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International Development Advisory Board

DISCUSSION OUTLINE FOR MEETING ON OCTOBER 30, 1956

For some months, the I.D.A. B, has felt the need for a reexami-
nation of the objectives and a restatement of the rationale underlying U. S.
foreign development policy toward the low income countries. Existing state-
ments have been unclear, at timmes contradictory, and, because of this, sub-
ject to increasing criticism. The Board believes that, until such objectives
have been defined and a rationale articulated in terms understandable to the
general public, the Administration will continue to have difficulties in obtain-
ing the moral support of our people and the financial support of the Congress
for its proposed programs.

This question of objectives and rationale is a complex one. The Board
undertakes its current study with no illusions that it will produce anything
startlingly new in this field. It hopes, however, that, by discussing these
matters with specialists from various professions, each of whom has been
studying the problem, it may clarify its own thinking and perhaps be able
to contribute somewhat to the understanding of the problem which is needed.

As an outline for the meeting on October 30th, we suggest that the dis-
cussion center about the topics which are stated below:

A. What are, or should be, the foreign policy objectives
of the United States in the low income countries of the
non-communist world ?

Can economic growth in such countries make a gignif-
icant contribution to the achievement of U. S. objectives ?
Can U. S. foreign policies make a significant contribution
to economic growth in such countries ?

What are the broad policy implications to be drawn from
the discussion of the preceding questions ?

A. What are, or should be, the foreign policy objectives of the
United States in the low income countries of the non-communist world ?

Challenged as the United States is today by the forces of Soviet Im-
perialism and by the aspirations of many 'uncommitted nations" for inde-
pendence and economic development, there is a need to reexamine the sound-
ness of our policies toward the low income countries of the non-communist
world. First, however, we must determine what it is that we are attempting
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to achieve. What are the ends or objectives of U, S. foreign policy in
such countries? Involved are a set of military, political, economic, and
humanitarian considerations. We propose to discuss them in that order.

1) For over seven years now, we have been agreed that the mil-
itary strength of the United States and that of its West European allies must
be built up and maintained. The NATO countries are, relatively speaking,
economically strong, politically stable and have a considerable measure
of support for the military policies of their governments. This is not true
of the low income countries. Nonetheless, should the United States also
attempt to foster military strength against external aggression in some
or all of the low income countries of the non-communist world ?

One view is that the military potential of these countries could
never stop a determined communist move, that the requirements of a mil-
itary build-up detract from economic strength, and that U. S. pressures
for a military program foster the image of this country as a warlike, ag-
gressive power. Another view is that a military program trains techni-
cians, widens the horizons of many of its recruits, hastens the process

of social change, and constructs public works. Moreover, overseas bases
in certain countries are considered by the Pentagon as essential to U, S.
security, and, as a practical political matter, it would seem most difficult
to curtail the military program in the countries now receiving major mil-
itary assistance, even if this is desirable.

2) A large part of diplomatic history has been the story of the
creation of alliances. Are alliances with the low income countries an at-
tainable major objective for the United States, and, if so, are they a de-
sirable objective ? Ex-colonies and emerging nations are very jealous of
their independence. Should the United States be willing to accept less than
full alliance, and less than full leadership in the foreign policies of these
countries ? Is mere non-alignment with the Communist bloc, popularly
referred to as '"neutralism", too low a target at which to aim? What
should be our policy toward uncommitted nations and what effect will this
policy have on our relations with the nations who are tied to us through
alliances.

3) For many, the U. S. political and economic system has proved
its advantages as a method of achieving rapid economic growth with a max-
imum of political freedom. Moreover, countries with similar systems tend
to be our friends and allies. Does this mean that the U. S. should attempt
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to foster political and economic institutions in the low income countries
similar to ours ? What should be our policy toward countries where U. S.
assistance would seem to be subsidizing socialism? Should the United
States attempt to achieve a democratic distribution of political power
regardless of the economic system ? Should the United States concern it~
self with foreign political and economic systems at all or only with spec-
ific government policies ? i

4) The internal political evolution of these countries can have
profound external repercussions. Communism could attain power not
only by external force, but by internal force and by legal means. Ir-
respective of the factor of communism, local revolutions and disorder
can be disruptive and may lead to war involving the major powers. In
the light of these possibilities, should it be an objective of U. S. policy
to strengthen the internal political stability and the internal military se-
curity of the non-communist countries ? Should we differentiate in our
policy between friendly and neutral governments, between popular and
unpopular ones ?

5) Much has been written of late about the challenge presented

by social and political transformation in the low income countries. Should
it be a policy objective of the U. S. to link itself with their aspirations for
independence and development? To what extent is this question linked to
the external and the internal stability considerations discussed above or

to the humanitarian considerations noted below? Would the answers be
the same in the absence of the Soviet challenge ?

6) The Paley Report pointed out the rapid shift of the United States
to a '""have-not" nation for many raw materials. Our dependence on foreign
sources was expected to rise dramatically from 1950 to 1975. Other econ-
omists have pointed out the importance of U. S. exports to continued U. S.
economic prosperity. Recently, an analysis was made for Business Inter-
national by the economists, research and planning directors of the inter-
national divisions of 16 major U. S. firms, which analysis supports these
contentions. Is the United States' interest in sources of raw materials and
in markets for U. S. products sufficient to justify a government program
supporting foreign economic development ?

7) In defining its objectives in the low income countries, the U. S.
should make certain that its policies do not conflict, and, if possible, as-
sist in the attainment of its goals in the developed countries. Can this be
done ? Should Western Europe and Japan participate in U. S. economic
programs for the low income countries ? Can they? What would be the
political and economic results of such cooperation both in the developed
and in the underdeveloped countries ? :
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8) To some extent, humanitarian, ethical or moral considera-
tions lie behind many parts of U. S. domestic economic pelicy, as, for
example, social security. The Marshall Plan also had humanitarian
motivations, even though the fall of Czechoslovakia may have helped it
through Congress in 1948. But many argue that such considerations
are an appropriate basis for action only by individuals or by states with-
in their own borders. Should the U. S. Government base its foreign pol-
icy on humanitarian or moral grounds ?

B. Can foreign economic growth make a significant contribution
to the achievement of U. S. objectives? Can U. S. foreign economic pol-
icies make a significant contribution to foreign economic growth?

1) In many of the low income countries, the drive for economic
development appears second only to political independence in its emo-
tional appeal. The stability of a government may depend in large meas-
ure on its ability to produce "successful" economic growth or even, oc-
casionally, to negotiate aid. There are two successful models for econ-
omic growth. One is that of the U. S., Western Europe and Japan. The
other is that of Soviet Russia and, perhaps, will prove to be that of Com-
munist China. What are the attitudes of the governments, the leaders and
peoples of the low income countries toward economic development, and to-
ward the Western and the Soviet methods for achieving it? What are their
attitudes toward the role which the U. S. should play in their economic growth ?

2) We must recognize that economic growth in these countries can
well raise serious problems for the United States. Economic development
has the inherent possibility of disrupting, rather than improving, internal
stability. The destruction of peasant and tribal standards of value, the
growth of a landless, urban proletariat, increased state activity in econ-
omic life, all could produce results which are inimicable to U. S. objectives.
Does this mean that economic growth is undesirable from the U. S. point of
view ? Does the U. S. have any choice in the matter ? Or, does this mean
that those nations which are pressuring for economic growth are merely in
a more advanced state of political evolution which the more dormant states
will sooner or later reach? How can their economic aspirations be met with
a minimum of adverse repercussions on the U. S. ? What are the psycholog-
ical advantages and disadvantages of the act of giving U. S. foreign aid?

3) In the past three years, the Soviet Bloc has capitalized on the

preoccupation of many of these low income countries with economic advance-
ment. Though still low, Soviet Bloc trade with these countries has gone up
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markedly and a substantial amount of medium term and long term credits
have been granted on favorable terms. The Soviet Bloc has a large un-
used potential for increasing these activities. What are the implications
of this for future U. S. foreign economic policy ?

4) The Marxists argue that impoverished people will turn toward
communism. Frequently, American public officials, as well as private
citizens, make statements which implicitly or explicitly accept this thesis.
What validity is there to '"stomach-communism"? Are better fed, clothed
and housed people a necessary condition for achieving U. S. objectives in
the low income countries ?

5) There are those within the United States who believe that more
can be done for achieving U. S. objectives in these countries by technical
assistance, exchange of persons, cultural collaboration and large-scale
support to education than by contributions to economic development. Is
this a more fruitful approach to the challenge presented by the low income
countries ? If not, are such programs a necessary companion to economic
programs, if U. S. objectives are to be achieved ?

6) One of the important factors which has contributed to social and
political harmony in a strong democratic environment in the U. S. may well
have been the existence of an expanding economy. This has provided a major
outlet for the energies of the dynamic people of American society -- energies
which in other countries have taken anti-social channels. Would the establish-
ment of a growing economy with expanded economic and social opportunities
provide a similar channel for the restless energies of selécted individuals,
if not large numbers, in the low income countries ?

7) Economic growth has been measured in terms of national ag-
gregates (total production) or national averages (per capita production) or
in some terms showing a changed distribution of income. Are these ade-
quate measures of economic growth? What constitutes "satisfactory' econ-
omic growth? Is it the achievement of a certain level of economic activity
or of a certain pace of expansion? Is there an absolute goal, say of one or
two percent per capita per year ? Is there a relative goal -- would India
have to match Communist China's rate of growth to be "satisfactory'?

It appears that no attempt to narrow the gap between the low income coun-
tries and the developed countries can be successful over the next several
decades. In fact, the absolute gap, now so large, seems certain to widen.
What are the implications of this ?
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8) Economic growth is a complex and not well understood process.
Many low income countries have been stagnant economically for centuries.
The obstacles to growth are many. Capital is lacking. Population rises
rapidly (or even '"explodes'') as inexpensive health measures force down
death rates. Where this occurs, tremendous economic achievements are
required if the individual is to maintain merely his present low standard
of living. Technicians are scarce. The entreprenurial spirit is frequently
weak. Natural resources may, or may not, be abundant. In this situation,
how much influence can the developed nations bring to bear on foreign econ-
omic growth? Is there reason to believe that, within a foreseeable period,
a "satisfactory' pace of economic activity can be maintained by the low in-
come countries without extraordinary external assistance ?

SUMMARY AND CONCLUSIONS

Our stated purpose in discussing the questions propounded in Sec-
tions A and B of this outline has been to clarify our thinking about the ob-
jectives of U. S. foreign development policy. At this point, let us sum-
marize our conclusions. Let us attempt to do this simply and in non-tech-~
nical language which can serve as the basis for obtaining the support of the
general public.

C. What are the broad policy implications to be drawn from the dis-
cussion of the preceding questions ?

The discussion to this point should have lead to some conclusions as
to the adequacy of present U. S. policy and programs. If it should be con-
cluded that changes in such policies or programs are needed, then a few of
the questions which will also require answers are listed hereafter.

It is extremely doubtful that time will permit a discussion of these
questions at the October 30th meeting, but we include them as a guide for
possible future discussion.

1) Additional Capital Requirements. One of the ways in which the
U. S. can indirectly affect foreign economic development is through its own
economic growth, especially if that were coupled to the sort of trade policy
envisaged in the recent Bell and Randall Reports. A more active attempt
to affect foreign economic development would involve the provision of ad-
ditional capital. Is it possible and useful to make estimates of the annual
amounts of foreign capital that could be effectively used in the low income
countries to promote "satisfactory' economic development? If so, how do
the amounts compare with what is now being done ? Is the repayment (transfer)
problem an important limitation ?
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2) Private Capital. Part of the capital which the underdeveloped
countries need, and are receiving, comes from U. S. private investment
sources. What more can and should be done to promote this flow? What
are the limitations on the ability of U. S. governmental policy to stimulate
an expanded private capital outflow ? Differentiate between types of capital
(overhead and other) and areas, Latin America compared with Asia.

3) Public Capital. The U. S. governmental agencies, the I. B.R.D.,
the new International Finance Corporation, and U. N, technical assistance
already provide some public capital. Should this be expanded ? Should the
expansion take place through bilateral programs run by the U. S. or should
the emphasis be placed more heavily on other agencies such as the I. B.R.D.,
or perhaps a new international organization? What are the merits and de-
merits of public loans, public grants, or the intermediate "soft loan' ?

How serious a limitation on the effectiveness of U. S. programs are the
annual Congressional hearings, debates and appropriations ? Should mil-
itary type aid be separated from economic aid ?

4) Advisory Function. One of the important contributions which
the U. S. and the I. B.R.D. makes in its aid programs is the advice which
it gives to the inexperienced technicians and public administrators in the
low income countries. Aid is an important lever for transmitting such
advice. Yet, we know that these new nations are most sensitive about
""pressure' from the U. S. How can such advice be given without the ill
effects which sometimes result from it? Does an international agency
stand a better chance at having its advice accepted? Should the advice
be limited to technical and narrow economic questions or should it also
include broad economic, political and military "'suggestions'' ?

5) Impact Projects. Should U, S. bilateral aid (or U. N. multi-
lateral aid) be concerned with the building of "public relations projects' --
projects such as a dam, a steel mill, or a housing development, con-
structed entirely with aid funds -~ in addition to, or instead of, less dra-
matic works aimed at the general improvement of economic conditions
regardless of their dramatic effect?

10/22/56
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INTERNATIONAL DEVELOPMENT ADVISORY BOARD
WASHINGTON 25, D. C.
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CHAIRMAN
Eric JoHNsTON
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Dr. Max F. Millikan

Director

Center of International Studies

Massachusetts Institute of
Technology

Cambridge, Massachusetts

Dear Dr. Millikan:

We want to thank you for chairing our discussion
of U. S. Foreign Economic Policy and Objectives, on
October 30th.

The conference would have been much more
superficial and less stimulating without your leadership
and your refusal to take the first simple answer to a
question as the last word.

I know that the discussion had an important
impact on the Board, and will be reflected in the report
which we are preparing. I hope that it also had an equal
impact on the members of the Fairless Committee stafi,

who were present.

Sincerely yours,

Eric Johnston
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INTERNATIONAL COOPERATION ADMINISTRATION
Washington 25, D. C.

October 12, 1956

DISCUSSION OUTLINE FOR MEETING ON OCTOBER 30, 1956

For some months, the I, D, A, B, has felt the need for a restatement
of the objectives and the rationale underlying U. S, foreign policy in the low
income countries, Existing statements have been unclear, at times cozl-
tradictory, and, because of this, subject to increasing criticism. The
Board believes that, until such objectives have been defined and a ration-
ale articulated in terms understandable to the general public, the Admin~-
istration will continue to have difficulties in obtaining the moral support
of our people and the financial support of the Congress for its proposed

programs,

This question of objectives and rationale is a complex one, The

Board undertakes its current study with no illusions that it will produce

anything startlingly new in this field., It hopes, however, that, by dis-
cussing these matters with specialists from various professions, each
of whom has been studying the problem, it may clarify its own thinking
and perhaps be able to contribute somewhat to the articulation which is

needed,
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As an outline for the meeting on October 30th, we suggest that

discussion center about the topics which are stated below:

A,  What are, or should be, the foreign policy objectives
of the United States in the low income countries of the
non-communist world ?

Can U, S, foreign policies make a significant contri-

bution to economic growth in such countries ? Can

economic growth in such countries make a significant

contribution to the achievement of U, S. objectives ?

What are the broad policy implications to be drawn
geen

from the discussion of the preceding questions ?

A, What are, or should be, the foreign policy objectives of the United

States in the low income countries of the non-communist world ?

Before attempting to evolve a U, S. economic policy toward the low
income countries, we must first attempt to define the ends, or objectives
of U, S, foreign policy in such countries, It is frequently stated that the
basic motivation for foreign policy is national security, and this is custom-
arily construed to include not merely physical or military security, but also

the freedom of the U, S, to continue its life in accordance with its traditions

and the objectives espoused in its Constitution., Much of our current policy

is based on such a national security objective, or at least defined and arti-

culated on this basis.
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ho maintain that although this national

Soviet Imperialism, it is not broad enough in scope to meet the challenge

of the "uncommitted nations'' with their mass aspirations for independence
and development; Therefore, we must inquire whether there are legitimate
foreign policy objectives for the U, S, which extend beyond the protective

goals of national security. Some of the questions which come to mind are

enumerated below, They involve military, political, economic and human-

itarian considerations, in that order,

1) For over seven years now, we have been agreed that the mil-
itary strength of the United States and that of its West European allies
must be built up and maintained, Should the United States also attempt

to foster military strength in some or all of the low income countries of

the non non-comm ist world, and to what extent? WWZ/? (LA
oy %g% 49 idlioy wltps v ¥ ALk,
TO countries are, rel I:ively' spea ng, econom ca y

strong, politically stable and have a considerable measure of support for
the military policies qf their governments. This is not necessarily true
in the low income countries. On the other hand, it has been argued that
the military potential of these countries could never stop a determined
communist movef that the requirements of a military build-up detract
from economic strength, and that U, S, pressures for a military program

foster the image of this country as a warlike, aggressive power, On the
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other hand, overseas bases are still considered by the Pentagon as essen-
tial to U, S, security, In addition, it has been pointed out that a military
program trains technicians, widens the horizons of many of its recruits,
hastens the process of social thange, and constructs public works., Then
there is a pragmatic consideration. In many countries -- U, S, military
assistance being limited largely to South Korea, Taiwan, Pakistan and the
South Indochinese States -~ would it now be '"politically'' possible to curtai#l

the military program even if desired? _f'[ J
2) A large part of diplomatic history has been the story of the m%fb !

creation of alliances., Are alliances with the low income countries an ; i

attainable major objective for the United States, and, if so, are they a W/’:él;éw
% 3

desirable objective ? Ex-~-colonies and emerging nations are very jealous

of their independence., Should the United States be willing, as a stated mm /g; _
objective, to accept less than full alliance, and less than full leadershipm
in the foreign policies of these countries? Is mere non-alignment with

the communist block, popularly referred to as '""meutralism" )too low a

target at which to aim? What should be our policy toward uncommitted

nations and what effect will this policy have on our relations with the

nations who are tied to us through alliances ? / P
Newdineg . U ler oo entd. wilf gopn lied 2 W frf{@éﬂ . g
3) b

£

For many of us, the U, S. political and economic system
has proved its advantages as a method of achieving rapid economic growth

with a maximum of political freedom, Moreover, it is not in.frequently
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found that countries with similar systems tend to be our friends and allies,
Does this mean that the U, S,, as a defined objective, should attempt to
foster political and economic institutions in the low income countries sim-

ilar to ours? More generally, sho d th g B concem itself with foreign

political and economic systems or only with;apeciﬂc government policies ?
A

Depending upon the direction of the discussion on the above questions, the
participants may wish to discuss possible analogies between the low income
countries of Asia, and our yecent policms in Sapain nd m Latin America,
ool 2, iz wrmit d Al ot i
Is it in the interest of the to attempt to strengthen the
internal security of the non-communist countries ? The Communist parties
in such countries could come into power not only by force but through legal
means. Irrespective of the factor of communism, local revolutions and dis-
order can be disruptive and may lead to war involving the major powers. £
In the light of these possibilities, should we differentiate in our policy
between friendly and neutral governments, between popular and unpopular
ones ?

5) The Paley Report pointed out the rapid shift of the United States
to a '""have not' nation for many raw materials, Our dependence on foreign
sources was expected to rise dramatically from 1950 to 1975, Other econ-
omists have pointed out the importance of U, S, exports and export markets

to continued U, S, economic prosperity, Recently, an analysis was made

for Business International by the economists, research, and planning directors
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of the international divisions of 16 major U, S, firms, which analysis supports
these contentions. Is the United States' interest in sources of raw materials
and in markets for U, S, products sufficient to justify a government program
supporting foreign economic development ?

Mo s o

K ’ 6)" Many of the previous questions have refle J je current . 8
preoccupation with the challenge of Soviet imper sm. To what tent does the
social transformation in the low income countries present a challenge of it s own?
Should it be a policy objective of the U, S, to link itself with the mass aspirations
for independence and development in these countries? If the answer is yes, is
this an affirmative objective in itself, or merely an extension of our national
security or national interest objectives? Would the answers be the same in the
absence of the Soviet challenge ?

7) To some extent, humanitarian, ethical or moral considerations lie
behind many parts of U, S, domestic economic policy, as, for example, social
security, The Marshall Plan also had motivations of humanitarian consideration,

even though the fall of Czechoslovakia may have helped it through Congress in

1948, But many argue that such considerations are an appropriate basis for action

only by individuals or by states within their own borders, Should the U, S, Govern- ;

ment base its foreign policy on humanitarian or moral grounds ?

B. Could U, 8, foreign economic policies make a significant con-

tribution to foreign economic growth? Could foreign economic growth make

a significant contribution to the achievement of u'E objectives ?

1) Economic growth is a complex and not well understood process,
Many low income countries have been stagnant economically for centuries,

The obstacles to growth are many, Capital is lacking. Population rises
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rapidly (or even "explodes') as inexpensive health measures force down
death rates, Where this occurs, tremendous economic achievements are
required if the individual is to maintain merely his present low standard
of living, Technicians are scarce, The entreprenurial spirit is frequently
weak, In this situation, how much influence can the U, S, bring to bear on
foreign economic growth ?

2) For the moment, let us assume that economic growth can be
measured in terms of national aggregates (total production) or national

U
distribution of income., What constitutes a ”satisfa.ctory“ pace of economic

averages (per capita production) or in some terms owin - nged
Flond Le bty m

growth? Is there an absolute goal, say one or two percent per capita per
year; is there a relative goal? Would India have to match Communist China's
rate of growth to be '""satisfactory'"? From present studies, it appears that
by 1975 no attempt to narrow the gap between the low income countries and
the developed countries (especially the 8 S. ) can be successful, Would the
rapid growth of Indian production, a doubling, be '"satisfactory', or will

the widening of the absolute gap with the United States create '"dissatisfaction'
in India nonetheless? Does this have a bearing on how any U. S, aid should

be administered ?

3) In many of the low income countries, the drive for economic

development appears second only to independence in its emotional appeal,

The stability of the government may depend in large measure on its ability
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to produce "successful'' economic growth or even, occasionally, to negotiate
aid, There are two successful models for economic growth. One is that of
the U, S,, Western Europe and Japan. The other is that of Soviet Russia
and, perhaps, may be that of Communist China, What are the attitudes of
the governments, the leaders and peoples of the low income countries toward
economic develquﬁent, and the Western and the Soviet methods for achieving
it? What are their attitudes toward the role which the U, S. should play in
their economic growth ?

4) We must recognize that economic growth in t’hese countries can
raise serious problems for the U, S, Economic development can well disrupt,
rather than improve, internal stability. The destruction of peasant and tribal
standards of value, the growth of a landless, furban proletariat, increased
state activity in economic life, all could produce results which are inimicable
to U, S, objectives. Does this mean that economic growth is undesirable from
the U, S, point of view? Does the U, S, have any choice in the matter? Or,
does this mean that those nations which are pressuring for economic growth
are merely in a more advanced state of political evolution which the more
dormant states will sooner or later reach? How can their economic éspirations

be met with a minimum of adverse repercussions on the U, S, ? What are the

psychological advantages andglsadvan ges of the act of giving U, S, foreign aid?
K bl st L*g,é/ & ohdadly

In the past th ee years, the Soviet Bloc has taken advantage of the

¥

preoccupation of many of these low income countries with economic advance-

ment. Though still low, Soviet Bloc trade with these countries has gone up
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markedly and a substantial amount of medium term and long term credits

have been granted on favorable terms, The Soviet Bloc has a large unused
<L

potential for increasing these activities., What are the imp].ing/iJoéhof this

for future U, S, foreign economic policy?

communism, Frequently, American public officials, as well as private
citizens, make statements which implicitly or explicitly accept this thesis,

What validity is there to ""stomach-communism' ? Are better fed, etc,,

4/,;45
6) The Marxists argue that impoverished people will turn toward i :

people a necessary condition for achieving U. S. objectives in the low income

Joi

countries ?
7) There are those within the United States who believe that more
can be done for achieving U, S, objectives in these countries by technical

asgistance, exchange of persons, cultural collaboration and large-scale

ATy N WY A

assistance to education than by contributions to economic development,

Is this a more fruitful approach to the challenge presented by the low income

countries ? If not, are such programs a necessary companion to economic
programs, if U, S, objectives are to be achieved?

8) One of the important factors which has contributed to social
and political harmony in a strong democratic environment in the U. S,
may well have been the existence of an expanding economy. This has
provided a major outlet for the energies of the dynamic people of Amer-
ican society --energies which in other countries have taken anti-social

channels, Would the establishment of a growing economy with expanded
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economic and social opportunities provide a similar channel for the restless

energies of selected individuals, if not large numbers, in the low income

: & oo M ppilind
0 onntrée 7 P «U’é ?' \/(WL WM @ @m /M v d,&f*‘; !
C, What are the broad policy implications to be drawn from the

discussion of the preceding questions ?

1) The premise upon which this discussion has evolved is that there
is a present need in the U, S, for a restatement of the objectives and rationale
of its foreign economic policy, particularly toward the low income countries,
Many believe that the primary need is one of articulation, How does one
state the objectives of our policy? Any rationale based strictly upon U, S.

" national security or security from Soviet Imperialism seems to have little
persuasive appeal to the low income countries, Any rationale based upon

moral or humanitarian grounddseems to have equal lack of appeal to U, S,

§ taxpayers., Some historians have said that the United States is at its best

™ when its national interests and its national ideals coincide, Do we have such
a case to support our obiectives here?

2) One of the ways in which the U, S, can indirectly affect foreign
economic development is through its own economic growth, especially if
that were coupled to the sort of trade policy envisaged in the recent Bell
and Randall Reports, A more active attempt to affect foreign economic
development would involve the provision of additional capital, Is it possible

and useful to make estimates of the annual amounts of foreign capital that could

be effectively used in the low income countries to promote ''satisfactory"
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economic development? If so, how do the amounts compare with what is
now being done ? Is the repayment (transfer) problem an important limitation ?
3) Part of the capital which the underdeveloped countries need and

are receiving come from U, S, private investment sources, What more can

and should be done to promote this flow? What are the limitations on the ability

of U, S. governmental policy to stimulate an expgnded private capital outflow ?
4) The U, S, governmental agencies, the IBRD, the new International
Finance Corporation, and U, N, technical assistance already provide some
public capital, Should this be expanded? SHdulfl this Helexbpabded? Should
the expansion take place through bilateral programs run by the U, S. or
should the emphasis be placed more heavily on other agencies such as the
IBRD, or perhaps a new international organization? What are the merits
and demerits of public loans, public grants, or the intermediate '"soft loan''?
How serious a limitation on the U, S. programs is the annual Congressional
hearings, debates and appropriations ?
5) One of the important contributions which the U, S, and the
IBRD makes in its aid programs is the advice which it gives to the in-
experienced technicians and public administrators in the low income coun-
tries. Aid is an important lever for transmitting such advice, Yet, we
know that these new nations are most sensitive about "pressure' from the
U, S. How can such advice be given without the ill effects which sometimes

result from it? Does an international agency stand a better chance at having

its advice accepted? Should the advice be limited to technical and narrow econ-

omic questions or should it also include broad economic, political and military

"suggestions't ? / LD
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,Opc.,
Eric JoHNsTON December 11, 1956 i Jg

——(
CHAIRMAN

GARDNER COWLES

Dr. Max F. Millikan

Center of International Studies
Massachusetts Institute of Technology
Cambridge, Massachusetts

RoBerT P. DANIEL
Harvey S. FIRESTONE, JR.
J. PeTER GRACE, JR. Dear Max:

Wizton L. HaLVERsON My conscience has been bothering me ever since October
30th for not having written you a note of appreciation for the mag-
Mgs. J. Ramsey Harris  nificent job you did at that meeting, As we told you by telephone
the other day, Al and I have been working at forced-draft in ordex
Lroyp A. MASHBURN to get Mr, Johnston's testimony ready for his appearance before
the Fairless Committee, Enclosed is a _copy of that testimony,

Lee W. MinToN

W. I. MyERs

We are now going tp. or}: to §)repare the Board's paper

which we must have in thei]’?,\ ands in Japan on February 9 if we
are to have any effect upon their report, As you know, they are
leaving on December 27th for a six-week junket which will take
in 20 countries, Messrs, Fairless, Darden and Reid, plus four
members of the staff, are the only ones making the entire junket.
Mr, John L, Lewis will cover the European portion of the trip,
Mr, Jesse Tapp will go as far as Ankara, and General Smith and
Mr, Dupree will not be able to make the journey., However, all
of them will gather together in Hawaii about February 12th, and
they will then draft their report.

HerscHEL D. NEWsom
WiLLiam M. Ranp

L. F. WHITTEMORE

Wmn. C. Schmeisser, Jr,
(GEORCE Az Bannes
EXECUTIVE DIRECTOR

It is our feeling that we should get our opinions to them
so that they may read them before they start putting pen to paper
in Hawaii,

As you have no doubt heard, Everett Hagen has agreed
to participate in our Board meeting this Thursday, There is an
interesting anecdote to tell you in connection with this, Please
remind me to do so the next time I see you, I hasten to add that
this is not a commentary upon your Mr, Hagen but a commentary
upon the workings of the U, S, Government which I still find to be
"a riddle within an enigma'',




(Dr. Millikan)
12/11/56 - p, 2.

There is a growing amount of sentiment here in Wash-
ington which is lining up behind the views which you and our Board
hold about foreign aid, and I am, therefore, more hopeful than
I was six weeks ago about the impact our Board may be able to
have if its report is really first-rate.

Incidentally, I have just seen Paul Nitze at the NPA
annual luncheon and he was glowing in his praise for your book,
which apparently he has read in the page proofs,

Please let Al and myself know the next time you are in
town, and, if we do not see you before Christmas, many thanks

again and the best of the season's greetings.

Very sincerely yours,

William‘ « Schmeisser, Jr,
Executive Director

1 Enclosure




INTERNATIONAL COOPERATION ADMINISTRATION
Washington 25, D. C.

'I!eetimo ny. of Eric Johnston before the Fairless Committee

November 28 1956

1 arn ‘Eric Johnston, Chairman of the International Development
Advisory Board.

The I,D. A. -B.','a'e this Board is referred to here. in We‘shington,’
wo.e established by Act of Congress in 1950. and 1ts duties are to advise the

Prenident and the Director of I C. A. on foreign develoment pol,tcy.

','I‘.'his Board. hke your Committee. is composed of private citizens

‘rather than go_vernment employees Its prelent membersh.tp is as follows'.

Mr. Gardner Cowles :
Preaident ot Gowles Magazinee, Inc.

Dr. Robert P. Daniel ;
President of Virginia State College.

Mr. Harvey S. Fireétoﬁe, Jr.
‘Chairman of the Board,
Firestone Tire & Rubber Co.

Mr. J. Peter Grace
President of W. R. Grace & Cb_.

Dr. Wilton L. Halverson
Associate Dean, School of Public Health,
University,of Califaraia.

Mrs. J. Ramsay Harris
Newspaperwoman and
Member, U. S. Committee for UNICEF,




Mr. Lloyd A. Mashburn
General President, International Union of Wood,
Wire & Metal Lathers (AFL).

Mzr. Lee W. Minton :
International President, Glass Bottle Blowers Assoc.
and Vice-President of the AFL-CIO.

Dr. William I. Myers
Dean, N. Y. State College of Agriculture,
Cornell University.

Mr. Herschel D. Newsom
Master of the National Grange.

Mr. William M. Rand

formerly President, Monsanto Chemical Co.
and also formerly Deputy Director of the
Mutual Security Agency.

Mr. Laurence F. Whittemore
Chairman of the Board,
The Brown Company.

I understand from Mr. Mullin that your Committee is generally
familiar with the activities of the I.D. A. B. -- such as its original report
"Partners in Progress' under the Chairmanship of Mr. Nelson A. Rockefeller,
its investment conferences at New Orleans and Havana, and its studies for
and récommendations to I. C. A. and its predecessor agencies. Therefore,

I shall not bore you with any additional details at this time.

As you know, we are now restudying the fundamentals of U. S.

foreign economic development policy. Many of your staff attended one of

our October conferences. We have additional meetings planned for this




month as well as December and January. Out of this, the I.D.A.B. hopes
to formulate some conclusions and recommendations.

I wish that we had these conclusions ready for you now. We do not.
But I would like to use the time you have so generously allowed me to give
you some idea of the questions we are asking ourselves, and where I think
we may come out on a few of them.

I. Causes of the Present Confusion.

During the past year, there have been steadily mounting doubts and
confusion about United States foreign development policy and United States
foreign assistance programs. The innumerable studies and investigations
which are now in progress provide eloquent testimony that the Administration,
the Congress, and the public all feel there must be something wrong with these
programs.

Perhaps indeed there are improvements which are needed. But we -
of the I.D. A. B. do not believe that the root of the trouble is to be found in
examinations of the scope, magnitude, duration, administration, or effective-
ness of our aid programs, important though these questions are. We are
convinced that the root of our confusion and our doubts is to be found in one

| simple fact -- we no longer have a clear idea of our objectives, a simple

; philosophy of what we are trying to accomplish.

This was not always so. The Marshall Plan and Point Four, which
form the basic philosophy of U. S. foreign economic development policy, had

clear and simple ideologies, at least at their conception.




When Secretary of State George C. Marshall made his historic com-
mencement address at Harvard University on June 5, 1947, he enunciated the
objectives of U. S. assistance policy in these two sentences: "Our policy is
directed not against any country or doctrine but against hunger, poverty,
desperation and chaos. Its purpose should be the revival of a working econ-
omy in the world so as to permit the emergence of political and social con-
ditions in which free institutions can exist'.

In his inaugural address of 1949, President Truman said, "Fourth,
we must embark on a bold new program for making the benefits of our sci-
entific advances and industrial progress available for the improvement and
growth of underdeveloped areas . . . Their poverty is a handicap and a
threat both to them and to more prosperous areas . . . Our aim should be
to help the free peoples of the world, through their own efforts, to produce
more food, more clothing, more materials for housing, and more mechanical
power to lighten their burdens . . . Only by helping the least fortunate of its
members to help themselves can the human family achieve the decent, satis-
fying life that is the right of all people'.

These two programs captured the imagination of the American people
and of the people of the foreign countries to which they were addressed,

A large part of the reason for their success is to be found in the fact that they

had three simple motivations: humanitarian -- to assist less fortunate people;

economic -- to help to build a more prosperous world in the interest of all;




political -- to help to attain intermal stability in impoverished countries where

poverty and lack of hope might cause the people to seek extreme solutions to
their problems.

Since 1950, however, the rationale and objectives of U. S. foreign
economic policy have become more complex and less clear. We have fought
a minor world war -- the police action in Korea. We have rearmed ourselves
and the nations of Western Europe. And we have established new political and
military alliances with many of the nations of Asia.

Perhaps, one of the major sources of confusion has been the develop-
ment and growth of a program of military assistance which was originally
grafted onto the economic progiam and now all but encompasses it. Today,
90 percent of our total foreign assistance goes to countries that sign military
training agreements with the U. S., and over one-half of all of our aid funds
are expended on military hardware. Even the small segment remaining for
technical and development assistance has been presented to Congress as a
"defense requirement'.

It is not my purpose, at this time, to discuss the subject of military
assistance. We do believe, however, that our military and our economic
programs should each be considered separately, even though the two may
have objectives in common. Such separate consideration would do much to

eliminate doubt and confusion both at home and abroad as to our purposes.
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Another major source of confusion has been that our people have
come to expect our economic aid programs to do much more than they were
ever designed to do. Much more in fact than any aid program, no matter
how improved, should be expected to accomplish.

We expect our economic assistance programs to earn the United
States the gratitude of foreign countries, to make the United States popular
abroad. We expect that the United States will be able to obtain diplomatic
concessions or agreements as well as military collaboration from foreign
countries. We hope or expect that countries receiving our aid will estab-
lish political and economic institutions similar to those which we have.

We wolw.lld like to see immediate results, especially in the reduction of
Communist strength, in the countries receiving our aid. We hope to solve
some of our own economic problems -- to provide markets for U. S. sur-
pluses and to expand production of needed raw materials abroad. Finally,
we expect our economic assistance to strengthen the military power of
friendly countries.

It may be possible that, over the long run, our economic programs
could achieve many or all of these expectations. It would certainly be desir-

able if such results would follow. But for many reasons which I will not go

into at this time, we must not count upon these results. Moreover, if we

have them as the goals of our programs, we make it that much more difficult

to achieve the objectives which are attainable and very desirable. For example,




we lost much of the reservoir of good will which had accumulated in India
as a result-ef our aid, by our continued criticism of that country as un-
grateful because it was unwilling to join with us in a regional collective
security arrangement.

Nonetheless, foreign economic policy remains a major, if not
the major, instrument for building the type of international community
in which we would like to live. The preponderance of U. S. material
production has given this country a tool, for good or for evil, which can-
not be overestimated.

Therefore, we of the I.D. A. B. believe that it is of overriding
importance that the United States develop a basic philosophy as to its in-
terest in foreign economic development. Only then can we sustain a pro-
gram with sufficient stability to surmount short-term disappointments and
to achieve results over the long pull. Only then can we focus our full at-
tention on the very difficult operational problems.

We seem to do this in other fields. After long years of debate,
free public education became an accepted principle of American life. The
subject is still debated, but the issues are the school building budget,
teachers' salaries and the curriculum.

Foreign economic policy ought to receive a similar though less

permanent status. The annual debates ought to continue but they should

consider questions of the amount of aid, the merits of loans and grants,
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the advantages-of unilateral, bilateral or multilateral administration,

the proper role of private foreign investment. But this can be achieved

only after a political or ideological basis for a U. S. foreign development

policy is agreed to by the U. S. people, Congress and Administration.
We of the I.D. A. B. feel that if we can help to find such a con-
sensus, we will have performed a useful function.

II. The U. S. Interest in Foreign Economic Growth.

U. S. policy and U. S. public opinion during the post-war decade
have been completely absorbed by the problems created as a result of the
bi-polarization of world power between the United States and the Soviet Union.
Thus it has been all too easy for us to see the Communist threat as the over-
riding problem of our time. But in our preoccupation with the struggle be-
tween ourselves and the Soviet Union, we have tended to overlook the fact
that the non-Communist world is itself split into two parts -- the developed
and the underdeveloped countries. We are just beginning to realize that, in
the latter, a revolution has been taking place -- a revolution which may well
be the single, most significant factor of the 20th century.

The ancient civilizations of Asia and the Middle East, once dynamic
and creative, but stagnant throughout much of modern history, are now awak-
ening. The social revolution which is taking place is sparked by a rising tide
of nationalism which demands expression in freedom from colonial domination.

(In the past 15 years, more than half a billion people in Asia and Africa have
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‘gained national independence.) Coupled with this aspiration for independence
has come a pressing demand for more of the material things of life and for
a feeling of personal pride, prestige and dignity.

We in America, in conjunction with our friends in Western Europe,
bear a large share of the responsibility for this social revolution. Its cause
can only be ascribed to the impact of Western economic and political ideas and
values on the underdeveloped areas of the world. Also, in this respect, Com-
munism is a Western ideology, because it joins non-Communist thought in
preaching that there is an alternative to traditional poverty and that man can,
within very wide limits, remake his way of life to achieve greater material
benefits for himself and greater power for his nation.

But this spread of Western ideas and the achievement of national
independence have not yet brought the human betterment which is so urgently
demanded. The new countries find it difficult to make progress toward these

goals at a pace that satisfies their aspirations. Capital is required, new

techniques must be learned, able administrators must be trained and a

tradition must be developed of responsible dedication to the public interest.
The split between the developed and underdeveloped countries of

the non-Communist world is very real and very wide. It presents many

complex problems and it is compounded of many different factors. We are

extraordinarily rich; the people of the underdeveloped countries are extraor-

dinarily poor. We are white; they are colored. We have been identified with




colonial and imperial powers; they are acutely aware of their recent status
as colonies.

In the field of economics, the present gap between the developed and
underdeveloped countries of the non-Communist world is so wide as to defy
simple description. Moreover, there is little doubt that regardless of what
United States policy may be in the near future, this gap will grow rather than
narrow over the next two decades. If India, for example, were to achieve
its present economic goals and to double its per capita income by 1975,
this would be a tremendous achievement. And yet each man, woman and
child would have an income of only a little over $100 per year. On the other
hand, if U. S. personal income were to increase by only 50 percent over the

same period of time -- less than seems probable to most observers -- our

per capita income in 1975 would exceed $3,000 per person. This means that

the absolute gap between personal income in the United States and personal
income in India would have risen from less than $2, 000 at present to about
$3,000 in 1975.

The problem which faces the U. S., as the leader of the developed
countries of the non-Communist world, is how to prevent this growing econ-
omic gap from creating an even more disruptive and chaotic situation within
the non-Communist world than now exists. It is a problem which U. S.
foreign policy cannot avoid. The underdeveloped countries contain a third

of the world population and take in more than a third of the world's land area.




They are the source of many important raw materials. The Asian-African
countries now control the balance of voting power within the United Nations,
a balance previously held by the underdeveloped countries in Latin America.
The importance of these groups will grow whether the Communist threat in-
creases or subsides,

With this situation and this outlook, is it in our national interest
and should it be an objective of our foreign economic policy to give the
underdeveloped countries substantial assistance in their struggle for
economic betterment? Can this help in creating a world in which our people
can continue to live in accordance with their ideals and traditions ? We be-
lieve that the answer is yes.

There seem to us to be two reasons why the United States should
be interested in furthering the development of these underdeveloped coun-
tries, one of them political and one humanitarian.

1) By allying ourselves with the aspirations of these countries and
by giving them substantial economic and technical assistance toward the

achievement of their aspirations, we can stimulate or assist economic

growth. With a more satisfactory pace of economic growth, we can reason-

ably hope that there will emerge political and social conditions favorable to
the existence of a healthy, free society. It is in such a world that our own

people can best live in peace and prosperity.




The problem which we face is one of social and political ferment.

We have faced it before in our own history and have found that these problems
were solved as our production grew and as our economic horizons expanded.
Despite the expectations of some in the 1930'3, our own underprivileged of
that period did not accept extreme solutions but were able to find employ-
ment as our economy threw off its shackles and moved forward. After a
brief period of violence, labor and management in the United States are now
equally responsible members of our economic society and both seem to have
fairly similar politics, in marked contrast to the wide gulf in political belief
which exists in most countries of the world.

The existence of an expanding economy in which intelligence and
hard work were rewarded has broken down the social classes which we
brought with us from Europe. An expanding economy has made possible
an open and classless society far beyond the dreams of the founding fathers
or even of the prophets of only two decades ago.

Here at home business has found it profitable to take a broad interest

in labor and in the community. Beginning in the 1940's, American private

enterprise found it profitable, in its foreign operations, to take an interest

in the countries in which they were working. I believe that we, as a nation,
likewise will find it profitable to take an interest in the underdeveloped coun-
tries and in increasing their standards of living, their production and their

markets.
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We should be under no illusion that economic development will solve
all problems. We know that it will create many problems in the countries
undergoing the process, and, as a result, for the United States. Economic
and social change is disrupting the centuries old patterns of life, habits, and
traditions. But I believe that the problems created by the social revolution
&lready in process can be eased only by more economic growth than seems
possible without outside assistance.

Consider what could happen if the peoples of the underdeveloped areas
fail to achieve a steady pace of economic growth. We know that they want econ-
omic development and are struggling to achieve it with all the means at their
disposal. No one who has traveled in these areas, be he a private citizen
such as myself or a government official such as the Vice-President of the
United States, has failed to be impressed by the force of this determination.
Indeed, governments which cannot show some progress in this direction will
not long hold power.

There are two successful models for such development -- the demo-
cratic, free enterprise model of which the prime example is the United States,
and the totalitarian method which is personified by the Soviet Union and Com-
munist China. The peoples and governments of the underdeveloped countries
are not committed to either model. I personally believe that their leaders,

given a choice, would prefer to follow the example set by the United States,

but in many ways the people of these countries may be more susceptible to
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the Soviet one which is not associated with Western colonialism and exploi-
tation and which has an ideology of social equality apparently appealing to
these people.

Recently, the Soviet Bloc has been expanding its economic relations
with the underdeveloped countries. This has helped to paint a picture of the
Communist world as a peaceful trader interested not in aggression or domi-
nation of countries outside of the Bloc, but interested solely in their economic
growth. This policy of the Communist countries has been in effect some two
or three years now, but it cannot be expected to have achieved substantial
results in such a short time. Fortunately, the events of the past month have
done something to show the Soviet's true colors.

Nonetheless, given the many economic and social problems which
exist in the underdeveloped countries, a totalitarian, if not a Communist
answer, may appear to many to be a simple way out. Speaking two years
ago at the Bicentennial Anniversary of Columbia University, the Ambassador
from Pakistan stated the problem as follows: '"An empty freedom under which
poverty and disease prevail, cannot stand up to the lure of economic better-

ment even if its promise is accompanied by political slavery!.

2) Secondly, I feel strongly that a foreign development policy which

has as its sole objective the economic betterment of the impoverished coun-
tries of the world finds ample and, to me, sufficient justification in the mo-
rality and tradition of American society. We should not be self-conscious

because of the strong humanitarian element in our earlier aid programs.
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This was America at its noblest. America is concerned with spiritual and
moral values. We can demonstrate this to ourselves and to the world by the
way we share our material abundance and technical knowledge with the less
fortunate of the globe.

The only channel through which we can hope to transfer to the people
of the underdeveloped countries something of the values of our way of life is
our mutual concern with economic growth. Our values cannot be transferred
by words alone. They can be transferred by deeds, by working together for a
common purpose with the people of the underdeveloped countries.

If we wait, we may well see the countries of the underdeveloped areas
failing to accomplish any perceptible economic progress. Even if they do
achieve some growth by their own efforts alone, the widening of the gap between
them and us may well create political and moral problems which we cannot now
foresee and which it may be too late to treat a decade or so from now.

I believe that we face a situation in which U. S. self-interest and U. S.
ideals both support the same course of action. We have an opportunity to assert
a moral and political leadership, an opportunity which will certainly be lost if
we attempt to calculate its benefits in the same currency in which we must reckon
its costs.

III. Basic Operational Problems.

I have answered to the best of my ability the question proposed at the

beginning -- why the U. S. should be interested in foreign economic development.

Perhaps I should go no further. Ihope you will forgive me, however, if I take a
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few more minutes to touch upon certain major operational problems. These
are problems that the I. D. A. B. will specifically study in its coming meetings,

and therefore I shall do little more than indicate the outlines of each.

1) How much additional foreign capital do the underdeveloped coun-

tries ''require'?

I would suggest that, for purposes of this discussion, we interpret the
word "require' as the amount by which total investment would have to be in-
creased in the underdeveloped countries in order that, after a reasonable period
of time, they would be able to experience a self-sustaining rate of economic
growth -- i.e. a steady increase in per capita consumption, as well as in domes-
tic investment, without requiring extraordinary financial assistance from abroad.

We cannot expect the gap in standards of living between ours elves and
the underdeveloped countries to be narrowed; but we can hope to help the latter
achieve a satisfactory pace of economic growth which will eventually be self-
sustaining.

The major external requirement would be the financing of a signifi-
cant increase in investment in the underdeveloped areas.

The popular impression seems to be that this is a hopeless task.

Nothing could be farther from the truth. Gross capital formation in the non-
Communist countries of Asia and Africa is currently estimated at about

$7 billion per year. (In Latin America, where private investment can play
the primary role, the gross capital formation is about $8 billion per year.)
Obviously, a relatively light U. S. Governmental effort could make a signifi-

cant increase to capital formation of such small magnitude.




It is true-that capital formation alone is not enough. Economic
development involves a whole host of social, political, and economic factors.
Nevertheless, capital is the one major deficiency of these areas and is the one
commeodity which the U. S. can most readily supply.

2) Can the U. S. afford substantial economic assistance ?

It seems clear to me that the United States can afford a substantial pro-
gram of economic assistance to the underdeveloped countries. I say this in full
recognition of the urgent needs of this country for schools, for highways, and
for tax reduction. This judgment stems from the magnitude of the foreign needs
and some knowledge of the strength of the American ecoromy. Total American
production is now running at the rate of $414 billion per year. It has been in-
creasing at about three and one-half percent per year, or an absolute amount
of over $14 billion per year. In other words, a large increase could be made in
capital formation of the underdeveloped countries with no reduction at all in
U. S. income and with only a small reduction in the amount by which our in-

come increases each year.

3) What role, if any, should the other developed countries play in

economic assistance ?

We think that careful consideration should be given to bringing the
countries of Western Europe and Japan into the task of aiding economic growth
in the underdeveloped nations.

At the present time, our policy largely excludes the participation of

these other countries. We now face a time when the countries of Western
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Europe want to jein with us. In N.A.T.O., the O.E. E.C. and in public
statements, they have offered to participate and to contribute.

These nations can relieve the U. S. taxpayer of some of the burden.
Moreover, common action would help to restore the pride, the prestige, and
the self-respect which the war and the post-war years have cost Western
-Burepe and Japan. It is important that this be done.

4) What additional role can U. S. private investment play ?

As a businessman I am firmly convinced that private foreign invest-

ment is of great importance. In the post-war years the quantities have not

been large, and they have been directed almost entirely to Latin America

and Canada. Nevertheless, we must recognize that there are many ''qualitative"
advantages to private investment abroad which are underestimated as the
"guantitative '' effects are exaggerated. Private investment generally brings
with it managerial skills and know-how which are as importaut to the under-
developed countries as is the capital itself.

Measures should be considered to stimulate foreign private invest-
ment. This is a problem which we are studying in considerable detail, es~
pecially in connection with our experience after the New Orleans Conference and
the necessity to strengthen existing mechanisms before the Caracas Conference.

In underdeveloped areas outside of Latin America, the increase in
U. S. private investment is likely to be small and concentrated in the extractive

industries. Much of the present need of the underdeveloped areas is for capital
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in social overhead ~- ports, transportation, and schools, for example.
Although private capital did finance these investments in the pre-war period,
it has not done so,nor does it seem likely to do so, today.

CONCLUSIONS

I believe that the United States should, at its highest levels, reaffirm
its purpose to aid in the development of independent and growing nations in the
world, so as to encourage the emergence of political and social conditions in
which free institutions can flourish,

I believe that in order to clarify U. S. objectives, for our own people

and for the people of the world, we should separate the military and economic

segments of our assistance budgets.

I believe that the ﬁnited States must find some means to enlist the
support of the other developed nations of the world in this crusade against
hunger, poverty, and desperation.

I have been able to find no words which sum up my position more
succintly than those of the late Henry L. Stimson when in 1947 he wrote,

"I do not mean to belittle the Communist challenge. I only mean that the
essential question is one which we should have to answer if there were not

a Communist alive. Can we make freedom and prosperity real in the present
world? If we can, Communism is no threat. If not, with or without Communism,
our own civilization would ultimately fail".

11/27/56
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2. Perhaps indeed there are improvements which are needed, But
m&».&.n.%mh%thMﬂmmhquh
examinations of the scope, magnitude, durstion, administration, or effective-
ness of our aid programs, WMWMWQM are., We are con-
vinced that the root of our confusion and our doubts is to be found in one simple
ﬁnmwmm‘rhautniurlﬁaammawmaammmyu
what we are trying to accomplish,

3. This was not always so. The Marshall plan and Point Four, which
form the basic philosophy of U, S, foreign economic development policy, had
clear and simple ideologies, at least at their conception.

&, When Secretary of State George C. Marshall made his historic
commencement address at Harvard University en June 5, 1.‘_94?.

he enunciated the objectives of U. 5. assistance policy in thes e
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two sentences: "Our policy is directed not against any
country or dectrine but against hunger, poverty, des-
peration and chaos. Its purpose should be the revivalof

" a working economy in the world 80 a8 to permit the emer-
gence of political and social conditions in which free in-

b, In his insugural sddress of 1949, President Traman said,
"Fourth, we must embark on a bold new program for making
mmummmtmmmn
availsble for the inprovement and growih of madevdsvelopad

 areas., .. mmwna_mmiwuthh

them and to more prosperous areas . . . Our aim should be

to help the free peoples of the world, through thelr own ef-
forts, to produce more food, more clothing, more materials
for housing, and mere mechanical power to lighten their burdens
. + + Only by helping the least fortunate of its members to help

life that is the right of all people".
4, These two programs captured the imagination of the American peeple
and of the people of the foreign countries to which they were addre ssed,
A large part of the reason for their success is to be found in thefact that they
itarian -- to assist less fortunate people
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nig =~ to help to build & move prosperous world

in the interest of all

political -~ to help to attain internal stability in im-

o

mmmmnmmmmaw/w
might cause the people to seek extreme solutions to ‘*’9)'” ., gl

| [

5. Since 1950, however, the rationale and objectives of U, S, for-
mmmnumm-mwuum‘ We have
fought & miner world war -~ the pelics sction in Kovea. We have yearmed
ourselves and the nations of Western Europe, MthuhbﬁMﬁw
mﬁwmmn-mMyummum.ﬁ’nH//

6. Perhaps one of the major sources of confusion has been the de-
velopment and growth of a program of military assistance which was originally
grafted onte the economic program and now all but encompasses it, Today,
90 percent of our total foreign assistance goes to countries that sign military
nical and development assistance has been presented to Congress as a "de~
fense requirement”,

it

"ﬂ‘(“:ﬁ‘ d “b6d o Al 2 - 4 o BT
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; ?.mumwwmw”mﬁimmwm;umwm
practice of giving economic aid to countries with which we have military al-

liances under the label of "defense support”, we have further confused our.
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can "pay off" only in the long term. Seme part of U, S. economic aid is
ugsed to tide countries over particular crises. We supply wheat to Tunisis
to avoid a famine., We assist Vietnam to restore a war-ravaged ecanomy.
short-term objectives are important, anmum&mnuumm
tool of U, 8, foreign and defense policy. But this is outside of the scope of
the present task which the L D, A. B, has set for itself. We are concerned
with the considerations which bear oa the U, S, interest in long-term foreign
9. In addition to the confusion introduced into the economic aid
Wwwm«mmm.mumz
The people, the Congress
: have come to expect our economic aid programs
nuwnmmmwmmmmum%mumm
10, We expect our economic assistance programs te earn the United
mmmmumm te make the United States popular
abroad. vnmtmmmmmhsmhmm
countries. We expect to strengthen the particular governments receiving
U. 8. aid and to have them follow U, &mmnmmm
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immediate results, especially in the reduction of Communist 8 rength, in the
countries receiving our aid, Wamummﬂmmaﬂm
mﬁmﬁmmmmw.awmmuummm
amemm Vumtm«mhmmw
strengthen the military power of friendly countries. (And yet, at the same
mﬁw&mmyw;

11. It may be possible that our eceonomic programs could achieve

many or all of these expectations. It would certainly be desirable if most
would be realized. But for many reasons we must not count upon these
results, Moreover, if we have them as the goals of our pregrams, we make

a. It is unreasonable to expect that foreign aid would make the
that it 4o 80 to be suecasaful. The donor-recipient relation-
and ourselves, and the former are exceedingly conscious of
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increasingly hostile to the idea that they can be dictated
to or dominated by a strenger power, It is much more
important to U. 5. security and future well-being that
these countries develop a sense of pride and a confidence
extent of their dependence on the United States. We do
not want a new type of colonialism; we do want strong,

b. The United States should not expect to obtain diplomatic or
military eollaboration in return for foreign economic as-
States in a diplomatic or military allisnce if it is to its
advantage to do 80, The European countries joined with the
United States in NATO because this was the case. Had they
joined under U, S. economic pressures or inducements, the
little willingness to support it on the part of governments or

¢. The association of U, 5. foreign economic programs with
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United States as a warlike, aggressive power. The Soviet
Union has taken advantage of this and in its foreign economic
programs makes much of the fact that it has no "strings" at-
tached. Aid to strengthen friendly military powers abroad
will certainly continue to be an important toel for U, 5. pelicy
makers, It would be desirable, however, if this could be
scparated at least conceptually from a general program of
aid which has as its objective the economic growth of the

d. It might be desirable if foreign countries were to establish
political and economic institutions similar to those which we
we desire. The example of U. 5. performance at home and in

e. It is true that the United States has an impoertant narrow econ-
omic interest in the expansion of production and markets in
to justify a governmental aid program. If our objective were
to further the economic interests of this country, it could preb-
ably be done more efficiently by spending the same amount of
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schools within the territorial limits of the United States
itself, or by reducing governmental expenditure and taxation,
M.MMMW‘:W
 which has U, 5. economic improvement as one of its primary
ebjectives would be bad. Even if this were not an explicit
U. S objestive, 1t would be dtffienlt, but uet inpossidie, o
convince foreigners that the U, S. program was not & means
 of selving our own domestic economic problems. (For ex-
ample, in Western Burope in the early days of the Marshall
Plan, it was widely believed that the program was devised:
to save the United States from mass unemployment, Nothing

was price and materials controls and shortages of many com-
modities which were being shipped to ‘Europe. )

12. Despite the large number of objectives which U, S, foreign economie
mmmm&mhwum,humﬁm* if not
the major, instrument for building the type of international cemmunity in which
we would like to live, m:mmmﬁm&mwmmmm
this country a tool, for good or for evil, which canunot be overestimated.

13, Thereforve, the LD, A. B, believes that it is of overriding importance
that the United States develop a basic philosophy as te its interest in foreign
economic development. MMMmmtmmmMm




14, We seem to do this in other fields, After long years of debate,
subject is still debated, but the issues are the school building budget, teachers'
k. -,._‘m_.j ‘! ;

WMWM#W:M&W&&.
mmmmnmmmmwammmma
the amount of aid, the merits of loans and grants, the advantages of unilateral,
bilateral or multilateral administration, the proper role of private foreign in-

_Mam S, foreign development policy is agreed to by the U. S, people,
16. We of the 1. D, A, B, feel that if we can help to find such a con-
sensus, we will have performed a useful function,




O. The Present and Prospective World Setting

17. U. 8, policy and U. 8. public opinion during the post-war decade
have been completely absorbed by the problems crested 28 a result of the
bi-polarization of world power between the United States and the Soviet Union.
m.nmmmmmummammmummm
problem of our time. But in our preoccupation with the struggle between
ourselves and the Soviet Union, we have tended to overlook the fact that the'
non-Communist world is itself split into two parts - the developed and the
underdeveloped countries. We are just beginning to realize that, in the latter,
& revolution has been taking place -~ a revolution which may well be the single,
most significant factor of the latter half of the 20th Century.

18, The ancient civilisations of Asia and the Middle East, once dynamie
and creative, but stagnant throughout much of modern history, are now awakening.
The social revolution which is taking place is sparked by a rising tide of
nationalism which demands expression in freedom from colonial domination.

(Since World War II, more than half a billion people in Asia and Africa have
gained national independence.) Coupled with this aspiration for independence
has come a pressing demand for more of the material things of life and for
a feeling of personal pride, prestige and dignity.

19. This growing revolution can only be ascribed to the impact of
Western economic and political ideas and values on the underdeveloped areas
of the world, In this respect, Communism is & Western ideoclogy; it joins non-

Communist thought in preaching that there is an alternative to traditional poverty
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and that man can, within very wide limits, remake his way of life to achieve
greater material benefits for himself and greater power for his nation.

20. But this sapuul.at Western ideas and the achievement of national
independence have not yet brought the human betterment which is so urgently
demanded. Moreover, there is no reason to believe that most of the underdeveloped
countries are on the threshold of achieving a satisfactory pace of economic growth
or even a slow, but steady, rate of increase in per capita production. The reasons
are diverse and complex. mmumapm which resulis from
the decrease in the death rate as low cost health measures are introduced,
coipled with very low incomes, which make saving and investment very difficult
and very limited, constitute the basic economic problem of the underdeveloped
countries. There are other problems as well, A business or eatrepreneurial
spirit and class must be developed; new techniques mth‘Ws able admini-
mnmsummm‘mummmmmmmm
interest must be established.

21, Addition foreign capital could make an important contribution, but
it would, at best, be marginal. By and large, the economic development of Asia,
Africa, and Latin America will have to be accomplished by the people in, and the
capital of, those areas. And there is litile reason to be optimistic about the success

with which this can be done in the first two areas,
22, The gap between the developed and underdeveloped countries of the
non-Communist world is very real and very wide. It is compounded of many
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different factors. We are extraordinarily rich; the people of the uéudmhptd
countries are extraordinarily poor. We are white; they are colored. We have
M identified with colonial and imperial powers; they are acutely aware of their
recent status as colonies.

23. In the field of economics, the present gap between the developed
and underdeveloped countries of the non-Communist world is so wide as to defy
simple description. Moreover, there is little doubt that regardless of what

United States mmmyhb&nmm, this gap will grow rather then

narrow over the mext two decades. (If India, for example, were to achieve its
present economic goals and to double its per capita income by 1975, this would
be a tremendous achievement. Ye$, each man, woman and child would have

an income of only & liktle over $100 per year. Os the other hand, if U. 5. per-
gonal income were to increase by only 50 percent over the same period of time --
less than seems probable to mosi observers -- our per capita income in 1975
would exceed $3, 000 per person. This means that the absolute gap between
personal income in the United States and personal income in India would have
risen from less than §2, 000 at present to about $3, 000 in 1975.)

24. The problem which faces the U. 8., as a leader of the developed
countries of the non-Communist world, is how to prevent this growing economic
gap from creating an even more disruptive and chaotic situation within the non-
Copmunist world than now exists. It is a problem which U. 8. foreign policy
cannot svold. The usdezdeveloped countries contain & third of the world popu-

lation and take in more than a third of the world's land area. They are the source




of many important raw materials. The Asian-African countries now control
the balance of voting power within the United Nations, a balance previously
held by the underdeveloped countries in Latin America. The importance of
M;rmaﬂﬂgmmmcMWWMmum.

25. No one can view the social and pelitical future of the underdeveloped
;c-mm:«ﬂmtmn. There is a very real possibility that many
parts of the underdeveloped areas will ultimately fall within the Communist
orbit., Whether they do or not, the outlook is for the continuation of, and increase
in, totalitarianism, muimmmyauﬂm.mmam

26, The new soveréign states of the world have, by and large, adopied
' the political forms of Western democracy. Yet, this superstructure does not
have the firm foundation in tradition or doctrine which is the case in the West.
it must be remembered that Western political democracy is ajproduct of a long
period of evolution, of trial and error, of religious and peolitical thought. This
experience is relatively non-existent in the underdeveloped countries despite

their adoption of Western political forms. hmeuﬁrha&mmﬁwmi

or military dictatorships or one party rule.

27. Communism is attractive or, at least, not repugnant, to a large
part of the elite of the underdeveloped aress. Lacking the Western religious
tradition, with its emphasis on the natural rights of the individual, and faced with
the urgent desire to speed millions of retarded, illiterate, and impoverished
countrymen iatc the modern world, there is a great tendency to use totalitarian




methods, Communism would not make for them, as it would for us, the
destruction of values built up over many years. Rather, it would be viewed

as another mechanism to achieve power and prestige for the elite as individuals,
and for the entire people as a nation. It has been successful in doing this ina
short time in the Soviet Union. Communism is also attractive to the elite in

the underdeveloped countries because it offers an emotionally satisfying ex-
planation of their country's poverty. I they are frustrated in the attempt to
achieve a satiefying pace of economic growth, they can blame this on "colonial
exploitation’, for which there is adequate documentation in Communist theory.
28. Thers are two suededsiul models for successful economic devilop-
ment -~ the democratic, free enterprise model of which the prime example is
the United States, and the totalitarian method which is personified by the Soviet
Union and Communist China. The people and governments of the underdeveloped
countries are not commitied to either model. Given the many economic and
social problems which exist in the underdéveloped countries, » totaliterian,

if not & Comymunist answer, may appear to many to be a simple way out. Speaking
two years age at the Becentennial Anniversary of Columbia University, the
Ambassador from Pakistan stated the problem as follows: "An empty freedom

under which poverty and disease prevail, MMupta&nMﬂnm
bettermeni even if iis promise is accompanied by political slavery. "

29. Even if Communism does not develop in the fertile soil of frus-
trated ambitions in the underdeveloped countries, chaotic and slisrupting events
seem likely to be the rule rather then the exception. ‘Mmumm
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ample number of powder kegs which can easily be ignited: Arab-lsrael,
Afghanistan - mmmm hidia, Indonesia - mmm:mmm
lands New CGuinea, Egypt - Sudan. w {aternal strife and revolutions
seem more likely than not. All of these contingencies raise real dangers to
mm::uaummummm They require the U. 8. to
mwmmwmny«mmmm
which could set off mass destruction. They become increasingly unbearable as
two decades, ammwamdmmmﬁumam

U. 8. 5. R, will have substantial thermonuclear warfare capabilities.
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. The U, 5. Interests in Forelga Sconomic Growth

30, With this situation and this dark cutlook, is it in our national
interest and should it be an objective of cur foreign economic policy to give the
underdeveloped countries substantial assistance in their drive for economic
betterment 7 Can this help in creating a world in which our pesple can continue
to live in accordance with th eir ideals and traditions? Or would U, 5, interests
be best served by building up economic strength at home and by granting only
limited military assistance to friendly goveraments to prevent internal dis-
arder and to deter extefnal aggression.

3. The LD.A.B. firmly believes that it is in the intevest of this
&muqunwwmmmmutumucmam
‘world, . There are two reasons for this -« cue is political, the other, moral,

32, mpmmumuﬂiau. It is the belief that economic

ms of the underdeveloped

bf}ruwiabwj«; N ;»Mia

Aecelerated growih of industry, commerce, and government services .
tu provide more jobs and more economiec opportunities for the growing middle

" classes in the underdeveloped countries. lavolvement in the economic development

of their nation, or even the ¢concmic advancement of themselves and their
families can channel the ambitions and energies of the new, restless, and
important middle class into construetive, socially desirable activity, and away
from domestic revolution ~- towards Communism or, more likely, ancther form
of totalitarianism -« and away from adventuristic nationalism which would restult




in the starting of local wars of conguest.

34a. The U, S, has faced similar difficult social and political problems
in its own history -~ most recently during the days of mass unemployment in
the 1930's. But, our own unemployed and underprivileged did not accept extreme
solutions, as many prophesied, but were able to find employment and personal
satisfaction as our economy recovered and expanded. After a brief period of
violence, labor and management in the U. S, are now equally responsible
members of our economic society and both seem to have fairly similar politics,
in marked contrast to the wide gulf in political belief which exists in most
countries of the world. American social and political problems are resolved
within a peaceful stable framework of law and order.

34b, The existence of an expanding economy in which intelligenc ¢ and
MMkmmmmmmmmMmmamwMWW

«Mahu society far beyond the dreams of the founding fathers or even of the
prophets of only two decades ago. |
35. Fallurs 4o sohiove s sallsfying pass of sconsmie growth fn (e
od countries would be serious. These countries wast economie

development and are struggling to achieve it with all the means at their disposal.
Governments which cannot show some progress in this direction cannot long hold
power except by domestic repression or by organizing the layuhy of the population
through external aggression,




relations -« trade and aid +~ with the underdeveloped countries, Thishes
mhmnmamwwmuamm:mmm
not in aggression or domination of countries cutside of the Bloe, but interested
solely in their economic growth. This peliey of the Communist countries has
been in effect some two or three years now, but it camnot be expected to have
achieved substantial resuits in such & short time, Fortunately, the events of
the past month have done something to show the Soviet's true color. Nevertheless,
the Soviet foreign economic program can be expanded and cam do much to increass
the sympathy of the underdeveloped countries for the Communist regime and

37, We should be under no illusion that economic development will
solve all problems., We know that it will create many problems in the countries
undergoing the process, and, as a result, for the United States. Economic and
social change is disrupting the centuries old patterns of life, habits, and traditions,
But the problems ereated by the social revolution already in process can be eased
only by more econcimic growth than seems possible without cutside assistance.

37b. It must be noted that the impact of Western ideas has given rise to
mmmww;mmmm;mmwgmm* ;
tations of further economic growth, m«mmnmtm.mymhh
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self-sustaining economic growth. But if the margin between expectations and

or achievements too small, there will be created a serious politieal problem.

_ This is a real and dismal possibility. |

38a. Mevertheless, the LD.A. B, hﬁm that economic development
 can solve or ease many of the social and political problems of the underdeveloped
countries and can, therefore, help to bulld the sort of world in which the U. S,
can more readily live in accordance with its own demoeratie traditions, We know

T mumm“ammm But we mthaﬁpm

aid poliey by the U. 8, |

38b, We are vitally concerned with the revolutionary changes which are
taking place in the underdeveloped countries. They may well determine our
own fate and that of our civilization. We believe that we can help these nations
to achieve a reasonable pace of economic growth, although even this is not
certain. But, most important, we believe that we can help to heal the gap in
the non-Communit world by working with the people of the underdeveloped
countries to help them achieve what has become one of the driving forces in
their lives.

38¢. We know that there is no other device -~ no diplomacy, no
military force -- which can achieve U. 5. foreign policy objectives in these




39. Th. LD A.B,

wa[m«n\y:m society. We should not be self-consclous because of
NMhWQMhemetﬂmm.-m‘mwm
at its noblest. America is concerned with spirtual and moral values. We can
demonstrate this to curselves and to the world by the way we share our
material abundance and technical inowledge with the less fortunate of the globe.
40, “Winston Churchill once called the Marshall Flan ‘the most un-
sordid act of history.' His generous words reveal his feeling thet many Americans
suppirted the Marshall Plan not merely because it was good policy but also
because they were genuinely concerned for the people of Britain and Europe
and felt their own fate to be inextricably linked with the fate of European
civilizsation. The Marshall Plan was not a humanitarian enterprise; sid to
Europe was vitally important to cur security in the years 1947-50. But the
moral overtones of the Plan help to account for the creative vigor with which
it was administered -- and for the answering vigor of the European response.
Had our aid been motivated solely by considerations of national advantage,
it would not have been as successful as it was in building a sense of community
within the Western world,” 1/
4l. The channel through which we can hope to transfer to the people of
the underdeveloped countries semething of the values of our way of life is our
mutual concern with economic growth. Our values cannot be transferred by

1/ From an address by, Van Buren Cleveland before The Natianal Academy
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by words alone. They can be transferred by deeds, by working together for a
areas failing to accomplish any perceptible economic progress. Even if they
do achieve some growth by their own efforts alone, slowness of the growth and
the widening of the gap between them and us may well create political and
moral problems which we cannot now foresee and which it will be too late to
 trestiadeesdecreefremmw. |

: 43, We believe that we face a situation in which U. S. self-interest
and U. 5. ideals both support the same eourse of action. We have an opportunity
to assert a moral and political leadership, an opportunity which will certainly
be lost if we attempt to calculate its benefits in the same currency in which we




44. The major purpcse of the present study, to decide whether there
19 & fandamenisl U. 8. intevest in foreign ssonscmnic growih, has beea achleved.
This leaves, of course, many important and difficult problems unanswered, The
LD.A.B,, composed of representatives of the main streams of American life,
does not presume that it has the technical inowledge to provide specific answers
to these questions. Yet, it feels that it cannot avoid raising the major questions
um»hmwmmmumummm:
le., Thus, in this section of the report, the basic policy problema are raised

A, What should American economic assistance be used for?

45. Let us confine the discussion of this question to the economic
development of foreign couniries. We are not comnsidering whether we can
“buy" friends or "buy” diplomatic or military allies. We will not consider the
use of aid to achieve short-term objectives or to meet shori-term problems
such as & famine, an il import financing crisis, or a budget crisis of a
particular country. Let us also rule out considerations of what economic aid
m«%hﬂuumm’;wmm‘ This does not mean, we
repead that it is not legitimate to use America’s economic power to meet short.
term problems or to strengthen the military power of friendly nations,

46, What is left? Foreiga capitsl in general, and U, 8, aid in
particular, can be used either to raise the rate of investment in a country, or
the rate of personal consumption, or both, It is clear, however, that ne
American aid program of moderate proportions -~ say, $5 billion per year --
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could directly raise amm;-ei living of all of the people in non-Communist

Asia or Africa sufficiently to make a serious impact. This flows from the

simple fact that there are in non-Communist Asia and Africa about one billion
people. Thus, the most that an aid program could accomplish would amount to
only, at most, several dollars a year for each individual, Moreover, the amount
of this type of aid could have to be continually increased or it would have no

new effect; the same amount of consumption aid the second year would see no
additional increase in consumption. And it would not increase employment or

capture the imagination or the constructive energies of the people of the under-

developed areas.
‘ 47. This does not mean that the U, 8. could not make an improvement
in the standard of living of 2 small area, like the Republic of Korea or the
Jordan Valley. But, it does mean that as a general proposition for all the
underdeveloped areas, consumption aid could not hope to achieve anything
substantial and would involve the U. S. in an endless and growing program.

48. American economic assistance can, we hope to show in the
following section, have an important impact if it is concentrated on raising
ﬁu level of capital formation, the rate of investment, in the inderdeveloped
countries of the world. In this manner, the process of successful economic
growth can be started or stimulated futther so that per capita consumption can
eventually rise and the requirements for increases ﬁ capital can eventually be
supplied by the country itself, supplemented by normal flows of capital from
abroad. In this manner, the process of economic growth can be accelerated and
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and the energies dm‘iMMhnM# in socially constructive tasks,
| 49. What can the U. S. expect to accomplish and what should the

people of the underdeveloped areas expect to achieve under an expanded
American economic development assistance program? Neither should be
allowed to anticipate that the gap in the standards of living between the developed
and underdeveloped countries will close. In fact, as pointed out earlier, there
is every reason why this gap will widen. But, what can be achieved and what
we believe may be sufficient for the success of the program, is what the leaders,
the middle class, and the mass of the people of the underdeveloped countries
be given hope that their own economic situation can, and is being, improved.
What is important is that these people do make substantial economic progress
in terms of useful employment, of growing per capita production and growing

B. How much additional foreign capital do the underdeveloped

ire"? | |

50. This is an exceedingly difficult question to answer even if &
definition of "require” could be agreed upon. The "requirements' the U, 8§,
should have in mind are basically political or psychological, as suggested
above. Translating them into economic terms is necessary but far from
simple; turaing the economic objectives into aid requirements is easier, but
only by comparison.

51. But the task is not hopeless. Having limited U. 3. objectives
to raising the rate of capital formation in the underdeveloped countries, we have
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set an attainable and roughly measurable goal. Gross capital formation in the
non-Communist countries of Asia and Africa is currently estimated at about
$7 billion per year. 1/ (Ia Latin America, where private invesiment can play
the primary role, the gross capital formation is about §8 billion per year.)
Obviocusly, a relatively moderate U. 5. Governmental effort could make a
significant increase in a rate of capital formation which is so restricted.

52. But how much money should the U. 8. Congress appropriate?
It would seem desirable to err on the high side rather than on the low side at
the beginning of the new program and to apply rigorous criteria as to the
expenditure of the funds. wmmwznudmmhmgmm

a large sum of money. if this is done, however, and if the Administration has

to ask the Congress for an additional appropriation, it would be a sign of a
successful program, Only afier economic growth is well staried can large
amounts of capital be sbsorbed. The real danger and a real sign of failure
ﬁmwmmuummwﬂmsmmmwamumm
reason to believe that this is the actual situation at the moment.




c.
3. The question of "how long” is really part of the guestion “how mueh”,
and is jJust as difficult. And the I.D.A.B. does not have & definite answer
to this one, either except to note that a program to stimulate sucecessful
mmu,mmu,-'m-tmmﬁ It will take a long
time before the metions of Asis and Afriea are in & position to supply their
expsnding consumption snd cepital requirements from their own resources or
from the normal capital markets of the world.

5h. The U.8. should not expect its expanded assistance program to end
before a generation--two decades--has elapsed. It has been more than a
decade since the close of World Wer II. Yet, the U.5. is still in the "temporary”
business of extending financial assistance to foreign countries.

55. ¥While the comcept of continued aid for another gemeration, or even
more, is at first shoeking, 1t should not be. The businessmen on the Board
plan more than 10 years shead for their own firms; the university pecple are
involved in research which looks even farther into the futuwre. Is it un-
reasonable to expeet that U.S. govermnmental policies concerned with the basic
problem of the type of world im vhich we and our childrem are going to live
should look less far into the future then business or academic research does
for their own special spheres of interest? Finally, we believe that it would
be & serious diversion of effort and time, to debate the problem of the
length of the program. The important thing is that it be stable and con
tinuous for, at least, the near term and that quick results not be expected.

56. Tt seems clear that the United States ecan afford a substantisl
progrem of economic assistance to the underdeveloped countries. We say this
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in full recogunition of the wrgent needs of this country for schools, for highe
ways, for tax reduetion, ete. This judgment stems from the megnitude of the

foreign needs and knowledge of the strength of the American economy. Total

American production is now running at the rate of $414 billicn per year. It

has been increasing at about three and one-half percent per year, or by an abe
solute amount of over $14 billion per year. In other words, a large increese
could be made in the rate of capital formation of the underdeveloped coumtries
with no reduction at all in U.S5. income and with only & small reduction in the
amount by which owr income increases each year.

57. When the I.D.A.B. first spprosched this guestion, its immediate enswer
was the simple and obvious ome: losns. If loans rather than grants were made,
the recipient country, as well as the lending sgency, would be more frugal in

the use of the resources. We are convinced of this, and therefore comtinue to
have & bias in favor of losss.

58. But, on further examimation of the problem, we recognized important

qualificstions. Renumerstive investment will be made by private capital, which
should be encoursged; fairly sound projects will also be finenced by the IERD,

the Internstional Fimance Corporation (IFC), end the Bxport-Import Bank. Thus,

what will remain for the expanded progream which we envisage, are the less obviocuse

ly renwmerative or sound loans. ioreover, repayment will certainly hinder the
future accumulation of capital by the underdeveloped countries. We cannot en-
visage & time when their situation will be such that peyment of interest and
prineiple will not be & serious burden on them.

59. Thus, we suggest no firm answer to this guestion except that it be
handled Judiciously in the future whem the question of repayment arises. In
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&, Basiecelly, there sre two devices which can bs employed in an aid
program., The firet is illustrated by the present Ul ald program which is
largely a bllateral one. It has the distimet sdvantage that the U.5, has com=
plete control of the funds. Since objestive eriteris for sllocating srants ard
mmmmdﬁmmmm,umzm
tion d epends upon political and soclal jwigements, U.3, costrol is an important
factor, it the same time, U.3. distribution of funde makes it clear thet whatever
eredit or popularity does result frem the giving of aid accrues to this country.
é1, But, there is a widespresd feeling in the rest of the world im faver
of enlarged multilateral programs, This would have some advantage in reising
funds from Western Eurepe and Japan. It should not be overestimated, however,
as the amounts involved are likely to be smell, Secondly, the frictions and
antagonisms likely to develop in a bilateral donor-recipient relationship are
not likely teo affeet a multileteral organisation as seriously as it would the
U5, An intermationsl ageney could impose tougher restrictions onm the use of
aid than could be imposed br the U.5, without insulting the sensitivities of
the new nations.

é2. These arguments, especlally the latter, are compelling reasons for
U.8. support of an enlarged multilatersl aid program. We could multilateralize
the giving of ald as is the case of the I™ID and the proposed Speeial United
Nations Pund for Economic Development (SUNFID). We could multlaterslize the

giving of advice, the smofmm-, a5 has been proposed in g
noteworthy book on fereign aid by Drs, Max Milliken and ¥W.W. Reostow of M.I.T.




o
e could multilateralize the administration of an aid program, as has been
nusuud.barom.

63. SUNFED has many advantages, one of which is that there seems to be a
mdmrnttmumtammuummwcmmu
Western Europe. It has two major disadvantages. With each nation — reeiplent
and domor - entitled to ecusl voting, it seems likely that eriteria for the
distribution and use of aid vill not be as rigorous as would be desirable, fius,
hmmMnmlmbmhmnuummuﬂhuuqupm
tion than the smaller underdeveloped ones, UJecondly, SUNFED is likely to be
relatively small, being limited by the faet that the nations have to match the
U.8, finsncis) contribution. An initial espitel of $200 milllon has been proposed.
It would seem desirable to support this limited propesal which could make
-mmnummﬁ.mm-mmnmwwoxm.

blyo There is something to be said for internmstiomal agencies which would
sereen recussts for loans to make sure they meet rigorous eriteris. Similarly,
there is much to be said for having thie international sgeney, or a sepsrate one,
administer part of the funds. In fact, a separate internatiomal aduinistratien
could be established for each large project. One such example would be the
Jordon Valley Development Program.

65. The IDAB believes that the demsnd for grester multilsteralizstion of

V.2, ald should be considered favorably, but that there is no wrgency to come

up with a new institutiomsl arrengement for the estire program. This is some-
thing which ean start off slowly, and which can be shaped by the lessons of
experience. It is importent that consideration of apprropriate aid institutions
or mechanisms not interfers with the acceptance of the principle of the need for
a larger aid program. An expanded progras could easily wtilize the existing
institutions — primarily 1G4 — while other institutions are staffing end

exverimenting.




66. As noted esrlier, the 1.0.4.B. feels strongly that the snnual review
of the furdamentels of U.3. foreign development poliey is s harmful, destructive
process. It gives the sppearance of instability to sur aid progrems, which
though certalaly not fustified by U.S. performance, is nevertheless damaging
to U.8, interests. Thus, the IDAB believes that a large Capital Pund ought to
be established with perhaps as much as $1C billion for the making of soft loans
and granis for the economic development of Asias, Afriea and Latin America.

7. Such & Fund would demonstrale to the world the stability of the U.S.
mh%ﬂ.ﬂd. It would sveid the problem of making accurate appralsals
of the amount of aid which should be expended in any fisesl year. It would
zive the Administration the permanence and flexibility which it needs to plan
and earry out s suecessful prograrx of economic development.

éa, We are convinced that private foreign investment is of great importanece.
In the pest-war years the quantities have not besn large, and they have been
directed almost entirely to Latin America and Cansds., Nevertheless, we recognize
that there sre many "cualitative" advantages to private investment abroad which
are underestimated as mmeh as the “quantitative” effects are often exaggerated,
Frivete investment generally brings with it msragerial skille ard kuow-how

which are as importent to the underdeveloped countriss as ix the eapital itselrf.
9 Keasures should be considered to stimmlate private foreign investament,
This 45 & problem which the IDAB is studying in considersble detail, especially




INTERNATIONAL COOPERATION ADMINISTRATION
Washington 25, D. C.

SUMMARY OF BASIC DATA ABOUT THE

INTERNATIONAL DEVELOPMENT ADVISORY BOARD

Legal Basis: The Board had its origin in Section 409 of the Act for Inter-

national Development enacted in June, 1950, and in Executive Order 10159
| of September 9, 1950. It is currently included in the Mutual Security Leg-
islation as Sec. 308 of the Mutual Security Act of 1954. (Public Law 665 -
83rd Congress), as amended.

Purpose: To advise and consult with the President, and such other officer
as he may designate (Director of International Cooperation Administration)
+«.., With respect to general or basic policy matters arising in connection
with the operation of --

1) Development Assistance Programs.

2) Technical Cooperation Programs.

3) Programs designed to Encourage Participation
by Private Enterprise in Achieving the Purposes
of the Mutual Security Act.

Special Activities of the Board:

1) When the Board was first convened in 1950, under the
Chairmanship of Nelson A. Rockefeller, President Truman requested that
it make a study "of desirable plans to accomplish with maximum dispatch
and effectiveness the broad objectives and policies of the Point Four Program. "
In response to this request, the Board issued a report "Partners in Progress!"
in March, 1951. Among other things, this report recommended the central-
ization and unification of major foreign economic activities, and the creation
of an International Finance Corporation, both of which recommendations have
been carried into effect.




2) In December, 1953, under the Chairmanship of Eric
Johnston, the Board issued a series-of "Conclusions and Recommendations"
regarding Technical Cooperation Programs. This report has been used ex-
tensively by the U. S. representatives in the UN and by representatives of
other nations to that body.

3) The idea and plan for the Inter-American Investment
Conference,; held at New Orleans in February and March, 1955, was
first developed by the Board. This conference brought together approxi-
mately 1,000 businessmen from the United States and Latin America to
discuss the possibilities for accelerating economic and social develop-
ment in Latin America through private investment, Subsequently, the
Board aided the Cuban Investment Committee and the Florida State Cham-
ber of Commerce and the Pan American Commissien of-Tampa in organ-
izing a Cuban-American Business Conference, which was held in Havana
in January, 1956. At this meeting, representatives of private business
in Cuba and Florida discussed specific mutual problems of cooperation
and investment, and arranged for continuing interchange of investment data.

4) The Board has made numerous recommendations to the
President, and to the Director of the ICA (and his predecessors) for their
action. Among the matters reported on in 1956 have been: the necessity
for long-term planning for foreign aid, the principles which should govern
utilization of the Asian Development Fund, and the critical importance of
action on an enlarged program for malaria "eradication" as contrasted
with present malaria 'control" gctivities.

IDAB
7/13/56
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September 7, 1956

Dr, Max F, Millikan

Center of International Studies
Massachusetts Institute of Technology
Cambridge, Massachusetts

Dear Maxs:

It was very good to talk to you on Wednesday, but I miss
the personal touch which the telephone can't and a martini or
beer can supply.

I seem to be continuing to follow you around. As I
mentioned, I am about to join the International Development
Advisory Board (the Johnston.Board, formerly Rockefeller) to
do a general review of U. S. interest in foreign economic
development., (Attached is a paper which tells you and me
what the I.D.A.B. is all about.) We, of course, read with
great interest your and Walt Rostow's forthcoming book on
the subject and, as I mentioned, would like to distribute
copies of it to the Board as soon as possible.

We were also jealous of the fact that you have been
advising the Senate and would appreciate whatever advice you may
" have to give us on what our Board can do in this broad but Jree”
crowded field, -

Attached is a copy of a paper by Bert Gould criticizing i
the concept of the use of capital-output ratios® I think it
is a good paper and hope that you may find it of value.

I hope that we will be able to get together when you come
to Washington. I am shuttling back and forth between my State
Department office (telephone = RE-7-5600 or Code 191, x=37L2)
and the I.D.A.B. office (ST=3-6400 or Code 140, x-2293).

Please send my regards to Bill Malenbaum, Charlie Kindleberger,

and, if you ever cross the river, to Arthur Smithies, Jim
Dusenberry and Guy Orcutt.

ﬂ, Sincerely yours,
Alfred Reifman

2 Enclosures

bl ;
L




September 13, 1956

Mr. Alfred Reifman

International Development Advisory Board
International Cooperation Administration
Washington 25, D, €,

Dear Al:

Thanks for your letter of September 7 and the
enclosures which I have just received., I have been
meaning to write you since receiving your phone call
but have only now been able to get to it. We dispatched
the requested number of copies of our manuscript to you
after you called and you should have them by now.

Walt and T have given some thought to what your
committee might usefully concentrate on. You will, of
course, have to cover some of the central issues that
all of the other groups working on this business will
tackle, such as the relation between military and economic
assistance, the basic rationale of assistance programs,
the best institutional arrangements to handle future
assistance programs, etc.

In addition, it occurs to us that there are two
important topics which, so far as T know, the other groups
sre not planning to dig into deeply and which badly need
a further look,

The first of these would be 2 series of case studies
on the relationship of political evolution and politiecal
behavior in particular foreign countries to economic
developments including, but not confined to, assistance
programs, As you will se:from the manuscript of the
paper Walt and I have prepared, we believe that the case
for continued economic assistance rests very critically
on the importance of internal economic developments in
the underdeveloped areas to their political health and
dedication to democracy. Limitations of space prevented
us in our study from developing as subtle and perceptive




Mr. Alfred Reifman September 13, 1956

These are just a few random reflections. If we have
any other ideas, T will communicaste them to you when I
‘8eek you out week after next.

Best regards.

Yours,

Max F, Millikan
Director




Mr. Alfred Reifman September 13, 1956

a description of the relation between political and
economic change as we would have liked to have done, I

am sure that you will criticize our draft on the ground
that it is oversimple and neglects a lot of complications
that are present in particular cases, We would plead
guilty to this charge without further debate, and wonld
justify our draft solely on the ground that an exaggerated
and oversimplified picture had to be drawn to get across
a central point., I feel that a great service would be
performed by perceptive analysis of the situation in such
places as Egypt, Indonesia, and Afghanistan. How valid
is it to sssume in each of these cases that reasonably
successful internal development programs would produce
results in our interest? Are there situations (e.g.
Afghanisten?) in which the instruments of political
influence are already so firmly in Communist hands that'
any strengthening of the economy inereases rather than
decreases our problems? What is the relation in each of
these countries between our economic asssistance activities
and the efforts of other branches of our govermment, such
as the State Department, the Information Agency, and the
like? How in these particular cases might technical
assistance and economic development aid programs be more
effectively used, in conjunction with other instruments of
U.8. policy, to further our objectives in these countries?

The other topic is the relationship of economic
growth in the underdeveloped areas to the economic, poli-
tical, and even psychological problems of the industrialized
ereas. In how far and in what ways will rising levels of
income in the underdeveloped world contribute to a solution
of the market and raw material problems of Western Europe
and Japan? How will this be influenced by the type of
economic assistance provided, the sort of international
trading community which all of the countries concerned can
be persuaded to construct, and the like? How can a partner-
ship development activity be organized so as to secure the
active participation of the Western European countries and
provide for them a sense that they are engaging along with
us in a constructive and imaginative program to improve
world stability?
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DEC 2 6 1956

INTERNATIONAL DEVELOPMENT ADVISORY BOARD
WASHINGTON 25, D. C.

CHATRMAN
Eric JoHNSTON

Dr. Max F, Millikan

Center of International Studies
Massachusetts Institute of Technology
Cambridge, Massachusetts

Dear Dr. Millikan:

I was sorry that we were not able to have you with
us on December 13th but wish to express our appreciation
for sending down Professor Everett E. Hagen to present
the views of your group.

Professor Hagen made a first-rate contribution to
our meeting and did much to round out the picture as pre-
sented by the other three participants.

I understand from Professor Hagen that your book
will be out shortly after the first of the year, and, although
I have read your hectographed report, I shall be most in-
terested to see the final product,

Again many thanks for the cooperation of your Center
during these past months, and with best wishes for a Merry

Christmas and a Happy New Year, I remain

Sincerely yours,

oy 1R

Eric J ston

SL)@-':_JW) +a S? [




INTERNATIONAL DEVELOPMENT ADVISORY BOARD
INTERNATIONAL COOPERATION ADMINISTRATION
Washington 25, D. C.

December 12, 1956

Eric JoHNSTON

CHAIRMAN

Mr. Max F. Millikan

Director

Center of International Studies
Massachusetts Institute of Technology
Cambridge, Massachusetts

GarpNER COWLES
Rogert P. DANIEL

Harvey S. FIRESTONE, JR.

Dear Max:

J. PETER GRACE, JR.
I expect to be in Cambridge on December 18th and 19th to

attend a seminar at the Russian Research Center, but also to get
away from the '""Johnston Report', the first draft which will have

Mrs. J. Ramsey Harnis ~ been completed by then.

Wirton L. HALVERSON

Lroyp A. MASHBURN I hope we can get together for awhile on one of these days
for the most important reason of all -- pleasure -~ and also so
Lee W. MivroN that we may talk briefly as to what you think the Johnston Board
ought to come up with in a way of a report. As I see it, the tree
Wk Meew that will grow will follow the "twig' of Johnston's testimony before
‘ the Fairless Committee.
HerscHEL D. NEwsom

Best regards. I hope to see you soon.
WirLiam M. Ranp

i T s
L. F. WHITTEMORE Sincerely yours,

Wm. C. Schmeisser, J&-
GEORGETAL BARNES

Alired Reifman
Deputy Director

EXECUTIVE DIRECTOR
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Prospective Attendance
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SUBCOMMITTIE ON REAPPRAISAL OF FOREIGN ECONOMIC AND TECHNICAL ASSISTANCE PROGRAM

Foreign Commerce Cormmittee

October 17, 1956 -~ Hey-Adams Hotel -~ VWashington, D. C.

CHAIERMAN: W. R. Jeeves

Vice President & Director
Overseas Opersations
Parke, Davis and Company

Relph M. Binney, Vice President
Foreign Division

The First National Bank of Boston
Boston, Massachusetts

John M. Coates, President
Masonite Corporation
Chicago, Illinois

F. L. Elmendorf, Senior Vice Fresident
Robert Heller and Associates, Inc.
Cleveland, Ohio.

Theodore V. Houser
Chairman of the Board
Sears, Roebuck and Company
Chicago, Illinois

Jzmes A. Jacobson, Vice Fresident
ohe Chase Manhattan Bank
New York, New York

-

Samuel K. C. Kopper

Assistant to Chairman of the Board
Arsbian American 0il Company

New York, New York

Frank T. Magennis

Vice President & Ceneral Manager
Goodyear Foreign Operastions, Inc.
Akron, Ohio

Norman T. Ness, Secretary
Anderson, Clayton and Company, Inc.
Houston, Texas

Fs Co We Paton, Vice President
Gulf 0il Corporation
Pittsburgh, Pennsylvania

Howard E. Ridgway, Vice President
The Seven-Up Company
St. Louis, Missouri

Ralph E. Smiley, President
Booz-Allen & Hemilton International, Ltd.
Washington, D. C.

o ol R T

William Blackie

Executive Vice President
Caterpillar Tractor Company
Peoria, Illinois

Richard G. Gettell
Chief Foreign Economist
The Texas Company
New York, New York

Kenneth He. Campbell
Foreign Commerce Department .
Chamber of Commerce of the U. S.

Washington, D. C.

Charles W. Vear

Foreign Commerce Department
Chamber of Commerce of the U. S.
Washington, D. C.

ol - Sl i o e A

Max F, Millikan, Director

Center for Internztional Studies
Massachusetts Institute of Technology
Cambridge, Massachusetts

(Prospective Guest for Dinner)




INTERNATIONAL DEVELOPMENT ADVISORY BOARD ’{955-

WASHINGTON 25, D. C. AD

CHAIRMAN
Eric JounsTON October 5, 1956

Dr. Max F. Millikan

Center of International Studies

Massachusetts Institute of
Technology

Cambridge, Massachusetts

Dear Dr. Millikan:

I was particularly delighted to learn from Bill
Schmeisser and Al Reifman that you had agreed to chair
the discussion sessions of the I.D. A.B. on October 30th.
I have been reading the report prepared by you and Dr.
Rostow and look forward to meeting you.

This is just a short note of appreciation prior
to my departure, on Monday, for a swing behind the Iron
Curtain. My staff will write you a more complete letter
in the near future, and I understand from them that they
are relying heavily upon your advice in the selection of
other speakers and in the outline of the program.

Many thanks for your cooperation and help.
Sincerely yours,

Eric Johnston




Eric JoHNSTON

CHAIRMAN

GarpNER COWLES
RoserT P. DaNIEL
HarvEy S. FIRESTONE, JR.
J. PETER GRACE, JR. |
Wirton L. HALVERSON.
Mes. J. Ramsey Hagris
Lroyp A. MASHBURN *
Lee W. MinToN

W. I. MyErs

Herscrer D. Newsom |
WiLiam M. Ranp

L. F. WHITTEMORE

Wm. C. Schmeisser, Jr.
GEORCETAL BARNES

EXECUTIVE DIRECTOR

‘to lead -off with "not more than three minutes',

e Pl

INTERNATIONAL COOPERATION ADMINISTRATION
Washington 25, D. C.

October 22, 1956

Dr, Max F. Millikan
Director, Center of
International Studies
Massachusetts Institute
of Technology
Cambridge, Massachusetts

Dear Max:

It was not only a great help to have you go over the
outline with us last week, but I thoroughly enjoyed our dis-
cussion at the Hay-Adams.

I am enclosing four copies of the outline for Oc~
tober 30th, and, on one of them, I have noted the people we
have asked to kick off the discussion. They have been asked
I can see you
shudder because I have upped this from your one minute rule,
but I listened to Victor Borge the other night trying to play the
Minute Waltz in sixty seconds.

Asg you can see, Grayson Kirk was not able to re-
arrange his schedule, but it seems to me that we have pretty
much of a powerhouse as it is,

If you have any questions, you know where you can
reach us. Looking forward to seeing you next week, I remain

Very sincerely yours,

4 Enclosures William C, Schmeisser

DR Lins enme,




INTERNATIONAL COOPERATION ADMINISTRATION
Washington 25, D. C.

S. FOREIGN ECONOMIC POLICY AND OBJECTIVES

Panel Discussion, October 30, 1956
Place: California Room, Hotel Statler
Washington, D. C.

Time: 10:00 a.m.

Panel Participants:

Chairman:
Max F. Millikan - Director, Center of International Studies, M.I. T.

Conrad M. Arensberg - Professor of Anthropology, Columbia.

Sune L. Carlson - Director, Bureau of Econ. Affairs, U. N.

Robert A. Dahl - Assoc. Professor of Political Science, Yale.
Richard H. Demuth - Technical Assistance Staff, I. B.R.D.

Edward W. Doherty - Office of Intelligence Research, Dept. of State.
Paul H. Nitze - President, Foreign Service Educational Foundation.
George S. Pettee - Asst. Director, O.R.O., Johns Hopkins.

Waltér W. Rostow - Center of International Studies, M.IL T.

Thomas Schelling - Assoc. Professor of Economics, Yale.

Francis X. Sutton - Sociologist, Ford Foundation.

Phitip H.~Trezise - Policy Planning Staff, Dept. of State.
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International Development Advisory Board

DISCUSSION OUTLINE FOR MEETING ON OCTOBER 30, 1956

For some months, the I.D. A.B. has felt the need for a reexami-
nation of the objectives and a restatement of the rationale underlying U. S.
foreign development policy toward the low income countries. Existing state-
ments have been unclear, at times contradictory, and, because of this, sub-
ject to increasing criticism. The Board believes that, until such objectives
have been defined and a rationale articulated in terms understandable to the
general public, the Administration will continue to have difficulties in obtain=-
ing the moral support of our people and the financial support of the Congress
for its proposed programs.

This question of objectives and rationale is a complex one. The Board
undertakes its current study with no illusions that it will produce anything
startlingly new in this field. It hopes, however, that, by discussing these
matters with specialists from various professions, each of whom has been
studying the problem, it may clarify its own thinking and perhaps be able
to contribute somewhat to the understanding of the problem which is needed.

As an outline for the meeting on October 30th, we suggest that the dis-
cussion center about the topics which are stated below:

A. What are, or should be, the foreign policy objectives
of the United States in the low income countries of the
non-communist world ?

Can economic growth in such countries make a signif-
icant contribution to the achievement cf U. S. objectives ?
Can U. S. foreign policies make a significant contribution
to economic growth in such countries ?

What are the broad policy implications to be drawn from
the discussion of the preceding questions ?

A. What are, or should be, the foreign policy objectives of the
United States in the low income countries of the non-communist world ?

Challenged as the United States is today by the forces of Soviet Im-
perialism and by the aspirations of many '"'uncommitted nations' for inde-
pendence and economic development, there is a need to reexamine the sound-
ness of our policies toward the low income countries of the non-communist
world. First, however, we must determine what it is that we are attempting




International Development Advisory Board

to achieve. What are the ends or objectives of U, S. foreign policy in
such countries ? Involved are a set of military, political, economic, and
‘humanitarian considerations. We propose to discuss them in that order.

1) For over seven years now, we have been agreed that the mil-
itary strength of the United States and that of its West European allies must
be built up and maintained. The NATO countries are, relatively speaking,
economically strong, politically stable and have a considerable measure
of support for the military policies of their governments. This is not true
of the low income countries. Nonetheless, should the United States also
attempt to foster military strength against external aggression in some
or all of the low income countries of the non-communist world ?

One view is that the military potential of these countries could
never stop a determined communist move, that the requirements of a mil-
itary build-up detract from economic strength, and that U. S. pressures
for a military program foster the image of this country as a warlike, ag-
gressive power. Another view is that a military program trains techni-
cians, widens the horizons of many of its recruits, hastens the process

of social change, and constructs public works. Moreover, overseas bases
in certain countries are considered by the Pentagon as essential to U. S.
security, and, as a practical political matter, it would seem most difficult
to curtail the military program in the countries now receiving major mil-
itary assistance, even if this is desirable.

2) A large part of diplomatic history has been the story of the
creation of alliances. Are alliances with the low income countries an at-
tainable major objective for the United States, and, if so, are they a de-
sirable objective? Ex-colonies and emerging nations are very jealous of
their independence. Should the United States be willing to accept less than
full alliance, and less than full leadership in the foreign policies of these
countries ? Is mere non-alignment with the Communist bloc, popularly
referred to as 'meutralism", too low a target at which to aim? What
should be our policy toward uncommitted nations and what effect will this
policy have on our relations with the nations who are tied to us through
alliances.

3) For many, the U. S. political and economic system has proved
its advantages as a method of achieving rapid economic growth with a max-
imum of political freedom. Moreover, countries with similar systems tend
to be our friends and allies. Does this mean that the U. S. should attempt

S
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to foster political and economic institutions in the low income countries
similar to ours ? What should be our policy toward countries where U, S.

assistance would seem to be subsidizing socialism ? Should the United

States attempt to achieve a democratic distribution of political power
regardless of the economic system ? Should the United States concern it-
self with foreign political and economic systems at all or only with spec-
ific government policies ? I

4) The internal political evolution of these countries can have
profound external repercussions. Communism could attain power not
only by external force, but by internal force and by legal means. Ir-
respective of the factor of communism, local revolutions and disorder
can be disruptive and may lead to war involving the major powers. In
the light of these possibilities, should it be an objective of U. S. policy
to strengthen the internal political stability and the internal military se-
curity of the non-communist countries ? Should we differentiate in our
policy between friendly and neutral governments, between popular and
unpopular ones ?

‘ b “%\Dé.‘f(\) 5) Much has been written of late about the challenge presented
~ &

Qg™

y social and political transformation in the low income countries. Should
it be a policy objective of the U. S. to link itself with their aspirations for
independence and development? To what extent is this question linked to
the external and the internal stability considerations discussed above or
to the humanitarian considerations noted below? Would the answers be
the same in the absence of the Soviet challenge ?

6) The Paley Report pointed out the rapid shift of the United States
to a ""have-not' nation for many raw materials. Our dependence on foreign
sources was expected to rise dramatically from 1950 to 1975. Other econ-
omists have pointed out the importance of U. S. exports to continued U. S.
economic prosperity. Recently, an analysis was made for Business Inter-
national by the economists, research and planning directors of the inter-
national divisions of 16 major U. S. firms, which analysis supports these
contentions. Is the United States' interest in sources of raw materials and
in markets for U. S. products sufficient to justify a government program
supporting foreign economic development ?

7) In defining its objectives in the low income countries, the U. S.
should make certain that its policies do not conflict, and, if possible, as-
sist in the attainment of its goals in the developed countries. Can this be
done ? Should Western Europe and Japan participate in U. S. economic
programs for the low income countries ? Can they? What would be the
political and economic results of such cooperation both in the developed
and in the underdeveloped countries ?
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8) To some extent, humanitarian, ethical or moral considera-
tions lie behind many parts of U. S. domestic economic policy, as, for
example, social security. The Marshall Plan also had humanitarian
motivations, even though the fall of Czechoslovakia may have helped it
through Congress in 1948. But many argue that such considerations
are an appropriate basis for action only by individuals or by states with-
in their own borders. Should the U. S. Government base its foreign pol-
icy on humanitarian or moral grounds?

B. Can foreign economic growth make a significant contribution
to the achievement of U. S. objectives? Can U. S. foreign economic pol-
icies make a significant contribution to foreign economic growth ?

1) In many of the low income countries, the drive for economic
development appears second only to political independence in its emo-
tional appeal. The stability of a government may depend in large meas-
ure on its ability to produce '"successful" economic growth or even, oc-
casionally, to negotiate aid. There are two successful models for econ-
omic growth. One is that of the U. S., Western Europe and Japan. The
other is that of Soviet Russia and, perhaps, will prove to be that of Com-

munist China. What are the attitudes of the governments, the leaders and
peoples of the low income countries toward economic development, and to-
ward the Western and the Soviet methods for achieving it? What are their
attitudes toward the role which the U. S. should play in their economic growth?

3 ¢

2) We must recognize that economic growth in these countries can
well raise serious problems for the United States. Economic development
has the inherent possibility of disrupting, rather than improving, internal
stability. The destruction of peasant and tribal standards of value, the
growth of a landless, urban proletariat, increased state activity in econ-
omic life, all could produce results which are inimicable to U. S. objectives.
Does this mean that economic growth is undesirable from the U. S. point of
view? Does the U. S. have any choice in the matter ? Or, does this mean
that those nations which are pressuring for economic growth are merely in

a more advanced state of political evolution which the more dormant states
will sooner or later reach? How can their economic aspirations be met with
a minimum of adverse repercussions on the U. S. ? What are the psycholog-
ical advantages and disadvantages of the act of giving U. S. foreign aid?

3) In the past three years, the Soviet Bloc has capitalized on the

preoccupation of many of these low income countries with economic advance-
ment. Though still low, Soviet Bloc trade with these countries has gone up
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markedly and a substantial amount of medium term and long term credits
have been granted on favorable terms. The Soviet Bloc has a large un-
used potential for increasing these activities. What are the implications
of this for future U. S. foreign economic policy ?

4) The Marxists argue that impoverished people will turn toward
communism. Frequently, American public officials, as well as private
citizens, make statements which implicitly or explicitly accept this thesis.
What validity is there to '"stomach-communism'" ? Are better fed, clothed
and housed people a necessary condition for achieving U. S. objectives in
the low income countries ?

5) There are those within the United States who believe that more
can be done for achieving U. S. objectives in these countries by technical
assistance, exchange of persons, cultural collaboration and large-scale
support to education than by contributions to economic development. Is
this a more fruitful approach to the challenge presented by the low income
countries ? If not, are such programs a necessary companion to economic
programs, if U. S. objectives are to be achieved ?

6) One of the important factors which has contributed to social and
political harmony in a strong democratic environment in the U. S. may well
have been the existence of an expanding economy. This has provided a major
outlet for the energies of the dynamic people of American society -- energies
which in other countries have taken anti-social channels. Would the establish-
ment of a growing economy with expanded economic and social opportunities
provide a similar channel for the restless energies of selécted individuals,
if not large numbers, in the low income countries ?

7) Economic growth has been measured in terms of national ag-
gregates (total production) or national averages (per capita production) or
in some terms showing a changed distribution of income. Are these ade-
quate measures of economic growth? What constitutes "satisfactory" econ-
omic growth ? Is it the achievement of a certain level of economic activity
or of a certain pace of expansion? Is there an absolute goal, say of one or
two percent per capita per year? Is there a relative goal -- would India
have to match Communist China's rate of growth to be "satisfactory"?

It appears that no attempt to narrow the gap between the low income coun-
tries and the developed countries can be successful over the next several
decades. In fact, the absolute gap, now so large, seems certain to widen.
What are the implications of this ?
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8) Economic growth is a complex and not well understood process.
Many low income countries have been stagnant economically for centuries.
The obstacles to growth are many. Capital is lacking. Population rises
rapidly (or even '"explodes') as inexpensive health measures force down
death rates. Where this occurs, tremendous economic achievements are
required if the individual is to maintain merely his present low standard
of living. Technicians are scarce. The entreprenurial spirit is frequently
weak. Natural resources may, or may not, be abundant. In this situation,
how much influence can the developed nations bring to bear on foreign econ-
omic growth? Is there reason to believe that, within a foreseeable period,
a '"satisfactory' pace of economic activity can be maintained by the low in-
come countries without extraordinary external assistance ?

SUMMARY AND CONCLUSIONS

Our stated purpose in discussing the questions propounded in Sec-
tions A and B of this outline has been to clarify our thinking about the ob-
jectives of U. S. foreign development policy. At this point, let us sum-
marize our conclusions. Let us attempt to do this simply and in non-tech-
nical language which can serve as the basis for obtaining the support of the
general public.

C. What are the broad policy implications to be drawn from the dis-
cussion of the preceding questions?

The discussion to this point should have lead to some conclusions as
to the adequacy of present U. S. policy and programs. If it should be con-
cluded that changes in such policies or programs are needed, then a few of
the questions which will also require answers are listed hereafter.

It is extremely doubtful that time will permit a discussion of these
questions at the October 30th meeting, but we include them as a guide for
possible future discussion,

1) Additional Capital Requirements. One of the ways in which the
U. S. can indirectly affect foreign economic development is through its own
economic growth, especially if that were coupled to the sort of trade policy
envisaged in the recent Bell and Randall Reports. A more active attempt
to affect foreign economic development would involve the provision of ad-
ditional capital. Is it possible and useful to make estimates of the annual
amounts of foreign capital that could be effectively used in the low income
countries to promote "satisfactory'" economic development? If so, how do
the amounts compare with what is now being done ? Is the repayment (transfer)
problem an important limitation ?
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2) Private Capital. Part of the capital which the underdeveloped
countries need, and are receiving, comes from U. S. private investment
sources. What more can and should be done to promote this flow? What
are the limitations on the ability of U. S. governmental policy to stimulate
an expanded private capital outflow ? Differentiate between types of capital

(overhead and other) and areas, Latin America compared with Asia.

3) Public Capital. The U, S. governmental agencies, the I. B.R.D.,
the new International Finance Corporation, and U. N, technical assistance
already provide some public capital. Should this be expanded? Should the
expansion take place through bilateral programs run by the U. S. or should
the emphasis be placed more heavily on other agencies such as the I. B.R. D.,
or perhaps a new international organization? What are the merits and de-
merits of public loans, public grants, or the intermediate "soft loan' ?
How serious a limitation on the effectiveness of U. S. programs are the
annual Congressional hearings, debates and appropriations ? Should mil-
itary type aid be separated from economic aid ?

T a&a Rideed .

4) Advisory Function. One of the important contributions which
the U. S. and the I. B.R.D. makes in its aid programs is the advice which
it gives to the inexperienced technicians and public administrators in the
low income countries. Aid is an important lever for transmitting such
advice. Yet, we know that these new nations are most sensitive about
"pressure' from the U. S. How can such advice be given without the ill
effects which sometimes result from it? Does an international agency
stand a better chance at having its advice accepted ? Should the advice
be limited to technical and narrow economic questions or should it also
include broad economic, political and military "suggestions' ?

5) Impact Projects. Should U. S. bilateral aid (or U. N. multi-
lateral aid) be concerned with the building of "public relations projects' --
projects such as a dam, a steel mill, or a housing development, con-
structed entirely with aid funds -- in addition to, or instead of, less dra-
matic works aimed at the general improvement of economic conditions
regardless of their dramatic effect?

10/22/56

L. B ;famf Mﬂﬁy-{w&# |




MR. MAX F. MILLIKAN

INTERNATIONAL COOPERATION ADMINISTRATION
Washington 25, D. C.

MEMORANDUM

To: Panel Participants

Miss K. Snitehurst, Admin. Asst., IDAB

To receive compensation for your transportation and
travel expenses, please furnish pertinent details on the attached
travel information sheet and sign the attached travel voucher form,
where checked in red, after 'payee'.

Also, please indicate below whether or not you desire
to be paid the consulting fee of $50. 00 per day which is authorized
in connection with your participation at this meeting.

Yes No




