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PROPOSAL TOR A 'EW TFURIIGN ECCHNOMIC TFOLICY

I. THR PURPOSTS OF TIT. PROGRAM

1. The Thesis
It is the thesis of this paper that a much
of American participation in the economic development of led
underdeveloped areas can and should be one of the most important
means for furthering the purposes of American foreipgn policy.
believe such a program can be so designed as

effective instrument in our effort:

and psychological results in

and values

expenditure somewhalt larger than current spending
On the other hand, it would permit the orderly dis
some of our large agricultural surpluses, and the addi

needed would be small compared to what we will have to




desperate efforts to put out additional brushfires if

and insignificant compared to the costs of waging limited 3

2, The Foreign Policy Context

The general philosophy of such a program as well as its detailed
design must, of course, depend on what it is sunnosed to accomplish,
Underlying much of the controversy over developrent assistance progran
are differences, usually implicit rather than explicit, as to the
purposes of such programs. Are they mainly to win friends for the
United States, to strengthen the military capabilities of our allies
to induce other countries to follow forelgn policles to our liking, to
reduce the appezl of communisn e : t the
United States
development abroad,
or for any of a

Insofar ar
departure, these differences

ntal differences as to what constit

opportunities confronting us

3
Before developing in detail, therefore, the case for a new foreign
economic policy for the United States,it is important to try to state
briefly the foreign policy context into which such a program i1s

designed to fit,

As we see it there are two priority tasks for U.

policy, The first of these is to meet effectively the threa




security posed by the danger of overt military agpgression, This danger
arises, at the moment, from the apparent intentions and capabilities
of the Comrunist bloc countries, t is to be met primarily first by
maintaining or increasing U.S5, military strength and second by solidi-
fying alliances with other countries in a positlon to contribute
significantly to American strength, OUne o: ments ¢
in this effort is military and economic
important industrial potentia

ntial militarily more

and will not be discussed

ty task of our forelign p is to use our

influence to promote the evolution of a world in which threats to our
security and more broadly to our way of life are less likely to arise.
uld mean the freeing of a large volume of
resources from military to more constructive uses. More important.
would mean freeing cur society from the oppressive pressures
associated with a garrison state, pressures which th
cherished values,
What c
most serious differences
Some wou mphas 1e importance of
collective security, a better structure for the United Nations,
of international agreements,--bilateral, multilatersl, or world-wide,~=

institutions to reduce the importance national sovereignty lik

like, Some would




ideological considerations, the necessity to counter and exy

of thought like Marxism with a builtein commitment to v

instrument of change, the importance of restating systema

promulgating widely the values and assumptions of Western democra:

liberalism in a form which would be irresistably rersuas to peoples

everywhere, Some would emphasize the importance ofcreating

economic, and political conditions

lose their appeal because

available for satisfying
Obviously all these

But underlying the proposals in this paper is the conviction that we

have put relatively too much emphasis in recent years on pacts, treatles,

negotiation, and international diplomacy and too 1ittle on measures to

promote the evolution of stable, effecti

abroad which can be relied upon not to

national interests parallel ours and because they are politically

healthy and mature. This conviction, in turn, is based upon an

of the nature of the forces at work in the world making

{

It has become a commonplace that 1

great world revolution in the horizons

peoples, For centur
politically inert. Outside America
parts of the latter, the pattern of

essentlally feudal, the possibility of change has for mos

remote, and political activity has been confined to a ti







the Soviet conspiracy,--which can mobilize and direct it., Tt is our
conviction that such successes as communism have achieved are due
so much to any inherent attractions in Comrunist ideology as to the
fact that the Comrunists have recognized their opportunities to exploit
this revolution of rising expectations, Where they have been most
successful thelr appeals have not been narrowly doctrinaire but have
been closely tied to the emerging desires of local grou The party
line has not been, as it is so often pictured, rigid and unyicelding
but has been tailored to the particular interesis of Indonesgian
villagers or Italian workers or Vietnamese peasants, Conmunism has
been pictured as the road to social opportunity or economie improve-
ment or individual dignity and achievement or national selferespect.

The dangers of instability inherent in as caval would

even in the absence apparatuv 5 is
demonstrated by the existence of trou pots ke Kenya and Vorocco
ékparently relatively uncomnnected with Communist subver But the
of course, greatly intensified by the f s which both

Communist thought and Communist organization

We for our part have largelr failed to ] ide an alternative
focus. We are increasingly seen Iin the uncommitted areas of the world
as a power at best neurotic and at worst aggressive, preoccupied with
military preparations and with a game of inter 1 power diplomacy

which has no meaning for the newly awak d ry citi We are

no longer identified, as we once were, with the aspirations people

for social and economic improvement or with the Utoplan image of a

society designed to satisfy those aspirations,




Our great opportunity lies, of course, in the circumsta;
in fact we have devecloped more successfully than any

techniques, social, political, and economic, f

widespread popular desires for change without either compulsion or

social disorganization. We have enormous votential for steering the
worlds newly aroused human ener
destructive directions.
marginal, The political, social,
areas is a task for the peoples of
not insure that they will do it well or badly But our own national
interest in promoting a world enviromment in which we can live freely
and securely is so great that it would be inexcusable not to exert
to the utmost whatever marginal influence we have,

The foreipgn economic policy outlined in the balance of
paper is conceived as one of the insbtrument

just described. It or falls on the zcceptance of

where in the world, There are lmportant roles
for military assistance policy, and for conv
which these instruments are

will not achleve the desired result.




new development assistance policy is adopted with a different rationale
and different purposes, it mav well even backfire and have effects

detrimental rather than favorable to our interest,

3. Some Misconceptions as to the Purposes of Economic Programs--Aid

Will Bring Us Friends

Since many of the challenging cri
proposals have been directe:
of the kinds of political and psychologic
can be expected to have, it is well to take 2 look at sore of these
misconceptions before procecding to develop the positive case,
The simplest misconception is that gratitude for help and
assistance extended by us will lead the recipients to aet in wavs we
simply because we want them to. Crudely put the notion is that

an buy friendship and affection and that these in turn will insure

ior in our interest. Anyone who has had experien f* the psychology

antee relationship in private charii
relations will not conse ously fall into this error, This relation-
ship is a complex and frequently corrosive one, The grantea's sense
of dependence cormonly produces agpressive

toward the grantor which may easily worsen rather than improve

T, 31
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on other grounds we determine tha

relations between the two. £

1
in ouzr

-

£ A £11 racguently be less rather +han rores o 4+ of
incidental result will frequently be s8 rath than more spirit of

1

. ! O A o L e
cooperation and mutual respect, even and perhaps especially if the aid

programs are successful in achieving their objectives,




This point is accepted intellectually by most pt¢ reeptive
observers. Even those who are clearest zbout t, however, are often
psychologically unprepared for and emotionally hurt by evidences
what look like gross ingratitude., This emotional reaction produces a
state of mind in which serious mis
economic programs, Many measure
of these hostile reactions to

1
i

the precise oprosite of the
smarting from the hurt of these

"hurt." Our public role a:

exaggerated credit mus

tions; demands for demonstrations ol iance and agreement
reduced rather than increased. Even

however, the best that can probably be hoped for

the superficial evidences of internat

central objective is to get people to

with us, those who argue econemic

are probably right,

a central and fundamental objectiv
to conduct aid programs in ways
mainly to prevent such re

ruption of the programs themsslv

purposes outlined later
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ko The Error that Aid Is to Strengthen Foreign !Military Capabilities

A second misconception is that the central purpose of economie
aild propgrams is always to strengthen the economies of the recipient
countries to enable them in short order to carry a much larger share
of the burden of military build-up against Comrunist armed forces.
There is as we have already recognized a good case for military
assistance to allies who, as in Western Furope, have real industrial
potential. This jdea has been extended much too uncritically, however,
to the less developgd areas, The first trouble with it is that the
resources of most of the underdeveloped areas are so limited that even
with massive aid the contribution they can make to defense against open
military aggression by the Communist nations is inevitably going to be
very small. We must face squarely up to the fact that resistance to
determined military aggression by the Soviet bloec powers is a job for
the United States with help from the NATO powers of Western Europe.

The hope that we can create and maintain such a defense cheaply by

organizing the manpower masses of Asia, that we can prevent aggression

by getting Asians to fight Asians, is largely illusory because Free

Asia (perhaps excluding Japan) does not now have and cannot in the

near future create, even with our assistance, the economic potential

to support a major military effort,t
In the second place, while these countries can help to resist

minor agpression and should be able to maintain order internally,

1China is a threat because she is backed by Soviet industrial
strength and because she is able through totalitarian controls to sub=-
ordinate all other goals to military ones.
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weapons and military potential are ineffective without the will to use

ey

them, Some of the underdeveloped areas apprear to have thls will,

others clearly do not. There is doubt as to how far even those leadesrs

who now profess the will would be able to mobilize widespread popular

encrgies behind the sacrifices entailed by a major military effort,

As argued below, development programs can play a crucial role in

developing the morale which is a precondition for military performe

But the will to build effective military resistance may actually be

weakened by U. S. efforts to force military assistance on countries

which do not want it. This convinces them that we are trying to

involve them for our own purposes in disputes which they could other-
and compounds the widespread conviction in Asia that
are exclusively military and moreover largely aggressive,

Economic programs with an expressed or implied military ob

unlikely to achieve that objective in the underdeveloped area

in serious danger of backfiring badly.

There is a further consideration which

wishes. The difference which is rost likely to be decisive bhetween the
Comrunist formula for economic growth and the Free World formula is
that the Free World formula offers to the citizens of a country the

hope that the fruits of development will be experienced early in the

process and shared widely by the whole population, that emerging
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asplrations for economic, social, and political betterment can be at
least partly satisfied as the process of development proceeds. The
Comrunists promise this but are unable in fact to perform precisely
because their pattern of development emphasizes the heavy industrial
growth important to military power at the expense of the agricultural
and light industrial development relevant to citizen welfare,

It is this distortion of the econory from satisfying the values
of its citizens to the creation of military power which, in turn,
makes necessary many of the instruments of force and repression which
characterize Corrunist states. The collection of grain to supply the
food requirements of armies has been used in China, Indo-China, and
elsewhere to justify the abandonment of freedoms and corrosion of the
political process at the village level. Pressing for a hesvy military
bias in the economy of a poor country runs the risk of either pre-
ventling the economy from growing or persuading the country's leaders
to adopt totalitarian measures to force growth in the face of lack of

pOpuiar enthusiasm,

5o The Error that Communism Springs from funger

A ruch more scrious misconception which exposes propoeals for
economic programsg to effective attack is what may be called the
Marxist fallacy underlying the
on the role of economic change in political development. Crudely
stated, it is held that revolt and protest are the result of hunger
and poverty and that relieving hunger and reducing poverty will there-

fore reduce revolutionary pressures. In other words, if we can supply




the wherewithal to feed people better they are much less likely to
support Communist or other extremist movements. The implied picture
of the forces affecting social and political change is so naive as to
be vulnerable to attack from a number of directions.

In the first place the spirit of revolt does not breed easily
among people who are chronically destitute. Tn the rigid feudal
societies which still characterize some parts of the world those at
the bottom of the scale have for generations acrepted a fatalistic
view that it is in the nature of things that they should be poor.
People do not organize and conspire to promote change when they believe
change to be inherently imposgible. One of the first effects at the
grass roots of an economic development program in a society which is
gtill feudally stable is thus likely to be a revealing demonstration
that change can occur., This combined with the energy-stimulating
effects of better nutrition is likely to release psychologic
political pressures for change which may go in almost any direction,
This is well understood by the Corirunists, whe concentrate their
efforts not among those who are hopeless but among thoss in whom
expectations have already been aroused. The Communist line iz, of

course; that these newly aroused expectations can never be satisfied

within any social, political, and economic framework except one under

revolutionary Communist leadership., This line is carefully tailored
to whatever expectations and aspirations turn out to be most powerful
in the particular region they are trying to influence, Of course, once

expectations have been aroused, a failure to do anything effective




about them is grist to the Communist mill, In this sense, some
economic advance is a necessary condition for the avoidance of proteat
movements. But an increase in consumption unaccompanicd by many
subtler changes in the society will not by itself puarantee orderly
political development,

This helps to explain the phenomenon which has been so puzzling
to observers in a number of countries that Comrunist galns appear in
gome instances to have been pgreatest in areas where the government was
doing something »bout the economic problem rather than in those where
nothing was being done. The first and most powerful effect of economic
developrent efforts is likely to be to dislodge convictions and habit
patterns which have in the past insured stability. A further factor
contributing to unrest is the education which accompanies economic
change, People Who can't read can't be subverted by literature.

Once they can read, the process of widening knowledge and changing
images of what the world is like and what is possible in it proceeds
with great rapidity. With a growing understanding of the huge
discrepancies in rewards customary in backward societies comes a growing
awareness that these discrepancies are not the inevitable result of
God's will,

Added to these factors are the social and cultural effects of
industrialization and urbanization. People who were brought up in
the economic and psychological security of a traditional extended

family system or a cormunal village structure are uprooted, moved

physically to unfamiliar and threatening surrcundings, plunged into a




competitive world of individual effort with no paternalistic srall
group units to fall back on, and find their core values and Leliefs
subjected to daily challenge. Theyv have a desperate need for new cormon
goals and an experience of cormon effort and loyalties with a new group
which gives promise of ree-establishing their confidence and their sense
of private and social harmony, if these are not provided br the
existing social and political structure, they will seek them in a

dream of a wholly new structure.,

If all we have to offset these disturbing effects of the

breakdown of traditional cultures and the development of widely

expanded expectations is the actual physical intrement of new product
created in two or three years by development, the picture is bleak
indeed, Under the most favorable conditions the maximum rate of growth
of physiecal output likely to be achievable by countries in the early
stages of development is 3 or i per cent per year. Where populations
are increasing by 1% to 2 per cent per year this means that the ceiling
on the rate of improvement of individual welfare is 1% or 2 per cent
per year, If growth is to becore self-sustaining, some fraction of

ma
L

this increase must be plowed back into further investment. e
maximum rate of increase in consumption per person averaged over the
population as a whole is not likely to exceed 1 per cent per year,

It is easy to be derisive about the notion that one more grain
of rice in a peasant's bowl for every hundred he now gets is likely
to compensate him for the things that are shaking his soul and will

make him again doecile, placid, and content with his lot, It is true

that 1 per cent compounded over ten or twenty years begins to amount




to something substantial, and over fifty years becomes miraculous
especially sirce as the process goes on the percentage will probably
grow. Lven at a growth rate of only 1 per cent per year the standard
of living will double in twoe genecrations. Nor should we ignore the
importance one generation may attribute to prospects for improvement
in the lot of its children. This is especially important in peasant
societies, But in the modern world of rapid communication political
and social processes are greatly accelerated and will not give us
fifty or even twenty years. Dy and large economic programs based on
the crude materialist thesis that progress consists exclusively in
"the extra food in the stomach" deserve all the derision they get.
Such a conception of the way economic programs are Supposed
to work, in addition to being wrong, can be very dangerous. The con-
viction is already widesrread in Asia thet
consumption and have no understanding of things of the mind and spirit.

If we promote economic programs with this erude concention in mind,

H=

we will not only be disanpointed in their results but we will create

S8 } "

additional hostility and contempt in the areas we are trving to influence

and drive them to seek solutions more congenial to them than ours

6. The Positive Case for Economic Programs

In the face of this powerful battery of arguments that whatever
the econoric effect of economic programs {and we have yet to examine
whether even an economic effect can be expected) the political and

psychological effects can be contrarv to our interests, how can the

thesis stated at the opening of this paper be defended? Would it not




be better to leave the peoples of the underdeveloped areas of the

world in a state of placid stagnation rather than arouse expectations

that neither we nor they can possibly satisfy and expose their
societies to the risk of social and political disintegration?

We have already suggested, of course, an obvious negative
answer, The question implies an option that is not in fact open to
us, The process of change is already inevitably and irreversibly under
way, the expectations are already aroused, and the economic political,
and social revolution of the underdeveloped arcas is already insxorably
on the march, Fven if th i sts were not everywhere promoting
and encouraging tl f i their own conspiratorial ends, the
unprecedented spread of communication throughout the world in the last
twenty years has already fundamentally altered the
of the bulk of the world's populatiocn,
accelerated in the coming decades. Hence the
semi-feudal stability is a mirage.

More constructively, however, there g a powerful, positive
case for an active promotion of econoric development., The substance
of this case can be found in
effects that a well=conceived economic develcpment progr
to have, Some actual increase in the pe apita availabilit;

certainly a necessary
condition under modern circumst s for the development of stable and
peaceful societics and for the

Even more important, however, are




of progress, the social mobility, the outlet for leadership energies,
the national cohesion, the consolidation of new individual and group
values, the discoverv of new sources of satisfaction and achievement
which a concentration on social and economic development can bring.
We postulsted earlier that one of the highest oriority tasks for U.S.
foreign policy is to use our influence to promote the evolution
socicties that are stable in the sense that they are

change withovt violence, effective in the sense

progress in meeting the aspirations of all

in the sense that ultimate power is widely sha

This is important for us first because such societies are much less

likely to constitute a military threat to us or to attach themselves

to others who pose such a threat, and second because, in the programs

of common action we can undertake to help them reach these goals, we

can demonstrate more effectively than bv anvy verbal propaganda the

wide range of vazlues we share with them,

7. Reguirements for the Growth of Political Maturity

How can econcmic development programs serve these lofiy ends?
To gsee this we rust first develcop more fully some of the requirements
that must be met if these arcas are to achieve political meturity:

a, There mugt be posed for the leadership and the people
each countrv chellenging and CO“'%IDCZWVP 1nuerna? tasks whichwil.
capture the imaginations and harrness the encrgies of
the society. The peoples of the countries of Asia, the

and Africa have until recently been dominated either de jure or de facto




by the will of foreign powers of different races from their own, To
the extent that their peoples have achieved a degree of commen purpose
it has been in oprosition to this external influence. Wherever tk
have achieved their independence from colonial control, this symb
their common purpose has lost some of its energizing force. Many of
them are trying to retain their sense of dedication and direction
either by retrospectively fighting over agein in their minds and in
their political speeches the glorious revolutions thev have already
accomplished, or by identifyins therselves th the revolutionary
aspirations of countries still not independ t. A prime requirement
for their political development is Ghe hey now turn their
structive energles on a broa :ale to the real

internal future., Only when these problems of

become the earnest concern of a large part of the population,
individuals throughout these socleties see ways ir which they

make useful contributions to the solution of these problems wiil

-

irresponsible extremist movements whose focus is on the battle symb

of the past lose their attraction and the institutions and forms

democracy become meaningful,

b. The constructive issues around which unlty
are to be forged must relate to the ererping aspirations
and régions in the society. The fight apainst corrunian
sufficiently meaningf gulficiently related to the current hope:s
of the bulk of the peoples of the underdeveloped areas to be an

effective standard around which to mobi ticel activity.




First, it is a fight apainst and not a fipht for something, Second,
communism is not seen as a menance in many of these areas because
have had no personal contact with what it can rean, Those who are
of the Fast-West struggle regacd it as sorething that matters to us
but. not to them. Third, the Corrunists have Verv skillfullv softe
pedalled the ideological elements in their position and have identi: fied
themselves with the things on each local scene that the local peopl
want., Thus to attack communism in principle soretives gives us the
appearance of attacking the whole idea of trying to solve ] 1 problems,
The best counter to Cormunist appeals is a demonstration that these
same problems are capable of solution by other means than those the
Comrunists propose. Unless there is a rapid spread of the conviction
that purposive action with a non-Comunist social order can make
progress in meeting newly formulated goals, movements to

1

order by violence will become inereasingly successful.

These countries must find ways of developing new,

-

Many of their leaders are cither men who

rganizing opposition or men selected by the

YA ~ 2 s v -~ ~ 4
the maintenance of

colonial powers because they had a stske in

status guo or because they could be trusted to administer without having

too many ideas of their own., There are remarkable exceptions like

Mr, Nehru who have been able to convey to their peoples an

what their country mipht be like if they mobilize their human and

material resources. But an expansion of the pool from which leadership

can be drawn 1s everywhere a eryin’ need. The development of the risght

kind of young leadership will require stressing problems which are




challenges and opportunities rather than thre:
appeal to constructive rather than conservative

reserves of leadership —otential throushout the por

underdeveloped areas, but they must find & focus for their encrries in

nroblems they regard as real rather than symbe

d. Related to the recraitment of new le:

that leadership mite

4
these countries is that the base fror
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ditionally
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the Comrunist y for the awakening

centers where
are human resources which have
where 70 to 90 per cent
annot, force

rural development csn uncover

requirement




This has a doubly unfortunate influence, The urhan leaders do little

in fact about some of the country's mo-t urgent problems, and the mass

of the people lack the conviction that their leaders are centrally
concerned with their problems and aspirations. Those countries like
India which are making the most progress toward maturity are those in
which this gulf is being bridged, more through economic programs which
yield a sense of comrmon purpose derived from comron effort than throu
any channel,

It is worth noting in this connection the special role played
by the militarv in many of the underdeveloped arcas, T
frequently important to cconomic and political growth
First, a militarv career is often th
leadership and responsibility open to
classes and especially to men with rural background
often a good place from which to recruit new elerents
for nonmilitary programs. Second, the army is
in which a man has an opportunity to acquire both
strative skills. Many of these skills
civilian tasks such as the building of roads and communication svstems
or the organization of a local community for improved sanitation.
should certainly not force military assistance on countries not vanting
it, but where we already have such programs we should reexamine ways
in which they can be used to further cconomic and social development
more effectively,

When we speak of lea hip here, we do not mean solelv or cven

primarily leadership at the national nolitiesl level, Local, regional,




and functional leadership are at least as crueial to orderly

Indeed, when we talk of the development of democratic societies we tend
to think too lsrgely in terms of the mechunical process by which national
leadership is chosen. Power and decision making cannot be decentralized,
whatever the electoral process, unless there are corpetent and dedicated

people available at lower levels to whom decisions can be delegated, A
country which is formally a dictatorship but whose government.cncourages
local and group initiative es7ons .0 them may be mors demo~
cratic than one which goes through the motions of national elections
but has no political vigor at the grass roots. Indeed, since the problems
of maintaining national cohesion in the face of rapid social and economic
change are so unsettling, sorething 1ike a transitional dictatorship

phage in the development of

key is illustrative,
The crucial s whether local leadership and local participation in
decisions of local interest are being nurtured,
f. Perhaps the most critical reqgui

these countries develop a degree of confidence both as a nation and as
individuals and small communities that they can through their cwn efforts
make progress with their problems. The rost important reason for believing
that some growth in economic outpub, sven at a slow
important to political stability is that such growth has become an

increasingly important symbol to them of their capabilit tiss, thelr

national worth, and their national dignity. If this growth is wide=-

spread through the country and based upon a good measure of loecal

comrunity initiative, it can become a vital symbol of individual and




communlty as well as national achievement.

through the countryside, "Your leaders are bankrupt. You can do
nothing under the present system to work toward the

your hopes., Join us and we will give you & meaningf: i Ne There

must be an alternative to this appeal if non-Comrunist evelution is to
PP

succeed,

£. [his same sense of confidence

+

for the develonment of satisfac
of the world. At the moment manv of

Yy

other nations have objectives
which threaten their national integrity and security.
wholly capable of standing on their own feet they can
vixotic and nervous in thei
hev will be suspicious of direct amneals from us urging
Comrunist devil and accept the institutional
system, If we demonstrate our basic mrinciples
programs of common action to deal with their pressing
and if we refrain fror pressing on them the precise
econoric and political institutions, manv of which ma
to their cultures, they will core to a

have in cormon and of what we bhoth can

advance th

8. What Role Can Economic Programs Play?

It should be apparent that whethcer sconomic

desirable political and psychological effects




requirements for the growth of political maturity will depend on how
they are carried through. We have had experience with aid programs
which justify all the scornful strictures of

have been not merely neutral in their effect

positively hermful to our interests. Certain of

following Yorld War II such as our earlr efforts
were of this variety. DBenefits do not follow any mo:
from the voting of sums of monev by the Congress in this
policy than in anv other. But properly designe
economic programs are one of the few levers of
ug which have & seriocus chance of influencinyg in imrortant ways politi-
cal developments in the underdeveloped areas, It is worth exploring
in rore detall why this is so.

In the first place the possibility of economic prouth

1g

presents a rezl challenge to

countries. Sore of them,

societies fror what we believe Lo be an

India the problems of internsal ¢

a considerable degree the issues of colonialism, race discrimination,
relations with foreign countries and the like as the burning issues of
national and local politics. The present government

fortunes to the success of its five~year plans and has generated a
degree of interest in these even down to the remote villages whicl

quite remarkable, Performance under the fiveayesur plans has become




important not merely as an index of the eflcctiveness of the present
government but as a major syrmbol of Indian national aspirations, inde-
pendence, and dignity. A realization of forward movement in this area,
even if the visible economic results are not spectacular, has become

a prime factor in the nationsal consciousness. There is an ever more
widespread awareness among Indians of Irdia's corpatiti

in growth with China, It is not accidental that Tndia's internal
political situation is In better shape than that of moe=t other ‘fsian
countries. India's effective absorption in a constructive econoric
effort is not the whole story, but it is an important part of the story.
And a reversal of the trend of progress which has been started could
lead to a rapid deterioration in the political scene. It is the thesis
of this paper that supporting efforts like the Indian one and encouraging

the development of such efforts in othor countries can be one of ‘the

1y appropriate, for example, that develonment
assistance be rade conditional upon the submission of convincing
cvidence that a country's leaders have thou~ht throush the elopmwent
needs of all sectors of their population There is tendency * the
urban-educated elite to think first in terms of factories and cther
urban- centered activities. Requirements of balance can literally
force them to get into the countryside where the bulk of their peonle

live and find out about rural conditions and rrospects. Indian intele

lectuals are learning, slowly but surely, to work with peasants, to

soil their hands, to interest themselves in the issues peculiar to

their own nation rather than in the intellectual fashions of the




Western world.

never heard of Nehru, much less of community

nurber of these is shrinking with amazing rapidity.

There are still villages in India where people have

development, but the

A more energetic

focus on development, accompanied by an insistence on balanced programs,

could have similar effects in countries where the pa

between city and

country is still almost unbridped and where the Comunists therefore

have a clear field in the rural areas.

Programs of

the best opportunities for uncovering and

young leadership. Agein, the village worker

several countries in Asia are undertaking,
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esgential requirements for political responsibility., Economic evidences

of success are among the most persuasive ones. Seeins new factoriss
t> 3

better farming methods, improved public health and education, bette

transport, actually becoming realities in response to their own eflforts
can suprlv this confidence. The rore widelv spread these activities
and the wore universal the efforts of which they are the tar
evidence the more likely ha political effect

Finally manv kinds of econoric programs provide opportui
to demonstrate derocracr in action which are much rore convincing than
abstract discussion or than the operation of electoral m: chinery divorced
from real problems. If voting is to be made an aci 3t ch is wmore
than an amusing new gadget, there must be sorething to vote zbout which
directly concerns pecple and some test of candidates other than their
polemic abilities or the width of their circle of
Economic issues are, of course, not the onlv ones with real v
but in countries where a majority of the people live closc to
margin of subsistence, most cultural, educational, and social
raise difficult rescurce problers, Village educa
equipment, and the supnort of teachecrs;
services, better rutr1b~on, and better h
depends on land redistribution and corrunity services:; a wider
catlon of ideas depends on roads, comrunication rmedia, and the

There are possibilities in international cooperation on ¢
issues to demonstrate not only the comron poals

of one country vith those of anothcr but also hel

those goals are




foreign societies. One of the most politically effective programs we

have carried out to date has been the spongsorinz of visits to American

industry by Furopean productivity teams, The ostensible purpose of
these visits was to give the visitors new ideas about technical

Th

organizational wavs to increase productivity. helr rost dramatic
consequence, widely attes to spread an understanding of

what laboremanagement relations were really like in America.

after visitor from both Europcan ranagement
ment at the degree of democracy and mutual
American labor-management relations,

Ideology, values, and principles of political

be much wore quickly prasped and promoted througl

action than through debate or "education,”

iniza=-

advising and consulting on leuboremanagement reletions o inds
tion of cooperatives, on agricultural cxi
on land reform, on local povernment, On

rerg, foremen, civil servants,

:h nationally and especially locally, hars

the obscurity of unfamiliar

ems

I+ is perhaps necessary to repeat again that econoric prot

e o

are, of course, not the only focus for tructive effort. But almost

all the challenging things pcople can be stirred to want to do with

My

themselves and their societies require some additionsl resources, With-

% o & 1

out economic growth neither the human energles ner ¢he physical resources
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will be available in the poorer countries of the world for the satis-
faction of the aspirations of their peoples. Thus ceconomiec growth is
both a prerequisite for nolitical, cultural, and social improvement
and ecan itself in many ways be an ensine of such improvement.

The unique opportunity that this presents to us is that only we
in all the world have the abundant resources to make such growth
possible., Others can and should contribute for a variety of reasons,
But the scale of effort required for real results i evond the unaided
capacities of many of the underdevelopned countries, and the volume of
asgistance thzt covld fruitfully be used probably cannot and will not
be supplied by the Soviet bleec. As long as we keep our efforts on a
scale

it, they will do so and with great e

the wherewithal to leave then
To put the argument of
are, of course, politic
interest is that the societies of the world
will not menace our security,
dynamics or because they are weak enough

But our capabilitles to influence political
rent or intervention are very slight.
vention is almost certain to set up rescentments and

will produce the exact reverse of the result we seek. Economic programrs

which are neutral with respect to the political issues which rouse

men's passions nonetheless can be effective instruments of political




influence, not in the sense that they will recruit allies but in the

much more fundamental sense that thev can develop political responsi-

bility. They are thus a way,~-I would argue the best and perhaps the

only way,-=around the impasse with which we are confronted when we try
to use our political influence directly.

An important illustration of this principle is to be found i
our policies toward colonialism, We should be rore vigorously on
side of freedom and indcpendence for subject peoples., But apart from

ficulties of direct political intervention in the affairs of
ean allies, it is not at all ecle-r that-we contribute to the
and stability of the world by encouraring colon

their energies around the goal of violent revolution.

the cnolonial powers
they have acquired
the colonles as
disservice, ‘

On the other hand, it would be ha
deny that viporous and worldewide program
development rmust logically include the
should apply the same conditions to these
assistance, notably that responsibility for economic programs musi 1
accepted by the people of the area themselv t local as well as
national levels. We can insist, through economic programs, on seeking
out and developing local leadership. We can argue persuasively with

the occupying powers that such progrems will provide an outlet for the




energies of local communities which will reduce their preoccupation

with subversion and violence against Furopeans. We can with equal

Justice insist that our aim in supporting these propgrars is to speed

the time at which the colonial peoples can secure thet independence

to which we as well as they are dedicated. We can show the peoples of

the colonies that we are effectively securing independence for ¢

forcing, as a technically necessary condition for econorie
delegation to ther of an increasingly important share of the d«

that affcet their dailv lives and welfare, Thus the formal stat

T
hem by

political independence will becorme both less emotionally urgent

rore attainable. To describe all the wavs in which this can be

would take more space than we can devote to it here. But we are

COnn-

vinced that a skillful program of economic and technical assistance

could both accelerate independence and
of the syrbols of colonialism if it is
tion well before the dynamite has begun to explode.

The impact of such a program on the economigs of |
countries of the Free World will be discussed later,
however, are the possible rolitical and psychological ef

other developed nations of a propram of development in which
r > 3 X

participate as prrtners. Our common efforts with them to dale, with

notable exception of the Marshall Plan, have been largely military and

have had the negative if wvital objective of confinin

3

L

Communist military power. It is important for

r
[

too, that now that the

Marshall Plan is larpgely over we demonstrate

that we are still interested in more constructive tasks. A joint
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effort to which we make a major contribution which has as 1ts objective

p

the building of successful democratic societles could have important

o

effects in holding the alliance together and substituting the cement of
o

hope through common effort for the binding force of fear.




IT, GENFRAL FRATURFES OF THE PROGRAM

1. The Central Proposal

The central proposal of this paper is that the United States
should, for reasons explained in the preceding section, take the
leadership in a new international partnership program for world eco-
nomic growth, The purposes of the program would be first to remove
the availability of capital as a limitation on economic development
for those countries able to use it effectively, second to stimulate
and assist the underdeveloped countries to overcome obstacles to
their own development other than capital availability, and third to
create a climate of international esconomic activity in which the
economies of the industrialized countries of Europe and Japan, as

well as the United States, could flourish and continue to grow.

2, Allocation According to Absorptive Capacity

There are a number of elements in such a program which dis-
tinguish it from what we are now doing. The first and most important
is that assurance would be given that any Free World country which
could demonstrate that it could use additional resources productively
on fairly strict criteria of productivity would be able to secure
such resources. We believe, as explained in section III below, that
the amounts which would be taken up under such an offer over the

next ten years or so, while higher than current levels of international

34
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capital movement, would not at the most be more than three or four
billion dollars a year higher, Only a portion of this amou. 't would
need to be in the form of funds provided by the U, S, government, a
major fraction of that portion could be in the form of loans rather
than grants, and a substantial part of it could be supplied in the
form of Ui, S. agricultural surpluses.

If this program were adopted, the problem of how to allocate
the available funds equitably among recipient countries would not
arise., Every request for assistance which met criteria of productivity
to be described later would be granted, - In the early stages some
countries like India which are at a stage of development where they
can absorb additicnal capital readily would get the lion's share,

As other countries were able to demonstrate that they were overcoming
the difficulties of establishing new institutions to carry on

economic activity, developing a labor forece with the necessary skills,
training administrators and managers capable of operating new ventures,
drawing up detailed investment programs to insure balanced and con-
sistent growth, they would become 2ligible for higher levels of
assistance, lMeanwhile as incomes rose in the faster moving areas;

they would be finding themselves in a position to sup~ly a larger

and larger part of their own capital requircments cut of their own
savings,

The essential concept of this program is a banking concept

rather than a subsidy concept, A banker does not list all his

potential customers and then try to decide how to allocate his

loanable funds in such a way as to be fair to each. He sets certain
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criteria for the soundness of loans and then welcomes all customers
who can satisfy him that they meet the criteria. As explained
later, the criteria in this nrogram would be somewhat broader

those normally applied by a bank. But the distribution of

among countries would be determined by absorptive capacity r

than by considerations of equity or polities.

Such a conception raises two fundamental questions: (1) Is
it possible to establish reasonalbly objective criteria such that
experts would be able to

r to be sufficiently productive to justify maki
them available? (2) Will the application of
in a total of eligible demands which it is beyond the capacity of
the capital supplying countries to meet without damage to their own
We believe, as explained in more detail in section III,
1y workable in practice can be set up, and t

those criteria would be wholly manageab

3. Incentive Effects of the Program

If this is correct, the leverage exerted by such a

= 3

economic and politi development would opera
resourc
that cannot now be implemented for lack
funds or both, In the second place.
on local povernments to take the
eligible £ 1SS z) this ki
" this program that the development of capacity to

growth is a job mainly for the
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countries themselves, A wise world program of technical assistance

can help enoﬁmously in supplying the know-how and in carrying out

the needed programs of training and education. Present technical
assistance programs should be somewhat expanded to this end, and

the task of a new program should be not merely to make more capital
availuble but to advise and assist countries in preparing themselves

to use capital productively. But the bulk of the task must be done

by the people of the developing country itself. They must develop

the necessary institutions, generate the required energy and
initiative, acquire the requisite wisdom and courage in planning

and controlling resource use, learn the necessary skills and techniques,

The essence of the partnership plan here proposed is that it
should remove the one bottleneck over which the underdeveloped
countries cannot have much control ,-<lack of capital, If the plan
were adopted, each Free World country would know that whenever and
wherever it was able to demonstrate that it could use rescurces
productively in the context of a sensible program, the rescurces
would be made available without any sort of military or political
strings. The impact of this knowledge, consistently at work over a
period of years, would be a powerful force pushing countries to take
the steps needed for their own growth,

The plan would squarely place the burden of responsibility
for economic pgrowth on the underdeveloved countries themselves, At
present political leaders in these countries are able to excuse their
omfﬂhmsthMdmsmdthHcm%ﬁWMSmtmgmmd

that their resources are simply not equal to the task, and that the
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richer countries refuse to help on terms they can accept., But if
over a period of years the internal prerequisites for effective and
prouuctive use of capital are continually reiterated by a respected and
irpattial international body, and if the knowledge spreads that wherever
ind whenever adequate steps are being taken to meet these prerequisites,
loans or grants necessary to progress will be forthcoming, the pressure

on governments for ef"ective performance will become irresistible,

li. Characteristics Required to Insure Incentive Effects

This incentive effect of the plan will be strong only if a
number of conditions are satisfied. First, the recipient countries
mist be convinced that the plan does not have narrowly political or

rilitary objectives. Our basic political objective,--the development

of stable, effective, democratic societies,-=1s one with which no

non-Communist country will quarrel, But if it is believed that

this is designed as a way to force neutrals into our camp,'to secure
acceptance of particular American foreign policies, or to draw other
countries into conflicts which they believe, however rightly or
wrongly, do not concern them, none of the more fundamental results we
seek will be secured. This does not mean that money should be given
away "without strings." Quite severe conditions should be applied
governing the economic effectiveness of assistance in promoting the
development of the recipient country. But the conditions should in no
case be narrowly political or military,

This suggests that the sponsorship of the program must be
international rather than national, If the criteria for eligibility
are established by an international bodv in the deliberations of

which the recipient countries themselves participate, they will have




39

confidence that these criteria are politically disinterested. This

does not mean that all administration of the program must be turned

over to the United Nations or some other international organization.

There should be many countries contributing to the program; and each
may have several instrumentalities, public and private, administering
different kinds of assistance. Our experience with dctailed ad-
ministration by agencies responsible to many national governments at
the same time suggests that this may not be the most efficient way
to operate an enterprise of this kind. But the basic philosophy
and ground rules should be laid down by international agreement, and
an international secretariat, perhaps broken down into regional com-
missions, should coordinate and interrelate the various parts of the
program, The closest model for what we have in mind is the present
Colombo Plan organigzation. Detailed assistance agrecments are in
every case bilateral, but these are negotiated against a background
of general oprinciples ’ shed by all the members acting together.
We believe the incentive effects of the plan will be rmuch
more oronounced if it is worldwide in application than if it is
limited to one or two regions of the world like Southeast Asia and
the Middle Fast. It should be clear from what has gone before
we do not tiink it should be labelled specifically as an anti-
Communist or anti=Soviet program. We are as interested in stability
and growth, in the long run, in Africa and Latin America, as we are
in Asia, Since much of Africa consists of colonies, there will be
difficulties in launching an African program unrelated to anything
else, In the context of a jlobal program, Africa clearly deserves

a place, and many of the conditions which should be set down for
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programs elsewhere can and should be applied there., This does not,
of course, mean that all planning and administration must be on a
global basis., Regional units are both more meaningful and more

efficient, Bubt once again, the philosonhy and ground rules of the

i

program would gain great support from being placed in a global context.,

Finally, the program will have very little incentive effect
if it is not assured of continuity over a number of years. The
steps that must be taken to prepare a country for effective use of
additional investment resources are complex, time consumingy and
difficult. If an offer of assistance is to stimulate action in
comoliance with its conditions, it must be a standing offer effective
over a number of years, Fven where the general environmental cone
ditions are already favorable, project vlanning, the adjustment of
development programs, and the like may require two or three years. Where
more fundamental deficiencies in educztion, statistical information,
labor and entrepreneurial skills, transport and communications, and
public administration exist, the lead time may be a decade or more,
Even quite a large program which teeters along from year to yea
always on the verge of Congressional disapproval with no more than
a, one-year lease on life, will lose most of its effectiveness.
limited magnitude and great uncertainty of our programs for the under=-
developed areas to date po far to explain the lack of response to
such offers as the President's special fund for ‘sian regional
development.,

There is one added problem to consider, Though the under-
developed countries will establish home industry, and will become

somewhat more self-sufficient, they must not develop autarkically,
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Their experience with dependence on world trade has not been a happy
one, and it would be understandable if they were to press for making
themselves as independent of the rest of the world economically

as possible., They must be persuaded, however, that their own rapid
growth requires that their development be based on a considerable
international division of labor. The criteria for acceptable invest=
ment programs must include such a requirement, If this is to be de~
fensible and acceptable, however, it must be accompanied by provision
for more stable markets for the foodstuffs and industrial materials
which will be their major exports, and with whose proceeds they must
pay for their imports. This, of course, does not mean that they must
remain raw-material producing, nonindustrial countries. It would

be neither to their own advantage nor to that of the world that

they should do so., But they must be willing to emphasize in their

investment programs sectors in which their international com=-

parative a.ivantage is great.

5. Requirements of developed countries

This is what is necded for the underdeveloped areas. What of
Japan and the industrialized countries of Western Europe? Their
problems can also be met in large measure by a plan of this sort.
They no longer face a shortage of resources for self-reinforcing
development, but they do face a problem of international specializa-
tion correlative to that faced by underdeveloped countries., Their
economies developed in an era of international specialization and

international trade, Without continued specialization and trade
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they certaihly cannot provide expanding incomes for their people

and may not even be able to maintain their present standards of
living., They need two things: markets in which they can sell those
goods they can produce most cheaply and sources for food and raw
materials which they cannot efficiently produce at home,

If development elsewhere in the world takes forms which
provide these exvanded m:rkets and increased supnlies, the industri=
alized countries can continue to grow. Two elements in the plan
would insure this, One of these is the provision for a Free World
trading pattcrn discussed above, The health of industrial as well
as underdeveloped countries requires such a pattern. The kinds of
loan criteria required to insure that development makes a real
contribution to world growth and not just country growth are discussed
in Part II,

The second element of the plan required for the growth of
the industrialized countries is a serious effort on the part of the
United States to open its markets on a long-term basis to producers
elsewhere in the world, If we are to insist, as we must, that other
countries recognize the advantages of international division of
labor, we must be much more willing than we have so far been to
recognize those advantages ourselves in our own cormercial policies.
How large an economic contribution a modification of U, S. commer=
cial policy might make towards solving the market problems of the
industrialized nations is a matter for dispute., But even if its
economic importance should turn out to be relatively small, we cannot
press upon other countries policies important to world development

which we are not willing to follow with at least equal vigor ourselves.




6. The Role of Agricultural Surpluses

Many of the underdeveloved countries have a huge unutilized
resuurce available to be used for developmental purposes in their
unemployed or underemployed labor force. In most of the Asian
countries there are many people now idle or ineffectively employed
whose labor, if mobilized, could be used to build roads, buildings,
canals and irrigation works, to reclaim land, to modernize villages,
and the like. They remain unemployed for three reasons. First, the
governments of these countries may not have the administrative skills
or the supervisory talent to out them to work, Second, in even the
most labor-intensive projects some equipment is necessary, if only
hand tools, to be used by the workers. Third, the additional
demands for food and fibers which would result from hiring presently
undernourished workers and paying them a money wage would result
in inflation of prices in the country in question. This last diffi=
culty can be met by importing agricultural com:dities to cover the
additional demands of newly employed workers,

Thus where administrative bottlenecks can be overcome and
where capital cquipment can be made available, agricultural commodi-
ties can be an important part of development assistance. Whers these
other two conditions are not met, the movement of agricultural
commodities to underdeveloped countries can have very damaging effects.
For if there is an increase in agricultural supplies without any
corresponding increase in demandy agricultural oprices may fall

sharply, reducing the incomes of peasants and slowing or stopping
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programs of agricultural and village improvement. Furthermore, some
of the underdeveloped countries are themselves exporters of agri=-
cultural surpluses, and depend on the sale of these surpluses for
the imports which they, in turn, require for their own development.
Thus the unplanned dumping abroad of agricultural surpluses can be
ruch worse than useless, It can be disastrous.

Fxperts who have looked at the problem are convinced, however,
that in the context of a development program which also provides
capital goods and which is planned for some years ahead in the light
of the various bottlenccks existing in the economy of the recipient
country, there are possibilities for the use of a very substantial
volune of agricultural commodities in assistance programs, The FAOQ,
for instance, has estimated that something like 100 million dollars
worth of agricultural surpluses could be used annually in India in
connection with an expansion of¥250 million per year in her investment

Prograne.

7. Proposed U, S, Action

" We may now summarize the component parts of the proposals
elaborated in Part TII of this report:
a. The United States should launch at the earliest possible
noment a long-term program for sustained economic growth in the
Free World, This program would make available sufficient additional
capital and technical assistance to satisfy all likely demands for
such assistance which meet fairly high standards of eligibility based

on the orospective productivity of investment, The levels of
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investment assumed would be sufficient to make possible an over-all

one per cent annual increase in real income per capita for all the

underdeveloped countries of the Tree World., In practice, some would

grow faster, some slower than this rates

b. As part of this program the U. So government should offer
to provide a new long-term capital fund of from ten to twelve
billion dollars to be available for loans and grants over a five=-
year period to accelerate economic growth in underdeveloped areas.
Although an initial five-year allocation is recormended, the plan
would look ahead for a longer period, at least a decade,

c. This sum would be accompanied by commitments from the
governments of other advanced industrialized countries to make
additional loans and grants of from two to three billion dollars
over the same time period, as part of a unified Free World program.

d. Concerted measures should be taken to enlarge the inter-
national flows of private capital. OSuch measures night yield an
addition over present levels of three to four billion dollars during
the first five-year period.

eo These sums must be made available to Free World countries
without any military or political strings, but under strict business-
like criteria designed to guarantee that the loans and grants could
be effectively used and that the loans could be repaid within a
re:sonable period of time.

f, Tt is most unlikely, if such criteria are enforced, that
the whole of the sums offered would be taken up. It is essential

to the plan, however, that availability of the full amount be
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puaranteed in order to remove capital as a bottleneck to economic
growth and to provide maximum stimulus for the governments and
peoples of the underdeveloped countries to expand their capacities
to use capital effectively.

go Loans and grants should be administered by existing
national and international agencies, including the Export-Import
Bank, the International Bank, the Colombo Plan organization, etc.
New machinery is req ired, however, to set the ground rules, lay
down the criteria for the investment program, and arbitrate differ-
ences that might arise in their application. This machinery is
further discussed in Part III.

h. Against the background of the loans and grants envisaged
the prog~zm would include features designed to:

- restore and maintain an efficient international
division of labor, insuring for industrial countries sources
of agricultural products and raw materials and markets for
their products;

- ubilize agricultural for develo-ment
purposes

- stabilize in the interest of the supplying countries
raw material and foodstuff markets and prices;

- liberalize U. S. trade policies by progressive stages;

- achieve Tree World currency convertibilitys;

- achieve a common Free World policy on Tast-West trade.
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It should be emphasized thzt this is a program which will not
achieve its basically nolitical and psychological purpo
its fundamental features are preserved, Dilutio
tremely danpgerous,
apnear to be these:

a, The additional sums envisaged must be

remove capital as a bottleneck to growth.

b. There must be no tie between economic

and no explieit political conditions within

program with strings yields satellites, not partners.

¢, The plan must look to a long future and envisage a
sustained U, S, effort,

d., There must be a real measure of international contribution

and international adm

e believ
will go far toward restoring and maintaining the unit;)
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unexpectedly bad harvests. e should of course stand

traditionally have in the past, to give help in such eme:













