred a-ith 43 per cent in the United 
States 2nd 35 per cent in France. In a carnpartrively youthful popula- 
tion, impatience to realize rising especracicns is iikeiy to be pronounced. 
Extreme nationalism has often Seen the result. 

No assessment of the contcmgorary scene can ignore this mush- 
rooming increase of popufation, and tht in akenrd aspiratiozs of :he 
less developed areas. They are possibi). ibe greatest incentives today 
for speeding up the development of resosrces, the growing indus- 
trialization and power deceloprnent: the expansion of rducationa! 
opportunities for young people. The &aIienge is poiitical, socia! and 
spirit=$, as =ell as econo~ic. Unless econoaic growth goes hand in 
hand with the creatior, of Ensxitiitions xhich szfeguard respect for 
human dig+, industrialization will have mereIy stlcct~dc6 in creating 
more efficient means of oppression. The uitimate worth of economic 
development will be determired by the cmvictions and purposes of 
men. 

D. THE IND~STKEAk ATATIONS 
OF THE FREE WORLD 

The transfurmations of the - postwar period chalieilge not only 
the Jess devdoped ~egZons. Msny of the indestrializea natioas are 
undergoing painful adaptations to positions of diminished power iifid 
influence. This requires pychoIcgiczl zdjustments which map be even 
more difisuIt than economic adaptations. 111 the light of the magnitude 
and intricacy of the task, it is remarkable k ~ w  much has been accom- 
p'iished. \Western Europe, st 5rst hesitantly but with gathering monen- 
turn, has so:;ght to compensate for a dec3iile in its polfticaI infiusnce 
overseas by- strengthening its own internz! relationships. - ;span hzs 
established new political ar;d economic relatioirships to replace the 
foimci imperial pattern. 

Major problems emerge. The great Industrial cornpiex of 
Western Europe supports a dense population at a very adeq~ate living 
standard despite an insu%cient base of agriculttira! land, hel,  and 
raw materials. For the most part: it fzbricates Iargei): imported raw 
materials land sells overseas enough of its o~ tpa t  to cover the food and 
fue! deficits and to p q ~  for the raw maierizfs. For this sector of the 
world, high Ierels of international trade-assured supplies - of fuel 2nd 
materizls and ample markets-are essential. Japan's position is similar 
but wen more aciiie. Her living standard is the highest in Asiz. although 



rhe relationship of populztion ro resources is far poorer c m  than 
Etrrope's. 

The crucial political imporrmce of these areas can be taken for 
oranted. What cannot be taken for granted is aa international struc- b 

ture in which their economies c;zn continrte to flourish. Western 
Europe's industrial pre-eminence was gra~elji weakened by World 
War I and the great depression, and transformed beyond recognition 
by World \War 11. Europe's economic security today depends on two 
indispensable factors: ( I )  her own intellectual and technical vitality 
and economic enterprise ; and (2)  ar. internarionai structure =which will 
enable Europe to hilve access to foreign markets on h i r  terms and - ,- adequate supplies of materials i r  Europe can offer reasonable \-due in 
return for them. 

Whatever doubts mar have existed in the immediate postwar 
years as to Europe's technical vitality> economic enterprise, and political 
inrentil-eness have bccn laid to rest b~ the extraordinary record of the 
last decade. Once catalyzed by Marshall Plan aid, the European 
economy has moved from srrength to strength. Gerfizan reco\-ery is 
m-;deIy acclaimed as a miracle, but similar miracles have been achieved 
in Britain, France, Italy7 Austria, the Lon- Comtries, and Scandinay ia. 
Japan, supporting an enlarged population in a much snaller homeland, 
has also made an estraordi~arv economk recos-e~.. 

hTerertheless. the rcoaomic situation of the industrialized 
nat io~s remains precarious. f f Asinn. Middie Eastera 2nd African 
nationalism, exploited by the Soriet b!oc, becomes a destmctive force> 
European supplies - - of oil and other essential ram- materials may be 
jeopardized. Moreover, ihe So~iet  u~ir.ion is increasingly resorting to 
economic warfire designed, it 1%-odd seem. to disrupt trade 
through svsiematic market raids. 

Also, while the acute dclize shoaape of the immediate postwar 
years has been alleviated, total United States exports of goods and 
sen-ices stiEI exceed imports by SG.6 billior,. The difference has been 
made up bj- 'jnited States private investment abroad, economic ass is tar,^^ 
programs, its expenditures overseas for military bzses: and by troop 
pay spent sbroab. Even so. the demand for American goods hzs so f i r  

C- 

outstripped avai!ab!c dollar supplies thar thcrc h a  k e n  continuing 
recourse in various countries to import quoias and exchange controls. 
Free com-erkibilitv for the mzjor nondotldr currencies has yet to be 
achiel-ed. The growth of forr-,gr: goId and dollar reserves hzs stiII to 
reach a point where liquid balmces couIQ readily cover normd fluc- 
tuations in international t r ~ d c  and hnzncia3 conditions. 



Even the precarious balance is de2endent on sustained growth 
of the American economy ard on American fvreign economic policy. 
The dollar reserves of our industrial allies could be redtlced bdow the 
essential ininimum by any one of three developments: a prolonged 
recession in the United States; a curtailment of foreign assistance pro- 
grams; or a shift of the United States away from its Reciprocal Trade 
Agreement policy. 

A great deaf depends therefore on de~eloping an international 
structure which reflects the interde~enden~e of countries, large and 
sndl,  industrialized and less developed. Europe and Japan, together 
with the United Skates, supply most of the machinery and equipment 
and capital invxtment required by the less developed cornties for 
their indzstrialization. Tne less deveioped countries in turn supply an 
increasing percentage of the raw materials and commodities required 
by the industrialized nations. It is necessary to establish a structure 
which gives effect to this partnerst:p. An essential component will be 
an increasingly liberal United States trade policy, which will permit 
other nations to sell in American markets. 

E. THE C AT 

The world-wide social re\-elution, the pressure of rising expec- 
tstions, the problems of population growth, and the readjustment of 
industrial societies are a suaicient challenge by themselves, but they 
are given particular urgency because of the existence of a militant vyorld- 
wide Communist movement, centered in ~Voscow atid Peiping, eager 
to exploit all dissatisfactions and to organize all grievances. Whereas 
the impetus of the revslution of rising expectations derives from the 
liberal values of the West, that of the C o m ~ n i s t  empire is built on a 
negarion of these values. While giving lip service to democratic ideals 
and concepts for over a generation, Communist leaders have stubbornly 
maintained their implacable hostility to the free world. 

Their irreconcilability has been maintained through all the 
Suctuatiw of Sovia policy. It --as most recently reaffirmed in the 
attack of the Communist bloc agaiot Tito of April 1738 and again 
in Krushchev's report to the S u p m e  Soviet in November '1957, when 
he said: ". . . are, of course, have no intention of asserting that there 
are no contradictions between socialism and capitdism. The ideo:ogical 
dlEerences are irreconcilable. They aiil continue to exist." Even 
peciods durir.g which. Soviet Ieadeis proclaim 2 doctrine of peaceful 
coexistence have never LC! more than a tacticrrl significance-to encom- 



pass more surely. the downfall of the free world. The "spirit of 
Geneva" did not stand in the way of Soviet maneuvers to magnify 
Middle Eastern tensions. The moral outrage of the world did not pre- 
vent the brutal suppression of the revolt in Hungary. The Soviet and 
Chinese Communist leaders are not concerned with fulfilli~g individual 
hcman aspirations. They see their task in exploiting or even generating 
grievaaces and in maximizing dissatisfactions. 

The insidiousness of tfie Soviet strength derives in part from 
their skill in appedrittg all over the R-orld as defenders of the very 
values which have given us our streogth: freedom, hman dignity, and 
national sovereignty. To be sure, these terms have a differeat meaning 
in Communist vocabuIary, but the difference is often not understood 
until too late. At the same time, the success of Communism's attempt 
to steal the vocabulary of freedom could come about because the con- 
cepts ctf freedom, human dignity and social justice are too often used 
without a sense of inner conviction in the free world. No more impor- 
tant task confronts a11 nations of the free world than to give more 
concrete meaning to the values they profess. 

Another source of initial Soviet strength resides in part in the 
difference in time scale between tasks of constrlzction and efforts of 
disruption. The challenge before the free m~urld is to bring about a new 
international order. To fulfill aspirations, to build for economic and 
social growth, to bring about a sew international structure based on 
consent requires pltient and sustained efforts, the resuits of which are 
rarely immediate. To fan dissatisfaction, on the o:her hand, to sharpen 
tensions is relatively simple and can be done rather qnickly. Even iii the 
best of circumstances and with the wisest- policy, it will nut be an easy 
matter to ~\~e.ercome the Soviet policy of disruption and negation carried 
on rtnder the constmt threat of growing Soviet military might and its 
policies of subversion. 

The Soviet h i o n  has recently begun ail increasingly agressire 
program of economic penetration into a few countries which have 
been assigned high pofitical priority. The period was ushered in by 
Stalin's last theoretical pronouncement, an article in Bolshez4 in 
October 2952. In it he argues that the expansion of the Soviet sphere 
was bound to accelerate the disintegration of the capitalistic economic 
system. As the m a r k  available to the free world shrank, Stalin said, 
the competition among the capitalist states would grow ever fiercer. It 
was the task of Comaunism, so the argument ran, to aggravate tensions 
by keeping up unremitting pressure and by disrupting economic rela- 
tionships within the free world as much as possible. 





2 .  Sovie8 Aid 

Sino-Soviet aid promised (only a smali part h3s been delivered) 
to the less developed countries from January 1, 1954 to February 1, 

1958 amounted to $1,952 million as fo l io~s:*  

AMiliions of Dollars 

Syria 

Yemen 
India 
Afghanistan 
Indonesia 

Nepal 
Ceylon 
Burma 

Cambodia 
Yugoslavia 
Turkey 
Ethiopia 
Other 

485 (of which 250 military) 
294 (of which 109 military) 

19 (of which 5 military) 

295 

161 (of which 25 military) 

109 

13 

20 

42 

22 

464 

i0 

5 

13 

Total 1,95 2 

The political intent behind t h i s  piogram is ; l p p x n r  from the 
5gures. For exampte, 44 per cent of totd Sot-iet assistance to the 
Middle Eastern countries was for military equ ip~en t  . The percentage 
of military aid in this program is even larger iif it is realized that the 
military equipment has already been delivered while probably no mure 
than 10 to 13 per cent of the economic assiscancr hzs been Jisbursec! 
to date. Moreover. Sorici assistance is concentrated geogr.;phic~U!- in 
areas which promise a maximum political return: ~ lmos t  half of Soviet 
aid went to the Middle East. Another 23 per cent a r n t  to Yugoslaviz 
with which the Soviet Uaion was then srriring to resrorc- retations. 



Credits are extended with an eye to maximum political and 
psycholcgica! effectiveness. They are usua;fy announced on formal 
politica2 occasions. Their -volume appears deceptively lsrge because 
even though the credit may extend over a five to ten year period, it 
is the amount of the ban  which has been publicized. Soviet 
loans are usually accompanied by the o3er of t9chnici;ms. And they 
are often extended for pojecis which have maximum conspiclzousness. 

The qaestion of United Stahs policy toward Soviet bloc trade is 
a very real one &st must be fzced realistira!lv. The Communist na- 
tions have not in the past participated in any substvliial degree in 
world trade, partly because of the nsrk~re of &eir economies, partly be- 
cause of political reasons. A!though the Soviet bloc produces about 25 
per cent of the world's goods and services, as a whole it accounts 
for oniy about 10 per cent of world trade. It is interesting to note that 
trade with the Soviet bIoc in 19% zcconnted for less than j petr cent 
of the $49 biiiion combined import and export trade of the less 
developed free a-odd nations. 

More recendy, However: the S~x-icr Union has been engaging 
in a vigornus program to expand its trade with the newly developing 
;egions. Although most of the publicity has concerned recent trade 
overtures made by the U.S.S.R., the fatter's volume of trade with the 
less developed areas is considerably smaller than that of its satellites or 
even that of Communist China. But regnrdfess of which segment of 
rhe Soviet bloc is making ;he trade ove;tu-res, &cy are being uxb in a 
concerted e h n  to disrupt rhe historic ties between these lea developed 
countries and the industriaiited nations of the democratic West. The 
objertix-e is clearly one of economic and political daminztian. 

Tnrough an ever iocreasing number of trade and clearing agree- 
ments with cow-tries in Asia, Africa and Latla A~eiEca, the Soviet 
blue has been bidding on a barter basis, with machinery, equipmt,  
cement, dlimilun: G; other processed materizis md supplies, for 
surplus agi id tua l  products oi industrisi raw materials. ,4s a result, 
the volume of Soviet bloc trsldc with the free T+-orfd hzs shown con- 
sidemble expansion. A!&o~gh Soviet trade accounts for ~nl!- 2 minor 
fraction of the total foreign trade of the less dereloped areas zs a 
m-hole, it has hnd a ia~siderabEe imps* on the reIatIveiy fevt- countries 
upon which i: has been focused. 



TRADE OF VARIOUS CQLXXmIES W71TH 
C03%r3.Tt%TIST BLOC-r 95 6 

Exports to Impixis from 
- 

Communist Bloc Communist Bloc 

Egypt 
Yugoslavia 
Burma 
Tcrkey 
I r a ~  
Ceylon 
S ~ i k  
?&isran 

(Percentages are of totzi exports 
or imports of each country) 

3 4 5  X4Yc 
24 23 
I4 19 
20 15 
17 10 
11 9 
8 4 
6 0.3 

Source: U. S. Ir2ter1z&i~n~I Coop~vation Admi~k:i?~:rc~ion. 

To most of the above countries> trade with the Soviet bloc has assumed 
proportions that indicate a miming degree of dependem rather 
than a casual or transient bargaining incident 

It is important for us to recog~ize &zt trade competition 
from the Soviet bloc has not had, and for many years to come 
probablj- cannot generate, the capacity to supply a substantial ~oztirn 
of import needs and export outlets of the less deb-eloped countries. 
The competition which it offers is essentially political. P: retemeai 
competition, on a selective basis, fits readily into its poiitical strategy 
of gaining a foothold in the less industrialized nations, one bj- one. 
The economy and resources of the Soviet bloc are ample for such 
purposes ytd for a considerable expansion beyond what it has so far 
attempted. 

It is probable that this competition will be intensified. Since the 
particuIat offers will be designed to accomplish political raih, than 
economic ends, they need not necessarily be restricted to exchanges 
that are mutually profitable. To be sure the wiilingness to maintain 
terns that are economically disadvantageous to the U. S. S. R. would 
diszppear once the ties of dependence tiad Seen forged. But oace the 
t!es exist, they can be used to increase further the economic dependence 
of the Iess developed world. 

Thus, the Soviet trade offeensi~e is a powerf~ l  wapan to 
achieve economic domination and political penetration, paticularly 



as long as ir can be conducted oii n bilmzral hsis. Smzli couatries 
that find themsekr-s depending - upon die U. S .  S. R. for a large 
portion of their impor! ssppiies and esporc outlets r n q  well find 
themselves caughc in a ~ i s e  isr ii..ore rcsrririive 2nd ct~ntroiling Lbm 
sny colofiial sywrrn of the pm. 

The free world czn wi:hsrand the impac of the Soviet geopoli- 
tical tradc offensive, if it orgsnizes itself to d9 so. The more highly 
industrialized nations of the free war10 are EEnkcc-d to the I ~ S S  
developed nations by a two-way rrrzde oi goods thst rotais mow than 
S j 5  billion annuzlIy or almost thirru times the amount of trade 
between ihe less developed countries znJ the Communist bloc. By 
building appropriate internat ion21 instiruti,fis on the solid basis of 
existing mutual interest, the fret \vl.ortJ c m  perpetuate - an idvzntage 
that lies G Z , L . T ? ~ . Q C Z P I Z ~ ? Z ~ ~ ; ~  OR its side. 

3. ExcAange of Leaders 

Coupled with their tr;l& programs is an increzslng emphasis 
bv the Soviet bIoc on the exckxnge of ccchrricians and other personnel. 
During 1917, 2,000 Soviet bloc technicians were working ior periods 
of one monch or more in 19 less drvefaped countries In Asia and 
Africa. Roughly one-third ~ e r c  mdiilitary rechnkians. The others (1,375 
or more) were civi1;an technical speci;~f is~.  The supply of Soviet talent 
a\-iziable to be sent s b m d  is Inrrc-asicg ra~id ly .  The Soviet Union 
is currently grndutti~g more scientists 2nd rngineers than the L'nited 
States. The G.S.S.R. Izss no Ji%cuity in indzcing pc'rsunne! to sen-e 
abroad; it setties rhis qurs~ion by irommsnd. Its emph~tsis on fire- 
ye2r iangugg :raining heips to insore t h ~ t  must S~vie r  personnel in 
foreign counrries speak the l a ~ p g e  of rhe r r a s  to which they are 
assigned. 3$0rcover, living conditions for h s e  specisl ists &road are 
mare comparable to those to which t5ey are tccusto,r~~ed i r  home than 
is  the case xi:h American personi I. 

A: rhe same time, a grah~ng number uf pe-opie f ~ c m  free 
u-,~-t.rrlJ Asim countries .EX being brouph: to the Soviec Unfarr or China 
for academic study, in-service crzinI13g 3114 g~;fdeQ ~QGFS.  la :457. over 
$00 sttch tecfinicidns; professiond peupEe 2nd sti;Jents went to 

. 
Sovie: ~ I O C  C O L T ~ ~ ~ ~ C S  for sttrr"2f; 2nd rndoc~rir.at;on. A srries sf zgrrc- 

rnenrs have bern fiegotiaced :o inrrezse :his number. hI1 these ~.XTTO:S 
- . -  combine rc- qake fhci r ~ ~ ~ ; ' i h r ~ f ~ ~ i i . i t  ~n;p.t;t J n  im-resiagiy ~ ~ l , f i i l r  

force. 

: S 



While the Soviet threat in the field of foreign economic policy 
is potentially formidable, it must be seen in its proper perspective. 
It is menacing to the degree that the cohesion of the free world is 
inadequate. 

The selective economic program of the Soviet Union is 
politically effective primarily to the extent that we& countries must 

face the strong Soviet economy alone. If these countries are part of 
larger groupings they will be able to resist pressure more easily and 
negotiate on a more nearly equal basis. 

The Sovier effort is impressive primarily because the free world 
has failed to develop a workable structure within which the industrial- 
ized and newly developing regions can cooperate in fulfilling the 
aspirations of tt,eir peoples. We must contribute to the growth and 
cohesiveness of the community of free nations not merely because we 
wish to prevent an expansion of the Soviet sphere, but because we 
want to cooperate in bringing abeut a new internationai system 
dedicated to peace, to human dignity, 2nd to respect for nationat 
independence. 

F. UNITED STATES TIES WTITH 
THE WORLD ECONOMY 

In 1355 total United States private investment and economic 
assistance ibrgnd: exduding a!E. military assistance; amounted to over 
$6.6 billion. As a result, In 1956 foreign countries were able to obtain 
$6.6 billion more of goods and services from this country than the 
United States purchased from thcm through commercial trafisactions. 
In addition, foreign holdings of gold and dollars increased by more 
than $500 million. 

This compares with a flow of development loans from the 
Soviet bloc to the free worid nations valued at about $200 miilion in 
1956-3 per cent of the United Stztes figure. 

1;4c foIlowing table presents net United States privste commit- 
ments abroad (inducling reinvested earnings) and net United States 
governnent grants and credits. The statistics differ from the con- 
ventional presentation in the baiance of payments accounts which 
omit reinvested earnings and net out a variety of transactions repre- 
senting money P.i;ws in both directions. The s:z:istics in the table, 
which are derived from official accounts, present a more representa- 





tive order of mag~itude of recent United States performaace in this 
field than do the balance of payments figures. 

W.S. GOVERNMENT ECONOMIC ASSISTANCE ANE :*!ET 
PRIVATE COrMMIThfENTS ABROAD - r 956 

(Millions of U.S. Dollars) 
Fro% U.S, From Total 

Private US. from 
Sources Gcvernnent W.S. 
I__ - - 

2 - To Free World Industrialized Countries: -, 3 -74- , -3 G78 3,421 

a Western Europe 930 542 1,532 
b. Canada 

4 1~440 2 ? , p f  - 5 1,441 
c. Other 307 243  448 

2. To Nearly Developing Countries : 1,730 1,519 3,258 
--- 

a. Latin America 2,056 155 1,211 

6. westerrz European Dependencies 21 2 6 218 

c. Independent Couatries of Asia, Africi 
Middle East 443 1,361 1,804 

J. Eastern Eurape 28 - 3 25 

TotaX - All Areas 2 -). ag2= 2,1 9 7 V 6 , 6 7 9  

-- 
' $2.8 billion in the iorm of net direct L-rvesr~:erzs by V.S. mierprises ificlud- 

ing reinvested earnings; $1.2 billion nec portfolio inves+ments In foreign 
securities acd short term loans; and $500 dlioss net remittaqcrs of pdvste 
Indls.iduals and phihnthropic orga~izations. 

'Si.7 billion zet norrrni1i:ary grants, includag about $1.0 btffion of defense 
support aid--i-e., econa;lt,c assistmce to nations cooperatkg in the free w ~ r l b  
defmse effort. Three of these countries are izclrtded u d r r  the WCSE~Z;~  
Eur~pe hedi.rtg a d  aine under iadependent io~3t , - ie~ of Asia, Africa ard 
hiiQ&e &st. 
Xet short term assistance totaled $0.5 billion. 



Almost 94.3 billion or" ~ 5 e  total Z-nit& S~ates commitments was 

privateis furnished. United States gouernment grants, credits, and 
public sales of surplus agricultural products for local currencies (to 
be used for local economic development) netted about $2.2 biliion. 
In addition, the international Bank for Rxonstrudion and Develop- 
ment (more than 80 per cenr of whosc capital comes from Cnited 
States public and private subscriptions) made disburxments of $352 
million during fiscal year 1957; and rhe L'nited Stares government 
contributed $15.5 million in 2356 to the United Nations Techniaf 
Assistance Program. 

Of the total United States capital flow-government and 
private-Sj.5 billion went to the less developed areas in 1956. In  

addition, the f nternationd Bank far Recoastmction and Deveiopment 
made development loans of QlsQ million to these zreas; ant? Western 
European capital contributions are estimated at $1.3 billion ($800 
million from government sources; $500 million from private capital 
flows). Thus the newly developing economies of the free world 
received almost $5 billion from the industrizlite0 XTesr, compared to 
5200 million from the Soviet bloc. 

The foregoing statistics refer ro the jjoru of funds during a 
single );ear, 1956. These flows served tro augment the iofd z~aliie of 
the investment capita! provided through florr.s of foreign investment 
over the wrs .  While statistics are not h l l y  a~aiiable for total free 
wodd foreign investment: it is noteworthy that the total value of 
Unitcd Staies investment abroad at the end of 1956 is estim3ted at 
over 549 billion, of which $33 billion wzs furnished bj. private 
SOUPCeS. 

We h a ~ e  been prtkoluly negligent in giving proper weight 
to the constructive role played by private capital Boas. From the 
tabulation we have presented, it will be seen that o~er-all these are 
running at a rate that is more &an twice the voiume of United States - 

government economic assistance, and in the newiy developing eco- 
nomies it is of comparable mzgnitudc to the United States govern- 
ment effort. Furthermore, in recenr years private foreign investment 
has been expanding rapid$ and broadenirig is bllse both geographi- 
calf, and in industrial diversity. Yet it is too often written off as 
having only secondsry importance 2s an instrument for bmrrding 
economic developmect in the less industrizlized econonies. It is our 
conviction that: private investment czn carry &rod  ehe dynmism that 

- 

h3s characterized the Lnited States economy mure eBectilrelr thzn any 
othrr means at our commznd. =e should gise far more eEort thon 



we have ir the past finding ways of c-ncocraging its fiaximuir: us: 
for achieving world economic and social development. 

In addition to cornrnitrnt-nts in the financial field, bhe Lnitec! 
States initiated in Latin America the concept of technical assistance 
some fifteen years ago and has pioneered irs deve-elopment throughout 
;he world in the p s t  decade. At the 2nd of 1957, there Rere a h o w  
5,000 Ufiited States specialists on pyernrnenr assignment in the less 
developed areas: j d l  in Africa; 2,066 in the Far Eas:; 1,529 ;n the 
Near East, and South Asia; and 583 ia Latin Armeria. Most of &em 
were working on agr icul t l; ral, health and education programs. In- 
creasingly, technical assistance esperts are beirg sent abroad in the 
fields of industry operation, transportation, and p~b l ic  administration. 
The number of natio~s from iess deveioped courztries who ir? 1957 - 
were receiving training in the United States ~ n d r r  our technical 
assistance program totaled almost 4,000 ; 2nd man?- others received 
similar training under private auspices. 

Thus the effort of the free world industrialized ccintries and 
particularly of the United Stztes in the less derre!oped regions has 
cieacly been of major signiikance. Their capital contriburions represeat 
abmt one-fourth of the total capital accuiuIation in these countries. 
Of the toral trade of the newly de~eioping areas, sbo.bout 75 per cent is 
with free world industrialized na~ions: zbout 25 per cent is with 
the LTniied States alone. 

Nel-ertheless: :he facr: milst be faced thai the present iexrel of 
total private and gmernment capii;31 flows fro= the industrialized free 
wOIId is R O ~  nearly enough. Nor is its distribution sufi5ciently well 
balanced. Except for a few places, economic growrh ia the less 
developed areas is hard]? keeping pace with population growth. It 
is far from suilicient to give a sense of steady progress in raising 
individual living stand-rds to rhe peoples of these 2reas. Since the 
rate of capital accumulation for the less deveIopeb areas is only about 
S17 billion annuall): the additional vnuunt needed to provide a 
margin bemeen static and gentricely d j w ~ a i i  progress is wdI  within 
the resources of h e  Industrial free wcrld. 



or the Free 

A. THE IhTTERDEPEkTDEhTCE OF NATIONS 

The cardinal feature of the contemporary world is the ever 
growing interdependence of nations. The 1e.s de~elope2 nations need 
&e industria1 equipment and consumer items of kchndogicallp ad- 
vanred nadons and markets for their primzq- products. The industri- 
alized nrtti~ns depend 03 these sources of ran- materials and food, and 
they require markets abroad for their manufactwed products. Both 
require markets larger zhan any inEI.;idrlaf nation can provide. Because 
of the weight of the Urited States econom): pahaps the major con- 
tribution we cazl make to world growth is the  maintenance of the 
vitality, growth and stability sf our own economy. 

In the nineteenth century, tho'dgh the inierdepezdence was some- 
what less, &e economic cohesion of h e  wudd was grcnter. There was a 
relatively free !lorn- of goods and money across national boundaries. 
The movement of peopies was easier. me economic system united by 
the gold staadard worked, however, at a level of economic and social 
well-being which is no longer acceptable. Nineteenth-centu~ economic 
and social conditions %*ere accepted partly because it was thought that 
the resources of the world did not permit much improvement and partly 
became no higher Ievel had ever been laown. SimiIzrlirly, sharp f i x -  
tuations in economic activity2 empbprnent and price levels were 
regarded as inwiizble and accpiesced to with resignation. 

None of these cmditions holds trite any longer. The nineteenth- 
century system of economic exchange has been disrupted $ growing 
ideas of protectionism and by emergency action: Etiring two wars and 
a depression. The economic and social condi-bns of the ninetern& 
centilq- a e  no longer acceptable to the people5 d,f rhe n-orid. Xo cuun- 
9 will any longer passively submit to market zdj-~~menb which, 



however small from the perspeche of the over-all world economy, 
xvould shake the economic, social and po,.. WcaI structure of weaker 
countries. In all free societies, peoples expect their go17ernments to 
achieve social goals considered outside the scope of go'iferaunent in rhe 
nineteenth century. Throughcut the world, here exists a romiction 
that modern science and technoiogy cafi bring about a fuller and more 
meaningful life. All nations haye a j o l ~ t  interest in a dynamic and 
wrowing world economy. b 

In field after field it has been demonstrated that the smali pro- 
duci i~n unit bomd by the limits of a restricted market simply cannot 
compete. Science and technology have developed products that need 
to draw on rnateriaIs that are not avaifabie within any one narrow 
geographic area. Not even the wide. existing political boundaries are 
large enough to accommodate or contai~. the reach of competitive pro- 
dudion as it is organized in today's world. For the saaller ntiticns 
the modern economic organization that is now a general aspiration is 
beyond realization unless there is a framc~~ork of econ~mic law and 
accommodation that runs beyond the boundaries of existing political 
sovereignties. 

Any effort to fuEi1 the aspirations of the peopies of the free 
world mist include insiitztions which take zccount of this interde- 
pendence. Since Worfd War 11, a namber of institiitions h ~ v e  been 
developed, msny of them representing an effort to create communities 
which permit the nation-state ta e a j q  the benefits and assme the 
responsibilities of participation in a larger compfex. These include: 

I .  The European Coal md Steel CoOnmimity and now The 
European Atomic Energy Comrnun'ty. Here s m e n t s  - of the 
economies of the European powers c ~ t i ~ ~ r ~ d  have found their 
way ilrto caozmmities which exercise tisg cf the Rnctions for- 
merIy carried out on a national basis. Sovereignty appears divisible. 
Community of action may exist with respect - t~ some functiofis and 
not with respect to others. This offers possibi1i:ies of cooperative 
effort barely suspected in the nineteenth centuty. 

2. Cormmities based on a common market, for example, 
Beceh~ (:he ear1 iest) , nrnprisiilg %clgiu;zl, the and 
hxembourg> and now the European Common Market. Amher 
community of this type is beitlg dei-eloped in Central America, 
composed of Costa Rica, El Salrador, Honduras, Nicaiagua and 
Guatemala. At the same t he ,  there is dixissio2 of such a stsuc- 
we for rbe Lztin ,%meriain ec~nomies as a whole. Oret the years 



another kind of multinational c-conomicai an J pol itiral grouping 
has grown up in the British Commonwealth. 

3. Market and commodity agreements, looking toward price 
stabilization and orderly distribution of certain commodities. The 
United Spates at various times has entered into mrrltiIatera1 arrange- 
ments with respects to specific commodities; for example, sugar 
with Western Hemisphere producers. 

4. Monetary and credit arrangements, as illustrated by the 
European Payments UUnn and, on a larger scale, the International 
h$anetary Fund. 

5 .  Corporations whose operations extend through many 
nations. In order to be effective, these corporations, through whish 
a considerable and essential part of the world's economic activities 
is carried on, must be able to compose diversities, adjust conflicts 
of interests, and adapt their operations to the needs of the countries 
within which they operate. In doing so, they represent a further 
exlunp!e A of a mltinationai so l~ ion  of common problems. 

These aiiangemeots: however useful, have grown up on an ad 
hoc basis to meet specific needs. Such organic growth is vihl and 
should contin~e. Kor;erer, a structure adequate to the aspirations and 
oppominities of :he twentieth centur~: requires a more comprehensive 
outlook and a longer-range purpose. Her?ceforth, the nations of the 
free world should make a deliberate effort to determine their common 
objectives and ta creak institutions which give effect to them. 

Moreover, while strengthening the cohesion of the free a7orId 
is important for its own sake, it is also che most etfcctive means for 
meeting the Sw.iet economic offensive. A reinforced political and 
econonic structure of the free n-orid can prevent the domination of 
weaker economies $ the Soviet bloc. For it i s  r.ot trade as such with 
the Sovie: bIoc that concerns us but the possibility of the poiitical 
dominatiur, it creates. 

The task of increasing the eilonomic cohesion of the free world 
obviously transcends the economic realm. The nineteenth-century 
economic strudure was closely related tc the imperial system of 
political organization. The economic structure of the twentieth-century 
free world must be related to associations of free nations working 
together in the common interest. As with all great szsks, the goal of 
constructing a new political and economic structure for the free world 
must be perceived clearly before intermediate steps can be effective. 

The details of an econamic structure for ihe free world involve 



a great deal of technical study. lo this report we shall consider the 
foliowing broad aspects: 

1. The United States and world economic growth. 
a. Rsgiona! armngements. 
3. Functional arrangements. 
4. Liberalized trade arrangements. 

B. THE WITED STATES mD 
WORLD ECONOMIC GROWTH 

Basic to world economic growth is an expanding and vital 
United States economy. We produce 35 per cent of the world's goods 
and sen~ices. Our exports and imprts  constitute I6 per cent of the 
wor;d's trade. Relatively small Buctuations in our imports can have 
a major effect all over the wodd and cstastropbic consequences for 
weaker economies geared to a few commodities. A United States 
recession can have a violent effgct: on other free world countries. 

I 
i 

Conversely, an expanding and reasonably siabie United States economy 
; is essential to world growth. A growing United States economy will 
I 
1 import more goods from abroad, thus providing dollars for economic 
1 

i development. It wiil create additional reswrces fur foreign inr7estment 

The importance of the United States as a market and as a 
source of supply is fundamental. In fact, - perhaps the greatest single 

i economic contribl~tion the United States can m&2 to the free world, 

I 
and hence the greatest responsibility of thc. United States lies in 
eflorts to promote the grucvth and stability of the American economy. 

I n e  measures to achieve an expandiizg and heafthy American economy 
recommended in the report of Panel IV, The Chailerzge fto Americr;: 

i I ~ J  Economic and Socid A ~ p e c f s ,  are essentiai to worId economic 

I development. 

Policies to promote the vitality of our economy are only h e  
beginning of G U ~  task. They must be taken concarrentliy with measures 
which make the Enterdeperzdeace of nations a source of rnub~al 
stre~gth. It Is impossibk for the United States to draI creatively with 
80 sovereign nations suieiy on a bilaterar basis. The most natnral 
multinational arrangements are frequently regional. In many parts 



of the world, geography combines with common history to provide 
the basis for common objectives and fruitful cooperative - efforts. 

We have hzd a special experience -with regional arrangemenis, 
both domestically and within the Western Hemisphere. Domesticaily, 
we have benefitted from the stimulus of a large trading area. The 
United States is composed of regions as diverse in their geographic 
and economic characteristics as many groups of nations elsewhere in 
the world. Mutuzlly beneficial trade exchanges are neverthejess 
achieved between areas as diverse zs the mafnufahring Northeast, 
the agricultuai Central states and the desert and mo~ntain areas of 
the SouL\v~est. It is clear &st the deevelopmcnt of each region would 
have been less rapid if each section of the country bad maintained its 
own currency, separate tariffs and its gwa system of capital iin-eshent. 

Paiib because of our domestic regional system, the economy 
of the United States is larger than ~ l e  combined economies of Western 
Europe and Latin Arnr.:~. The strength and durability of the North 
American economy is greatly enhanced becsuse P has at its disposal 
a large geographical area unimpeded by the barriers set up elsewhere 
bg fragnentation Into sovereign naticns. 

Moreover, in the history of the Western Eemisphere, participa- 
tion in regional arrangements has fomd expressiorr izz the joining 
together of the American states in a free association in the common 
interest of all. Gradually and at times painfully, a community of 
nations united by sirniia~ a s p i ~ ~ ~ o n s  ;'or h e  m-elfaxe ;ind dignity of 
their citizens h a  evolved. mis assotiation has Seen based on six 
principles: jdridical equaIity? noninten~eniion, conseltation, common 
objectives, common astior- and mutual security. The pzth of develop- 
ment of these principles has not always been smooth and er-en. Yet 
the oations of the Western Hemisphere have made notable, and con- 
tinuous, progress toward a poIiticaf structure for a free associaiion 
of nations. They have been less successfu1 in the devefopment of 
common economic objectires and institutions. 

The United States should encouage the formation of regional 
arrangements if they are designed-as theg should be-with due regard 
to the general growth, cohesion and interdependence of the entire free 
world. Regional arrmgenents of h e  kind here considered do not imply 
r e g i d  zutzrky. Their aim Is the progressive ei'mia&on 05 buriers 
within groups, not the erection of new barriers between goups. 

It is not possible to describe the precise form regional arrange- 
ments should take in dl parts of the globe. They may in%-dve jcif 
efforts to achieve economic dmeIopmmt3 common marketst and free 



trade areas, or functional arrangements like the European Coal and 
Steel Community. Fully developed, they imply a joint accord on 
monetary and exchange arrangements, a common discipline on fisal 
matters and a free movement of capital and Iabor. We believe that this 
regional approach has world-wide 1-z-aliditg. Becaw rhe partimlar 
adaptation will be different for each region, the structure will have to 
be vi.*ozked out by each region through consultation. W e  feel the 
United States should encourage the de?*elopment of scch regional struc- 
tures in ail areas of the free w~rfd.  B7'e have tried to develop the out- 
line for Western Hemisphere unity in Chapter V, aas an iliustrati\?e 
case. 

Regional arrangemenis spur world economic development. 
They can make possible more rational internationd economic relation- 
ships. Instead of large numben of states dedlng with each other 
biiateraiiy5 large trading areas can reguiate their retationships to bring 
about the gratest mutual benefit. In addition, such arrangements will 
permit weaker economies to n-ithstazd more e&tirre$ the impact of 
selectire trade offensi~es by larger states? such as the Soviet bloc. 

At the same time, regional arrangements impose a responsibiiity 
on the participating nations. They nust not s*;bsiitute protectionism 
of a larger unit for the national trade hrriers they replace. Regional 
arrangemznb should be considered a step in the direction of freeing 
world trade. R7e sho~ld encounge mt only regional ecoilunk group- 
ings bat strive for increasingly free refstions ~ m ~ i n g  these groupings. 
Such a policy ~ ~ i i i  be essential not onfr to promote norid economic 
det-efopr~ent bzt to promote o u  0%-a trade iatemsts. 

For, once regional trading systems are fzllj- developed, we shall 
no longer deal with units whose economic strength is dwarfed bq- ours. 
A fully integrated cornmon market h X'estem Eilropef for e:cmpfe, 
would represent trade interests farger thul our own. It is therefore 
highly importmt that we adopt more coherent, consistent and responsi- 
ble trade polides than we ha= practiced in rhe past. We need nor 
onfy an extended Reciprocal Trade Program, but ~ I t i ~ m t e I ~  we must be 
prepared to mate bolder commitments if we are to be effective in 
negotiating with Europe dlrect1~ m with other meas ;gffist Europe's 
trade bids with them. We haye to sclbscribe fully to internation& bodies 
me &e Organization for Trade Cooperation, and meet s resrsari~bk 
need for co.m~odity stabilizatioa. 

In striving for regional arrangements, we &odd remember &at 
&ey depend hportimtl~ on pofiticd vision and initiative. R R e g d  
arrangements can give content to the hopes and vpirations of h d ~  



seeking to encompass 3 gezter  commr~nIrv. f iear!r. the ac t~zI  details 
will require careful technicd exploration. \Y'hat is needed immediately 
is a determination to move in tire dirvcricn they imply. Rgional 
arrrtngemencs are no !onper *I mzt~er Of choice. They are imposed by 
tke requirements of tcchnoIctgy3 science 2nd eio~~rnics.  Our course 45 

to contribute to chis process $ constructire action. It ~ i l i  energe 
through t;s, md we can icarcicipaie in i:s benefits if we arc- wise; it will 
come into being in oppcsition co us. If we zrc timid or :ern oerr hacks 
on the aspiration to human h r t r ~ m e n r  1~:7;iZlih is the source of OUT 
screngh. 

Regional arrmgements by tben'.sel\-es cannot slrpply the entire 
ssmctwe of a free n-orld ecocomy. Scm problems 2nd opportunities 
cut ;Lcross regional lines; others sboul6 be dmie with orr a m~or1d-wide 
hsis. Three of the most imporant ?~ni?iond challenges-the problem 
of p r i q  commo2i~ )-products. :he new vistas of science? md the 
roZe of Intcrnstbnsi fInaacisl Ensritrrtions--wi lI 1 be discrrssed here. 

1. The Spechi ~ r o b ~ e n a  of Prhzdry Prod~dcts 

. Most of the countries :c the jess indus~rialized areas ox' the 
world derivc the bulk of their foreign exchange earnings from primary 
products esports. Colle~tk-ely~ close to i G  per cent of their expr;rtc 
Ere agrinrlt .~~d food products: close ro 25 pr cent are petroleurn and 

- I - * 
other ftccls; and the remzinder arz rni;trscr:ai rzw materials, either 
agricuiturai or rnirze~d. S h e  the pace of rheir generai economic 
development depends so importani$ on the m u n t  of foreign exchange 
available for the purchase of industrial equipment from highly indus- 
trislized economies. :he price of primary podncts 2nd the demand for 
them is of vital sigrtificance to mrzny rrri~lj- developing - economies. 

The demand for prirnaq prodacts a ~ d  their term of trade in 
international markecs have been, in general, highly SavorabIe since 
1939. In 1357. however, the prices of most export f~odauiFs feli and 
prices of industrid raw materhls dedined even more sharply. ladus- 
trial raw materials prices now ayerase about 20 p r  cent below their 
kids at the end of 1956. Meanwhile. internatiomi prices of manu- 
factured items hare continued to dinb. The result has k o  a sharp 



drop in the bcJ:3g power of countries that generally are ill-equipped ro 
stand the economic and social consequences of such disruption. I n  
many of them partially completed de~rloprnent projects are imperiled. 
In others the entire economy faces a drastic decline. 

Prices for individual comodities have -9uctuated far more 
ban the broad averages. Since many of the less industrialized countries 
count upon one, or at most two or h e r  export commodities for the 
major portion of their foreign exchange, they are concerned with pnr- 
ticdar rather than general price movements. In Brazil, Haiti, Guate- 
mda, Colombia and EI Salvador coifee exporn account for from 70 to 
80 per cent of total foreign trade earnings. From 1953 to the present, 
co£fee prices (quarterly averages) have adra~ced eyer 60 per cent and 
fakn again to 1953 levels or below. &forte than half of Boiiria's export 
earnings come from tin and over trio-thirds of Chile's from copper. 
Export prices for copper advanced 65 per cent above their low point in 
1953 and fdl off 56 per cent by the first quarter of 1958. l i r ?  prices 
advanced 33 per cent above their lows in the third quarter of 1953, 
and f d  oiT 14 per cent by the last quarter of 1957. For Vietnam, 
Indonesia and Cambodia exports of cmdc mbber bring in from 30 per 
cent to 50 per cent of fareign exchange earnings. Since 1953, rubber 
prices in world trade have fluctuated between 100 per cent above and 
20 per cent below the 195 j average. The impact of price swings uof 
such dimension is often devastzting upon economies &at are excep- 
tiondly dependent upon the sales of the commodities invoh-ed. 

It is not surprising. then* to find an insistent dczand on the 
part of countries so situated for international agreements designed to 
mitigate the extreme fltrctuztions that cause so much human sufferinc 

u 

and that introduce so large an element of uocertainty into their 
ecooomies. Such demands have been increasing, u the recent downturn 
of the terms of trzde fur primary products h a  crested balvlce of 
payments difficulties which seriously threaten the capacity to preserve 
economic, and even politicaI, stability. 

Clearly, this is a major problem for the economy of the free 
world. To be adequate to its responsibilities, the economic structure 
of the free world must find a way b prevent excessive instbiiity. Its 
meaning to many of the Iess developed corrfitries will reside in its 
ability to discharge this responsibility. 

Howeyer, the task is exceedingij~ complex technically. There 
are obvious difficulties in attempting to substitute internationaI controi 
mechanisms for the free mkket operation under which supplg 2nd 
demand are adjusted to each other through price changes. I h e  U~ited 



States ex~erience witb its own agricuitural supper: prograss demon- 
strates both the formidable expense of guaranteeing prices, when the 
supply of given cormodities exceeds effc-ctive demand, and the extreme 
difficulty of controlling supply of agricultural p&as even within 
a single country that has been buiidiog nn elaborate governmental 
administrative machinery over many pan. 

Often the proposed remedies are of doubtful prxticality. The 
few international programs that have been tried hare failed to produce 
results that conc2usi~-eI.;ely demonstrate their effectiveness. Since 1953, 
an International Srzgar Agreement has been in effect under which 
quotas for sugar production and exports zre assigned as a means for 
stabilizing prices. But between the iirst half of 1956 and the first 
quarter of 1958, world sugar prices rose $ more than SO per cent 
and fell off again by 40 per cent from their peak in the second 
quarter of 1957. 

%re is another international zagrement for wheat, under 
which exporting countries agree to ship 2 fixed minimum amount at 
not more than a stipulated ceiling price, and importing countries 
agree to purchase fixed minimum amounts at  not less than s~iptllated 
Hoor ;rites, with the market operating freely so iong as prices hold 
within the agreed-upon limits. This ageemenr may have exerted 
some moderating e m  upon price fluctuations in the international 
wheat trade, but the evidence is far from compelling. Worid wheat 
prices in the first quarter of 1958 were I 7  per cent under the I 9 5 3  
average. 

A third interoational ageernent, governing tin, bas Seen in 
effect ORIF since the middle of 13%. It catls for a b d e r  stock 
arrangement to cushion both shortages md surp!uses. Experience to 
date has been too limited to permit adeqcate appraisal of its effective- 
ness. The Suez incident introduced a strain upon normai operarions. 
Tin shipments from the U. S. S. R., a non-participating nation, hare 
further unsettled the market. On a quzrtetly average bzsis, tin prices 
fell 14 per cent from the fourth quamr of 1956 to the fourth quarter 

of 1357. 
In view of our own experience with agricultural price s~pports, 

and the kss &an convi~cing achiev2ments tu date of htematimsJ 
control experiments, the United States has been ductant  to give 
support to new commcdity stabilization proposals of international 
scope. But the sitrz2tion in a nuder  cf countries is now so amtc 
and the outIodc ahead so grim that hmedizte ac-tia~ is required to 
avert crises and to d a l  with these problems on a fang-term basis. 



We have the duty to explore all means for averting economic 
collapse in mzny areas of the free world. Since it is L~probzbie that 
any workable commoditj stabilization programs codd be agreed upon 
in time to meet the needs of certain crisis situations which may be 
immediately upon us, these should ix deaii with duough the exte~sion 
of internationai credits. The International -v.fonetary Fund can help 
through its regular procedure for extending credit to ease short-term 
balance of payments adjustments. Bilateral credits, such as E.uport- 
Import Bank loang will wdoubtedty be needed to romplnnent the 
Fwd's eff orb. 

For h e  longer term, it is esserttiai for :he major il~d~~strizd 
nations to put more effort and imagination into the exploration of 
prxedures that will reduce the hs t ab i I i~  oi primary producing 
nations. W a ~ s  mist be found to keep violent Auctmtions in com- 
modity prices £ran producing economic crises and interfering with 
economic progress, 

N o  pansceas will be ofiered here for a p d e m  that h very 
complicated and  hat mus: be Oedr with Iargely on z czse by case 
basis. But in order to makc our line of thought tangible, n-e would 
suggest considenrion of the following two procedures: 

&I agreement for commodities iike co& and cacao, where 
there iue no practical means for contro!ling wpply, might be worked 
out by the producing and consuming cauntties to dezt wi& 5urp1is 
stocks and to hold price duc?u2tions ~ & h h  certain bairn&. Fdst as 
agreements iimic Ehz allowable daif: price BnctuatIo~s on certain 
co~modir): esi;hangcs? ranger-tern agreements might Ihnit the fluctua- 
rions within 3 @\-en year to a stsied percentage, sa;. 10 per cent, 
aboipe or ! 'ow &e average price for the given - product irl Ehc previous 
p. If  demand a-erc gre:zer t h ~  scppiy, most of t!!e 1-eais ship- 
ments warrld move 3: the ceiling price, sznd prices for: the fa?l~wing 
year v o ~ l d  be set at the 10 per cent r a q e  ~have or below the gium 
gearTs ceiling. If suppiy exceeds demand, the base on %-hi& h e  range 
-a,-% set would mwe gradgaily downward. Enforcement wodd oper~te 

- 

through c u s ~ s '  suthorities at either end. If s ~ c b  an wrasgement 
coold be administered, it would haw! the virtue of dampkg down 
the vider~t m-i~gs of commodity prices while still sllowing lozg-temx 
price trm& to work t m r d  an adjustment of s~ppiy m effective 
bmsnb. 

A second a. pxocedme wodb k go use inter~rstiod credits to 
cushion fhe hga& of nsessary adjustments in C O ~ ~ & T  

on produci~g nations. This wodd involve longer-term balaace of 



paj*rnefits credits than are presently granted by the International 
Monetary Fund. The objeni~e nouid be to enable nations producing 
raw mtterials to maintain imports of the machinery, eqiiipment and 
inaterials essen:isl for development in periods when export earnings 
zre IOU.*. Thus, th,r necessary sdjuscnenr af silppfy to demand could 
be accomplished without slm~ing rhe pzce of general development 
The credits would be repaid after :he ~djusimenrs had been completed 
and prices moved higher. hftguards would be needed to make sure . m that the credits w u l d ,  in iscrcr, fsct!lxa:r- necess3r-y readjustments in 
conrunudit). production rather &zn mereiv delq- them. Both h e  Inter- 
national Monetary Fund 2nd regfonsl oqments unions could be 
used in this manner, atrhough their resourigs would freed to be 
oreater &an the mounts needed fur shorter-term credits. b 

It may be tfix other and better ways of sewing: similar purposes 
can be devised. Our firm conviction is that the urge2:t problems of 
primary om mod it^* products d~ou!d h dealt with and that it is not 
beyond Ehe iapa~ity ci technically competent men of good will to 
fiad better w ~ y s  for rneerins the-rn than operate today. 

2. The Visfds of Scielrce and Technology 

= field requires internationti cooperation more and makes its 
benefits srrore genernflv svailsble thzn thst or" sciersce. Scientific k~owL- 
edge hss never Seen cocfinrd for long by natiood boundaries. The 
iaaper;iri~~- efforts of che internat Eons! coxnt~nity of scieatists have 
tended a i w q s  muirrdly :o support each other. Tie a&arces of science 
csn he fransh:eJ to benefit xIl of hummirv. 

Bn  he 6eiJ of xienre. Ellnmtzrioaal cooperiz~io,? on a world 
sa!e is mosc readilr i-oncch.abie. In many aras  it is essential if prog- 
,-PSS is to be made aa aII. Since each country is j.sdged by its d q -  
to-day contribution. ~ccomplistrment rather than p p ; r ~ z n J a  L wiff count. 
The expcritn~t of world-wide C C O F T ~ ~ ~ C I ?  night hen csand into 
ather 6eTds. 

Ihe United S~ztes sbouid. therefore? seek ;o develop a series 
sgrfements, IookIng toward the srLmalaticrn of scientiiic inter&mge 

and t3r fbsrering of scie~tific prclgress on a world scale: szch zs the 
fntcrt.,ation;zE GeoFf?~-sic~S ?-ear. The Communia ~,atEons should be -. 
invited to prticipak. unlike other sgreements which to be eEai\-e 
depend on narions not dning cerr~~in things, scientific cooperation h ~ s  
:he advantage of permitting the achievement of positive ends through 



positive actions. If: Izowever, some or aIf the Csmmunist nations refuse 
to join, the United States should proceed with a.haiever counrrics rare 
to join ~ r r  a free wsrJd basis. 

In fields I&r the following, internarions! agreements and co- 
operation are essenriai if significaar progms is to be made *kcuse 
the problems arc broader thaa ~ a t i n n a i  boilndftris-s: 

A large percentage of the worId's food supply a1:ezdg comes 
from the oceans. But the exploitation of the ocems is comparzbls to 
a nomadic stage of agriculture cn land. No s).s:err,3tic aiteapt is made 
to farm the seas or to m ~ d i f y  life in them. Eventualiy we may be able 
to breed fish as a-e ncc breed c~rtle, or to prow plnnkton to increase 

w 

the world's food supply. 

b. The develo@zent of an d 2 r i t ~ ~ h - e  z&g 
irriga$wn by sed water 

The use of sea water hw hcen most freqilenify discussed in 
connection with the problem of extmting the szIt rher* making the 
water suitable for irrigation. Ihe cost of his procedure appears at 
present to be prohibitive. On the other hand, salt =-t can support 

r 4 -  - life. In fach ir is the origiaal cradle or .if e. Crops might be devel- 
C oped &at could +hive under s31t ii'zter irrigation. nhis coaid m ~ k e  

a sip%mnt contribution to the economy of some lrid regions. 

SfetenroIogy has developed rzpiJ1:- during the past few decades. 
Cp lhis is dse par:Iy ro the great anormt of informtion whi& has 

been gathered 5~ airplz~es everyhere in the world. It is aIso due 
to h ~ - ~ ~ - e d  computation techniques. High-speed eicrtmnic machines 
can rodq  correlate and digest data with slziZcient rapidih- so that 
the cumpIex process of weather prediction c m  be carried ont before 
the results k o n ~ e  obsolete. For ral ly  good weather prediction, 
global d a : ~  is necessary. Therefore rhe naturst p g n q  [or m~teoro- 
logical work is an intemationzl one. If it becomes possible to ic:ezfere 



actively in the big proccesses of rhe ztmospheie, the results are likely 
to transcend national boundaries. The problems which will then arise 
must be handled on an internationaI basis. ?hey may well turn out 
to be insoluble if the development leading up to weather control has 
been carried out by uncorreiated national eiforts. 

World health must be a major concern for a community of 
nations dedicated to the well-being and fulfillment of the individual. 
&forforeox-er in many areas of the world endemic diseases hamper em- 
nomic development by sapping the ritalirg of the people. An inter- 
national eEost to encourage medic21 research is of great importaxe. 

The cost of electricity from rr~clear sources is uncertain 2nd 
for our national eonomF nuclear energy .?lay be unattractive fur some 
time to come. However, the materials required for  the production of 
nudear energy are light and easily transponablee power 
!:om nuclear enerB could be made available throughout &e whole 
wodd at a reia~i~ely uniform price. niis wili have important conse- 
quences la places like Europe and in rnstny ocher areas where fuel costs 
are high. 

3. The Rote of Inter3~~tbnt.d Ias~itztfio;rzs 

The world possesses a most impressive army of international 
Institutions concerned in one wry or another with economic and social 
problems. There are highly specialized bodies. such as the Intemafiud 
Ai- Trmspoa Association, which are concerned with international 
consuItation on technical matters well within the resmrces =d political 
consent of the nations concerned. There zre orgmkcions coace~ed 
with the coordination of intcznztional trade: the General Agreement 
on T d s  and Trade provides an informal meeting ground for negoti- 
ations an trade restrictions, and the International Moilet3.q- Fund has 
given assistance in helping individual nations overcome ~ c % c  crises 
in the b a l m  of payments. 



In the field of economic and social devdopment, the array of 
organizations is most remarkable of aU. There are the United Nations 
and its specialized agencies for food and zgriculture, fur health, for 
refugees, for special aid to the world's children. There are technical 
assistance programs through the United Nation. Technical Assis:ance 
Administration, through regional programs, such as the Organization 
of American States and the Colombo Plan, and thrcugh bilateral 
arrangements under the United States International Cooperation Ad- 
ministration and other agencies of the U~jnifed States government. In 
the financing of international in\-estment, the Inrernationiil Bank for 
Reconstruction and Devdopnent and the Internniional Rcance Cor- 
poration exist side by side with in\-estment programs in rhe British 
Commonwealth of Nations and the nations of the Soviet bloc. But 
all are overshadowed by the volume and k-aeety of investments pro- 
vided under country aid programs of h e  United States International 
Cooperation Administrztion, the United States Expod-Import Bank. 
and Ehe potential of the new Development Loan Fund. 

The very- multiplicity of these instituricns concerned with inter- 
national development poses obvious problems of coordination. n e  lack 
of a cleaz and coherent central purpose, of a ad-understood framework 
of wodd order, is the main trouble. Matters of organization also require 
attention. Coordination is required on the i e d  of individual country 
development plans. One of the most imporrant forms of assistance to 
the newly developing lands cm be in helping them take maximum 
advantage, mithin their own national purposes, of the complex of 
opportunities available to them in the way of outside sssistznce. For 
problems of deveiopment which cross the political boundvies of 
nations regional de~yelopment banks and organizations m q  prove a 
most fruitful method of relating regional need: to tile various forms of 
international assistance 3saifabIe. Some of o w  aid can be most eifec- 
tively channeled through the existing institutions of the United Nations. 
In additioa, consideration could profitably be gken to the establish- 
ment of an international Development Authority to provide added 
impetus to world-wide E X O Z ~ O ~ ~ C  growth. 

UIiltimateiy the vItafiQ of the economy of the free world will 
reveal i&If in a high level of international trade. Here much depends 
on United Stater policy. 



Before poiicy with respect to our foreign trade can be formu- 
lated, it is requisite thar the b i ~ a d  outlines of world trade structure be 
understood. 

In 1954 thc tota! \ d u e  of goods moving in international trade, 
exports and imports combined, totaled approximateIy SZOG billion, 
or about i S per cent of the worid's total production of both goods and 
sen-ices. If the international trade in services, shipping, tourism, bank- 
ing, and insurance were added, the degree of interdependence in the 
world economy would be seen to be considerabiy higher still. 

The degree to which the countries in any given area are depen- 
dent upon the mainte~anrc of trzde with the outside world is be&er 
indicated by comparing the combined imports and exports of each with 
the total vdue of goods and services it produces. We :hen hnd that 
the trade of Western Europe and of the other industrialized free world 
notions, excluding the United States, averages about one-third of their 
total national product. For the less industrialized group of free world 
nations, the percentage is even higher, ar about 37 per cent. For the 
Communist bloc as a whole it is 7 per cent, and for the V.S.S.R. only 
5 per cent. 

An understanding of these basic elements of the over-all world 
trade pattern is essentirtl to the formulation of a constructive United 
States carnmerciaE policy. \Ye mcst take accocnt of the fsct thzt, com- 
paratively, the impact of fltzcrlrations in the Ievel of unireb States 
imports and exports upon the economies of other countries is greater 
even than the considerable eRect of such fluctuations upon our own 
econamy. Within the free world trading system, United States exports 
account for 20 - per cent of ail exports, and its imports for 14 per cent 
of total imports. But in terms of our domestic economy, combined 
imports and eh~or ts  represent only about 8 per cent of annual output 
This relative!j* small-aithough, as we shaiI see, highly sig 211 'fi cmt- 
proportion w h ~ h  foreign irade bears to our own total output often 
leads us to underestimate, and indeed to misunderstand, the importance 
of that trade ro other nations. What is a small item on our import 
list may be a major source of revenue for an exporting nation: as for 
exmpLe our imports of Swiss watches, Scotch whisky, or k i n  
American coffee and copper. Thus, a smaU fluchation in the level of 
United States import5 or exports ma). ha-e a majar impact on the 
xonornies of other nations-including mmf io whose political znd 
economic stability tve have z deep concern. 

Despite its relztb-ely small percentage weight in ow 01-er-all 
economy, a vigorous and expanding foreign tnde is essential for the 
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vitality of our economy. We import haff or more of a wide variety 
of metals and minerals essential to United States idustry.  Three- 
fourths of our newsprint is imported, all of our natural rubber, 18 per 
cent of our iron ore, and over 15 per cent of our petroleum. 

Between 9 and 10 per cent of all the durable goods produced 
in the United States is sold abroad. Signilicarrtly enough, these safes 
provide the margin between profit and lcss for a large segment of 
American industries. Exports represent from onefifth to one-third of 
the total sales of American production of civilian aircraft, textile, steel 
and rolling mill machinery, and sewing machines. They represent 19 
per cent of all motor truck and bus sales, 16 per cent for diesel engines, 
14 per cenc for agricultural machinery, and 11 per cent for machine tcoi 
production. American farmers depend upon foreign markets for the 
sale of 20 to 40 per cent of their wheat, rice, cotion, rye, barley, hops, 
grain sorgh-as, soybeans, IeaZ tobacco; and the same is true for 
domesticafiy produced calf skins, fats and oils, dried fruits and processed 
milk. 

Even this does not exhaust the United States dependence on 
foreign trade. For 1957, the total value of United States goods and 
service exports totaled $26 billion. But the total safes of 2,500 branches 
and subsidiaries of United States companies located abroad were esti- 
mated at $32 billion and at least 40 per cent of these v:;.re sales in 
international rather than local markets. Aborrt 4.5 million workers, or 
7 per cent of the entire United States labor force are directly dependent 
upon foreign trade for their livelihoods. Foreign trade provides more 
direct emp!o);menk in the United Stafes than the automobile, steel, 
chemical and textile industries combined. 

Against the h c k p n d  of this degree of interdependence 
between the United States and other areas, it might be expected that 
the foreign commercial policy of the United States would be encourage- 
ment of exports and imports to the utmost, if only from the point of 
view of our most immediate economic self-interest. When we add the 
vital importance of expanding production and trade for all of the 
other aations of the free world, it would zpgeat that the case for a 
libe;d trade policy should command- virtually wanimous national 
agreement. 

Yet it is dear, from the debates over the renewai of the Trade 
Agreements Act and the President's auL50riq to reduce tariffs, that this 
is not so. The case for a freer trade policy must be repeated year after 
year and the same arguments must be refuted each time. Nearly every- 



one recognizes the advantage of a liberal trade policy, But It seems 
that we hesitate to pay the price it demands. Understandably, those 
who suffer by iower tarifis are reiuctant about a freer trade policy. Yet 
~onomic wisdom demands acceptance of the fact that if other jobs, 
sales and profits are to accrue from United States exports, we inevitably 
must be willing to accept the imports upon which payment for our 
exports depend. It is unavoidable that some of our imports wiiI 
compete with segments of domestic production as do our exports in 
many of the markets in which they are soid. 

Every serious study that has been made ifi this field to date indi- 
cates &at the preponderant buk of American industry is well able to 
meet such competition. Indeed, one of rhe most important arguments 
in favor of trade liberalization is b a t  it a-ill broaden competition and 
thus increase the competitive discipline that is a major safeguard 
against inflation. Especiaily when consumer demand in the United 
States is pressing against our capacity output, freer access of foreign 
producers i~r w r  market w i l  help to keep prices from rising. Under 
any gradual progression toward tarif? Iiberaliration, the displacements 
are not likely to be on a broader scale or of deeper dimension than 
those that are continuouslg occurring through domestic competition 
within and between industries. 

The major fault of United States commercial policy-, in recmt 
years at least, has been its failure to provide assurance of direction and 
continuity. Judged by current worid standards, our prevailing tariff 
levels a~ad commerciaf policy proccZures are not unduly restrictive. 
But OUT market is so large and so generaliy competitive that it rey~ires 
a sustained and expensive effort _for foreign business interests to 
establish a foothold in it. Relatively few have the resources or the 
fortitude to make the effort when they are faced with the possibiiity 
or even probability that our rules will be changed if hey  are successful. 

We therefore believe it essential that the Reciprocal Trade 
Agreements Program be made a permanent part of our national 
policg. There should also be a broadening of Presidential discretion 
to allow for consideration of broad domestic and foreign - poiicy 
interests. Escape clauses, peril point provisions, and even defense 
essentiality procedures should be reconsidered so that the criteria for 
decision is based upon the whole balance sheet of nationai policy 
instead of items of short-run advantage and disadvantage. Beyond the 
Reciprocal Trade Act the United States should use its irifluence in 
bringing about an increasingly free wold trade. The regional group- 
ings described earlier if properly conceived can be an importatlt step 



in this direction. We need above all to bc clear about this aim and 
we require sufficient resolution to adhere ro it. 

Thus our trade policy necessarily becomes a central part of our 
foreign economic policy, and must be considered on this plane. With- 
out a policy of vigorous promotior! of multilateral trade, our larger 
foreign economic policy cannot promoie 2 jrrst and work&!.- inter- 
national order, or forward our own aspirations for .growth. 



IV- Specia 
Econonlic Deve 

Less Deve 

The interdependence of nations implies t h ~ t  any lagging part 
of the world economy holds badi ever). other. Conversely. to the 
extent that Ehe less developed regions pnrricipare fully in a-odd 
eroaomic gr0wtb: the entire free world  if! bmeht. Markets will 
expand, both for raw mateiia!~ and industrid products, and an in- 
creasing range of human aspirarions will be satisfied. We cannot 
achieve a community of free nations if me disparities of opportunity 
for their peoples are so vast as to preclude any common experience. 
The ultimate ubjeiti~e of econamic deveiopent is the wrII-being 
and happiness of the individual end the basic unir of society. &.hi& 
is zhe family. The future peace of the world arrd the achievement of 
some of our deepest i-alues depend on the s~wained advance of the 
less deveIopeJ countries i~ coopsrariun with :he industria! ized nations. 

The term leu det:e.!o~ed C C V ~ ~ S  nations with an immense 
diversity of resources, socia: structrrres, political reininups, and economic 
conditions. Ir embraces coontries under h t a q  population pressure. 
like India and Indonesia: and sccieties which have an actual shortage 
of manpower for agricultura! and industrid development: such 2s 

Iraq and certain patrs ~f Latin America; countries with potec:iaIiy 
vast and largely undeveicped resources: like Brazil or Xhodesia; snd 
also countries with ;r meager resource potential, like Lib~a :  societies 
lvhich have e8ective central go~eirnef i ts  commanding popular COR- 

ridence and support; and countries in which the structure of govern- 



ment and adrninistrarion i~~mdirnentary. Yet under!ping a divmity of 
local ccnditions, which makes hzzardous a rrsh generaIization of 
operating policy, Tie certain sirni2ari:ics of basic condiiions. 

Conspicuous among these chzracteristics is the wave of rebellion 
which has been sweeping over many of these arezs. In the souices 
of this upheaval there is 3 paradosicni element-for current revoltl- 
tionary doctrines were introduce6 into colonial a r e s  by the imperial 
powers themselves. These powers t p i  callF displaced existing ruling 
groups in populations which neither enjoyed nor expected direct 
participation in governeat  This enzbled relatively small numbers 
from rhe conquering powen to establish chelr rule over vast dominions 
and rniiIions of people. But they were oo: content with simply re- 
placing an indigenous feudal ruling class. ?hey brought with them 
doctrines of administrat ion and popular participation in government 
which In t h e  proved inconsistent with their own continued rule. The 
attempt to form coherent administrative units fed to h e  consolidation 
d many areas for the fist time in their history. For centuries before 
tthz appearance of the British, India had known only nominal unity 
of control. Sirniiarly, Indonesia %-as nothing but a geographic 
presrior. until the Dutch found it m r e  eiiicient to administer its many 
islands as n unit. At the same time, the colonial powers trained a 
group of indigenous ieaders in their uni~ersires where they &sosorbed 
the ideaIs of the right to self-go\-ernmeot, human dignity md economic 
advancemenr which had been the rallying points for the European 
Enf ightement. 

Thus while coIonldism exacted a h m a n  and political i d ,  it 
also represented one of the greatest conwniozs in his~ory. As rhe 
ideals of the British, French and American ze~olztions became 
diffused, partly through cI the very spread of coloniaEsm, the seeds 
were 5owt.r; for the destructior, of coicnialism itself. The more success- 
ful the teachings of the soiociai powers, the more i;ntenable grew 
their position. Almost without exception, rhe leaders of independence 
mo~ernents fought their rnlers in tcrms of the rulers' own beliefs- 
Thg asked them to Iive up to their awn principles. They did not 
seek to overthrow the pofitical system of the Vest but to enter it. 

The disiztegration of the  c~ lon id  systems is &us fraught with 
both promise and peril. Its promise resides in the community of 
vaIues which produced i t  This gives the basis for h ~ p e  of future 
cooperative relations based on the principles of h u m  digniy &id: 
inspired the coIonia1 rrphezvaI. Its da-iger resides in the fzct &at 

anti-colonialism, so heroic while in opposition to foreign d e ,  map 



turn out to be the ody shared objective of a people, that it may be 
easier to find agreement on things to oppose than on constructive 
steps of de~elopment. The result may be aationalism impelied more 
$ resentment than by positive aspirations. 

It is deeply in the national interest of the United States that 
economic devefoprnent in the less developed countries shouId take 
place in a mmner which encompzsses genuine national independence, 
peaceful international attitudes, institutions supported by the consent 
of their people and respect for human personality-. It is also pro- 
foundly in their own interest that these countries shouid pursue their 
goals in this manner. This harmmy of interest, if understood and 
given effect through operating policies, can be 2 great source of hope 
and strength fur the free mrId.  

Economic development can both foster 2nd profit from the 
concept of a new structure for the economy of a free world described 
earlier. The United States and the other industrialized nations cangot 
underwrite the separate aspirations of some ?G jess developed nations. 
However, through a structure of multinational groupings, the in- 
dustciatized nations can work together with the less developed 
cowtries in a joint edort to zchieve their common objective of a 
Jynanic and growing world ecoooq. 

It is essential &at sights be set high. The total capital i~vest- 
meat in the Jess developed part of the free world came to $27 billior; 
in 1956 compared to $146 bil!ion in the industrialized part, even 
though the population of the less developed countries is almost twice 
as great. An increase in capitaf dow to  he less developed areas couId 
have vast economic consequences, - adequate political and 
social structures exist. A farsighted effort of worId econornrc deveiop- 
nent, boldly executed, wauld yield enormous returns in individual 
well-being and in a sense of common purpose. 

Judged by the magnitude of the opportunitf. before us, we 
have fallen far short. The scale of our e&rt has beer! insu&cient. 
The coordifiation of private and public activities h s  been inadeql~ate. 
The institutional and social aspects of economic development have too 
often been neglected, together a ith the conceptuai fiamea-ork into 
which these essential elements fit. 

The similarities of the less deveiaped countries must not leaye 
the impression that the problems that arise in them call for miford 





treatment. Norliing couid be further from reality. While in their 
quest for 2 new life most of these countries may seem - haw basically 
the same objective, their stari is from differenr lex :, .ne problems 
:hey face are diEerent and their progress is at differen1 rates. A variety 
of local circumstances affects them in differen: a.ixy).s. aild the outside 
i~or ld  affects them in widely differing ways. 

The process of growth is conspkuously a process of change 
involving a great number of factors, each of wbick kk;; the others 
and is in turn affected by them. Many of these changes resolt from 
the processes of growth itself. Marp others require the application 
of some new force that compels the chznge to take place. In assessing 
the det-elopment problem of a less devejoped cvmtv at any pmicufu 
time, nothing is more important thzn to recogzize the factors critz'cai 
io the process of conrinued growth-req~irements that must be sup- 
plied before the next step car. be taken. 

Economic and social development presupposes thz existence of 
a responsible government reflecting the aspirations and ho;m of its 
people. Witha~t such a political structure and adequate erabling 
legislation, it will be impoesib!e to develop the long-r-range objecrives 
essential for groa-!h or to impose the discipiines necessary to achieve 
them. Essential elemects to the rate of advance therefore will be law- 
and order with justice, the development of sound structture for taxes, 
customs and budgets, plus 212 eefficient, loyal and trained cii-ii service. 

2. Edaccatiosz and Traz';pzed Manpower 

At: ntim must be given ~o the adrmcement of education at 
all levels. Weil-devetoptd plans for universal primary education are 
essential if people are to develop 2nd preserve their own democratic 
icstitutions and well-being. In the finat analysis the f~txure of ail 
nations depends on their wisdom as well as their v~~ationai  and 
technical skills. The qualiq and availabili? of educational fzcilities 
are therefore key factors. 

High-talent manpower, a critical factor limiting capaciq fcr 

economic growth, depends on development cf secondary and vocationai 
education, as well as university facilities in both libera1 and spcidized 



fields. In nuny countries the need for cornpeteat administrators, engi- 
neers znd skilkd technicians of aU kinds is as great, if not greater, 
&an the need for capibl. Indeed the operation of power irrigdtion 
systems, railways aad factories, will lead to tragic ;wste of invested 
capital and excessix*eiy high costs of goods 2nd sen-ices unlw such 
talent can be developed. 

~reparaticn for the assumption of the res~onsib&tks of kader- 
ship cannot be mass produced; it is a slow, lengthy and eapeasive 
pmcess. Thocgh it may take only a few yean to build a dm, z steel 
mill, or a textile factoryz m;my years are needed to produce a competent 
engineer or an able admEnistrztor. 

The less developed countries require the assistmce of the 
industrialb cdranced countries for staff7 nxxerids aod eqzipment for 
their technical coIleges and universities. The)- cannut ~tiIize machinery 
p~rchased abroad lrnless t~hz!'cizns are lozned to install it a d  to 
instrtct Ion1 personnel in its proper utillation. They need help in 
establishing vocational schools, employment erch~nges, and programs 
of job training. Thq- will need ro send abroad lnrger numbers of 
able young persons for study techoicsf instituzions and universities 
in the itdustrially advanced cosnrrirs. They require 3 wih range of 

. * consulting senvices for building ... heir own i d u s t n d i  enterprises in 
addition to foreign enterprises operating fscories within their boun- 
daries. Thus, goi-emmentr, privite enterprises, consuiting firms, mi- 
vcrsides, 2nd foun&tions 3re Zn position to crEer ver). strztegic t e b i c d  
assistance. The fuhire of rhe less de%~etoped cocntries r n q  depend on 
dre sources of this wistvlce and a!so on the phitosophical premises 
upon which it is provided. 

Accordinglyz are recogmead an approgch to edrcational prob- 
lems dong *he foliowing lines: 

2 -4n appr3is-d should k made ci the problems and needs 
of deeeiopment of high-Ied rzxapower in free wocld less deveioped. 

a .  countries. 1x1 pparticuIar, it t s  trnpcrta:am that esch country or region 
w e s s  its OWE problems and derlcp its o m  masures to meet them, 
as weli as the extent to which it wishes outside ssistmce. 

b. In order to determine high-prioriv prcgrm-s of ied"EnIca1 
zssistmce in &csa ares: ahere <&odd k a general ssesSment-, in term 
of impact md cast, of all present Zinired St1ta activicies which are 
related to human reswaces developaent. Tne existing ~*Ede vyiety 
of private and public preps L zn zdvantage r - h r  &an a short- 
coming, for it ~rovides opportuniv & - for experimenntion, lztititude for 
in&\.='dual initiative, and nimy ayecues for cooperation by United 



Stztes citizens. One shortcoming, howeyer, is tbzt &ere is no appraisal 
of the combined programs at the regional and country level with 
their relationships to over-all efforts in the area. 

c. 'lhe United States should cooperate with the region or 
country concerned in the development of educational institutions sf 
ail kinds, particularly in the field of higher education. A major role 
in this task can *be and is being played by private American ffounda- 
ticns. But the task transcends pi\-ate mources. It is a major field 
for gavemment action. 

d. Finally, there is need to develop specially trained personnel 
in the United States governmmt, as well i s  in education& philan- 
thropic and industrial institutions, serving &rod.  In deding with 
other nations and peoples the need ior persome! with lmgudge facility, 
knowledge and understanding of culrurd -6 hisiaricd backgrounds 
is especially  cute. Our capacity in this respect m u t  be enlarged 
through carefully worked out programs of recmitrnect, selection. train- 
ing and kame. 

Business enterprises operating zbrozd. foundations, educational 
inrtituticx an4 vzrioas depa&-ents 2nd brm&es of the United States 
~ u ~ e m m z n t  dike report difficulty of sttraitkg 2nd keeping Ameri- a 
can men 2nd viT~nsrC U~-~TSC;LS operations. In certain aspectis, this 
Jificulty mq be compared wkh the diEmtq- to which so much atten- 
[ion has k n  called in attrxting qzaliErd men md wornen intc teach- 
ing and into scientific resarch. This di&cui;4- rtEeds the importance of 
a beeper nacianaf u~dershndisg wit5 respect to world economic devel- 
opment and huzzii beirerment, so thzt .tour ablest: people will feel 
rhdtenged to c~ntribnte to it. The pr~5Iem of ~*zlxes and incentives 
l~ziXf be dis~ssed in  he Pmel V Report. Here we should f&c to f i r m  
clir belief that these needs represent opportuniries for young men and 
women comparabfe TE exckenrenr aad constructire promise to the &a!- 
!enge af t5e old .iLme:ican frontier. 

Increased ski11 2nd productivity are iliso dependent on imprtovc 
men3 it heslth and sanitztion: a well as better nrrt.riitronal standards. 
Too o f t e ~  the vitality of the peoples ir, the less de~efoped areas bas 
beer, upped 51- the ravages of disease and famine. The elimioation 
of endemic and debilitating diseases will make possible a more stable 
md reli&!e workiog force. Eccnomic and socid progrss must go 



3 -  hand in hand with sanihrion anri heairh services, incluclng c x e  for 
women and children. 

hfodern medicine and science Erave made attainable ;the virtrral 
eiadicztion of such disesses as mdaria, ysa.5, tubercubsis. 

This area has received  he effective attention not only of the 
World Health Organization but also of such regional health groups 
as the Pan Ame~icaa Sanitation Bureau. The work in pablic health 
was pioneered by rhe private foundatio~s md has been supplemented 
in recent J-ears by effective programs of coopemtion on a bilateral basis 
through the vlrious United Skates gel-cnment technical assistance 
prognms. A major contribution to well-being and development can 
be made b ~ -  more efiectire planning and the cooidiniltion of existing 
services. 

As indnstriafization starts to tzke hoEd in the developing areas, 
it produces zn accelerated movement of people to the urban cecters. 
Enless modem technoIogical ai2d scienrific m h o d s  are ifiiroduced, 
the dwindling agricuk~ral populaiions will nut be able to increase 
their productivity s~fficientIy to feed the rapidly gron-Ing national 2nd 
urban popufation. To achieve this evolution in the rurd areas requires 
3 rnSjor expansion of government services in the fields of agricdtura! 
extension service and borne demonstr~cion. It also reqnires the a\-aiIn- 

1' Siiiv of supert.iscd rtlral crer;~t, both short- and long-term, at rea- 
sonable intcrest rates. 

The deveiopment of such services by gauernmenr is a slow 
process. However, cxperimentai programs have becn successfully 
carried out In many of :he less developed comtries. A balznced 
a g r i r u l t ~ r ~ t  development is an essential corollary to industria! growth 
and a rising standard of Living for the people of the nation i;s 3 

whole. Once agrErafk~r;lE extension ser~kc :  irorne demofistration and 
supervised credit services are established, new scientific methods cm 
be made av~ilable and eEeciiveij- absorbed. 

5. Basic Pzdblic Works 

Economic devdopment requires a sj-stmatic expansion of bzic 
public works io such fields as innsportation, power, irrigation, and 
port facilities. 



Because most of the less developed regions suffer from a lack 
of transportation, the typical pattern elen within the borders of the 

i n d i ~ i d u ~ l  nation itself is not {hot of an inregr~ted eroncmy but of 
a large number of isdared ones. 

The Izck of power has bc:n ;r m ~ j o r  deterrent In iadustriah 
development. - 

i 1 7 ~ '  !ack al irrigatiorr has been the c~::se of holding b ~ l i  i?gri- 
culture cssentizI for production of fordstutttfs in zrid regions; whiic 
contaminated water supply has been a serious k i t h  threat in the 
urban centers. 

A lack of port facilities has seriously retarded the det.dcprncnt 
of international rrade and commerce. 

These fieIds require intelligent, 10%-range planning, both 
nationslIj- and regionaIlp. The financing of sarch projects must be 
3 major concern far the free n*orSd. 

C. FINANCING CAPITAL NEEDS 

The capital needs of the less deveioped countries can be 
grouped roughiy into three categories: h s i c  sen-ices (prrbfk health 
and sanitztion, education, qyicultural extension, plrblic adninistra- . . 
tion) ; public works (roads, ralla-avs, harbors, irrigation works) ; 
and :he Fwduction and distribudon of goods and services. A ~arie::; 
of 6nanci.l took, public and private, is available to help meet such 
needs. Yet doser coordination is necessary and new institutions far 
specific needs must be devised. 

As a general rule, the provision of basic sen-ices and public 
works in the less developed areas has been financed from government 
sources while production and disrribution are prirzte enterprise func- 
tions in a free economy. There are, of course, exceptions. One of 
our problems is to work out appropriate procedures fcr making the 
best use of all of our financial tools toward the general purposc of 
promoting economic development. 

A ssbstanrial portion of the cnpital to finance public services 
and public works comes from tz serleipcs of individual governments. 
An additional source of financing availzble to governments lies in 
the sate of government securities to the pnbiic I s  must caises, however, 
capital markets in these nations have  bee^ little developed 2nd govern- 

ments hz7e been re!uctani to place interest rates on their securities 
that will akact private savings. In most of the less developed nations, 



1-1 sources of capital have been inadequrt.7 to finance the public 
works and public services needed to support r q i d  development. 

While a great deal czn and must be done to increase local 
savings and capital formation the less developed nations will still 
need capital from abroad, just 2s the United States did in its early 
years. Thus, the problem is to increase the availabiiity of both local 
capital and foreign exchange. 

Productive projects that generate the means of repayment 
within a reasonable term of years usually have little difficulty attract- 
ing financing. Both our own Export-Import Bank and the Internationel 
Bank for Reconstruction 2nd De~~elopment, that has drawn most of 
its capital from the United States, are organized to make loans to 
sound industrial projects or to the basic public utilities upon which 
they depend. The International Finance Corporation, closel; affiliated 
with the IBRD, is set up to assist private enterprise in the less 
developed areas through loans and what amounts essentially to an 
equity participation. Since it can share in profits, it can consider 
projects entaiiing a degree of risk that would preclude eligibiiiw for 
Export-Impoa Bank or IBRD loans. 

Despite the existence of these facilities, there are still many 
deveIopment projects of genuine merit that haye difiimIty in finding 
financing. It is often impractical to raise capital within a countly to 
finance the local currency expenditures needed to build a plant or 
construct a railroad or electric power facility. It is particularly di&mlt, 
for exunpie, for governments m financial straits to provide the capital 
needed for the flood control and irrigation portion of a multipurpose 
dam, even where the electrical utiiity that rnighr be an integral part 
of the project would qualify for loan support from existing institu- 
tions if the rest could be financed. For instance, an important irrigation 
and power project might cost $300 million bur the earnings from 
the project ~rould be only sufficient to finance a $250 million Ioan. 
Because of the political, socia1 and economic significance of such a 
project, it might be extremely important that it go forward. How- 
ever, to loan the total amount in\rolved would be to risk the possibility 
of defadt. What is needed in such a case is an institution which has 
the sruthorig to make grants. A $50 mlliion grant here would make 
the project a sound f nagcia! risk for a= internztional loan from 
the International Bank or the Export-Import Bank. There are man)- 
such projects in the less developed areas that are king held up for 
the lack of this kind cf facility. 

It was to 611 such gaps in the existing international credit 



structure that the development Loan Fund was conceived as part of 
the United States program. It began operations in November i937, 
with a modest appropriation of only $300 million. By the end 
of January 1955, it had received 161 applications from 27 countries 
totaling $1.3 billion. The Administration is seeking an additional 
appropriation of $625 million for fiscal pear 1959 with future 
expansions contemplated. 

The Development Loan Fund is designed to operate as a loan 
agency with exceptionally flexible scope and operating procedures. 
We are in agreement that it be incorporated as a permanent govern- 
ment corporate institution, and we recommend that it specifically be 
authorized to make grants. At least a portion of the United States 
grant and aid program shodd be handled through it. We also recom- 
mend that it be authorized to contract with American companies to 
produce goods and services abroad in areas where private capital will 
not go on its own initiative because of the risks involved. 

The Development Loan Fund ran operate with great flexibility. 
Its funds do not revert if they are n ~ t  committed or spent by a fixed 
deadline, and repayments are used to replenish its capital. It can 
finance either private or government projects. Its maturities are 
adjustable and ma>- run for as long as 40 years. It can participate in 
earnings in the manner of the Inhrnationai Finance Corporation pro- 
cedure, and it is not required to adhere strictIy to the criteria of what 
is or is not bankable that governs the practice of existing agencies. It 
can guarantee private loans, help in the establishment or expansion 
of existing local development banks, and it can accept payment in 
focal currencies %-£!en such a procedure is indicated. One of its 
prescribed responsibilities is to be responsive to situations considered 
important to our foreign policy interests. 

I, is essential to bear in mind that, in many cases, the diffe~ence 
between success and failure in the efforts of the less developed 
countries to achieve their goals, in a manner consistent their 
genuine national independence and heir growth in freedom, will be 
determined by the availability of suficent capital investment or 
technical assistznce from the outside. In such cases, it is in the national 
interest of the United States and the broad interest of the free world 
that appropriate means should exist to provide such capital or 
technical assistance. 

The DeveIopment Loan Fund can add an important dimension 
and give increased eifectiveness to oor foreign economic program. It 
provides needed flexibility in the international financing field. Thus, 



the Development Loan Fund can participate with the International 
Bank for Reconstruction and Development, the Export-Import Bank 
or private enterprise to carry through needed projects which could 
not heretofore be financed. For this reason, we believe that a con- 
siderable increase in its capital m2y be thoroughly warranted. 

?he Development Loan Fund should become the focal point 
in the United States government for United States effort in the 
International development field. ?his instrument may also help to 
establish regional development agencies where such agencies would 
have a constructive role to play in promoting the prerequisites of 
growth in x3nv of the less developed areas. It could also work 
closely with ki International Development Authority should such a 
multilateral development institution be set up. 

The chart opposite serves to illustrate the possible relaton- 
ship among international and Enired States government investment 
institutions. 

D. THE SIGNIFICANCE OF 
PRIVATE ENTERPRISE 

1. The Encozmzgemen~ of Private Enterprise 

The discussion so far has been centered on the principal areas 
of government responsibiliry which importantly support and facilitate 
economic and social devei~prnent. However, the driving force in a 
free conntry comes from the initiative, imagination and in g ness to 
assume responsibility on the part of inumerable individuals. The suc- 
cess and effectiveness of the totality of their efforts depend importantly 
on the climate, the framework and the conditions under which they 
are able to operate. 

Recognition must be given to two factors that work ggainst 
their achievement-the lack of a tradition of the value of individsal. 
initiative, together with the pressures of rising expectations, tend 
to resu!t in a centralization in government of economic and sock-l 
forces. Therefore, a major conscious effort nus t  be made to encourzge 
the development of systems which permit Lhe flourishing of these 
values within structures not necessarily identical with ours but which 
are compatibie, and make possible a cormon eirort. 

Two general approaches to the encouragement of private enter- 
prise by national governments should be emphasized. The first relates 
to domestic policies to encourage initiative and enterprise and promote 





domestic s a v i n ~  .. - :! investment. Among the most important of such 
policies are t h s e  <-signed to check inflation and stabilize currencies. 
In manj7 of :kc less developed countries domestic inflasion has been 
the chief e n e q  of arowth. Steps to conrair. inflation through the - 
active use of rme:ary 2nd fiscal methods would make a most significant 
contribution to z:onotlllc growth. An end to inflation would encourage 
savings, assure -3;- <:rings would be chaneled into the most efficient 
form of invesrrr,cr.-; m d  make possible the removd of the maze of 
direct controls that inhibit iniiiative and enterprise. 

Taxation is another fieid where national governments might 
take action to promote the growth of private enterprise. Tax structures 
should be reviewed to minimize impediments to growth. 

2. The Role of Privrtfe Foreign I~zJestmenf 

The capital needs of less developed nations are so huge, relative 
to their resources, that rapid economic growth can be achieved oniy if 
local saving and public foreign investment are supplemented by an 
increasing inflow of private foreign investment. Such inves-sent per- 
forms two key f unctions: it adds to the capital resources of the host 
nation; and it is the chief mechanism through which the managerial 
and technical skilIs and the creative and catii1ytic quality of foreign 
enterprise csn contribute to the economic development of the less 
developed areas. Private capital from abroad, 2articularlg from Europe, 
gave dynamic impetus to the expansion and development of the United 
States. United States capital has played an increasingly significant role 
in the economic and social development of other nations, particularly 
in the Western Hemisphere. 

Private philanthropic czpital can also play a constructive role 
in economic development. Such efforts can help directly by providing 
facilities for education, health and similar purposes: and indirectly by 
supplying leadership in such fields as medical and agricultuial research. 
Philanthropic activities are already making a significant contribution in 
Latin America, Asia and Africa. 

It should be the policy of the United States to ercourage private 
overseas investment as a complement to programs of economic aid 
and technical assistmce. However, private inr~shnent-with the excep- 
tion of private philanthropic capital-will Acw into foreign fields only 
if there is the prospect of a return commensurate with Jle risks involved. 
If the risks or uncertainties are too great, private enterprise will not 



enter many areas where it could make a great contribution. One of the 
preconditions for the fullest use of privste enterprise is the development 
of the regional, political and economic structures described in Chapter 
111-a framework, which permits men, money and goods to move 
free$ to where they can play the most important role in world eco- 
nomi: growth. 

In addition, we recommend that the United States g ~ ~ ~ e m m e n t  
take direct action to encourage the flow of priviite funds into i inma- 
tional investment by providing appropriate tax incentives for foreign 
investment. At the very least, the advantage now provided to Western 
Hemisphere corporations of a 14 point reduction in :he corporate 
income tax should be extended to the rest of the world. 

3. Coordin~~tz'ozz of Private a ~ d  PcsbEic Activifies 

Our private and public activities in the Interriatioaa! investment 
field have suffered from a lack of coordL:..tion. Two steps would help 
overcome this di&culty: 

a. Facts should be collected covering 211 substantial private 
American capital investment presently taking place abroad. Informa- 
tion as to the projects and plans of American priwte companies carry- 
ing on overseas operations shouId also be collected. Such information 
would make possiblc the coordinatin of private aad public activities 
for the maximum benefit of the less developed regions. 

For exampje, in Honduras there is a forest reserve Iarge enough 
to found a paper and pulp industry capable of supplying a large part 
of Latin America, and private companies h a ~ e  been interested in it. 
Coordinated with public projects-for examp!+ roadbuilding-a 
higher rate of growth and deveiopment for an entire area might be 
obtained. Appropriate plans for coordinatiog including an accurate 
survey of existing private operations, can eliminate bottlenecks which 
prevent further expaupansion or can create faciliiies making new develop- 
ment possible. 

b. The handling of intergovernmental loans, such zs those 
made by rhe Export-Import Baak, could be made less time ccnsuming 
and more productive. Programs should be developed to me appropriate 
combinations of private and public capital and &us magnify the impact 
of our contribution to economic growth. Regional development authori- 
ties may be most helpful in the development of such programs. 



Another of our problems is to intiod~ce the managerial and 
technical skills of private i ~ v e s h e i t  into areas where the normal 
standards for private investment decision would not induc? such invest- 
ment. Two approaches to this problem should be thoro~gh!~ explored: 

a. To achieve certain objectkes in these areas of high risk it 
might be rlracticable and useful to make long-term, low interest ratc 
loans to private enterprise as a special inducement to gc into such 
areas. This form of participation by the United States go3;erarnent 
might well make private investment practical and desirable. The Devel- 
opment Loan Fund has authority to operate in this manner. 

b. Where even this type of loan would not induce private enter- 
prise to go in.0 these areas, and where it is in our national interest to 
develop the production of certain types of goods and sen7ices chere. 
another approach is possible. Rather than rnzking an outright grant 
to state-operated organizations, the mw!y incorporated DeveIopment 
Loan Fand should be given authority to contract with American private 
enterprises to render certain sen-ices of a technical or managerial 
character abroad, just as is done under the atomic energy or defense 
production programs at home. In most cases, governments in these 
areas a-hkh have in the past received grants have been unable to get 
American companies to come in to perform these services. 

The procedure woufd be for the United States government to 
negotiate agreements with the governments of the countries in question 
which m-ould provide for such technical and managerial services con- 
tracts with American concerfis. The agreement might also include an 
option for an ultimate participaticil by the contract firm in an equity 
position along with local investors. 

Obviously. the feasibility and desirability of such arrange- 
ments wor~ld depend upon the facts and circumstances of tke particular 
situatijn. The purpose would be to combine the objectives and criteria 
of z sound program OF economic demiopment with the utilization of 
the talents of enterprise and manngement and technical skills which 
might othern-ise bc unavailable. 

4. The Framework for Investment Enterprise 

The hag-rang leed of the United States and other industria1 
societies for an expnded production of raw materials, and the 
availability of investment capital in these societies, can be muktdly 
supporting. This prospect assumes, however, a continued hospitality 



fur foreign investment ir? otker nations as wel! as forward-looking 
national policies on our part. Equally, in the jess developed areas, 

cool m d  rational judgment based upon actual need has on more than 
one occasion been swept aside by fierce nationalism, by z bitter 
distrust of any arrangement which seemed to smack of coloois! refation- 
ships, and by the confusion engendered by rapid growth and inex- 
perience. in  short, private investment can only txke phce in n \~or ld  
in which political and fegal foundations src. proi-ided for economic 
activity. 

The principle of contract finds expression in ~ i r t u a i l y  every 
knoa-n legal system. The terms of sratement vary, from the familiar 
doctrine of the binding obligation of contract in :he Anglo-Axerican 
common law and the civil Iaw of the ionrinent; to the 31usiin-1 .. principle, "Muslims must abide by their stipuiationc. der:-:ed from 
the injunction in the - C)arhn-"O vc who believe. fi;iSli your 
pledges" ; to the recognition of the binding chlracter of TOWS and 
pIedges in Chinese and Japanese law; to comparzbie affirmations in 
Hindu legal doctrine; io the psi-;rr:z stfni iertxndn of public inter- 
national law. These leg4 systems, national md international represent 
a distillation of the experience of mnnkind. This varied 2nd univenal 
experience testifies to the need for Iegal insrituzions and procedure. 
to vindicare the contractual rights of invesrors. 

In collaboration with other nations, the United States must 
continuously seek to establish !egai instizitior?~ and arrangements, 
national and international, which serve as the foundarion for a 

dependable and productive flow of investment and trzde in inter- 
national economic life. 

E. LIBERALIZING PNTFJEfivATIOKAL TRADE 

Action to liberalize trade throughout the free xvorid c m  provide 
important encouragement to the expnndicg producrion of goods and 
sen-ices by private enterprise. Withour exception; the less de~eioped 
narions, if they arc- to achiew mnsimum industria! and pnerzl 
economic development. need broader rnarkecs than a n  be ~roi-ided 
ivithin national boundaries. What is more, sreps to liberdize trade 
broaden the scope of cop petit ion, thus prori ding incentives for more 
cficicnt production and distribution. And rhev reil:force e5crts to 
contzin inflation and thus favor the renzoval of resrricrivr con:ro!s. 

11 This a i l s  atteotion to the impcrranir- of :~uocr:nc [he trade p~3fir.i 
I cr 

recornmendcd in Chapter III.  



I h c  free i~*or!d can best demonstrate the vitality of its prin- 
ciples by mzking much more rapid p-ogress In ful6iIing the aspirations 
~f ih peoples. In these terms, program df international cooperation 
to achieve emnomic and social gods can becone as esprerision of the 
rritality of free societies and the valiles t h q  represent. .4n imaginative 
,~rogram developed in advance of emergency n-ili be a symbol of 
:noral purpose. A crash program f o r m u i ~ ~ e d  zfter a crisis del-elom 
xili appear as an attempt co buy our wny oot of diffrcuities. Every- 
hing depends therefore on being clear about the kind of world we 
wish to bring about; and to be prepared to make much greater 
efforts, bah mzteriaily and spiritually? iin zrhie~iog it. 



Hemisphere-A Test Case 

%$utrh of our discussion hzs of necessity been cancerzed with 
principles rather than with parrlcuIar ap~licatioss - a-hi& wiIi mrj- with 
s i r ~ s t a n c e s .  Regknal arrangemenrs will hsrc :ir -be actaped xo Irx-al 
condirions; functional arraprgernents wI!I be affected b~ the zpecific 
weds which calied them forrk economic development iafiao: 5c- 
divorced f r m  chc. particular situdion in h i c k  ic must: take plzce. 

For this r e a m ,  we haze thought ir appropriate to disc~ss unc 
q i o a  in sumewhal greater daaii in order to iliustrate the application 
of the free world st.tsrcrure described in this report to a pzrtirdar caw. 
In an importact sense \ s t e r n  Hemisphere rejationships are a Iiving 
example d our foreig~ economic policy. They derive from histotic ties : 
they reflect a g t ~ ~ n p h i c  fsct: they o n  give expression to a profound 
oppor:usi&. They csn illustr~te regionalism, fznaionai srrangemrnts 
an4 problems of descIopmm;. 

It is imperative fur the United Sates to moperate cloy?l~~ with 

its western Hemisphere neighbors in the sohtiorr of pr~b!~r& that 
necessarily are of common raccern. A sober reviek- =d considemtion 
of our longer-term economic 3 r d  SOCE~I objectives 2nd relationships 
have been too long deferred. - .  Any ~ r i o u s  reformuiation of Unii~ii States iortigc ecocomic 
policy musk include as a major element careful consideration of our 
common ~bjectives with respect ta and our impact upon. Lhe neighbrs 
to whom we are so cIose1)- bound. Even in Canzda. where the develop 
mmt record of the economy has been outstanding, there hzve h e n  
recent rumblings. lhese reflect at lesst a shcrp q~estioning of certain 
of our economic interrekitionships and deserve immediate and serious 
attention. 

For the Eniced States. for Gmada on oar north m-d for the 20 
Latin h e r i c u  rep'&Ifcs to our south. inter-Hemisghere eonctrrric ties 
are the predominmt fsctor In their mpedvc  foreig~, trade interests. 
About half of aff the UimiteJ Sktes trade ifion. is within the Hemi- 
sphere. simst t q u a i i ~  divided *ktn.c.ec: Cznadz and la t in  Americx. 
Over 65 per cent of Gnzda's t r d e  is wit!! :he C n i t d  Sbttes md z!mos: 



" v;. 5 0  per icnt of Larin Arner ic~ 5. ;.& onnt.-i.iions k,r:*;+.-en Canrrij 
and L t i n  Amcrii~ zrc of sma!! J i~ens ion  on hmh sidco, but rhev ha= 

* .  a commun concern in Hernis~hcre de:rlap:&::c!:; cecscse thc1i jtlterests 
* 

1 - are closely bound to tbe Unf:ed S:~tes   coo no my rhjr i !es &tween them. 
Inter-He;llisphr:e r i d e  inn-re$:$ nre t o d ~ r  of f ~ r  grea:e: magnitude 

- .  * dnd far more imporrant tr-lat:;-c.i; tnj:: r h p  aei:e ji: yt-:-n &go. 
A compamb!e phezcr:-.engn hds Ocen occurricp in the 5e!d of 

capital in~es;rrr: ni. Of me Szz  bili io~ of Ufi:rcJ S:~ics dirtLc in;.rst- 
menu abroad in 1 ~ 5 6 ,  jj per cmt ivrs  in C d r , ~ i z  ,nd 33 per cent in 
Latatin America. These inrr-rrzxnrs sri. -on:riDuting imwazs:$ to the 
erpnsion of Hemisphere induarizi oi?iput iu?J exporr t?mings. 

O:.er the ~2s :  ql;jrier century- L G n  hmcric2a coLn:rtFr 
- '  * 

pen- 
eizily haye m d c  s2brmr;a:. kcugh sunrcmlv J?kribu:f& e~D:?Or~iC 

. . zincreg;. i. R q i d  in$tls:riaji-r;r:~fi high ie\ecl of export  in!:^ 
C - - L. 

hwe help3 produce ;? pr-r c~rpita incone fncrejst df about 2 pc: ccr.r 
per annum, cvcn though th.e popd;ition .g:rorvtb in Latin rlmcric:; is - 

* v t k  irighesr ier any major ires of :he wr io .  
- 9 In the past t v ~  years. howw,i-r. Lacin ~fi;cncg s ecenam:i 

* 

grow& has Slo\yE J, -.-ssf +-,- -L&Q-C' oi warp '? dci!la.es , - in prices of S U C ~  - -. 
importatant errons - ns coflee? *---u:, lead 223 ;otton. &pipid domestic 'Vrk+ . . inagiion in ii number af krEn A;xcri~xi;~r nn.iions has sen.ed to campti- 

cate the prc'birmr of rdjusimcsc. As a iesui:. free 3 lituztion of 
scrio~s economic de;erimgion--onc &.zr cgilid leid $3 crisss in 3 

number sf L ~ t i n  Aaericzn natir?.fis. 
Expcr  earnings hsve alre2dy dtciir.ed s u ~ s r a n ~ i o l ~  in 8r5211+ 

Chik, Colo~bibis. Csllgu3,3yi., Bo:ivia, zfiJ ?.fesico. ~vhile there '&e2 . K .. Imser driiiries fn other rrstions. inis <:eii:nc rE - escort eearnsngs ES * . . .  
f0--;%-, .L...& . drasrtr i ~ ~ o ~ ~ s . ~  in i.xForis of macnmer:; . - q u i p - ~ ~ q  fuel L 

".* * ? t ant! TZW m,zieri~fs. The resuit will sc 3 1 ~ 2 5 :  2 s!olv\.ooa.g in ;he r&te 
<if t i ~ n a m i c  ajWwr, t c m n : i i  -i2d 3Gii;ic=j - 

I. E possible. sum dev.\-clopments src of thr u:musr coDrern the L:giteu 
Sates. Crises imJ icz-3J to imp:o\.ixd =oiu;ioss ;hzr rrc. i i ~ , c r  

- " 0004 u cz:c~uliy considered mc;lsi.rcs iirm izr .  & p.ri.v:ded with e 
psctper forrthocpht. 

.* " ?  * - 
aiu:e problen2 is ci;&ee. u-;;n  it.^^--" r r  . L S L C .  - - - . i p .  w k b ~ - i i . Q Z  - * r  SiRfLiSg 

. ~ifisidectbli. &five indiizhJ Jen;md 2nd ilina\cr scOcks \.c+ big,-,. - cfiniinuin~ :kc pdrt Qf ;i ausSer - ~ii; p:c.&,i:ns --. + , , &cruntrie$ 
+ 



" .  
:O support io i i te ~.:i;c:s, by ha!d:ng exp;ts it i n  xgn-cd upon per- 
centage below zsr s!~ipirsnc mtes. is proring to be an expeasive 

' t burden 03 nai:onal tr=<~;ies. &idc. irom c~Eee7 &=.=and ar.d price 
. fl fall-offs in copper. :in; ie3d an2 ztn;, iniensttled by the current rcxrs- 

. . The United States siloc!d pae;c;;atc in cajting In Inre;- 
American Economic Conferc~cc tc ~.hiciZ C Z E I ~ . ~  vw~ild be In~Ited. 

-,- rhe  Conference & ~ ~ i d  be r ~ l i ~ d  2s soon 3s possible for the 
joint considention of m d  acrloz on ihc foiioxifig problems: 

1. Findiq ~ ~ ~ i k ~ b k  ~rocedurrs ior oodenking extreme price 
Aumltions in commdig  trzbcs thzt c ~ r .  i inprtmtly affect cer:;?in 
natisnaf erctnomies, 

2. Devising ways for ihc c.ooper~ri;.i. promoclcn cE general 
e~onomii growrh and developnenc to :he end ihnr individual iiring 
standar2.s may shoa- progressive -eu;rx~rd rre~iLs throughout the Hemi- 
spiese and indnding consittcration of the estsblishment oc' an Inter- 
Arneric~in Deveiopme~t huihoricy. 

3. jXrorkIng toward inter~ationsrr ~greez>:nt :o sc: up a corn- 
mon market of Xrmispbere-widc S C F ~ C ~  ~r af regiuna! common 
markets with merger ns sn ek-entuzi g ~ d .  

4. Es;ab!ishlng an Enter-American Pa~.-rr,csts Union ro provide - 
for the full con*.:crtibiiity of ilrirencies among all nriions s~bc r ib in~ :  
to the above common mark.: ~rrzngenenc-incr;in; or coolp!ere. 

5 .  Eaci Utating o:hri in ter-American s r rznge~enb for impen- 
r i m  ripon common putposes and scdni objeaives In san& Eel& as 
edusrion. low-cost housing, health and technical assistmce. 

6. Assuring that zlI arrangemefits shafI be so conceived ZI"-$ 

executed as to prornaEc high Icvc-1s of multilaterial world tnde and t5r- 
genera1 econ~rniz gre?u-th of the tctirc frrc EYGFIJ. 

r * '  S EnCt tile pF&Icm p.ssetj p--*-%-+ , c r r i ~  L I C ' C ~ ~ ~ C S  :n prrcts of L? rLitk;t- 

bw of commodities is inmeGiateIy x u t c  in centtiti Western Hemi- 



sphere nations, we believe chat this is one of the first C T O S I ~ ~ S  with 
which the Inter-American Econorn k Canfcrence shed d cope. 

Brazil, Haiti, Guatemala, CoIombia and EI Sah-ador depend 
upon coffee exports for from two-rhirds to mare khan four-fifths of 
their total export revenues ; two-thirds of Chile's exports rarnings 
come from copper, and over half of 3olIt.Ia's from tin. Sugar, cotton, 
wheat and meat are important foreign exihange ezrners _for a number 
of Latin American countries. i'enezuela is extraordinarily dependent 
upon oil exports, and to Ecuador, Pznamz and three other Cerjtral 
American countries bananas are oh major sienificance. Cr The peacetime 
markets for the latter ~A'O c o f ~ ~ m ~ d i i i e ~  have been relati\-eXv siabfe, 
howeve;. 

Measures to dezl with the impasc of surpluses snd fluctuations 
of commcdity prices on producing couctries were set forth in Chapter 
111. We believe that the Inter-Arnerica;s. Economic Conference should 
give urgent consideratior. to their implementation. 

D. PROMOTING HEMISPHEM 
ECONOMIC GR0WTF.l 

Although current eniergefiq situztions must be faced, the 
Conference should give a major p2rt ef its attention to cooperative 
measures to achieve vigorous growth economies. 

W e  have never organized oursrh-cs, ss a Hemisphere, re give 
concerted attention to this task. The Earznstion of ar?, Inter-American 
Development Authority with cspitai cos:ribi;tions from all Western 
Hemisphere nations on some equitzbie formula such as that which 
governs the Organization oE American S~ates contributions, cotrid be 
the focus for cooperative action. There would be no Iack of genainefy 
usefui projects of brozd regional significance. once ingenuiw is focdsed 
upon the objectives of fostering industrial 2nd agrim'!turaI in 
a Hemisphere of broad horizons 2nd ever-incredsing interdependence. 
We hare scarcely begun to bniid the fabric of zsanspon facilities that 
will dearly be needed if we do no more th3n fulfo~v the trer~ds of 
intrz-Hemisphere linkage that are forging themselves without benefit 
of conscious design. 

One of the obviom i tem that skor?lrt hzve high prhritj- on the 
Conferenci: agenda is the dtve10presnt of new s t ~ x k x z f  ~rrzfi~ements - 



to promote trade and economic growth ihrottghout the regon and 
with the rest of ?he free world. This kvofves steps ta work out a 
c~operative agreement with all the nations in the Hemisphere to elimi- 
nate barriers to trade and investment, and to ensure that the proceeds 
of gowtb are used to attain our comnon social and human object1.x~. 

Latin American nations already are giving consideration to the 
regional application of common rnarkei arrangements for all, of the 
20 republics and for smaller groupings such as the Central American 
states. At present the inter-trade among the Latin American nations 
amounts to less thm 10 per cent of their total trade. This compares 
with a figure of zbout 50 per cent for \Vesrern Europe's in~ertrade 
Historically, most Latin American economies have been oriented 
toward overseas trade with Europe or the United States. Trade within 
the area has been hampered by 2 lack of transportation and by tizirIfls7 
quotas and incmvertibIe currencies. Therefore, aay common market 
structures restricted solely to Latin Arncricaa countries would start 
from a fragile base. 

However, the Latin American ecronomj7 has now reached a 
stage af development in which greater freedom of trade within the 
ares would contrihte to gefierz! growth. Industridization In many 
nations is now outrunning Iocal markets. Yet  the barriers to trade are 
such that few industries in Latin Amerka can sen-e more than a pro- 
tected local market. In short, industry is bursting its seams, and it 
~?ould  be Iogical to widen the scope of industrizl activity by rerno't-kg 
present- constraints. Any szeps that Latin American countries take 
toward eliminating internal hrr iers  2nd working ~ O R - B Z ~  broader 
regional development planning in hamon-; lvith the general economic 

- 

orowth of the free world deserve our s~pport. b 

At the same time 2 broader approach Is indicated. Seriolls con- 
sideration shouId be given to rhe ab~an~agrs or' n.or!!iilg toward the 
establishment of a common market ernbrzcifig the entire Western 
Hemisphere. We believe that this would contribute most effectively to 
a rzpid and broad economic development In zIi aations of the WTestern 
Hemisphere. As is the case in the \Vestern European Common Market, 
we might suggest a r ~ e d u r e  to arrive at that god m7er a iperiod of, 
sag, tea to fifteen years. This worrid permit t h e  for the adjustment 
to the conditions of freer trade 2nd errchange. The United Smtrs 
might well consider adopting a much swifter timetable on which it 
wmId free its own restrictions, and some special concessisrts of the 
infant-indtrst~ variee rnieht C; be oEereJ to nations lagging far behind 
in industrial progress. 



Eitner of tu-o general lines of approach inighc be follo~ved. 
One is to move first to the development of regional trade arrange- 
ments among three groups: she Central Amc-rican nations; the north- 
ern tier countries of South America; and :he natiocs of southern 
South America. At the same rime, a mechanism looking toward a com- 
mon market area for the Hemisphere might be established providing 
a timetable for the reduction of barriers to trade. The other is to move 
directly toward the ultimate and boider concept. 

No doubt ihe proposz! of a common mzrkc-t wi!l raise fears 
about impeding the industria!ization of our South American neigh- 
bors. However, the experience of P~lerto Rico ~vould seem to indicate 
that tariff barriers are not requircd to stirnuh:e economic development ; 
in fact, they may impede it. Puerto Rico is parr of a common market 
wirh the United States. This has encouraged a greater Jgree of indus- 
trialization in Pnerto R i m  than anvwhere in the Caribbean. 

The experience of all less deveioped regions within the bounda- 
ries of sovereign states further supports the merit of this approach. 
The less developed regions of the L-nired States, for example, have 
not been progressix-ely impoverished. Rarher, their participation in the 
szme trading system as other areas has enabled them to attract an 
ewr greater share of industry. 

F. AN INTER-AAWERICAN PAYMENTS UNION 

A necessary complement lvould imolve setting up an Inier- 
American Payments Union to provide fall con\-edibility of currencies 
of all participants. Such a step is essential since crrrrenq restrictions 
and regulations can impede trade as eEectiveIj- as tariEs and quotas. 
Thus, the dex*eeiopment of a Payments f;mion must go hand-k-hand 
with steps to set up either a general or regional common market. 

This fact offers an oaporruniry for the United Srates to assume 
constructive leadership. To make a payments union work, the partici- 
pants must gain some dirrct advantage from it. The advzntage such 
2n arrangement would offer consists of making a~aiIable to members 
drawing rights along the Lines of the Europe.~n Pqments Union. The 
United States wcmiuld supply the major pnrr of the capital for the 
Pqments Union and ~vouId be a part of it. Thus, :hs Inter-Aaerican 
P~irmerits Union ?vouId be h i e  to provide credit to cushion the zdjust- 
mcnts entailed by shifts in the internztion~i c-sonomy. Such credits 
\voutd enable nztions to rnainhin their imports of rnstererizls: machinery 



and equipment needed for economic develcprnrnr while carrying 
through the aJjustments required to restore a high levei! of foreign 
csshange earnings. The credits extcderi  by the Payments Union 
would be repaid in pcriods of high export earnings. 

The detaiIs of the Payments Union would be worked out In 
negotiating the treaty setting up the organization. WoWcver, the objec- 
tire should bc to expand the arca of convertibility throughout the 
Hemisphere, as a major step toxvard free world coni*ertibitiq. 

Adjustments to maitltnin ovcr-ail equilibrium in each nation's 
balance of payments would be made primarily through the exchange 
rate mechanism. To make the system work, multiple exchange rates 
would be abolished. If a nation is in persistent deficit with the Union, 
it would be required to adjust irs exchange rate to restore equilibrium. 
At the same time, the managing body of the Payments Union w~ould 
nroik, as rhe European Pqments Union has, to encourage member 
governments to adopt realistic monetary and fisczl policies. 

An Inter-American Payments Union is an essential first step in 
broadening markets throughout the area. It mouId provide a iremen- 
dous impetus to economic development by making it possible for 
industries to serve the entire area, instead of individual nations. Thus, 
it could set in motion the sorr of broad industrial and agricultural 
expansion tl:at has been facilitated in the United States by the fact 
that there has always been one brord common m~:l;ct izstead of $8 
separate ones. 

G. WESTERN HEMISPHERE SOCIAL OBJECTIVES 

An Inter-Americzn Conference shouId consider also common 
efforts on the part of Western Hemisphere nations to further the 
important socia1 goals that have been an inherent part of this Hemi- 
sphere's cultural tradition. 

In a11 our countries, the improvemtnt of edtrcationa1 standards 
-primary, secondary, professional and vocztionai-mnst be a colln- 
pelling concern for ail of us. Wc should also take more positive steps 
toward fos:ering a greater measure of Wernisphc-re knowledge-its 
probIems, cultures, vzfues, and languages. A su6clent icteschange of 
teachers and students would assure that the uunderstanding wonld be 
more intimate and human rather than ~lleiely literary. 

The foundation for nutualiy adrantageons programs ifi the 

field of hezlth aIreadg has been IaId through the pioneer efforts of the 



Pan-American Sanitary Bureau. The work in this 6dd  should be con- 
tinued and expanded. Disease evades tariff barriers and has singularly 
smaU regard for latitude. 

There are many other fields for which the possibilities of fruit- 
ful Western Hemisphere effort might be explored. Low-cost housing 
development is one that deserves exploration. In Latin America, as in 
Canada and in the United States, there is z flood of migration to urban 
centers inadequately equipped to deal with the problem. In this coun- 
try, one of the measures that has helped has been the Federa1 Housing 
Administration program of mortgage insurance or guarantees. Without 
actual cost to the gcn7ernment it has mobilized funds for housing on a 
xale that would have been impossible without it. We should explore 
ways and means of developing cooperative procedures for dealing 
with urban housing problems throughout the Hemisphere. 



-The Significance o 

Anainin ide 

Experience supports three broad generalizations about economic 
growth : 

First, it is not automatic. It requires a favorable dimate. Some 
of rhe ineasures to provide such a climate have been set f~rtt3-1 earlier 
in this report. 

Second, even ti-ough we achier* a high rate of economic 
growth, we shall always face the problem of choice. The essential 
economic problem is that it is impossible to divide up more than we 
produce-some needs and demands will always go unsatisfied. And 
while the problem of choice must be posed as an ecanomic matter, it 
cannot be resolved in purely economic terms. It is by the success with 
which a community uses the proceeds of its economic efiorts to contrib- 
ute to human, spiritual and cult~crl development of its peoples that 
the community wiIl uItimateIy be judged. 

Third, steps to create a propitious dimate for economic growth 
and to provide positive encouragement for growth can help immensety 
in dealing with the economic and social challenges facing the free 
world. A growing economy can absorb adjustments of a social, politi- 
cal and economic nature which would prove unmanageab!e in a stag- 
nant economy. 

In economic terms, the immediate problem is to start the more 
than a billion people now living in the less developed areas up the 
road toward rising production and consumption while maintaining the 
growth of the industrialized arezs. As we have pointed out, these two 
prubIems we intimately related. 



A. PAST GROWTH TRENDS 

The economy of the free world has csperil-nced considcnb!c 
trrowth since 1948. b 

Manufacturing output per person has advanced 70 per ceni 
since 1948. Specific examples of gror:rh in the free w ~ r l d  ou:side thr. 
United States in this period include increases in telephones in use from 
2.3 million in 1946 to 50 million in 1957, in passenger cars from lo  
million in 1749 to 24 million in 1957, in steel production from 72 
million tons to 144 million tons, and in petroleum production from 
87 million tons in 1938 to 433 million tons in 1936. 

Perhaps the most signif cant f eaitlre of this growth has been the 
resumption of general economic .dvance in Western Europe, following 
a period of virtual stagnation in ourput per person from 1913 to 1948. 
Western Europe has achieved an economic dynamism surpassing that 
of the period of growth in the century ending in 1913. Since 1948 
gross product per capita in Western Europe has increased 40 per cent 
as compared with a rise of 20 per cent in the United States. 

This growth in Western Europe has been accompanied by a 
trernendoos upsurge in capital investment, a dr~matic expansion of the 
middle income market and a generai acceptance of the ldea that steps 
to encourage further economic groath are desirable. T ie  fact that 
Western Europe's existing capital equipment-the value of all plant 
and equipment in being-may be less than half that in the United 
States for close to twice the population, points to the possibiliy of a 

Iong-term increase in capita: investment in this area. The basic need 
f ~ i  mote investment in Europe provides a strong underpinning for 
tile structure of wor Id trade and development. 

There has been some growth in per capita production in the 
less deve!oped areas taken as a whole dnring the past decade. How- 
e;-er, it has fallen s h ~ r t  of that in the industrialized nations. vhi le  
our staristical measurements leave much to be desired, it would appear 
thzt prod~ction has increzsed more rapidly than population in most 
naticns in Lstin America, the Middle East, Africa, South Asia and 
Smthcast Asia. There are some exceptions-in India production may 
hire about matched the growth in population after an extended period 
of decline in the level of i i ~ i n g ;  and per capita production may have 
dedined during the past decade in Indonesia, Chile, Haiti and some 
other nations. 

Nevertheless, the growth trend of h e  economy of the free 
wor!d in the past dec2de undozbtedly has bettered thnt of the period 



before 1913 and is clenrly above that of the 191 3-1938 period. To 
use exceedingly rough estimates, the total production of the economies 
of the industrialized free world may have moved ahead at an annual 
rate of 4 to 5 per cent in the past decade r j  compared with an annual 
advance of 2 to 5 per cent in the 1870-1913 period. This represents a 
considerable improvement in the performance of the economy of the 
free world in comparison with earlier decades. 

P s  far as the less developed countries are concerned, their 
general growth trend was influenced by two imporrant factors-one of 
which may prove transitory and one which may prove of great signifi- 
cance in the longer run. 

The first of the two factors is the fact that while prices of 
basic commodities rose much more rapidly after 1918 than prices of 
manufactured goods, many of them have fallen sharpip in the past 
year, so that nations heavily dependent or! exports of a single com- 
modity face a significant reduction of export earnings during 1958. 

The second factor is that many Iess d e ~ c l o ~ e d  nations have 
used a higher proportion of their increased interriational purchasing 
power of the past decade to finance imports oi the capita1 equipmcni 
needed to support general economic development than in earlier 
decades when consumer goods dominated import patterns. This has 
produced a most signficant shift in the general pattern of world trade: 

1. In the pre-1914 period the typical pzttern of trade involved 
an exchange of raw materials from less dereIoped areas for consumer 
goods from industrialized areas--cotton and wheat were exchanged 
for cloth and flour. 

2 .  Now the typical trade pattern involves an exchange of 
industrial raw materials or fuels for the machinery and equipment 
needed to support the geaeral economic development of less developed 
nations. 

3. Thus today's pattern of trade favors the general develop- 
ment of the entire world economy in a manner fundamentaily diEcrent 
from the trade pattern of the nineteenth centu~:. 

B. PROJECTIONS BASED ON PAST 
ECONOMIC GROWTH TRENDS 

W h a t  wouId the worlid ccoacmg: look like in 10 or 20 years 
if recent trends should continue In the present state of orrs statistical 
and economic knowledge, such a question can only be answered in 
the m ~ s t  tentative terms. Interrrztional comparisons of economic 



statistics are exceedingly difficult ro make in terms ihar ale meaningful. 
Here are a few examples of the diffrcu!ties: 

I. Statistical concepts 2nd definitions differ irnporta~tly 
among nations. As an example, the sratistical treatment of food 
produced and consumed on farms is far from uniform. 

2.  There is no satisfactory method for comparing levels of 
Iiving as between different nations with scales of values that are not 
fully comparable-the choices between using any increase in purchasing 
power to buy an auiornobile as opposed to the basic necessities of 
food, clothing and shelter may involve rasr!)i different considerations. 

3. Populnt ion projections are pariiculariy hazardous. Too 
little is known about the factors influencing population trends to 
make anvthing more than very rough projections of populations in 
any area of the world. 

Despite these very real problems, ic rnzy prove useful to attempt 
some projections of 7.vorId - production and population. While such 
projections cannot in any sense be considered as forecasts, hey may 
help provide perspective on :he general nature of the problems and 
chailenges that may lie ahead. Their purpose is the modest one of 
showing the general bimensiotls of the economic prospects for the 
nexr 10 to 20 yean. Such projections are of course subjecr to modifi- 
cation as the world moves ahead in economic, social. scientific and 
political fields. 

If recent trends in the world economy shwild continue, we 
woufd see growth rates in iota! production of goods and services, 
as shown in the chart, Recent Economic Growth Trends: 

4 per cent in the United States 
5 per cent in the other free industrial countries, including 

Western Europe, Canada, f apan 
3 per cent in Latin America and perhaps 2 per cent in other 

Iess developed - areas 
6 per cent in the U.S.S.R.. j per cent in the satellites, and 2 

per cent in ?Xed China 
if these growth rsies are regrouped by broader categories, we 

get these results: 
4.5 per cent in free world industrial nniions 
4.5 per cent in the Communist bloc 
2.5 per cent in less developed nations 
The fulIowing table projects these rates of growth in total 

production into the future and transl~ies them inro production per 
capita using present$ available population projections. 
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The broad mnclusion r h ~ c  ernerg.-\ i r ~ z  i:i?csr projections ui . . * I rerent trends is thzt existing e ~ o n ~ r n i i  dis@~rs!~es ~ R : E ) P ~ ?  *P natiorlr usuic  
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widen. At recent growth rxes in total p;wEcEizln. E ~ U ~ ~ L X  per  apt^ f t i  

:he free world industriai nztions \vi.ouid increase - i j  per ccr,: In ten 
years and ~ o u l d  double in rxvcnt)- wars. Howei-er, the increase in per 
cap& output ir? t5c fcss devc-foyrd areas tdkes 15 a whole r./orrki work 
nrrr to only I4 per ceat in :en yetlrsmd 73 pi cent in r.jvent)- yeirs. 
Clearly, pzst rates of economic growth muw be bezierrd tfirotighoiit 
the free world. and particillar$ f~ the less d~?eiored zrens, if  are 

1 .  . to match the rising expecti-iiions of inat\*; duals r-.c-eriwhrre. 
It is atso sipif;.cant that the sane race oi  ..- ~ r o w r h  seeas a, 

characterize rhe Communist bfec 2s a ?~hole  &nJ free indzsrrial nsrions 
ss a whole. Rapid grov*th in :he Soviet t:nion is pmiaIly offset by the 
slower groa-th of Red China zi;d the sateliites. j ~ s :  as rapid growth 
in kWTescerrr G e m ? ,  Canada and [apan is combined wirh a siawer 
erov*.th in the Usited Skates, rbe Cnlced Kir.gdt311~ and some ozher b 

nations. f f ~hese trends conilnml rile rzu!~t.it r economic stresgrh of rbc 
two groups will not change significantly. 

A widentng disparity between the ladrrstrislizcd and the hss 
developed nations would m&e ;he xcainmni  of 2 przceful community 
of narions increasingly di&~:.c;llt. A great ded depends therefore on the 
~bility to speed up ihe rate of growrh of the lcss de\-e!o-ed regio~s. 

C. NEEDS AVD POSSfBIZXTIES FOR 
GROWTH 

What caa be done to accelerare growth E ~ T Q C ~ ~ O L L ;  rhe free 
world? The process ol economic growth is ex;vsmeij ~cmpIes, fnvolr- 
ing as it d ~ e s  not economic matters but .!so stxizi, psychoIogIcal 
azd politicai forces. Set, as has bem indic~ted earlier, one obvious 
economic difference between indrrariaiited an J Irss de\.eiopeJ zations 
is the higher rate of in~esrrnenr in the former. In recent jee3rsI En 

Canada: ETcstern Germany and the C.S.S.R., where gross iorestment 
hzs run to 25 per cent or more of gross national produd. GxP has 
gmwn at an werase annuai rztc of more rhan 6 per cent. In the 
United Slates, the United Kingdom, ;rid Latir, America. where the 
investmefit ratio has been 15 to 19 per c'eat. avemge annual grow& io. 
GhT has k e n  3 to 4 per cent. In Asid. the Middle Ezst, 292 Africrr, 
investment has averzged 10 k.s 24  per cent of GXP and d7.e growth 
rate h a  k e n  RO more than 3 to - 7 per cent. 



t -  f t  ~ Q G : J  br: 3 A Trafc-~nd .~lts;zke ~2 2r4;'6 ;he G O ~ ~ C ~ U S ~ O F :  rhat 

only secreE of ~r t -w th  is Y, inreb:.-nent r~tttio *2f 2'3 per cent of 
GXP. A gre: many 3xhe-r t h i n s  b 2::. inroii-ed io growth: e k t i u e  

L .  goserameats ; social anirirdes; a n:-r. rate of sa7:ing thar rripporks 
investment; a wi!fi~gnfis to accept chaoqc; .- rhe training of ~iestists.  

* - 
business man~gei-s and worken m use nex- iaprai. Yet there seems to 
be empiricn! evidence to support ti.,- coci!usiw rhar the deveiopn;cnt 
in a s ~ i e i v  of instiratiorid arr~~.ngesenrs chat make ir ~ossible tc 
devote a pzfi of GNP to irnescce~r b 22 indispecszb:e faitor 
in z&ievi~g a high axrage rnnujl growrh rate. 

Consequentij-7 one of rhe imporrmt rvks  is to create cilndiiions 
ilnder which the rate of invertmefit in the less devetoyeri arms ir;n 5e 
increased from its sresent - level of ~btyir r j  per cen: of GNP as 
rapid$ 3s possible. f f  &is car, h done in n pclirictl arid sociai ~ ~ ; n w -  
phere + t t  favors groath. these areas might achierre a rate of economic 
advance cumparable to ths: of recent years in Canadn. West Germany 
and Japan. 

To iliustate the signi5i:azee of rapid groa-rh, consider what 
raight happen if total ournut in rhe leis dss~eloped areas were to 
increase at 3n averz,ge =nu1  m e  of 6 per cent: per capita produc- 
tion in the leas de~eZ~peJ areas nii;Ti :ire 53 per cent in ten years 
and i 5 i  per ceni in in.er;:5- r d i.mis-- 2s agzinst oalv 29 per cent in 
mer-ty years u d c i  refezt trcnss. 

The srtalmefit of rhrse &a 2oGs would Itft the average Eewl of 
liviag in :he less develop-d - coun:rirs ro that ~mieved by che indus- 
trlalized nations irs the ezrlu 19CZQ's. with the wemge in Latin America 
approaching .hiat in Western Eur~pe in the i320'5. Moreover, due 
very qualities of $namism invoived in such i npid pare d ~ o n o m i c  
advnace ~-t-~ufb Bscf. to an EYW-kr~adeni~~g 5hsrhg is the fruits of 
ecs~somfc g:m& in 3 ma~rter thzt i;viclxId corstr!jutr to: the eltimate 

, - P  p~rpose of our society. In shorr. che sign:ncacce - of rapid economic 
growth is thzt it wocib enabk the peoples af t&e free wxId tto face 5 

the future with hope. It is to this objh-rke that ?h:- rnedsures recorn- 
mended in Chapers III a d  I\' arc directed. 

la 3.356, the iess dsefoped areas invested $17 bgion in 
plsnt and qt?ipmenn& h ~ ~ s i n g ?  zcads. ~ h r n I s ~  md other foms of 
capital. &fore than o ~ ~ - f o u r t t  c.f tiis totiii represected the contrikxition 
of foreign investors--through a d i r e  low of a;id pub12 
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capiral plus the reinvestment of earnings and depreciation funds. 
Thus, foreign investment has a vital roie to plq,  and the measures 
recommended in Chapter I I I  and IV to encourage a greater flow 
of such capital throughout the world are esseatial. 

The essential responsibility, however, remains that of the 
country itself. It is vital to encourage an upsurge in domestic capital 
investment of the Iess developed nations financed largely by their 
own domesric savings. This can be done although the effort required 
will be great. Even in areas with z low growth rate in total output, 
policies ro channel the proceeds of growth into invrsimmt can acceler- 
ate the rate of economic advance. This xi-orks to C!e advantage of 
everyone in the community. 

In other words, even a poor ecor?omy faces the choice of 
consuming all of the increase in its output (an increase which may run 
to 2 to 3 percent per year) or del-oting some of it to investment. If it 
is consumed, growth ceases. But if part of it is invested, the flow of 
goods and services is therebv increased for the indefinite f~tcre. That 
this process is one of the great bargains available to the world's con- 
sumers is shown by what has happened in the United States and in 
other industrialized nations. Living standards have increased because 
our institutions were so set up as to channel a prt of the increase in 
output into capital inrcstment. 

what can be done to - produce these benign results in the vast 
areas of the world &ere investment is now tnsdcient to support a 
rapid rate of economic growth? There are no simple answers, and no 
short cuts. An attempt to double the rate of investment in less 
developed areas in a shoa period a?ould result in major economic 
and social changes. 

In the long run, however, there is no reason why this cannot 
be accomplished. Y z t  economies cannot be tilrned upside down over- 
night without creating stresses and strains. Any zttempt to raise the 
rate of investment in the less dex-eloped a r e s  by massive international 
loans or grants would verT likely prove disruptive if attempted in too 
brief a period. 

An increasing flow of international capital-prix-ate and public 
--can assist in the development process, and it may be peculiarly 
important in initiating the curnulaiix*e .end self-sustaining process of 
erowth. The main and coctinuing impetus to investment mmt come h 

through the encouragement throughout the free =-orid of saving 
and investment together with initiatil-e and enterprise, high levels 
of muttilateral trade and through the derelopmen~ of a broader under- 
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standing of our common purpose. We must, in short, develop a new 
vital international economic structure. 

By doing so the world can accelerate its economic growth and 
development. Important though such an accomplishment would be, it 
would solve only part of the economic and social problem. In a 
society dedicated to the fulfillment of the individual, the ares to which 
production is put are all-important. 

E. THE USES OF GROWTH 

Ultimately, the difference between societies is not only in their 
ability to achieve growth but more fundamentally by the uses to which 
this growth is put. This is shown in dramatic fashion when one com- 
pares the uses made of production in the free world with those of 
the Communist bloc. Such a comparison is presented in the table below. 
While it shouId be emphasized again that international statistical 
comparisons are subject to many reservations, the conchisions thht 
emerge from the table in so striking a fishion have general if not 
precise validity. 

It must afso be stressed that the figures in the Iast two cofmns 
of the above tabable reffect the percentage of the gross national product 
which is devoted to improving current lking standards, regardless of 
whether the goods and services are privateIy or przblidy supplied. The 
figure is arrived at by subtracting from the gross national product 
military expenditures and capital ink-estment which, whatwer its 
merit in increasing future output, does not satisfy c~r ren t  consumer 
needs. 

In these terms the greater concern for the individual of the 
free system is pIain. Seventy-two per cent of the output of the indus- 
trialized free world is devoted to the current welfare of the citizen, 
while the Soviet bloc makes avaiI;lbIe only 60 per cent and the 
E.S.S.R. only 47 per cent. This is due largely to the fact that the 
U.S.S.R. devotes 26 per cent of its production to military uses as 
against 10 per cent in the United States. 

Economic growth is not an end in itself. The growth achieved b,. 
the Soviet Union has invoIved the sacrifice of so much that it has 
been of little benefit to the individual citizen. The economic growth of 
the free world is a refiection oi its concern for The individuaI, and its 
meaning resides in the possibility it dords for individual fulfiIhent. 
This must be the ultimate impetus behind our egort 2nd the goal to 
which it must be directed. 



This report has sought to outline an economic structure which 
may assist us, together with the other peoples of the world, to fulfill 
the universal aspiration to individual fulfillment and economic and 
social advance. To achieve this goal many specific recommendations 
have been made. Implementation of these recommendations will, we 
believe, greatly strengthen our nation and the free world. 

A final concern of this report is an intangible problem: the 
attitudes of the American people and the vision of its leadership. The 
free world structure described in this report will not .be meaningful 
unless it expresses a true sense of the community of all people. The 
measures required to attain such a structure cannot be carried out unless 
there is an informed public opinion ~ccompmied by both concern and 
courage. One of the chief obstacles to an effective United States foreign 
economic policy has been the absence of an adequate public awareness 
of our stake in world economic and social progress; nor has our leader- 
ship been effective in bringing it about. There exists no vocal constitu- 
ency for foreign economic policy as for so many other aspects of na- 
tional policy. 

As a result: foreign economic policy has all too often become 
simply a response to a series of separsh crises. Specific measures to 
meet each such crisis tend then to be discussed and evaluated in terms 
of a particular issue alone, a procedure which accentvates the dk6~1ties 
of each situation and obscures the over-aI2 relationships. 

Nothing is more important, therefore, than to bring about 
the convictioa that a sustained and imaginative foreign economic 
policy, directed to the human aspirations we share with 211 peoples, is 
crucial not only for our self-interest but for the peace and well-being 
of the entire world. The history of America has seen an enpansion of 
our concerns. Our task now is to project these concerns abroad, to 
make of the interdependence of ail nztions 2 solirce of mutual strength 
and vitality, to understand that the well-being of mankind is irulj~ 
inseparabie. 

The rewards are grea?. They lie in a community of nations which 
support each other in realizing common hopes and in solving common 
problems. Every individua1 has a personal stake in the solution of the 



problems and the realization of the aspirations of his fellow men in 
ways rhat will preserve the great traditions of initiative and freedom. 
A community of sovereign nations bound together in service of t h i  
common goal is man's best hope for peace. 


