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FOREIGN AID: NEXT PHASE

By M. F. Millikan and W. W. Rostow

N the past year American economic foreign policy has moved
I perceptibly, if indecisively, back towards the path marked

out by the Point Four Program launched in 1949, the Gordon
Gray Report of 1950 and the Nelson Rockefeller Report of 1951
—a path from which the United States was diverted by the
Korean War and the subsequent concentration on the build-up
of military pacts (backed by military aid) around the periphery
of the Communist bloc.

The acceleration of economic growth in non-Communist Asia,
the- Middle ‘East, Africa and Latin America is beginning to be
recognized, in fact as well as in"word, as a major national objec-
tive, quite apart from military aid and the use of money to help
salvage crisis situations. The Development Loan Fund exists;
some $290 million has been scraped up to postpone too drastic a
cut-back in the Indian Second Five-Year Plan; surplus food and
fibers available under Public Law 480 are beginning to be under-
stood, both abroad and in Washington, as potentially a major
constructive instrument for economic development; and before
or during the NATO meeting of last December significant ges-
tures, at least, were made by the German, Italian, and American
Governments looking toward coordinating the Free World's
development effort.

Whether there will now emerge into maturity an American
and Free World economic development policy capable of pro-
tecting the common interest in a world dominated by expensive
military stalemate on the ether hand, and by the accelerating
nationalist revolutions of Asia, the Middle East and Africa on
the other, hinges in part at least on a clarification of three major
issues. These are: the nature of the American interest in the revo-

lutionary areas; the relations between private and public capital
in the early stages of economic growth: the special position and
problems of India.

The American interest in economic development (as well as
current Communist policy) flows from the historical status of
most of the nations and regions of Asia. the Middle East. Africa



and Latin America.
Economically, these stand somewhere along the path between a

relatively static agricultural society and a society capable of
applying promptly and productively the fruits of modern science
to its natural and human resources. These transitional societies
have absorbed varying degrees of modern economic activity; but
they have not yet woven them together in such a way as to make
economic growth a regular, automatic condition: productive
investment is not yet high enough regularly to yield increases
in output substantially greater than increases in population. Polit-
ically, they are somewhere in the transition from regionally
based hierarchical societies, rooted in traditional land relations,
to centralized states capable of providing a unified national
framework for modern economic, social and political activity.

Both historically and at present the building of modern econo-
mies and centralized modern governments has been driven along
less by the profit motive than by the aspirations for increased
national and human dignity. Merchants and the profit motive
played their part-in the modernization efforts of Bismarck’s Ger-
many, Meiji Japan, Witte’s Russia and Ataturk’s Turkey; but
soldiers, civil servants and nationalism were the more powerful
agents. And so it is today in Asia, the Middle East and Africa.

In these transitional stages, nationalism may be turned in
varying proportions to these three objectives: towards the con-
solidation of the central power of the new state over the old
regional interests (as with Diem and his sects in post-1954
Southern Vietnam); towards external adventure, to redress
real or believed old humiliations (as with Nasser in the Middle
East since 1955); or towards the economic and social moderni-
zation of the domestic society (as with the Indian Five-Year
Plans). No successful politician in a transitional society can af-
ford wholly to neglect any one of these tasks; that is, he must
build up the power of the central government, assert a position
of increased authority and sovereignty on the world scene, and
launch some kind of program for economic and social moderni-
zation. And these three elements of policy cannot be cleanly
separated.

How do these objectives relate to each other? If the local polit-
ical leader concentrates merely on consolidating his central
power or on rallying his people around an external objective, he
may well achieve short-run success; but he will not meet the de-
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mand for economic and social progress pressing up steadily from
the grass roots. He runs the longer-run risks of creating a cen-
eralized state without a viable political basis; or of exhausting
his popular mandate in efforts to assert the sovereignty and
power of the new nation against the external world, efforts which
fail to satisfy his people’s rising expectations for material ad-
vance. To be successful, a politician in a transitional society
must, in the end, link nationalist fervor and the new centralized
state to programs of economic and social substance.

The length of time and the vicissitudes of transition to mod-
ern economic and political status thus depend substantially on
the degree to which local talent, energy and resources are chan-
nelled into the constructive tasks of modernization. The powers
of the central government must, of course, be reasonably well
established as a prior condition, and the government must pre-
sent to its people a record of enhanced international standing;
but the long-run influence of the central government depends,
in the end, on its becoming a major source of energy, initiative
and resource for modernizing the economy—a lesson Sukarno is

being taught, painfully and late.
Communist policy is based squarely on an understanding of

this precarious transitional process. Increasingly since the sum-
mer of 1951, Moscow and Peking have sought to associate Com-
munism (as well as the Soviet Union and Communist China as
governments) with the aspirations of the political leaders and
peoples of the transitional areas for national independence, eco-
nomic development and peace. On the other hand, Soviet diplo-
macy and propaganda have systematically sought to divert their
attention from the tasks of modernization towards “bloody
shirt” policies; that is, an obsessive concern to redress real or
believed past humiliations—colonialism, Israel, Kashmir, West
Irian, etc. In this connection, the resolutions generated out of
the recent Cairo Conference of the Afro-Asian Bloc are worth

careful study.
This strategy does double work for Moscow. In the short run,

it creates costly disruption within the free world; it threatens
the supply of essential raw materials to Western Europe; it
threatens to disrupt the American air base structure; and, on the
colonialism issue, it further splits the United States from West-
ern Europe. In the long run, it creates the conditions which will
help the Communists take over power. It creates these future



conditions by diverting the energies of the new nations away
from the tasks of economic and social modernization; and thus
the people’s hopes for improved welfare are frustrated. It is the
Communist intent that, when these hopes for progress are suffi-
ciently frustrated, men and women in these areas will turn to
Communism. The local Communist parties are already steadily
at work seeking to heighten and to exploit these frustrations.

The Communist policy being pursued in Asia, the Middle
Fast and Africa is modelled closely—and, we believe, quite con-
sciously—after the Communist success in China. Sun Yat-sen
turned to Moscow for guidance and support after he failed to get
economic and political support from the United States. In the
1920s and 1930s Moscow did, to a degree, support the Kuomin-
tang while seeking to give it an anti-Western cast; but the Chi-
nese Communists at the same time, with Moscow’s help and
encouragement, pursued a policy first of infiltration of the
Kuomintang and then of military and political obstruction de-
signed to make it impossible for Chiang Kai-shek to achieve the
social and economic progress which Chinese men and women
ardently sought. And this double pattern persisted virtually
down to the end: while the Soviet Union remained solemnly
committed to support Nationalist China diplomatically, it
turned captured Japanese arms over in 1946 to the Chinese
Communists. Chiang Kai-shek’s view of reform as a second pri-
ority played, of course, into the hands of Communist policy
throughout this sequence.

There is little doubt that Moscow and Peking regard Nasser,
Nehru, Sukarno and the other non-Communist leaders of the
new nations as the Chiang Kai-sheks of the future.

It is in this perspective—of short-run and long-run Commu-
nist strategic objectives—that the Soviet economic offensive
should be viewed. In Jugoslavia, Egypt, Syria and Afghanistan,
Moscow has urgent short-term strategic objectives; and those
four countries get about three-fourths of Soviet aid outside the
Communist Bloc. In India, Indonesia, Burma, Ceylon and else-
where, the amounts of aid doled out are sufficient to build up a
measure of good will and a favorable image of Communist inten-
tions; but they are grossly insufficient to supply the foreign ex-
change requirements for a serious economic development effort.

Nevertheless Moscow is laying out considerable capital in this
effort at a time when there are ample alternative claims on Sov-
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iet resources for civil and military purposes within the Commu-
nist bloc. The problem of getting agreement within the Soviet
Presidium for this rather expensive program is undoubtedly
eased, however, by the increasing dependence of the Communist
Bloc on imported foodstuffs and raw materials. Mikoyan is prob-
ably able to claim that he can make the effort virtually pay for
itself: the old Soviet principle of balancing the foreign policy
hooks every night can be roughly maintained.

In facing Communist policy, then, we are not engaged in a
popularity contest or in a numbers racket centered on total fig-
ures for aid and trade. We are confronted with a systematic ef-
fort—diplomatic, psychological, economic and political—to ex-
ploit the weaknesses, confusions and temptations of new nations
in the transitional period so as to clamp Communism down
firmly on them before steady economic growth and the political
resilience of a modern state emerge.

Indeed, in the sweep of history, Communism as we have
known it thus far in the twentieth century is likely to be viewed
as a diseased form of modern state organization, capable of be-
ing imposed by a determined minority on a confused, frustrated
transitional society. Conversely, a society which has passed
through its economic take-off and restructured its political and
social institutions around the requirements of modern statehood
is likely to have a high immunity to the Communist appeal. Rus-
sia almost made it, but the First World War came at a bad time
'n the Russian evolution.

If this view is correct, the central objective of American policy
in the transitional areas is to use whatever influence we can

bring to bear to focus the local energies, talents and resources
on the constructive tasks of modernization. American military
strength must be used to give these nations relative security,
with a minimum diversion of their own efforts; and when it is
mutually judged necessary to generate local military forces,
these in turn should be made to contribute wherever possible
to the constructive tasks of modernization. The nineteenth cen-
tury role of the American Corps of Engineers is a suggestive
guide. Diplomatically, our stance should put a greater premium
on the posture of governments towards the modernization of
their own societies than on their day-to-day position in the poli-
tics of the cold war. Finally, our economic foreign policy must
make it both possible and attractive for local politicians to set



the aspirations of their peoples on long-term programs of mod-
ernization rather than on tempting but diversionary “bloody
shirt” nationalism.

This incentive cannot be created unless American resources
available for economic development are sufficiently big and of-
fered with a continuity and on terms such that a serious operat-
ing politician can plot a long-period course with reasonable con-
fidence!

Thus the American interest in Asia, the Middle East and Af-
rica is fundamentally political. The American interest lies in
assisting the new nations to advance toward modern economic
and political status while maintaining their independence and
assuring the possibility of a domestic evolution which employs
the political techniques of consent and safeguards the liberty of
the individual. If we are prepared to recognize—as we should—
that democracy is a matter of degree and of the direction of
change, then our objective can be described as the creation of a

world of independent, democratically oriented tafe whichhave built economic growth into their societies as a regular con-
dition. This is an objective we should be prepared to state
frankly, without embarrassment. It requires an American eco-
nomic development effort larger and with more continuity, one
with criteria for lending vastly less ambiguous (and economi-
cally more hard-headed) than our present programs. We are
unlikely to get such an effort under way until its purposes in
relation to Communist strategy are widely understood.

1171

There is a second prerequisite for a mature and effective
American economic development effort. This is increased clarity
and consensus on the relation between private and public enter-
prise both within the areas receiving American government
loans and as between the public and private sources of capital
and technical assistance in the United States.

[n the course of the last year’s reéxamination of American
economic foreign policy, there were interesting and forceful as-
sertions of three propositions: first, that private enterprise is
superior in efficiency to public enterprise, even in the underde-
veloped areas; second, that substantial untapped potentialities

1 Such was the purpose of the policy outlined last year by the present authors in “A Pro-
posal: Key to an Effective Foreien Policy ”
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exist in public policy both for expanding American private capi-
tal exports and for increased collaboration between public and
private sources of American capital; and third, that the Ameri-
can Government could do more than it is now doing to create
a more favorable climate for private investment in the under-
developed areas. These views were presented against the back-
ground of what appeared to be a relatively substantial increase
in American private investment abroad, opening up a somewhat
more optimistic vista of the future r6le of private capital exports
than that generally accepted in the recent past.

So far as the ideological debate on public versus private enter-
prise is concerned, several things have been happening. In West-
ern Europe and in other industrial societies, the old banner of
nationalization has faded markedly within the Social Demo-
cratic parties. Men have come to learn that Marx was wrong
when he regarded the public ownership of property as the only
effective form of ensuring that the public interest in the economy
is respected. Ways have been found for protecting the legitimate
public interest in economic activities without burdening the
state with heavy operating bureaucracies which, on the whole,
tend to impede rather than to encourage good public as well as
good economic policy. The slogans of youth are not easily sur-
rendered, and political banners fade slowly. There is little doubt,
however, that in the postwar decade the Social Democratic
movements have moved as rapidly as they safely could away
from the commitment to nationalization which had grown up in
the first four decades of the century.

This transition may, in time, be expected to have its impact
on the politics of the underdeveloped areas, since so many of the
leading figures there were strongly marked by Western Social
Democratic views, and many important connections remain.
More relevant, however, than the vicarious experience of Eu-
rope is the evidence accumulating in those underdeveloped areas
which have gathered economic momentum: that the expansion
of the local private sector, including the development of vigorous
efficient modern businessmen, can constitute a valuable support
to the government’s larger economic and social objectives; and
that, within reasonable limits, it can be made politically quite
safe and economically quite wholesome to permit private for-
eign enterprise to operate within their countries. These trends
are mainly to be observed in Latin America, but they color
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hopefully some American visions of the future in Asia, the Mid-
dle East and Africa; for it now appears possible that vigorous
private sectors can emerge more rapidly than our somewhat
static sociological analyses of entrepreneurship would suggest.
Once the expectation becomes general that next year’s output
is likely to be larger than this year’s, businessmen begin to think
about plowing back profits, expanding capacity and introducing

new machinery, rather tha ghnerely. clinging to the older patternof fixed output with big profit margins syphoned off to keep the
family comfortable. These transitions in the outlook and opera-
tions of businessmen obviously take time; but they seem to come
more quickly than many had thought, once the economy as a

whole begins to gather momentum.
[n this mood, a good many measures have been put forward

designed to expand the role of American private direct invest-
ment in the underdeveloped areas. These include: improved
administration of the government guarantee programs; more
substantial tax incentives for private investment overseas; the
merging of government and private funds in particular projects;
the expanded use of management contracts; the more firm nego-
tiation of treaty and other conditions designed to protect Amer-
ican private investment; and the spreading of information on the
virtues and efficiency of private over public enterprise.

Even the most ardent of the recent advocates of private over
public investment have been clear, however, about two things.
One is that certain kinds of government investment are not only
required in the underdeveloped areas but are essential to create
a setting within which efficient and profitable private operations
can grow: notably, investment in education, health, agricultural
extension work, irrigation, transport, fuel and power. The sec-
ond is that American influence to encourage the strengthening
of private sectors in underdeveloped areas and to enlarge the
flow abroad of American private capital is a matter in which
great tact must be observed. What is basically involved is that
other peoples come to accept, sometimes in the face of long-held
views, rooted in difficult past experience, that foreign private
investment and a vigorous private sector and foreign private
investment can be made to reinforce rather than disrupt public
purposes to which they are committed.

In short, it should now be possible to crystallize a clear and
well-balanced American attitude toward the issues of public
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and private enterprise in economic development and to mount
an American policy that harnesses them in more vigorous col-
laboration than we have had in the past.

What such a generally hopeful perspective and policy must
take into account, however, is that what we call underdeveloped
areas are at very different stages on the path from traditional
to modern status. The currently successful cases of private in-
‘ernational investment tend to cluster about two extreme points
along this path—that is to say, in areas which have barely
moved beyond the traditional stage and where oil and other
extractive foreign enterprises operate in relative (but rapidly
decreasing) comfort, as in the Middle East and parts of Central
Africa; and again in such new nations as Mexico which have, in
fact, passed through the take-off into sustained growth and are
rapidly becoming thoroughly modernized societies. Vigorous
competent modern businessmen have emerged in large numbers
only in these latter advanced societies, and only there has there
been a widespread hospitable attitude towards foreign private
enterprise.

In between lies the difficult transitional period in which a good
deal of Asia, the Middle East and Africa finds itself. In economic
terms, an extremely high percentage of investment in this transi-
tional period must go into social overhead capital. At the local
end this means a high proportion of government investment.
At the American end, this means a high proportion of inter-gov-
ernment loans, unless the pre-1914 private market for foreign
government bonds suddenly recreates itself. Moreover, in these
transitional periods, while the new corps of modern industrial
businessmen are emerging it is likely to be a simple fact of life
that civil servants and politicians (and, sometimes, soldiers)
will perform more of the functions of entrepreneurship than
American experience would find normal. Economically, this
stage can give way to a more familiar and congenial balance be-
tween public and private sectors only when the whole moderni-
zation process has gathered momentum. American advice and
negotiation can help in this evolution; but economic progress
itself 1s the decisive variable.

The nature of this intermediate stage explains why govern-
ments—and inter-governmental loans—may have to play tem-
porarily a disproportionately large role even outside the area
of social overhead capital. The risk of investment—and the time



before pay-off becomes possible—does not lie in the nature of the
individual project or its intrinsic soundness by conventional
banking standards. The question is: When will the economy as
a whole enter the stage of self-sustained growth? Private invest-
ors understandably draw back from gambling on the timing of
such profound historical changes. Governments—theirs and ours
—must live with and operate on precisely such risks; because,
without adequate governmental investment, the take-off may
not occur rapidly enough to meet the political pressures for it.

The nature of this intermediate stage explains also why such
devices as dollar loans repayable in local currencies make sense.
Many nations moving forward—whose take-offs are in the
American interest, but which have not yet occurred—can use
capital productively but they cannot generate sufficient foreign
exchange and international credit-worthiness until they achieve
the stage of self-sustained growth. Soft loans are one way of cov-
ering this interval whose length can not be predicted with confi-
dence. The temporary accumulation of local currencies is, thus,
a minor embarrassment in an essentially rational course of action.

Politically, in between the two relatively comfortable stages
for foreign private enterprise, occurs the passage of local history
in which a modern centralized government is created and effec-
tively takes hold. It is to be expected on the basis of history that
at some stage in the political transition the nationalist emotions
which drive local politics create a somewhat critical, if not hos-
tile, atmosphere towards foreign investment, notably if the for-
eign positions in the economy became entrenched during a colo-
aial or semi-colonial past. Knock-down-drag-out crises in the
status of foreign enterprise are, of course, not inevitable; but
changes in relationship and attitude are inevitable as the new
nations take shape and become increasingly conscious of their
sovereignty. A wiser and more forehanded free world poiicy
towards, for example, Indonesia and Egypt in recent years might
well have prevented or softened the current crises in the status
of foreign enterprise there; and Western oil companies (and
their governments) would do well to avoid clinging rigidly to
old formule in the Middle East. But it is in the nature of the
historical process taking place that a certain amount of awk-
wardness and readjustment will be required.

Thus it will take an understanding of what it is like to move
from a traditional to a modern society—a sense of history and
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patience as well as a vigorous collaboration between American
public and private authorities—to see us through into the stage
when most men and governments in the world come to perceive

that private capitalism, domestic and foreign, (aveian expand-
ing role to play in the new nations capable of reinforcing their
larger political and social objectives.
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India provides a critical focus for our economic development
policies for the next decade, and a test of their meaning. There
are a number of reasons for this. In the first place, the popula-
tion of India includes about 40 percent of all the people in the
underdeveloped countries of thie free world. Politically and stra-
tegicaily India is even more important than the numbers of her
people would suggest. The success or failure of Indian develop-
ment efforts will affect the course of events from the Celebes
to Morocco. We have not yet devoted the attention and re-
sources to Indian development problems that the American in-
terest requires.

There are compelling technical economic reasons why, at the
moment, we should be concentrating a much larger share of our
capital assistance on India than even her size would dictate. To
allocate development assistance to countries in proportion to
their population or their relative claim on our sympathies is to
misconstrue the relation between capital and the development
process. The requirements for outside capital of countries seek-
ing development vary widely depending on the stage of develop-
ment they have reached. In the early precondition stages in
which many of the underdeveloped countries find themselves,
the amounts of coptal they can productively absorb are sharply
limited by shortagesofskills,education, administrative capa-
bility, essential social overhead such as roads, ports, communi-
cations and the like, and by the absence of the attitudes, moti-
vations and political leadership that make growth possible.
Technical assistance and limited amounts of capital may have
to be supplied for some years before the country is technically
and politically ready for the take-off—the concentrated effort
to launch a growth process that will be self-sustaining.

But there does come a time when the stage is set for the big
push. The country finds itself in a position to launch simultane-
ously a wide variety of interdependent activities which rein-



force each other, and whose combined effect is to produce for
the first time a substantial forward movement in all major sec-
tors of the economy at once. India is, in our judgment, at this
critical turning point. For a decade or so, during this take-off,
requirements for foreign capital are at a maximum. Then, if the
process is successful, the country’s own rising income increas-
ingly provides the new resources which can be plowed back into
investment to stabilize growth as a regular feature of the econ-
omy; and the fact of regular growth itself permits the country,
once the take-off has occurred, to acquire external capital from
private or other orthodox sources.

The evidences that India is ready for the take-off—indeed has
already started it—are many. Over the past eight years her out-
put of goods and services has grown by about 25 percent. This
growth has occurred in agriculture, in large-scale industry, in
small-scale industry, in transport and services. In all these fields
there are investment projects on the drawing boards, Indian de-
signed and engineered, to continue the expansion. There 1s a
growing class of competent administrators both public and pri-
vate to undertake the work. There are clear signs of growing
domestic markets to buy the new output when it is ready. There
are many mere things which Indian leaders must do vigorously
if they are to accomplish the take-off, but they now have it in
their power to take most of the necessary steps themselves.

There is, however, one major economic threat to the mainte-
nance of momentum which can be met only by action outside
India: there is a shortage of foreign exchange with which to ac-
quire the resources needed from abroad for the investment pro-
gram. The drain which India has recently suffered on her foreign
exchange reserves has been caused not, as in the case of some
countries, by a decline in her export earnings nor, as in others,
by an expansion of domestic consumption. Rather it has come
about mainly by an import of capital goods, primarily for the
private sector, much larger than anticipated by Indian govern-
ment planners. This drain has been accentuated by two relatively
poor harvests; but the essential reason that India’s foreign bal-
ance is in trouble is not that her development efforts have not
been succeeding but that investment has gathered more momen-
tum than anyone anticipated. The problem facing India today
is how this momentum can be preserved.

The availability of help and resources from outside is important.
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at all stages of the growth process. But there is a peculiarly criti-
cal moment in that process, which India has now reached, when
external capital in adequate amounts and over a long enough
period becomes the key determinant of what happens. After the
take-off, as in Mexico, the external environment is important,
but non-governmental sources of capital can carry most of the
load. Before the take-off technical assistance and some outside
capital for social overhead are necessary; but the critical bottle-
necks are the needed transformations in the social, political and
economic structure of the nation for which its own leadership
must take prime responsibility. A time comes, however, when the
domestic prerequisites for success have been largely met and
when the availability of substantial external resources on an in-
vestment basis is the single most important condition of success.
India is the prime case in the year 1958 of a country in this posi-
tion. No one can, of course, guarantee that if the foreign exchange
bottleneck is removed, success is assured. Development is always
a gamble. But the risk in the Indian case appears eminently
worth taking from the American point of view.

We have taken a first step toward meeting India’s immediate
needs by arranging for a series of credits with the Export-Import
Bank, the Development Loan Fund and our agricultural surplus
disposal program. They aggregate $290 million for the current
year. In our judgment this requires extension of three sorts.
First, the annual volume of American loans needs to be increased
to at least $500 million; second, a serious effort needs to be made
to find substantially more capital from sources other than the
United States, such as Western Europe; finally, India requires
some assurance that she can count on this general level of new

credit for a period of some years.
In terms of the preceding analysis of the American interest in

economic development, the Indian scene has two characteristics
that lend special urgency to an adequate program of American
loans to that country. The first 1s that the present Indian leader-
ship has quite clearly centered its bid for national unity on a com-
mon effort to achieve constructive economic goals, in a frame-
work of democratic consent. Economic development goals are a
live political issue in India, as they are not (to anything like the
same extent) in any other underdeveloped country. Indian for-
eign policy, anticolonialism, and the Kashmir issue frequently
reach the headlines of the Western press; and, of course, they



play a significant rdle in domestic Indian politics. But the Con-
gress Party will not stand or fall at home, as Nasser and Sukarno
may, on its external successes. Indians will judge the Congress
Party on how far and how fast it achieves the modernization of
[ndia by the voluntary and essentially democratic methods it
has chosen to employ.

In India we have the opportunity of confronting the Commu-
nists with a serious dilemma. They would, of course, like to ex-
sloit Indian-Western tensions. But these are not as much at the
center of the thinking of Indian intellectuals as is the case, for
example, in the Middle Etga. The Russians would like to appear
as the friends of Indian economic development, which has come
to have genuine importance to a great many Indians. But ulti-
mate Communist success in India depends on the failure of the
sconomic development efforts sponsored by what Communists
would describe as the present bourgeois régime. As long as the
West fails to insure adequate resources for a successful Indian
take-off the Communists can successfully pursue the tactic of
providing enough help to be symbolically persuasive of their
good intentions, but not enough to make a significant difference
to the outcome of the Indian Second Five-Year Plan. Thus the
success of current Communist tactics in India depend on an
American and Western European failure to cover the foreign ex-

change gap.
The present leaders of the Indian state of Kerala, which went

Communist at the last elections, are likewise giving evidence that
they are faced with a dilemma. If within the state tor which they
have responsibility they pursue aggressive and coercive Commu-
aist policies, which the Indian electorate finds uncongenial,
they may lose their slim parliamentary majority. On the other
hand, if they are constructive and reasonable, suppressing their
distinctively Communist policies and codperating with private
interests and with the national government, they weaken their
case that only Communism can satisfy Indian aspirations for
economic advance. Their great hope, of course, is that the na-
tional effort will fail and that they can contrast national failure
under Congress leadership with at least partial success in Kerala.
We have it in our power to help frustrate this Communist hope:
but it will take substantially more than we are now doing.

Let us be clear about the nature of the danger confronting us.
There is no immediate threat of an extension of Communist con-
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trol from Kerala to the national government in India. The com-
mitment of most elements of Indian leadership to the methods of
consent and non-violence is so deep that even if economic devel-
opment lags, an early Communist take-over is exceedingly un-
likely. What is likely over the years, if development loses its mo-
mentum, is increasing conflict and confusion within the Congress
Party, a resurgence of sectional and linguistic interests perhaps
sreaking into violence, a heightening of the political and social
tensions created by mass unemployment—in short, a reversion
to the kind of political instability which tempts otherwise moder-
ate persons to support anyone who can maintain order. While
there is no Communist-inspired crisis at present, the prospects
are poor for stable and effective democratic government if the
present development program fails.

It is precisely in the fact that no great political crisis is on the
:mmediate horizon in India that our great opportunity lies, for
we have learned in many other places around the globe that the
salvage of situations which have been permitted to degenerate
into crisis is an exceedingly expensive, precarious and time-con-
suming business. In India there is still time in hand for us to use.
We can demonstrate that we have a national interest in the de-

velopment of the underdeveloped countries that lies deeper than
our concern to chalk up day-to-day points in the game of cold-
war diplomacy. Indian-American relations are important for
their own sake. But they are even more important as an earnest
of America’s determination to play a constructive as well as a
fire-fighting role in world affairs. In India, where a serious and
promising attempt is being made to forge a new nation around
the ideals of domestic progress by democratic procedures, it
would be most shortsighted of us not to do what we can to make

‘he effort a success.
The second characteristic of the Indian scene that gives it spe-

cial urgency is the interesting relation between private and public
economic activity that has begun to reveal itself in the last two
years. The fact that public and private investment are not alter-
natives but can support each other in the early take-off stage of
development has been nicely demonstrated by the Indian experi-
ence. In spite of an explicitly socialist governmental ideology,
private investment in India has recently been booming. The pri-
vate sector has, in the first 18 months of the Second Five-Year
Plan. undertaken as much investment as the planners initially



expected it to undertake over the entire five years. An analysis
carried out at the Center for International Studies, M.I.T., of the
composition of the unusually heavy volume of imports into India
over the past two years reveals that the big increase has been in
capital goods imported on private account. The purchasing power
created by public investment and the improved transport, com-
munications, power and other services resulting from the activities
of the public sector have created an environment in which private
investment opportunities have multiplied. As mentioned earlier,
it is this buoyancy of private economic activity which has been
principally responsible for the foreign exchange difficulties with
which India now finds herself confronted.

These difficulties—essentially growing pains—pose a serious
dilemma for Indian policy. If additional foreign resources are not
forthcoming, India must cut down her imports by strict controls
to much lower levels. Her leaders are now politically committed
to a variety of public projects. But even if they were not so com-
mitted, technical economic considerations would suggest that a
sharp cut in investment in social overhead might ultimately
throttle private as well as public activity. Further expansion of
the private sector is conditioned upon a steady rise in purchasing
power and a continuing expansion of transport, power and other
services. Even steel might become a bottleneck if present plans
were sharply cut back. On the other hand, if the core of the public
program is to be maintained, imports can be sharply reduced
only by restricting severely the licensing of capital imports for
private Indian business.

In short, the volume of public and private investment required
over the next decade to make full use of visible Indian resources

for growth calls for a supply of foreign capital substantially above
current levels. If this supply is forthcoming, there is an excellent
prospect that Indian productivity and output will expand suffi-
ciently over the next decade or so to permit India to carry with-
out difficulty the higher level of foreign indebtedness which
would result. If the supply is not forthcoming, not only will In-
dian development be threatened, but also a chance will have been
missed for a practical demonstration of the complementarity of
public and private activities which would be enormously per-
suasive in other underdeveloped countries with socialist precon-

ceptions.
The conclusion might be drawn from this line of argument that
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what we need is not a more vigorous program of economic assist-
ance in general but rather a special program specifically focussed
on and tailored to Indian requirements. This, in our view, misses
the essence of our case. A successful Indian program is important
at least as much for the model it can set for political leadership in
other underdeveloped countries as for its own sake. If our eco-
nomic assistance program sets up the kinds of criteria for foreign
loans that we believe desirable, emphasizing the productivity of
such loans for domestic development, India will, over the next
two or three years, qualify for a larger share than her population
would suggest. But the program as a whole should be so designed
as to provide maximum incentives for the leaders of countries
less far along to concentrate their energies on preparing their
countries to make similar take-off efforts at a later stage. Our
attitude should be that we are ready to help any country that has
demonstrated its determination to focus its energies seriously
on the problem of meeting the economic and social aspirations
of its people. This requires a Development Loan Fund with
larger resources and a longer Congressional lease than exists un-
der present legislation.

We should not be drawn by the exigencies of cold-war diplo-
macy into making investments which are unproductive and eco-
nomically foolish from the standpoint of the development of the
recipient. We will gain little long-run advantage from competi-
tive blackmail. But we stand to gain a great deal as time goes on
from a clear demonstration that we believe our interests and those

of countries prepared to make a real development effort based
on political consent are sufficiently common to justify sustained
American investment.

India, under its present political leadership, has made the com-
mitment to harness its nationalist aspirations to the tasks of mod-
ernization. The American stake in India is that this commitment
shall not fail of its purpose. The more difficult task for American
policy is to use our limited but real margin of influence to make
it as easy and attractive for other transitional nations to do like-
wise. Among the many aspects of American policy which can con-
tribute to this outcome, not the least important are the actions
we take at this promising but difficult period in Indian history.

[f we can. during the current examination of the foreign aid



issue, clarify our national purposes in the program as a whole,
establish the possibilities and limits of the role of private capital
within it, and grasp the significance of the special case of India,
it should be possible over the next year to build a stable and effec-
tive economic development policy for the longer pull. Essentially,
three elements are involved: continuity, scale, and co6rdination.

[t is evident that the Development Loan Fund will not be able
to fulfill its mission until its Congressional lease on life, is, by one
device or another, extended. The Congress may wish to postpone
such action until 1959, since the Fund is only now beginning to
disburse loans; and it is reasonable for definitive action to await
evidence of vigorous and effective administration in terms of cri-
teria of productivity. Similarly, it is evident that the present
ad hoc emergency aid to India will not do the job and that the
flow of American lending must be put on a longer-term basis if
Indian leaders are to proceed with confidence and the Second
Five-Year Plan is not to falter dangerously.

With respect to scale, it seems likely that the Loan Fund and
the level of assistance to India will both have to be somewhat
expanded. It is difficult to be dogmatic until further examination
is undertaken; but it seems altogether possible that the Develop-
ment Loan Fund will be able to justify an annual disbursement
rate of about $1 billion in loans when it has worked itself properly
into business. So far as India is concerned, it seems likely that
American loans on something like the order of $500 million per
year will be necessary for the duration of the next Five-Year
Plan and, perhaps, for some time thereafter.

The maturing of the development program requires, finally,
that methods of coordination improve both in Washington and
on the international scene. As the Loan Fund has emerged it is
simply one of a number of American instruments for accelerating
economic growth in the underdeveloped areas. Grants and tech-
nical assistance flow from the I.C.A.; the Export-Import Bank
dispenses dollar loans, and is likely to do so on a rising scale;
food and fiber surpluses are being increasingly used for develop-
ment purposes—as working capital—rather than merely to sal-
vage famine situations; and the government, in its guarantee pro-
gram and other arrangements can influence to a degree the flow
of private capital abroad. Finally, the United States has some
influence in the allocation of the hard currency loans available
from the International Bank for Reconstruction and Develop-
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ment. There is evidently a need in Washington for strong central
leadership in orchestrating these instruments around a coherent
policy towards each of the nations applying for development
assistance. The individual institutions and programs involved
have grown up, each with its own history, criteria and mystique.
Purposeful direction, backed by strong staff work, will be required
in the Department of State to make them serve the nation’s
interests. In this connection, the ad hoc organization of $290
million for India was, on the whole, a hopeful exercise. |

In addition, there remains the challenging and extremely im-
portant task of finding a method and an instrument for coor-
dinating the economic development programs, now mainly bilat-
eral, within the free world. There are powerful political undercur-
rents in Western Europe, Japan, Canada and elsewhere, which
look to such a coordinated effort as a means of giving increased

unity, meaning and vitality to the free world alliance. On the
other hand, as the NATO Conference of December 1957 revealed,
the countries of Western Europe are reluctant to commit them-
selves to an expanded and coérdinated development effort until
the American Government—in both its branches—exhibits the
determination to built a serious and sustained program around
=conomic (as opposed to military) aid. The passage of the cur-
rent proposals before the Congress should open the way, over the
next year, to the exploration of the enormous constructive poten-
cialities of a common free world economic development program
© Asia the Middle East, Africa and Latin America.
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COUNCIL ON FOREIGN RELATIONS, Ine
THE HAROLD PRATT HOUSE 58 EAST 68TH STREET

NEW YORK 2I,N.Y.

April 1st, 1958

Dear Max and Walt:

[ didn't get a chance to read your Foreign
Affairs article until this weekend and I can't re-
frain from writing to say I think it is one of
the finest, most useful analyses that the magazine
has printed in a very long time.

[ felt that many of the talks at the conference
organized by Eric Johnston on February 25th were
2xcellent, but I wish very much that we could have
nad there the kind of analysis which you presented
so ably in Foreign Affairs. It seems to me by far
he best statement for an important foreign aid
program that I have yet seen. And, of course, you
rave also given some guidelines on when very sub-
stantial injections of foreign aid are likely to
be most effective.

Very sincerely,

George S. Franklin, Jr.
Executive Director

Professors Max Millikan and Walt W. Rostow
Massachusetts Institute of Technology
50 Memorial Drive
Cambridge 39, Massachusetts
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HAMILTON FISH ARMSTRONG
PDITOR

MARY H. STEVENS
EDITORIAL ASSISTANT

B58 EAST SIXTY-EIGHTH STREET

NEW YORK 21, N., Y.

TABLE ADDRESS: FORAFFAIRS, NEW YORK

March 18, 1958

Dr. Max F. Millikan
Center for International Studies
50 Memorial Drive
Cambridge 39, Massachusetts

Dear Dr. Millikan:

MAR 20 1354

[ send you herewith our check in

payment for the article by you and Professor

lostow appearing in the April issue of FOREIGN

AFFAIRS, to be published tomorrow. A check

for a similar amount is being sent to Pro-

fessor Rostow. Two copies of the April

issue are being sent to you separately.

Yours sincerely,

rs.=TEFess

-, va
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AN AMERICAN QUARTERLY REVIEW

HAMILTON FISH ARMSTRONG

EDITOR

58 EAST SIXTY-EIGHTH STREET

NEW YORK 21. N. Y.

CABLE ADDRESS FORAFFAIRS. NEW YORK

February 18, 1958

Dr. Max F. Millikan
Center for International Studies
Massachusetts Institute of Technology
50 Memorial Drive
Cambridge 39, Massachusetts

Dear Max:

Yours and Mr. Rostow's manuscript has safely
arrived, has been read with high appreciation, and is
already on its way to the press. It is obviously a
very competent and thorough reéxamination of the ques-
tion whether our foreign aid program can come of age,
and, if so, how; and I think and hope it will have a
vide influence.

Ne shall have proofs for you next week.

With thanks to you both for a first-rate
contribution,

Yours v4»v sinearely, J
ym ra

LF

P.S. I note that the article is mimeographed. I trust
this does mean you are circulating it before its appear-
ance in FCREIGN AFFAIRS.
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{ encloez 2 copy of an serticle Welt ard

“oredpn Affrirs. Ite mein purrose is te ol
feel were insreuustely trested in our boo! , ne "4
~elitical purpcses of economle eld programs, een ia the
light of the so-cslled Soviet econ canpaion, sa reletbion
~etween public snd erivate inveectment in the aid process, and
(3) the especial cose of India snd the relstion of eid to India to
tha sid nreocrom &amp;8¢ 2 whols,

i emo) LOF
mov

Va will, of cource, he interested in any resections you may
sve to this, A cooy hes been sent to your boss for any use he
rirht want to make of it in preparine his remsrks pr the Erie
Tahneton conference on the 25th.

se seem through &amp; variety of accidents to have gotten
ratiiey ¥ out of touch letely., I very much hope we can
oc men” ~nnn oither in Cambridee or Yashiaeton.

Yo 2 waa oo mu Ya

ee

LOU'S,

AL L  es Milliksn

TFiispac
Trnclosure
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LP. REY Oden
“olicy Plenning Staff
sepertment of State
‘ashington 25, DU. C.

eer Henrv:

nftached 1s &amp; copy of the article lt aud I have done for
Foreien Affairs. The Cenate Foreign Relations Commities has asked
“alt to testify on february 27 on the purposes and significance
for iLmeticsn policy of the Soviet economic offensive, He plans
to follow the same line of esrsument as apnesrs in the first section
sf our reper,

I have sent a copy to Mr. Dillon and enclose a copy of my
ietter tn him.

Bee’ wegzzrds.

fours,

vax F, Millikan
Director

“FMipec
Tnelosures



February 17, 1958

fr. Allen Dulles, Director
Central Intelligence Agency
230 E Street, N. W.
Jashington 25, D. C.

Dear All:

 enclose a copy of a piece Walt and I have prepared for
Foreign Affairs which gives our present views as to the
rationale for the foreign aid program, We try to hit three
“opics in this piece: a restatement of our purposes and an
ippraisal of the character of the Soviet threat; a re-exami-
nation of the relation between public and private investment;
ind an emphasis on the prbblems and importance of India.

Lou may wish to glance at the first of these three
sections (pp. 3-3) which are relevant to the subject I
inderstand you will be discussing before the group that
ric Johnston has called together on February 25.

Walt and I both feel that recent Administration state=-
nents have failed rather badly to explain the nature of the
Soviet threat. We think much more clarity on this score will
ve necessary if Congress is to be persuaded to act effectively.

Sincerely yours,

ax F. Millikan
Mrector

IMsep
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"ebrusry 19, 1958

dr, Richard M, BY
2130 B Stree
dashineton. Le we

a. }

og J

Sear Richard:

T enclose &amp; copy of an srticle Walt snd I »

Soreiem Affairs. Its mein purpose ie to clar..y
Fael were inadecustely treated in our beck, nemels hie
nolitical purposes of economic aid programs, especially in the
light of the so-called Soviet economic campaign, (2) the reletion
setween public and private investment in the aid process, and
3) the specisl csse of Indis and the relation of aid to Indie to
‘he sid nrogram as &amp; whole,

4

Ye will, of course, he interested in any reactions you may
wave to this. A copy has been sent to your boss for any use he
wirht want to meke of 1t in preparing his remsrks—o the Erie
Ishneton conference on the 25th.

We seem through a variety of accidents tc have gotten
rather badly out of touch lately. I very much hope we can
remedy this soon either in Cambridge or Weshineton.

Rect recsrds.

(ours,

View FF, Millikan

Fiispec
rrelosure



“ebrusry 19, 1958

sro. Co Doupln= T3300
canarbnaent

Toy mtd yerdbpan

% Bra ™4
nar oh La line

I enclose for whatever interest it may heve for you 3 copy
=f the srticle thet Welt FHostow and I have written for a forthe
soming issve of Foreign Affaire. It concerns itself primrily
three issuest (1) a restatement of the rationsle for our aid
svorran in the lipht of our analysis of Joviet purposes, (2) a
jizeussion of the velstive rules of public end private investe
nent in development, and (3) &amp; discussion of the special case of
Indias and the relstion of aid to India to our 8ld program as sg
rene

Jalt has been asked by the Foreign Relstions Comaittee of the
lcnate to tegtify befors thet body on Thursdsy, February 27, on
she purposas and eipnificance for Amrrican policy of the foviet
scononle offensive. le plans to follow the general argument
&gt;f the first part of our erticle. If there is any way in which he
sould make his testimony useful to tne Devsrtment, I know he would
~a hanoyv he do BO.

Ye are todsy dispatching to Henry Owen ten cepies of &amp; paper
@ heve prepered on the loecsl currency loen ss an instrument of
rgonomie £34 in response to your request during our last visit.
we I am writing Henry, we will be happy to have you make any use
Jf this document, attributed or unstiributed, that seems to you
jeziratle including no use &amp;t &amp;ll if that 1s your preference.
Pleese lat us know if wou have any further thines vou would like
ps to do with it.

“incerelv vours,

Max FF, Millikan
Rrector

WE ames



“ruary 19, 1958

il. a8nyy nen
Pp Jou Plawmings StaffPolicy Tla-ming otall

- — CoA.

Jeperiment ¢ ote
Jazhincton y

~ $7 ge
L2r nary

st8tached is &amp; copy of the erticle welt and I have done for
Forsign Affairs. The Senate Foreign Relsticns Crrmittes hes ached
Talt to testify on Februsry 27 on the purpose= i i «nv Picarnce
For Lmetican policy of the Soviet economie offensi- - He plans
bo follow the same lina of srgument as apvasrs in - first section

Af nur pznar.,

a Fr
I igor sent a conv ++ Mr, Dillon snd enclose ©

~mmyy of wry

Rest regards,

(Ours,

ax F, Killikan
Hireetor

Lm

AFspee
Ynelosures



"TELEPHONES:

5-37-26

587.27

3.350

ZZ(7/5
TECHNICAL ASSISTANCE BOARD VERY BUREAU DE L'ASSISTANCE TECHNIQUE

Ney
UNITED NATIONS

JFFICE OF THE RESIDENT REPRESENTATIVE IN THE PHILIPPINES

2ADRE FAURA STREET

MANILA

CABLE ADDRESS: TECABOARD MANILA

'N REPLY PLEASE REFER TO:

FILE No.

wp et

NeT *E MIlikan and Rostov.

I have greatly enjoyed your piece on "Foreign Aid: Next Phase"
in for April 1958, which reached me a few days apo. Nine
years in the technical assistance business (5 years in Bangkok as Deputy
xecutive Secretary of BCAFE; 3 in Israel as Resident hepresentative of
Inited Nations Technical Assistance Board; and 6 months here) convince
ne that you are 1000% right when you say that Governments in this part of
the world are driven far less by the profit motive than by aspirations for
nereased national dignity. Dut I am, by the same token, also 10007
sonvinced that this means that international assistance, just because it
Is international, is infinitely wore effective than bilateral assistancs,
[ would have been happier if those two excellent minds of your had devoted
a great deal more sittention to this phase of the problem than the very
hr 0 dn voir concluding paragraph.

Cordially,

U, Hart Schaaf
tesident tevresontative

HSwav

Me, MJP, Millikan
Mr, W.W, Hostow
+/o Foreign Affairs
"3 East 63 Strest
New York 21, N,Y,
J. .

(Please forward)
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N the past year American economic foreign policy has moved
perceptibly, if indecisively, back towards the path marked
out by the Point Four Program launched in 1949, the Gordon

Gray Report of 1950 and the Nelson Rockefeller Report of 1951
—a path from which the United States was diverted by the
Korean War and the subsequent concentration on the build-up
of military pacts (backed by military aid) around the periphery
of the Communist bloc.

The acceleration of economic growth in non-Communist Asia,
the Middle East, Africa and Latin America is beginning to be
recognized, in fact as well as in word, as a major national objec-
tive, quite apart from military aid and the use of money to help
salvage crisis situations. The Development Loan Fund exists;
some $290 million has been scraped up to postpone too drastic a
cutback in the Indian Second Five-Year Plan; surplus food and
fibers available under Public Law 480 are beginning to be under-
stood, both abroad and in Washington, as potentially a major
constructive instrument for economic development; and before
or during the NATO meeting of last December significant ges-
tures, at least, were made by the German, Italian and American
Governments looking toward coérdination of the free world’s
development effort.

Whether there will now emerge into maturity an American
and free-world economic development policy capable of pro-
tecting the common interest in a world dominated by expensive
military stalemate on the one hand, and by the accelerating
nationalist revolutions of Asia, the Middle East and Africa on
the other, hinges in part at least on a clarification of three major
issues. These are: the nature of the American interest in the revo-
lutionary areas; the relations between private and public capital
in the early stages of economic growth; the special position and
problems of India.

IT

The American interest in economic development flows from the
historical status of most of the nations and regions of Asia, the
Middle East. Africa and Latin America.
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Economically, these stand somewhere along the path between a
relatively static agricultural society and a society capable of
applying promptly and productively the fruits of modern science
to its natural and human resources. These transitional societies
have absorbed varying degrees of modern economic activity; but
they have not yet woven them together in such a way as to make
economic growth a regular, automatic condition: productive
investment is not yet high enough regularly to yield increases
in output substantially greater than increases in population. Polit-
ically, they are somewhere in the transition from regionally
based hierarchical societies, rooted in traditional land relations,
to centralized states capable of providing a unified national
framework for modern economic, social and political activity.

Both historically and at present the building of modern econo-
mies and centralized modern governments has been driven along
less by the profit motive than by the aspirations for increased
national and human dignity. Merchants and the profit motive
played their part in the modernization efforts of Bismarck’s Ger-
many, Meiji Japan, Witte’s Russia and Ataturk’s Turkey; but
soldiers, civil servants and nationalism were the more powerful
agents. And so it is today in Asia, the Middle East and Africa.

In these transitional stages, nationalism may be turned in
varying proportions to these three objectives: towards the con-
solidation of the central power of the new state over the old
regional interests (as with Diem and his sects in post-1954
South Viet Nam); towards external adventure, to redress real
or believed old humiliations (as with Nasser in the Middle
East since 1955); or towards the economic and social moderni-
zation of the domestic society (as with the Indian Five-Year
Plans). No successful politician in a transitional society can af-
ford wholly to neglect any one of these tasks; that is, he must
ouild up the power of the central government, assert a position
of increased authority and sovereignty on the world scene, and
launch some kind of program for economic and social moderni-
zation. And these three elements of policy cannot be cleanly
separated.

How do these objectives relate to each other? If the local polit-
ical leader concentrates merely on consolidating his central
power or on rallying his people around an external objective, he
may well achieve short-run success; but he will not meet the de-
mand for economic and social progress pressing up steadily from
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the grass roots. He runs the longer-run risks of creating a cen-
tralized state without a viable political basis; or of exhausting
his popular mandate in efforts to assert the sovereignty and
power of the new nation against the external world, efforts which
fail to satisfy his people’s rising expectations for material ad-
vance. To be successful, a politician in a transitional society
must, in the end, link nationalist fervor and the new centralized
state to programs of economic and social substance.

The length of time and the vicissitudes of transition to mod-
ern economic and political status thus depend substantially on
the degree to which local talent, energy and resources are chan-
nelled into the constructive tasks of modernization. The powers
of the central government must, of course, be reasonably well
established as a prior condition, and the government must pre-
sent to its people a record of enhanced international standing;
but the long-run influence of the central government depends,
in the end, on its becoming a major source of energy, initiative
and resource for modernizing the economy—a lesson Soekarno is
being taught, painfully and late.

Communist policy is based squarely on an understanding of
this precarious transitional process. Increasingly since the sum-
mer of 1951, Moscow and Peking have sought to associate Com-
munism (as well as the Soviet Union and Communist China as
governments) with the aspirations of the political leaders and
peoples of the transitional areas for national independence, eco-
nomic development and peace. On the other hand, Soviet diplo-
macy and propaganda have systematically sought to divert their
attention from the tasks of modernization towards “bloody
shirt” policies; that is, an obsessive concern to redress real or
believed past humiliations—colonialism, Israel, Kashmir, West
Irian, etc. In this connection, the resolutions generated out of
the recent Cairo conference of the Afro-Asian bloc are worth
careful study.

This strategy does double work for Moscow. In the short run,
it creates costly disruption within the free world; it threatens
the supply of essential raw materials to Western Europe; it
threatens to disrupt the American air base structure; and, on the
colonialism issue, it further splits the United States from West-
ern Europe. In the long run, it creates the conditions which will
help the Communists take over power. It creates these future
conditions by diverting the energies of the new nations away
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from the tasks of economic and social modernization; and thus
the people’s hopes for improved welfare are frustrated. It is the
Communist intent that, when these hopes for progress are suffi-
ciently frustrated, men and women in these areas will turn to
Communism. The local Communist parties are already steadily
at work seeking to heighten and to exploit these frustrations.

The Communist policy being pursued in Asia, the Middle
East and Africa is modelled closely—and, we believe, quite con-
sciously—after the Communist success in China. Sun Yat-sen
turned to Moscow for guidance and support after he failed to get
economic and political support from the United States. In the
1920s and 1930s Moscow did, to a degree, support the Kuomin-
tang while seeking to give it an anti-Western cast; but the Chi-
nese Communists at the same time, with Moscow’s help and
encouragement, pursued a policy first of infiltration of the
Kuomintang and then of military and political obstruction de-
signed to make it impossible for Chiang Kai-shek to achieve the
social and economic progress which Chinese men and women
ardently sought. And this double pattern persisted virtually
down to the end: while the Soviet Union remained solemnly
committed to support Nationalist China diplomatically, it
turned captured Japanese arms over to the Chinese Commu-
nists in 1946. Chiang Kai-shek’s view of reform as a second pri-
ority played, of course, into the hands of Communist policy
throughout this sequence.

There 1s little doubt that Moscow and Peking regard Nasser,
Nehru, Soekarno and the other non-Communist leaders of the
new nations as the Chiang Kai-sheks of the future.

It is in this perspective—of short-run and long-run Commu-
nist strategic objectives—that the Soviet economic offensive
should be viewed. In Jugoslavia, Egypt, Syria and Afghanistan,
Moscow has urgent short-term strategic objectives; and those
four countries get about three-fourths of Soviet aid outside the
Communist bloc. In India, Indonesia, Burma, Ceylon and else-
where, the amounts of aid doled out are sufficient to build up a
measure of good will and a favorable image of Communist inten-
tions; but they are grossly insufficient to supply the foreign ex-
change requirements for a serious economic development effort.

Nevertheless Moscow is laying out considerable capital in this
effort at a time when there are ample alternative claims on Sov-
tet resources for civil and military purposes within the Commu-
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nist bloc. The problem of getting agreement within the Soviet
Presidium for this rather expensive program is undoubtedly
eased, however, by the increasing dependence of the Communist
bloc on imported foodstuffs and raw materials. Mikoyan is prob-
ably able to claim that he can make the effort virtually pay for
itself: the old Soviet principle of balancing the foreign policy
hooks every night can be roughly maintained.

In facing Communist policy, then, we are not engaged in a
popularity contest or in a numbers racket centered on total fig-
ures for aid and trade. We are confronted with a systematic ef-
fort—diplomatic, psychological, economic and political—to ex-
ploit the weaknesses, confusions and temptations of new nations
in the transitional period so as to clamp Communism down
firmly on them before steady economic growth and the political
resilience of a modern state emerge.

Indeed, in the sweep of history, Communism as we have
known it thus far in the twentieth century is likely to be viewed
as a diseased form of modern state organization, capable of be-
ing imposed by a determined minority on a confused, frustrated
transitional society. Conversely, a society which has passed
through its economic take-off and restructured its political and
social institutions around the requirements of modern statehood
is likely to have a high immunity to the Communist appeal. Rus-
sia almost made it, but the First World War came at a bad time
in the Russian evolution.

If this view is correct, the central objective of American policy
in the transitional areas is to use whatever influence we can

bring to bear to focus the local energies, talents and resources
on the constructive tasks of modernization. American military
strength must be used to give these nations relative security,
with a minimum diversion of their own efforts; and when it is
mutually judged necessary to generate local military forces,
these in turn should be made to contribute wherever possible
to the constructive tasks of modernization. The nineteenth cen-
tury role of the American Corps of Engineers is a suggestive
guide. Diplomatically, our stance should put a greater premium
on the posture of governments towards the modernization of
their own societies than on their day-to-day position in the poli-
tics of the cold war. Finally, our economic foreign policy must
make it both possible and attractive for local politicians to set
the aspirations of their peoples on long-term programs of mod-
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ernization rather than on tempting but diversionary “bloody
shirt” nationalism.

This incentive cannot be created unless American resources
available for economic development are sufficiently big and of-
fered with a continuity and on terms such that a serious operat-
ing politician can plot a long-period course with reasonable con-
fidence.’

Thus the American interest in Asia, the Middle East and Af-
rica is fundamentally political. The American interest lies in
assisting the new nations to advance toward modern economic
and political status while maintaining their independence and
assuring the possibility of a domestic evolution which employs
the political techniques of consent and safeguards the liberty of
the individual. If we are prepared to recognize—as we should—
that democracy is a matter of degree and of the direction of
change, then our objective can be described as the creation of a
world of independent, democratically oriented states which
have built economic growth into their societies as a regular con-
dition. This is an objective we should be prepared to state
frankly, without embarrassment. It requires an American eco-
nomic development effort larger and with more continuity, one
with criteria for lending vastly less ambiguous (and economi-
cally more hard-headed) than our present programs. We are
unlikely to get such an effort under way until its purposes in
relation to Communist strategy are widely understood.

Ir

There is a second prerequisite for a mature and effective
American economic development effort. This is increased clarity
and consensus on the relation between private and public enter-
prise both within the areas receiving American government
loans and as between the public and private sources of capital
and technical assistance in the United States.

In the course of the last year’s reéxamination of American
economic foreign policy, there were interesting and forceful as-
sertions of three propositions: first, that private enterprise is
superior in efficiency to public enterprise, even in the underde-
veloped areas; second, that substantial untapped potentialities
exist in public policy both for expanding American private capi-

1 Such was the purpose of the policy outlined last year by the present authors in “A Pro-
posal: Kev to an Effective Foreign Policv” (New York: Harper, 1057).
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tal exports and for increased collaboration between public and
private sources of American capital; and third, that the Ameri-
can Government could do more than it is now doing to create
a more favorable climate for private investment in the under-
developed areas. These views were presented against the back-
ground of what appeared to be a relatively substantial increase
in American private investment abroad, opening up a somewhat
more optimistic vista of the future role of private capital exports
than that generally accepted in the recent past.

So far as the ideological debate on public versus private enter-
prise is concerned, several things have been happening. In West-
ern Europe and in other industrial societies, the old banner of
nationalization has faded markedly within the Social Demo-
cratic parties. Men have come to learn that Marx was wrong
when he regarded the public ownership of property as the only
effective form of ensuring that the public interest in the economy
is respected. Ways have been found for protecting the legitimate
public interest in economic activities without burdening the
state with heavy operating bureaucracies which, on the whole,
tend to impede rather than to encourage good public as well as
good economic policy. The slogans of youth are not easily sur-
rendered, and political banners fade slowly. There is little doubt,
however, that in the postwar decade the Social Democratic
movements have shifted as rapidly as they safely could away
from the commitment to nationalization which had grown up in
the first four decades of the century.

This transition may, in time, be expected to have its impact
an the politics of the underdeveloped areas, since so many of the
leading figures there were strongly marked by Western Social
Democratic views, and many important connections remain.
More relevant, however, than the vicarious experience of Eu-
rope is the evidence accumulating in those underdeveloped areas
which have gathered economic momentum: that the expansion
of the local private sector, including the development of vigorous
efficient modern businessmen, can constitute a valuable support
to the government’s larger economic and social objectives; and
that, within reasonable limits, it can be made politically quite
safe and economically quite wholesome to permit private for-
eign enterprise to operate within their countries. These trends
are mainly to be observed in Latin America, but they color
hopefully some American visions of the future in Asia, the Mid-
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dle East and Africa; for it now appears possible that vigorous
private sectors can emerge more rapidly than our somewhat
static sociological analyses of entrepreneurship would suggest.
Once the expectation becomes general that next year’s output
is likely to be larger than this year’s, businessmen begin to think
about plowing back profits, expanding capacity and introducing
new machinery, rather than merely clinging to the older pattern
of fixed output with big profit margins syphoned off to keep the
family comfortable. These transitions in the outlook and opera-
tions of businessmen obviously take time; but they seem to come
more quickly than many had thought, once the economy as a
whole begins to gather momentum.

In this mood, a good many measures have been put forward
designed to expand the role of American private direct invest-
ment in the underdeveloped areas. These include: improved
administration of the government guarantee programs; more
substantial tax incentives for private investment overseas; the
merging of government and private funds in particular projects;
the expanded use of management contracts; the more firm nego-
tiation of treaty and other conditions designed to protect Amer-
ican private investment; and the spreading of information on the
virtues and efficiency of private over public enterprise.

Even the most ardent of the recent advocates of private over
public investment have been clear, however, about two things.
One is that certain kinds of government investment are not only
required in the underdeveloped areas but are essential to create
a setting within which efficient and profitable private operations
can grow: notably, investment in education, health, agricultural
extension work, irrigation, transport, fuel and power. The sec-
ond is that American influence to encourage the strengthening
of private sectors in underdeveloped areas and to enlarge the
flow abroad of American private capital is a matter in which
great tact must be observed. What is basically involved is that
other peoples come to accept, sometimes in the face of long-held
views rooted in difficult past experience, that a vigorous private
sector and foreign private investment can be made to reinforce
rather than to disrupt public purposes to which they are com-
mitted.

In short, it should now be possible to crystallize a clear and
well-balanced American attitude toward the issues of public
and private enterprise in economic development and to mount
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an American policy that harnesses them in more vigorous col-
laboration than we have had in the past.

What such a generally hopeful perspective and policy must
take into account, however, is that what we call underdeveloped
areas are at very different stages on the path from traditional
to modern status. The currently successful cases of private in-
ternational investment tend to cluster about two extreme points
along this path—that is to say, in areas which have barely
moved beyond the traditional stage and where oil and other
extractive foreign enterprises operate in relative (but rapidly
decreasing) comfort, as in the Middle East and parts of Central
Africa; and again in such new nations as Mexico which have, in
fact, passed through the take-off into sustained growth and are
rapidly becoming thoroughly modernized societies. Vigorous,
competent businessmen have emerged in large numbers only in
these latter advanced societies, and only there has the attitude
rowards foreign private enterprise been generally hospitable.

In between lies the difficult transitional period in which a good
deal of Asia, the Middle East and Africa finds itself. In economic
terms, an extremely high percentage of investment in this transi-
tional period must go into social overhead capital. At the local
end this means a high proportion of government investment.
At the American end, this means a high proportion of inter-gov-
ernmental loans, unless the pre-1914 private market for foreign
government bonds suddenly recreates itself. Moreover, in these
transitional periods, while the new corps of modern industrial
businessmen are emerging it is likely to be a simple fact of life
“hat civil servants and politicians (and, sometimes, soldiers)
will perform more of the functions of entrepreneurship than
American experience would find normal. Economically, this
stage can give way to a more familiar and congenial balance be-
tween public and private sectors only when the whole moderni-
zation process has gathered momentum. American advice and
negotiation can help in this evolution; but economic progress
itself is the decisive variable.

The nature of this intermediate stage explains why govern-
ments—and inter-governmental loans—may have to play tem-
porarily a disproportionately large role even outside the area
of social overhead capital. The risk of investment—and the time
before payoff becomes possible—does not lie in the nature of the
individual project or its intrinsic soundness by conventional
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banking standards. The question is: When will the economy as
a whole enter the stage of self-sustained growth? Private invest-
ors understandably draw back from gambling on the timing of
such profound historical changes. Governments—theirs and ours
—must live with and operate on precisely such risks; because,
without adequate governmental investment, the take-off may
not occur rapidly enough to meet the political pressures for it.

The nature of this intermediate stage explains also why such
devices as dollar loans repayable in local currencies make sense.
Many nations moving forward—whose take-offs are in the
American interest, but which have not yet occurred—can use
capital productively but they cannot generate sufficient foreign
exchange and international credit-worthiness until they achieve
the stage of self-sustained growth. Soft loans are one way of cov-
ering this interval whose length cannot be predicted with confi-
dence. The temporary accumulation of local currencies is, thus.
a minor embarrassment in an essentially rational course of action.

Politically, in between the two relatively comfortable stages
for foreign private enterprise, occurs the passage of local history
in which a modern centralized government is created and effec-
tively takes hold. It is to be expected on the basis of history that
at some stage in the political transition the nationalist emotions
which drive local politics create a somewhat critical, if not hos-
tile, atmosphere towards foreign investment, notably if the for-
eign positions in the economy became entrenched during a colo-
nial or semi-colonial past. Knock-down, drag-out crises in the
status of foreign enterprise are, of course, not inevitable; but
changes in relationship and attitude are inevitable as the new
nations take shape and become increasingly conscious of their
sovereignty. A wiser and more forehanded free-world policy
towards, for example, Indonesia and Egypt in recent years might
well have prevented or softened the current crises in the status
of foreign enterprise there; and Western oil companies (and
their governments) would do well to avoid clinging rigidly to
old formulas in the Middle East. But it is in the nature of the
historical process taking place that a certain amount of awk-
wardness and readjustment will be required.

Thus it will take an understanding of what it is like to move
from a traditional to a modern society—a sense of history and
patience as well as a vigorous collaboration between American
public and private authorities—to see us through into the stage
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when most men and governments in the world come to perceive
that private capitalism, domestic and foreign, has an expand-
ing réle to play in the new nations capable of reinforcing their
larger political and social objectives.

TV

India provides a critical focus for our economic development
policies for the next decade, and a test of their meaning. There
are a number of reasons for this. In the first place, the popula-
tion of India includes about 40 percent of all the people in the
underdeveloped countries of the free world. Politically and stra-
tegically India is even more important than the numbers of her
people would suggest. The success or failure of Indian develop-
ment efforts will affect the course of events from the Celebes
to Morocco. We have not yet devoted the attention and re-
sources to Indian development problems that the American in-
terest requires.

There are compelling technical economic reasons why, at the
moment, we should be concentrating a much larger share of our
capital assistance on India than even her size would dictate. To
allocate development assistance to countries in proportion to
their population or their relative claim on our sympathies is to
misconstrue the relation between capital and the development
process. The requirements for outside capital of countries seek-
ing development vary widely depending on the stage of develop-
ment they have reached. In the early precondition stages in
which many of the underdeveloped countries find themselves,
the amounts of capital they can productively absorb are sharply
limited by shortages of skills, education, administrative capa-
bility, essential social overhead such as roads, ports, communi-
cations and the like, and by the absence of the attitudes, moti-
vations and political leadership that make growth possible.
Technical assistance and limited amounts of capital may have
to be supplied for some years before the country is technically
and politically ready for the take-off—the concentrated effort
to launch a growth process that will be self-sustaining.

But there does come a time when the stage is set for the big
push. The country finds itself in a position to launch simultane-
ously a wide variety of interdependent activities which rein-
force each other, and whose combined effect is to produce for
the first time a substantial forward movement in all major sec-
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tors of the economy at once. India is, in our judgment, at this
critical turning point. For a decade or so, during this take-off,
requirements for foreign capital are at a maximum. Then, if the
process is successful, the country’s own rising income increas-
ingly provides the new resources which can be plowed back into
investment to stabilize growth as a regular feature of the econ-
omy; and the fact of regular growth itself permits the country,
once the take-off has occurred, to acquire external capital from
private or other orthodox sources.

The evidences that India is ready for the take-off—indeed has
already started it—are many. Over the past eight years her out-
out of goods and services has grown by about 25 percent. This
growth has occurred in agriculture, in large-scale industry, in
small-scale industry, in transport and services. In all these fields
there are investment projects on the drawing boards, Indian de-
signed and engineered, to continue the expansion. There is a
growing class of competent administrators, both public and pri-
vate, to undertake the work. There are clear signs of growing
domestic markets to buy the new output when it is ready. There
are many more things which Indian leaders must do vigorously
if they are to accomplish the take-off, but they now have it in
their power to take most of the necessary steps themselves.

There is, however, one major economic threat to the mainte-
nance of momentum which can be met only by action outside
[ndia: there is a shortage of foreign exchange with which to ac-
quire the resources needed from abroad for the investment pro-
gram. The drain which India has recently suffered on her foreign
exchange reserves has been caused not, as in the case of some
countries, by a decline in her export earnings nor, as in others,
by an expansion of domestic consumption. Rather it has come
about mainly by an import of capital goods, primarily for the
private sector, much larger than anticipated by Indian govern-
ment planners. This drain has been accentuated by two relatively
poor harvests; but the essential reason that India’s foreign bal-
ance is in trouble is not that her development efforts have not
been succeeding but that investment has gathered more momen-
tum than anyone anticipated. The problem facing India today
is how this momentum can be preserved.

The availability of help and resources from outside is important
at all stages of the growth process. But there is a peculiarly criti-
cal moment in that process. which India has now reached, when
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external capital in adequate amounts and over a long enough
period becomes the key determinant of what happens. After the
take-off, as in Mexico, the external environment is important,
but non-governmental sources of capital can carry most of the
load. Before the take-off technical assistance and some outside
capital for social overhead are necessary; but the critical bottle-
necks are the needed transformations in the social, political and
economic structure of the nation for which its own leadership
must take prime responsibility. A time comes, however, when the
domestic prerequisites for success have been largely met and
when the availability of substantial external resources on an in-
vestment basis is the single most important condition of success.
India is the prime case in the year 1958 of a country in this posi-
tion. No one can, of course, guarantee that if the foreign exchange
bottleneck is removed, success is assured. Development is always
a gamble. But the risk in the Indian case appears eminently
worth taking from the American point of view.

We have taken a first step toward meeting India’s immediate
needs by arranging for a series of credits with the Export-Import
Bank, the Development Loan Fund and our agricultural surplus
disposal program. They aggregate $290 million for the current
year. In our judgment this requires extension of three sorts.
First, the annual volume of American loans needs to be increased
to at least $500 million; second, a serious effort needs to be made
to find substantially more capital from sources other than the
United States, such as Western Europe; finally, India requires
some assurance that she can count on this general level of new

credit for a period of some years.
In terms of the preceding analysis of the American interest in

economic development, the Indian scene has two characteristics
that lend special urgency to an adequate program of American
loans to that country. The first is that the present Indian leader-
ship has quite clearly centered its bid for national unity on a com-
mon effort to achieve constructive economic goals, in a frame-
work of democratic consent. Economic development goals are a
live political issue in India, as they are not (to anything like the
same extent) in any other underdeveloped country. Indian for-
eign policy, anti-colonialism and the Kashmir issue frequently
reach the headlines of the Western press; and, of course, they
play a significant role in domestic Indian politics. But the Con-
gress Party will not stand or fall at home. as Nasser and Soekarno
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may, on its external successes. Indians will judge the Congress
Party on how far and how fast it achieves the modernization of
India by the voluntary and essentially democratic methods it
has chosen to employ.

In India we have the opportunity of confronting the Commu-
nists with a serious dilemma. They would, of course, like to ex-
ploit Indian-Western tensions. But these are not as much at the
center of the thinking of Indian intellectuals as is the case, for
example, in the Middle East. The Russians would like to appear
as the friends of Indian economic development, which has come
to have genuine importance to a great many Indians. But ulti-
mate Communist success in India depends on the failure of the
economic development efforts sponsored by what Communists
would describe as the present bourgeois régime. As long as the
West fails to insure adequate resources for a successful Indian
take-off the Communists can successfully pursue the tactic of
providing enough help to be symbolically persuasive of their
good intentions, but not enough to make a significant difference
to the outcome of the Indian Second Five-Year Plan. Thus the
success of current Communist tactics in India depends on an
American and Western European failure to cover the foreign ex-
change gap.

The present leaders of the Indian state of Kerala, which went
Communist at the last elections, are likewise giving evidence that
they are faced with a dilemma. If within the state for which they
have responsibility they pursue aggressive and coercive Commu-
nist policies, which the Indian electorate finds uncongenial,
they may lose their slim parliamentary majority. On the other
hand, if they are constructive and reasonable, suppressing their
distinctively Communist policies and cooperating with private
interests and with the national government, they weaken their
case that only Communism can satisfy Indian aspirations for
zconomic advance. Their great hope, of course, is that the na-
tional effort will fail and that they can contrast national failure
ander Congress leadership with at least partial success in Kerala.
We have it in our power to help frustrate this Communist hope;
but it will take substantially more than we are now doing.

Let us be clear about the nature of the danger confronting us.
There is no immediate threat of an extension of Communist con-
trol from Kerala to the national government in India. The com-
mitment of most elements of Indian leadership to the methods of
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consent and non-violence is so deep that even if economic devel-
opment lags, an early Communist take-over is exceedingly un-
likely. What is likely over the years, if development loses its mo-
mentum, is increasing conflict and confusion within the Congress
Party, a resurgence of sectional and linguistic interests perhaps
breaking into violence, a heightening of the political and social
tensions created by mass unemployment—in short, a reversion
to the kind of political instability which tempts otherwise moder-
ate persons to support anyone who can maintain order. While
there is no Communist-inspired crisis at present, the prospects
are poor for stable and effective democratic government if the
present development program fails.

It is precisely in the fact that no serious political crisis is on the
immediate horizon in India that our great opportunity lies, for
we have learned in many other places around the globe that the
salvage of situations which have been permitted to degenerate
into crises is an exceedingly expensive, precarious and time-con-
suming business. In India there is still time in hand for us to use.
We can demonstrate that we have a national interest in the de-
velopment of the underdeveloped countries that lies deeper than
our concern to chalk up day-to-day points in the game of cold-
war diplomacy. Indian-American relations are important for
their own sake. But they are even more important as an earnest
of America’s determination to play a constructive as well as a
fire-fighting role in world affairs. In India, where a serious and
promising attempt is being made to forge a new nation around
the ideals of domestic progress by democratic procedures, it
would be most shortsighted of us not to do what we can to make
the effort a success.

The second characteristic of the Indian scene that gives it spe-
cial urgency is the interesting relation between private and public
economic activity that has begun to reveal itself in the last two
years. The fact that public and private investment are not alter-
natives but can support each other in the early take-off stage of
development has been nicely demonstrated by the Indian experi-
ence. In spite of an explicitly socialist governmental ideology.
private investment in India has recently been booming. The pri-
vate sector has, in the first 18 months of the Second Five-Year
Plan, undertaken as much investment as the planners initially
expected it to undertake over the entire five years. An analysis
carried out at the Center for International Studies, M.I.T.. of the
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composition of the unusually heavy volume of imports into India
over the past two years reveals that the big increase has been in
capital goods imported on private account. The purchasing power
created by public investment and the improved transport, com-
munications, power and other services resulting from the activities
of the public sector have created an environment in which private
investment opportunities have multiplied. As mentioned earlier,
it is this buoyancy of private economic activity which has been
principally responsible for the foreign exchange difficulties with
which India now finds herself confronted.

These difficulties—essentially growing pains—pose a serious
dilemma for Indian policy. If additional foreign resources are not
forthcoming, India must cut down her imports by strict controls
to much lower levels. Her leaders are now politically committed
to a variety of public projects. But even if they were not so com-
mitted, technical economic considerations would suggest that a
sharp cut in investment in social overhead might ultimately
throttle private as well as public activity. Further expansion of
the private sector is conditioned upon a steady rise in purchasing
power and a continuing expansion of transport, power and other
services. Even steel might become a bottleneck if present plans
were sharply cut back. On the other hand, if the core of the public
program is to be maintained, imports can be sharply reduced
only by restricting severely the licensing of capital imports for
private Indian business.

In short, the volume of public and private investment required
over the next decade to make full use of visible Indian resources

for growth calls for a supply of foreign capital substantially above
current levels. If this supply is forthcoming, there is an excellent
prospect that Indian productivity and output will expand sufli-
ciently over the next decade or so to permit India to carry with-
out difficulty the higher level of foreign indebtedness which
would result. If the supply is not forthcoming, not only will In-
dian development be threatened, but also a chance will have been
missed for a practical demonstration of the complementarity of
public and private activities which would be enormously per-
suasive in other underdeveloped countries with socialist precon-
ceptions.

The conclusion might be drawn from this line of argument that
what we need is not a more vigorous program of economic assist-
ance in general but rather a special program specifically focussed
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on and tailored to Indian requirements. This, in our view, misses
the essence of our case. A successful Indian program is important
at least as much for the model it can set for political leadership in
other underdeveloped countries as for its own sake. If our eco-
nomic assistance program sets up the kinds of criteria for foreign
loans that we believe desirable, emphasizing the productivity of
such loans for domestic development, India will, over the next
two or three years, qualify for a larger share than her population
would suggest. But the program as a whole should be so designed
as to provide maximum incentives for the leaders of countries
less far along to concentrate their energies on preparing their
countries to make similar take-off efforts at a later stage. Our
attitude should be that we are ready to help any country that has
demonstrated its determination to focus its energies seriously
on the problem of meeting the economic and social aspirations
of its people. This requires a Development Loan Fund with
larger resources and a longer Congressional lease than exists un-
der present legislation.

We should not be drawn by the exigencies of cold-war diplo-
macy into making investments which are unproductive and eco-
nomically foolish from the standpoint of the development of the
recipient. We will gain little long-run advantage from competi-
tive blackmail. But we stand to gain a great deal as time goes on
from a clear demonstration that we believe our interests and those
of countries prepared to make a real development effort based
on political consent are sufficiently common to justify sustained
American investment.

India, under its present political leadership, has made the com-
mitment to harness its nationalist aspirations to the tasks of mod-
srnization. The American stake in India is that this commitment
shall not fail of its purpose. The more difficult task for American
policy is to use our limited but real margin of influence to make
it as easy and attractive for other transitional nations to do like-
wise. Among the many aspects of American policy which can con-
tribute to this outcome, not the least important are the actions
we take at this promising but difficult period in Indian history.

If we can, during the current examination of the foreign aid
issue, clarify our national purposes in the program as a whole,
establish the possibilities and limits of the réle of private capital
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within it, and grasp the significance of the special case of India,
it should be possible over the next year to build a stable and effec-
tive economic development policy for the longer pull. Essentially,
three elements are involved: continuity, scale and codrdination.

It is evident that the Development Loan Fund will not be able
to fulfill its mission until its Congressional lease on life, is, by one
device or another, extended. The Congress may wish to postpone
such action until 1959, since the Fund is only now beginning to
disburse loans; and it is reasonable for definitive action to await
evidence of vigorous and effective administration in terms of cri-
teria of productivity. Similarly, it is evident that the present
ad hoc emergency aid to India will not do the job and that the
flow of American lending must be put on a longer-term basis if
[ndian leaders are to proceed with confidence and the Second
Five-Year Plan is not to falter dangerously.

With respect to scale, it seems likely that the Loan Fund and
the level of assistance to India will both have to be somewhat
expanded. It is difficult to be dogmatic until further examination
is undertaken; but it seems altogether possible that the Develop-
ment Loan Fund will be able to justify an annual disbursement
rate of about $1 billion in loans when it has worked itself properly
‘nto business. So far as India is concerned, it seems likely that
American loans on something like the order of $500 million per
gear will be necessary for the duration of the next Five-Year
Plan and, perhaps, for some time thereafter.

The maturing of the development program requires, finally,
that methods of codrdination improve both in Washington and
on the international scene. As the Loan Fund has emerged it is
simply one of a number of American instruments for accelerating
economic growth in the underdeveloped areas. Grants and tech-
nical assistance flow from the I1.C.A.; the Export-Import Bank
dispenses dollar loans, and is likely to do so on a rising scale;
food and fiber surpluses are being increasingly used for develop-
ment purposes—as working capital—rather than merely to sal-
vage famine situations; and the Government, in its guarantee pro-
eram and other arrangements can influence to a degree the flow
of private capital abroad. Finally, the United States has some
influence in the allocation of the hard currency loans available
from the International Bank for Reconstruction and Develop-
ment. There is evidently a need in Washington for strong central
leadership in orchestrating these instruments around a coherent
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policy towards each of the nations applying for development
assistance. The individual institutions and programs involved
have grown up, each with its own history, criteria and mystique.
Purposeful direction, backed by strong staff work, will be required
in the Department of State to make them serve the nation’s
interests. In this connection, the ad hoc organization of $290
million for India was, on the whole, a hopeful exercise.

In addition, there remains the challenging and extremely im-
portant task of finding a method and an instrument for coor-
dinating the economic development programs, now mainly bilat-
eral, within the free world. There are powerful political undercur-
rents in Western Europe, Japan, Canada and elsewhere, which
look to such a coordinated effort as a means of giving increased
unity, meaning and vitality to the free world alliance. On the
sther hand, as the NATO conference of December 1957 revealed
+he countries of Western Europe are reluctant to commit them-
selves to an expanded and codrdinated development effort until
the American Government—in both its branches—exhibits the
determination to build a serious and sustained program around
economic (as opposed to military) aid. The passage of the cur-
rent proposals before the Congress should open the way, over the
next year, to the exploration of the enormous constructive poten-
tialities of a common free-world economic development program
in Asia. the Middle East, Africa and Latin America.


