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f r o m  the a u t h o r  and f r o m  the  C o m m a n d a n t ,  I C A F ,  in e a c h  c a s e .  

P u b l i c a t i o n  No. L 5 9 - 1 2  

INDUSTRIAL C O L L E G E  OF THE ARMED F O R C E S  

W a s h i n g t o n ,  D. C.  



U U iL, 

Dr .  V i r g i l  S a l e r a ,  S e n i o r  E c o n o m i s t ,  A m e r i c a n  E n t e r p r i s e  A s s o -  
c i a t i on ,  w a s  b o r n  in San F r a n c i s c o ,  C a l i f o r n i a ,  on 22 S e p t e m b e r  1913. 
He r e c e i v e d  his  B . S .  and M . A .  d e g r e e s  f r o m  the U n i v e r s i t y  of C a l i -  
f o r n i a  and h is  Ph .  D. f r o m  C o l u m b i a .  F r o m  1936-38 he was  an i n s t r u c -  
t o r  and g r a d u a t e  s t u d e n t  at  the U n i v e r s i t y  of M i n n e s o t a .  D u r i n g  1939- 
40 he w a s  a b r o a d  do ing  n o n t a r i f f  t r a d e  c o n t r o l  r e s e a r c h  in A u s t r a l i a  
and A r g e n t i n a .  He b e g a n  his  c a r e e r  wi th  the G o v e r n m e n t  in 1941 in the 
D i v i s i o n  of M o n e t a r y  R e s e a r c h  of the T r e a s u r y  D e p a r t m e n t  and w a s  wi th  
the W a r  P r o d u c t i o n  B o a r d  in 1942; the T r e a s u r y  D e p a r t m e n t  in 1943; 
and d u r i n g  1944-45 he w a s  wi th  the F o r e i g n  E c o n o m i c  A d m i n i s t r a t i o n  
w o r k i n g  on L e n d - L e a s e  m a t t e r s .  He t augh t  s u c c e s s i v e l y  at  M i a m i  Un i -  
v e r s i t y ,  Ohio ,  U n i v e r s i t y  of D e n v e r ,  San J o s e  C o l l e g e ,  and Iowa Sta te  
C o l l e g e .  He b e c a m e  a s s o c i a t e d  wi th  the G o v e r n m e n t  a g a i n  in 1951 wi th  
the M u t u a l  S e c u r i t y  A g e n c y  w o r k i n g  on i n t e r n a t i o n a l  c o n t r o l  of s t r a t e g i c  
t r a d e  wi th  the Sovie t  b loc  c o u n t r i e s .  He a l s o  s e r v e d  wi th  the South  
A m e r i c a n  c o u n t r i e s  and r e t u r n e d  to be  the i n t e r n a t i o n a l  s p e c i a l i s t  on 
the S e n i o r  Staff  of P r e s i d e n t  E i s e n h o w e r ' s  C o u n c i l  of E c o n o m i c  A d v i s -  
e r s .  In 1955 he j o ined  the s ta f f  of the P a n - A m e r i c a n  Union and in 1957 
a s s u m e d  h is  p r e s e n t  pos i t i on .  A m o n g  h is  p u b l i c a t i o n s  a r e :  " I n t e r n a t i o n -  
al  E c o n o m i c s "  (wi th  Enke)  " E x c h a n g e  C o n t r o l  and the A r g e n t i n e  M a r k e t ,  " 
and " E l e m e n t a r y  E c o n o m i c s "  (wi th  N o r d i n ) ,  and a r t i c l e s  p u b l i s h e d  in 
v a r i o u s  j o u r n a l s  ch i e f ly  wi th  r e s p e c t  to L a t i n  A m e r i c a .  T h i s  i s  h i s  
f i r s t  l e c t u r e  at  the  C o l l e g e .  
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C A P T A I N  THOMPSON: A d m i r a l  C l a r k ,  G e n t l e m e n :  D u r i n g  th i s  
c o u r s e  in  the r e v i e w  of b a s i c  e c o n o m i c s  we have  h e a r d  m a n y  d i s t i n -  
g u i s h e d  s p e a k e r s  t a lk  f r o m  th i s  p l a t f o r m  in the g e n e r a l  f ie ld  of e c o n -  
o m i c s .  In on ly  the  l a s t  p e r i o d  I a m  s u r e  s e v e r a l  of you  w e r e  j a r r e d  
l o o s e  of y o u r  s a c r e d  c o w s  in  e c o n o m i c s  by  D r .  C l a r k .  I a m  s u r e  you 
wi l l  a l s o  r e c a l l  D r .  P i q u e t ' s  e x c e l l e n t  l e c t u r e  on f o r e i g n  t r a d e  in t h e -  
o r y  a n d  p r a c t i c e .  

To f u r t h e r  ou r  i n t e r e s t  in the i n t e r n a t i o n a l  e c o n o m i c  f ie ld  we h a v e  
wi th  us th i s  m o r n i n g  D r .  V i r g i l  S a l e r a ,  of the A m e r i c a n  E n t e r p r i s e  
A s s o c i a t i o n .  Our  l e c t u r e r  h a s  had  a d i s t i n g u i s h e d  c a r e e r  bo th  in Gov-  
e r n m e n t  and wi th  p r i v a t e  e n t e r p r i s e  in the i n t e r n a t i o n a l  e c o n o m i c  f i e ld .  
A d d i t i o n a l l y ,  he  has  t augh t  e c o n o m i c s  in  f ive  of ou r  u n i v e r s i t i e s  and 
c o l l e g e s .  T h o s e  of you  in  D i s c u s s i o n  G r o u p  I a l r e a d y  know D r .  S a l e r a  
and can  a n t i c i p a t e  the t r e a t  tha t  is  in s t o r e  fo r  us in a few m i n u t e s .  

H i s  l a s t  p o s i t i o n  with  G o v e r n m e n t  was  as  an  i n t e r n a t i o n a l  s p e c i a l -  
i s t  on the S e n i o r  Staff of the C o u n c i l  of E c o n o m i c  A d v i s e r s .  

A m o n g  h i s  p u b l i c a t i o n s  a r e  " I n t e r n a t i o n a l  E c o n o m i c s "  (wi th  E n k e )  
and " E x c h a n g e  C o n t r o l  and the  A r g e n t i n e  M a r k e t . "  

D r .  S a l e r a  is  an  old f r i e n d  of the  C o l l e g e ,  h a v i n g  p r e v i o u s l y  p a r t i c -  
i p a t e d  in  o u r  s e m i n a r  p r o g r a m s .  

The  t i t l e  of h i s  t a lk  th i s  m o r n i n g  is  " I n t e r n a t i o n a l  E c o n o m i c  I n s t i -  
t u t i o n s . "  I would  p a r t i c u l a r l y  l i ke  you  to no te  D r .  S a l e r a ' s  a n a l y s i s  
of Uni ted  S t a t e s  p o l i c i e s  and p r o b l e m s  r e l a t i n g  to t h e s e  v a r i o u s  i n t e r -  
n a t i o n a l  e c o n o m i c  i n s t i t u t i o n s ,  e s p e c i a l l y  a s  t h e y  m a y  v e r y  w e l l  a f f ec t  
you  i n d i v i d u a l l y  in f u t u r e  a s s i g n m e n t s .  

I t  i s  a g r e a t  p l e a s u r e  to w e l c o m e  to th i s  p l a t f o r m  D r .  V i r g i l  S a l e r a  
and to p r e s e n t  h i m  to the  C l a s s  of 1959. D r .  S a l e r a .  

DR. SALERA:  A d m i r a l  C l a r k ,  G e n t l e m e n :  I t ' s  a p l e a s u r e  fo r  m e  

to be h e r e  today .  

I n t e r n a t i o n a l  e c o n o m i c  i n s t i t u t i o n s  o p e r a t e  not  in a v a c u u m ,  but  
in an i n t e r n a t i o n a l  p o l i t i c a l  s e t t i n g .  What  a r e  the h i g h l i g h t s  of t h i s  



s e t t i n g ?  We find tha t  t h e r e  a r e  a l m o s t  as  m a n y  i n t e r p r e t a t i o n s  or  
e m p h a s e s  as  t h e r e  a r e  w r i t e r s  on the sub jec t .  H e r e  is  a r u n d o w n  
f r o m  m y  ang le  of v i s ion .  

The  Uni ted  S ta tes  on the one s ide  and the  Sovie t  Union  on the  o t h e r  
a r e  the c e n t e r s  of t o d a y ' s  b i p o l a r  wor ld .  Such b i p o l a r i t y  a p p e a r s  bound 
to i n c r e a s e  e v e n  w h e n  accoun t  is  t aken  of such  d e v e l o p m e n t s  a s  the bu i l d -  
up of m a i n l a n d  China  and the  e m e r g i n g  r e g i o n a l  g r o u p i n g  of E u r o p e a n  
s t a t e s .  

It i s  no t  b i p o l a r i t y  as  such  which  n e e d s  to be d i s c u s s e d  today ,  h o w -  
e v e r .  Much on tha t  sub j ec t  is  a l r e a d y  publ ic  k n o w l e d g e .  What  n e e d s  
to be s t r e s s e d  a r e  the i m p o r t a n t  b y p r o d u c t s  of the b i p o l a r  s i tua t ion .  

The  m a i n  byp roduc t ,  in m y  view,  is  that  m a n y  c o u n t r i e s  a r e  i n -  
c r e a s i n g l y  f ind ing  g r e a t  a t t r a c t i o n  in t w o  not  n e c e s s a r i l y  m u t u a l l y  
c o n s i s t e n t  d e v e l o p m e n t s .  F i r s t ,  e x c e p t  for  m o s t  of w e s t e r n  E u r o p e ,  
one o b s e r v e s  s t r o n g  t e n d e n c i e s  t o w a r d  i n t e r n a t i o n a l  p o l i t i c a l  n e u -  
t r a l i t y .  Second,  t h e r e  is  g r e a t  p r e s s u r e  on both c e n t e r s  of the  b i -  
po l a r  w o r l d ,  but ch i e f l y  on the  m o r e  p r o d u c t i v e  and g e n e r o u s  A m e r -  
i c a n  c e n t e r ,  for  i n c r e a s i n g  a m o u n t s  of s c a r c e  e c o n o m i c  r e s o u r c e s ,  
ff p o s s i b l e  on t e r m s  l a r g e l y  d i c t a t ed  by the n e u t r a l i s t s  t h e m s e l v e s .  

A b y p r o d u c t  on ly  s l i g h t l y  l e s s  i m p o r t a n t  i s  of t he  T r o j a n  h o r s e  
v a r i e t y .  I r e f e r  to the fac t  that  only  one of the  b i p o l a r  c e n t e r s  has  
abundan t  na t ive  m a n p o w e r  l o c a l l y  in m o s t  c o u n t r i e s  to do i t s  p o l i t i -  
ca l  d i r t y  work .  What is  m o r e ,  that  c e n t e r  e n j o y s  such  he lp  at v i r t u -  
a l l y  no e c o n o m i c  cos t  to i t s e l f .  

Such is  m y  capsu l e  v e r s i o n  of the  m a i n  po l i t i c a l  f a c t o r s  at  w o r k  
in  m u c h  of the ou t s ide  wor ld .  Our a t t i tude  today  t o w a r d  i n t e r n a t i o n a l  
e c o n o m i c  i n s t i t u t i o n s  and our  r o l e  as l e a d i n g  m e m b e r s  t h e r e o f  a r e  
both  p ro found ly  a f fec ted  by the e x i s t e n c e  of such  f o r c e s .  

A W a r t i m e  Crea t ion :  The I n t e r n a t i o n a l  M o n e t a r y  Fund 

The I n t e r n a t i o n a l  M o n e t a r y  Fund i s  the c r e a t i o n  of e x p e r t s  who 
w o r k e d  du r ing  the  l a s t  war  fo r  a p e r i o d  of about  t h r e e  y e a r s  to d r a w  
up an i n s t i t u t i o n  which  would s e e k  to avoid  s i t u a t i o n s  which  l o o m e d  
l a r g e  in the G r e a t  D e p r e s s i o n .  Two p r a c t i c e s  d o m i n a t e d  t r a d e  in  
the 1930 's .  One was the  i n d e p e n d e n t  na t iona l  m a n i p u l a t i o n  of f o r e i g n  
e x c h a n g e  r a t e s  fo r  the p u r p o s e  of o f f e r ing  f o r e i g n e r s  b a r g a i n s  and 
thus  win t r a d e  a d v a n t a g e s .  Th i s  was  ca l l ed  " c o m p e t i t i v e  e x c h a n g e  
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d e p r e c i a t i o n , "  The  o t h e r  w a s  the r a t h e r  w i d e s p r e a d  d i s c r i m i n a t i o n  
a g a i n s t  A m e r i c a n  goods  b e c a u s e  t h e  w o r l d  was  s h o r t  of d o l l a r s .  

What ,  in t e r m s  of the b a r e s t  e s s e n t i a l s ,  did the M o n e t a r y  Fund  
s e e k  to do7 F i r s t ,  it sought  to ou t l aw c o m p e t i t i v e  e x c h a n g e  d e p r e -  
c i a t i o n  m a i n l y  in r e t u r n  fo r  a l m o s t  a u t o m a t i c ,  though not  u n l i m i t e d ,  
a c c e s s  to d o l l a r s  f r o m  the fund when  m e m b e r  n a t i o n s  r u n  in to  s h o r t -  
t e r m  e x p o r t  d i f f i c u l t i e s .  The  n e w  " i d e a l "  was  to have  e x c h a n g e  r a t e s  
c h a n g e d  only  with  the f u n d ' s  a p p r o v a l .  Second ,  i t  sough t  to end d i s -  
c r i m i n a t i o n  a g a i n s t  d o l l a r  t r a d e  a f t e r  t h e  s o - c a l l e d  " p o s t w a r  t r a n -  
s i t i o n  p e r i o d , "  wh ich  it  was  hoped  would l a s t  t h r e e  and not  o v e r  f ive  
y e a r s .  Such d i s c r i m i n a t i o n  was  to be  r u l e d  out  by h a v i n g  the fund 
i t s e l f ,  gu ided  by l e g a l - t y p e  r u l e s ,  d e t e r m i n e  when  the d o l l a r  w a s  
r e a l l y  " s c a r c e . "  

The  fund h a s  r e s o u r c e s - - n o m i n a l l y  o v e r  $8 b i l l i o n - - i n  m a n y  c u r -  
r e n c i e s .  But  the  m a i n  u s a b l e  r e s o u r c e s  c o n s i s t  of the A m e r i c a n  c o n -  
t r i b u t i o n  of n e a r l y  $3 b i l l i on .  Mos t  of the  o t h e r  c u r r e n c i e s  he ld  by 
the i n s t i t u t i o n  a r e  not  of m u c h  u se ,  c h i e f l y  b e c a u s e  the w o r l d  a l r e a d y  
h a s  too  m u c h  of t h e m .  If the  n a t i o n s  wh ich  i s s u e  s u c h  c u r r e n c i e s  
a l l o w e d  t h e i r  peop le  and f o r e i g n e r s  to c o n v e r t  t h e m  in to  d o l l a r s  at  
the o f f i c i a l  e x c h a n g e  r a t e ,  the  d o l l a r s  would  b e  gone  long  b e f o r e  
m u c h  of a dent  would  be m a d e  in the  supp ly  of l o c a l  c u r r e n c i e s .  

The  fund,  wi th  h e a d q u a r t e r s  h e r e  in W a s h i n g t o n ,  h a s  an e x e c u -  
t i ve  s t a f f  and a t e a m  of r e s e a r c h e r s .  N o n - A m e r i c a n  p e r s o n n e l  d o m i -  
na t e  the  i n s t i t u t i o n .  But  p l u r a l  vo t ing  p r e v a i l s ,  wh ich  is  m o r e  o r  l e s s  
p r o p o r t i o n a t e  to e a c h  n a t i o n ' s  f i n a n c i a l  c o n t r i b u t i o n  to the fund.  T h u s ,  
the  Un i t ed  S ta t e s  v o t e s  about  a t h i r d  of t h e  to t a l  v o t e s  when  d e c i s i o n s  
a r e  m a d e .  

T h i s  i n s t i t u t i o n ,  i n  m y  v i e w ,  but  not  in the  v i e w  of a l l  i n t e r n a -  
t i o n a l  e c o n o m i s t s ,  m u s t  be  judged  a qua l i f i ed  f a i l u r e .  You m e n  in 
th i s  a u d i e n c e  have  h e a r d  m a n y  t i m e s  t h a t  the  m a i n  th ing  " w r o n g "  
wi th  the  m i l i t a r y  m i n d  is  tha t  i t  i s  a l w a y s  p l ann ing  to f igh t  the  l a s t  
w a r .  I doubt  w h e t h e r  t h i s  c h a r g e  f i t s  the f a c t s  of you r  s i t u a t i o n .  
But  the  f u n d ' s  C h a r t e r ,  c h a p t e r  and v e r s e ,  c a l l s  f o r  f igh t ing  the e x -  
c h a n g e  p r o b l e m s  of t h e  p r e w a r  d e p r e s s i o n  in an  e r a  in  wh ich  n a t i o n s  
r a n k  p r e w a r  p r a c t i c e s  at  the  b o t t o m  o f  t h e i r  l i s t .  No l o n g e r  do n a -  
t i ons  want  to  o f f e r  m u c h  in  r e t u r n  f o r  l i t t l e .  The  n e w  a i m  s e e m s  to 
be  a l m o s t  the r e v e r s e  l Not d e f l a t i o n ,  but  m o r e  or  l e s s  i n f l a t i on  is  
the v i r t u a l  r u l e .  And s o m e  i n f l a t i ons  o f fe r  a lo t  to w r i t e  h o m e  about !  
T h u s ,  i n s t e a d  of o v e r e x p o r t i n g ,  m o s t  n a t i o n s  fo l low p o l i c i e s  w h i c h  
l e a d  to o v e r i m p o r t i n g .  



, 

T h e n  t h e r e  i s  the  c u m b e r s o m e n e s s  of an  i n t e r n a t i o n a l  b u r e a u c r a c y .  
P e r h a p s  the  F u n d ' s  m o s t  g l a r i n g  f a i l u r e  o c c u r r e d  w h e n  B r i t a i n  r e f u s e d  
e f f e c t i v e  d i s c u s s i o n  wi th  i t  b e f o r e  B r i t a i n  m a d e  h e r  big e x c h a n g e  r a t e  
c h a n g e  in 1949 .  B r i t i s h  a u t h o r i t i e s  f e a r e d - - i n  m y  v i e w  r i g h t l y - - t h a t  
t h e r e  would  be  l e a k a g e s  of the  s e c r e t  if the m a t t e r  w e r e  f i r s t  put to the 
m u l t i n a t i o n  i n s t i t u t i o n .  Such l e a k a g e s  would  s u r e l y  h a v e  p l a y e d  in to  
the h a n d s  of s p e c u l a t o r s  a g a i n s t  s t e r l i n g ,  to the  s u b s t a n t i a l  l o s s  of the  
B r i t i s h  e c o n o m y .  

L e t  m e  s a y  a l s o  tha t  fund d o l l a r s  w h i c h  a r e  to be u s e d  to  t i de  n a -  
t i ons  o v e r  t e m p o r a r y  d i f f i c u l t i e s ,  v a g u e l y  and l o o s e l y  r e f e r r e d  to a s  
of the  " b a l a n c e  of p a y m e n t s "  v a r i e t y ,  s o m e h o w  of ten  ge t  t i ed  up fo r  
l o n g i s h  p e r i o d s  and g e n e r a l l y  ge t  un t i ed  not  b e c a u s e  of ~he f u n d ' s  r o l e ,  
but  e i t h e r  d i r e c t l y  o r  i n d i r e c t l y  as  the  r e s u l t  of m o r e  d o l l a r s  p u m p e d  
a b r o a d  t h r o u g h  our  f o r e i g n  aid p r o g r a m s ,  m i l i t a r y  and e c o n o m i c .  

F i n a l l y ,  I m a y  m e n t i o n  tha t  in the  e v o l u t i o n  of p r a c t i c e  the  " p o s t -  
w a r  t r a n s i t i o n  p e r i o d "  s e e m s  to have  b e c o m e  s o m e t h i n g  of the n e v e r -  
e n d i n g  k ind .  H e n c e  d o l l a r  d i s c r i m i n a t i o n ,  though r e d u c e d ,  s t i l l  p r e -  
v a i l s  in m a n y  p l a c e s .  If one p i e r c e s  the f u n d ' s  r a z o r - t h i n  pub l i c  
r e l a t i o n s  v e n e e r ,  he h a s  g r o u n d s  for  c o n c l u d i n g  tha t  th i s  i s  a s m a l l  
m o u s e  fo r  12 y e a r s  of l a b o r .  

D e s p i t e  i t s  i m p o r t a n t  w e a k n e s s e s ,  the M o n e t a r y  F u n d  c o n t i n u e s  to 
p l ay  a r o l e .  I t  does  so by  s u p p l e m e n t i n g  the  i n t e r n a t i o n a l  r e s e r v e s  of 
m a n y  c o u n t r i e s - - r e s e r v e s  wh ich  s u c h  n a t i o n s  now r e g a r d  a s  i n s u f f i c i e n t .  
The  a r g u m e n t  tha t  t h e s e  n a t i o n s  m a k e  is  abou t  as  fo l lows:  P r i c e s  w o r l d -  
wide  and the  va lue  of t r a d e  h a v e  r i s e n  c o n s i d e r a b l y  s i n c e  the  w a r ,  but  
the v o l u m e  of i n t e r n a t i o n a l  m e a n s  of p a y m e n t - - m a i n l y  gold and d o l l a r s - -  
h a s  not  kep t  p a c e .  As a r e s u l t ,  e v e r y  t i m e  t h e r e  is  a w o r l d  e c o n o m i c  
s t r a i n ,  f o r  e x a m p l e ,  the  one tha t  o c c u r r e d  d u r i n g  the  Suez  c r i s i s  of a 
y e a r  or  so ago ,  the r e s e r v e s  a p p e a r  to be too s m a l l  to w i t h s t a n d  the  
r e s u l t a n t  s h o c k s .  Some  f r i e n d s  thus  i m p l o r e  us  e i t h e r  to r a i s e  the  
p r i c e  of gold ,  u n c h a n g e d  s i n c e  1934, or  to expand  the  r e s o u r c e s  of 
the M o n e t a r y  F u n d ,  or  to do both.  

What  i s  the Un i t ed  S t a t e s  p o s i t i o n  on t h e s e  two q u e s t i o n s - - t h e  p r i c e  
of gold and the  r e s o u r c e s  of the  M o n e t a r y  F u n d ?  I ' m  going  to s t i c k  m y  
n e c k  out  and s t a t e  wha t  the  p o s i t i o n  i s ,  a l t hough  I, n a t u r a l l y ,  c a n n o t  
s p e a k  a u t h o r i t a t i v e l y ,  b e c a u s e  I ' m  not  in the  G o v e r n m e n t .  We oppose  
an  i n c r e a s e  in  the p r i c e  of go ld ,  b e c a u s e  the  b e n e f i t s  would  a c c r u e  
i n d i s c r i m i n a t e l y  to g o l d - p r o d u c i n g  c o u n t r i e s ,  of w h i c h  R u s s i a  i s  a 
l e a d e r ,  though not  in  f i r s t  p o s i t i o n .  In v i e w  of p o l i t i c a l  c i r c u m s t a n c e s ,  
it  m a y  be b e t t e r  to use  ad hoc  a r r a n g e m e n t s  and to t a i l o r  t h e m  to n e e d s  
as  we s i z e  up s i t u a t i o n s .  
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Regarding the Monetary Fund, President Eisenhower recently re- 
ported that the United States is prepared to support moves to increase 
its resources. In fact, he has instructed Secretary Anderson to pre- 
pare that kind of provision for the forthcoming Monetary Fund's annual 
m e e t i n g  in New Delh i ,  India .  G i v e n  the " i n t e r n a t i o n a l  i n s t i t u t i o n a l i s t "  
s p i r i t  of the  t i m e s ,  th i s  p r o b a b l y  is  u n a v o i d a b l e .  I have  two c o m m e n t s .  

Perhaps there is merit in German views that more international 
credit means more inflation. I also personally wish we could achieve 
our goals through less bureaucratic and more effective means. I refer 
to simple arrangements among a few of the leading central banks of the 
world, as was the case before the last war. For the facts of life are 
that the different national currencies are not of equal economic signifi- 
cance, Monetary Fund legalisms to the contrary notwithstanding. 

Well ,  t h a t ' s  m y  v e r y  b r i e f  t r e a t m e n t  of the  M o n e t a r y  Fund .  I now 
want to m o v e  on to a n o t h e r  v e r y  b ig  but  qui te  d i f f e r e n t  sub j ec t  and the 

i n s t i t u t i o n s  r e l a t e d  to tha t  sub j ec t .  

The Poorer Nations and Development Institutions 

Most of the world's people are very poor. Doing something in a 
big way about the problems of poverty is now at the center of the polit- 
ical stage in many countries, more or less as the maintenance of our 
military-technological lead is at the center of the American political 
stage. If I may anticipate a later point, let me say that the long and 
short of this very serious development issue is that much can be done 
to improve per capita output and levels of living cumulatively, and 
largely through the application of known low-cost techniques without 
massive infusions of taxpayer-supplied dollars from the United States. 

The best-known institution in this field is the World Bank, formerly 
known as the International Bank for Reconstruction and Development 
which was also established at the same Bretton Woods Conference of 
1944 that produced the Monetary Fund. Like the fund, the bank also 
has a fairly elaborate expert-drawn charter. But the facts of world 
financial life were accepted at an early date, and the bank soon be- 

came a simple, practical operation. 

Like the fund, the bank's main usable resources were the $3 billion- 
plus contributed by the United States, though several foreign countries-- 
Germany, Switzerland, Canada, and a few others--have also helped with 
such resources. I am speaking here of usable resources not nominal 
resources. These contributions--the Government contributions to the 
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bank ,  in the  f o r m  of c a p i t a l - - s e r v e  m a i n l y  to cu sh ion  l o s s e s ,  ff sus- 
tained, not  as  l e n d a b l e  funds  pe r  se .  The  B a n k ' s  l e n d a b l e  r e s o u r c e s  
a r e  p r o v i d e d  m a i n l y  by p r i v a t e  i n v e s t o r s  in v a r i o u s  c o u n t r i e s  who buy 
the  b a n k ' s  s e c u r i t i e s .  The  i n v e s t o r s  a r e  found p r i n c i p a l l y  in the  Uni t ed  
S ta tes ,  a l though  the  Swiss ,  the  G e r m a n s ,  the C a n a d i a n s ,  and the  B e l -  
g i ans  a r e  in  the  p i c t u r e  as  wel l .  H e n c e ,  the bank  had  to be r u n  a long  
" s o u n d "  l i n e s  as judged  by i n v e s t o r s ,  not  as  s e t  f o r t h  by  e x p e r t s  on the  
s i d e l i n e s .  The  ne t  r e s u l t  has  b e e n  tha t  the b a n k ' s  m a n a g e m e n t ,  l a r g e l y  
A m e r i c a n ,  has  fo l lowed  w e l l - e s t a b l i s h e d  p r a c t i c e s  of the k ind  tha t  have  
ev o lv e d  in the i n v e s t m e n t  bank ing  f ie ld .  

The  bank  is  a s y m b o l  of a s i m p l e  i n s t i t u t i o n  that  ha s  done we l l ,  a s  
c o n t r a s t e d  wi th  an e l a b o r a t e l y  p lanned  M o n e t a r y  Fund  which  has  had a 
q u e s t i o n a b l e  r e c o r d .  

B r i e f l y ,  the bank  o p e r a t e s  as  fo l lows:  A p p l i c a t i o n s  fo r  l o a n s  
f r o m  f o r e i g n  p a r t i e s  a r e  fo l lowed  by c a r e f u l  o n - t h e - s p o t  i n v e s t i g a t i o n s  
of e a c h  p r o j e c t .  T h e r e  a r e  two bas i c  ques t i ons :  F i r s t ,  w i l l  the f o r e i g n  
p r o j e c t  expand e x p o r t s  a n d / o r  r e d u c e  i m p o r t s  such  that ,  o t h e r  t h ings  
equa l ,  r e p a y m e n t  of the loan  s e e m s  a r e a s o n a b l e  p r o s p e c t ?  Second,  
i s  the  b o r r o w i n g  c o u n t r y ' s  e c o n o m i c  po l i cy  of the  kind that  m i n i m i z e s  
w a s t e f u l  l oca l  e x p e n d i t u r e s ,  so that  the b a n k - f i n a n c e d  p r o j e c t ' s  b e n e f i t s  
wi l l  not  be d i s s i p a t e d 7  A f f i r m a t i v e  a n s w e r s  to t h e s e  two q u e s t i o n s  
u s u a l l y  l e a d  to a loan .  Mos t  such l e n d i n g  h a s  b e e n  fo r  b a s i c  t r a n s p o r t ,  
i r r i g a t i o n ,  por t ,  and p o w e r  p r o j e c t s .  T h e s e  p r o j e c t s  u n d e r p i n  an 
e x p a n d e d  d o m e s t i c  e f fo r t ,  and thus  se t  the  s t age  for  m u c h - d e s i r e d  
c u m u l a t i v e  growth .  

L o a n s  by the bank have  r i s e n  above  the $3 b i l l i on  m a r k ,  in  about  
a d e c a d e ,  and a r e  p r o c e e d i n g  at  not  m u c h  be low ha l f  a b i l l i on  a y e a r .  
The  r e c o r d  to date ,  h o w e v e r ,  has  b e e n  m o r e  s a t i s f y i n g  to the  Uni ted  
S ta tes  than  to the  b o r r o w i n g  na t i ons  who a r e  anx ious  to expand  r a p i d l y .  

S t r i c t l y  A m e r i c a n  l e n d i n g  i n s t i t u t i o n s ,  old and new,  a r e  a l s o  in  
the  p i c t u r e .  The  o lde s t ,  our  E x p o r t - I m p o r t  Bank ,  d a t e s  f r o m  1934. 
I t s  r e s o u r c e s  c o m e  not  f r o m  p r i v a t e  i n v e s t o r s ,  but  f r o m  c o n g r e s s i o n a l  
a p p r o p r i a t i o n s ,  which  r e c e n t l y  added  $2 b i l l i on  to the  b a n k ' s  l e n d i n g  
a u t h o r i t y .  Mos t  of the b a n k ' s  l oans ,  l i ke  t hose  of the Wor ld  Bank,  a r e  
f o r  d e v e l o p m e n t  p r o j e c t s  or  e q u i p m e n t  u s e d  t h e r e i n .  The  b i g g e s t  d i f -  
f e r e n c e ,  p e r h a p s ,  is that  " E x i m "  l o a n s  m u s t  be u sed  to pay fo r  e q u i p -  
m e n t  of A m e r i c a n  o r ig in ,  w h e r e a s  the p r o c e e d s  of Wor ld  Bank l o a n s  
m a y  be u s e d  e l s e w h e r e  in what  a r e  of ten  c h e a p e r  m a r k e t s .  L e n d i n g  
t e r m s  and the  p r e s e n t  v o l u m e  of l o a n s  o u t s t a n d i n g  a r e  v e r y  s i m i l a r  in 
the  two c a s e s ,  tha t  i s ,  E x i m  and the  Wor ld  Bank.  
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Thus  far  I have  b e e n  t a lk ing  about  t r a d i t i o n a l  l o a n s - - t h e  kind which  
w e r e  once  u n a s h a m e d l y  r e f e r r e d  to  by deb to r  and c r e d i t o r  a l ike  as  r e -  
payab le  l o a n s .  But  r e c a l l  m y  open ing  r e m a r k s  about  the  r o l e  of t o d a y ' s  
p o l i t i c a l  f a c t o r .  T h e r e  has  b e e n  one d o m i n a n t  r e s p o n s e  to r e q u e s t s  fo r  
A m e r i c a n  cap i ta l .  U n d e r  the  s o m e w h a t  d e c e p t i v e  s logan  of " L o a n s  not 
a i d , "  t h e r e  has  b e e n  a d e m a n d  for  s o - c a l l e d  l oans  r e p a y a b l e  not  in do l -  
l a r s  {or o the r  c o n v e r t i b l e  c u r r e n c i e s }  but in the  b o r r o w i n g  n a t i o n ' s  own 
e a s i l y  m a n u f a c t u r e d  m o n e y .  M i s g u i d e d  A m e r i c a n  f o r e i g n  po l i cy  is 
l a r g e l y  r e s p o n s i b l e  fo r  m a k i n g  such  a p r a c t i c e  " r e s p e c t i b l e ,  " as  m a y  
be o b s e r v e d  f r o m  the  r e c o r d  of t r a n s a c t i o n s  u n d e r  P. L. 480. 

H o w e v e r ,  l e t  m e  add that  s i m i l a r  p r o v i s i o n s  w e r e  in  the M a r s h a l l  
P l a n  of a decade  ago.  

In any  c a s e ,  o the r  g o v e r n m e n t s  a r e  happy  that  we have  sh i f t ed  in 
p a r t  to a po l i cy  u n d e r  which  we supply  cap i t a l  and a l low at  l e a s t  n o m i n a l  
p a y m e n t  in  l o c a l  c u r r e n c y .  T h e y  a r e  happy  b e c a u s e  n o m i n a l  l o c a l  c u r -  
r e n c y  r e p a y m e n t  r e a l l y  i s n ' t  l i k e l y  to r e p r e s e n t  t r u e  r e p a y m e n t  e x c e p t  
to a s m a l l  ex ten t ,  fo r  e x a m p l e ,  to d e f r a y  A m e r i c a n  E m b a s s y  c o s t s  
a b road .  L e t  m e  add that  f o r e i g n e r s  n a t u r a l l y  do not  e x p r e s s  t h e i r  v i e w s  
in  publ ic  in jus t  tha t  ve in .  

Today  the  m a i n  p u r v e y o r  of l o c a l  c u r r e n c y  l oans  i s  the Uni t ed  S ta te s  
G o v e r n m e n t  D e v e l o p m e n t  Loan  Fund.  It began  o p e r a t i o n s  l a s t  y e a r  with 
$300 m i l l i o n ,  and in the  c u r r e n t  f i s c a l  y e a r  has  a v a i l a b l e  an a d d i t i o n a l  
$400 m i l l i o n ,  though the  P r e s i d e n t  r e q u e s t e d ,  I b e l i e v e ,  $625 m i l l i o n .  

We a r e  l i k e l y  to s e e  not  on ly  an expand ing  v o l u m e  of th i s  k ind  of 
" l e n d i n g , "  but  a l s o  a c o s t l y  p r o l i f e r a t i o n  of b u r e a u c r a t i c  a g e n c i e s .  
T h r e e  r e c e n t  o f f ic ia l  s u g g e s t i o n s  i l l u s t r a t e  m y  point:  C h r o n o l o g i c a l l y ,  
t h e y  a r e  the p r o p o s e d  I n t e r n a t i o n a l  D e v e l o p m e n t  Au thor i ty ,  wh ich  was  
r e c e n t l y  a p p r o v e d  in  p r i n c i p l e  by the Senate ;  the  P r e s i d e n t ' s  p r o p o s a l  
b e f o r e  the Uni t ed  Na t ions  fo r  a Middle  E a s t  D e v e l o p m e n t  Ins t i tu t ion ;  
and,  f ina l ly ,  the  State D e p a r t m e n t ' s  p r o m i s e  of suppo r t  fo r  an I n t e r -  
A m e r i c a n  D e v e l o p m e n t  Bank .  The  l a t t e r ,  i n c i d e n t a l l y ,  i s  an idea  
which  had  b e e n  put f o r w a r d  s e v e r a l  t i m e s  by our  L a t i n  A m e r i c a n  
f r i e n d s  and s e v e r a l  t i m e s  r e j e c t e d  by our  G o v e r n m e n t .  

Is s u c h  n e w - f a n g l e d  l e n d i n g  l i k e l y  to be on ly  a subs t i t u t e  fo r ,  r a t h e r  
than  in  add i t i on  to,  bona  f ide  r e p a y a b l e  d o l l a r  l o a n s ?  As s o m e  of m y  
p r e v i o u s  r e m a r k s  h a v e  i n d i c a t e d  or  i m p l i e d ,  we can  be s u r e  that  our  
f o r e i g n  f r i e n d s  wi l l  not  be  happy  with a s u b s t i t u t i o n a r y  r o l e .  
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I want  to be  r a t h e r  cand id  at  th i s  point .  You wi l l  d e t e c t  t ha t  I h a v e  
m o r e  than  a s m a l l  m e a s u r e  of m i s g i v i n g  about  t r e n d s  in the f i e ld  of 
d e v e l o p m e n t  f i n a n c i n g .  Is  t h i s  j u s t  b e c a u s e  I, and m e n  of l i ke  v i e w s ,  
f e e l  tha t  c h a n g e  p e r  se  at th i s  end i s  bad fo r  us  and our  f o r e i g n  f r i e n d s ?  
Not  a t  a l l .  I d o n ' t  th ink  so ,  but  I c a n ' t  d e v e l o p  the  d e t a i l s  h e r e ,  in p a r t  
b e c a u s e  i t ' s  a long  s t o r y .  I wi l l  s a y  tha t  I s u b m i t t e d  m y  v i e w s  to the  
Jo in t  E c o n o m i c  C o m m i t t e e  l a s t  N o v e m b e r ,  and fo r  wha t  t h e y  m a y  be 
w o r t h  t h e y  c a n  be  r e a d  in the c o m p e n d i u m  of p a p e r s  tha t  c o m m i t t e e  
p r i n t e d  at  tha t  t i m e .  I would  m e r e l y  l i ke  to e x p r e s s  s o m e  s u m m a r y  
v i e w s  abou t  the  n a t u r e  of the p r o b l e m ,  the d i r e c t i o n  in  wh ich  s o l u t i o n s  
a r e  to be  found,  and by  i m p l i c a t i o n  the r e q u i r e m e n t s  of a l o n g - t e r m  
p o l i c y  tha t  we can  l i ve  wi th .  

My b a s i c  poin t  i s  tha t  t h e r e  h a s  b e e n  a l t o g e t h e r  too  m u c h  e m p h a s i s  
of l a t e  on the  i m p o r t a n c e  of f r e e  o r  q u a s i - f r e e  A m e r i c a n  r e s o u r c e s  fo r  
d e v e l o p m e n t  and a d i s t u r b i n g  d i s t a s t e  a b r o a d  fo r  c o n s t r u c t i v e  r e f o r m s  
tha t  w i l l  u n l e a s h  al l  m a n n e r  of l a t e n t  l o c a l  r e s o u r c e s  fo r  the job w h i c h  
a l l  p e o p l e ,  A m e r i c a n s  i n c l u d e d ,  a g r e e  h a s  to be done .  In na t i on  a f t e r  
na t ion ,  no m a t t e r  how p o o r ,  at l e a s t  n i n e - t e n t h s  of a s a t i s f y i n g  to t a l  
job i s  a l o c a l  job fo r  w h i c h  l o c a l  r e s o u r c e s ,  s u i t a b l y  g a l v a n i z e d  in to  
a c t i o n ,  wi l l  p r o d u c e  the  d e s i r e d  r e s u l t .  In a few c a s e s - - M e x i c o  i s  
a p r e t t y  good e x a m p l e - - t h e  l o c a l  e f f o r t  and ,  no l e s s  i m p o r t a n t ,  l o c a l  
po l i c y ,  have  t e a m e d  up to do the n i n e - t e n t h s  tha t  can  be done l o c a l l y  
if  on ly  t h e r e  i s  the  wi l l  and s t e a d f a s t  d e v o t i o n  to  b a s i c  p r i n c i p l e s .  T h e  
f o r e i g n  " t e n t h "  in such  c a s e s  h a s  y i e l d e d  v e r y  h igh  g r o w t h  r e t u r n s  p e r  
d o l l a r  i nvo lved ,  e s s e n t i a l l y  b e c a u s e  it h a s  b e e n  a d d e d  to a s u b s t a n t i a l  
and c u m u l a t i v e  g r o w t h  e l e m e n t  of d o m e s t i c  o r i g i n .  And th i s  f o r e i g n  
" t e n t h "  h a s  c o n s i s t e d  l a r g e l y  of p r i v a t e  f o r e i g n  c a p i t a l .  

L e t  m e  c o n t r a s t  th i s  m i n o r i t y  s i t u a t i o n ,  of w h i c h  M e x i c o  m a y  be 
t a k e n  a s  an e x a m p l e ,  wi th  the  m a j o r i t y  c a s e  a m o n g  the  u n d e r d e v e l o p e d  
c o u n t r i e s .  In doing so I a m  a c u t e l y  a w a r e  tha t  no two c o u n t r i e s  a r e  
e x a c t l y  a l i ke  or  a r e  c o n f r o n t e d  wi th  i d e n t i c a l  s h o r t c o m i n g s  of e f f o r t  a n d /  
o r  p o l i t i c s .  

C r i t i c a l l y  i m p o r t a n t  a r e  the  r e l a t i o n s  b e t w e e n  the  g o v e r n m e n t - -  
the  n a t i o n a l  g o v e r n m e n t  m a i n l y - - a n d  the  c o u n t r y ' s  p r i v a t e  s e c t o r .  Such 
r e l a t i o n s  g e n e r a l l y  a r e  i n e x c u s a b l y  p o o r .  All  m a n n e r  of d e v i c e s  a r e  
u s e d  to a s s u r e  tha t  o f f i c i a l s  cu t  t h e m s e l v e s  in on a s u b s t a n t i a l  p a r t  of 
e a r n i n g s  in  o p e r a t i o n s  s u b j e c t  to r e g u l a t i o n .  And few a r e a s  e s c a p e  
r e g u l a t i o n s .  Th i s  is  " p r o f i t - s h a r i n g "  wi thou t  c a p i t a l  c o n t r i b u t i o n  and 
r i s k - s h a r i n g ,  a p h e n o m e n o n  which  is  as  d a m a g i n g  to  e c o n o m i c  g r o w t h  
as  t a x a t i o n  wi thou t  r e p r e s e n t a t i o n  was  to p o l i t i c a l  c a l m  in C o l o n i a l  
A m e r i c a .  Not only  do the g e e s e  p r o d u c e  f e w e r  e g g s  u n d e r  such  a 
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s i t ua t i on ,  but only  a pa r t  of t h o s e  that  a r e  p r o d u c e d  is  ava i l ab l e  for  i n v e s t -  
m e n t  " h a t c h i n g "  b e c a u s e  the o f f i c i a l s '  e x t r a - l e g a l  s h a r e  g e n e r a l l y  is  con -  
s u m e d  as  eggs .  Of c o u r s e  t h e r e  a r e  o t h e r  r e a s o n s  too.  I want  to e m p h a -  

s i z e  tha t  pa r t .  

In the  l anguage  of sav ing  and i n v e s t m e n t ,  th i s  m e a n s  tha t  s av ing  is  
s m a l l e r  than  it could  e a s i l y  be and so g r o w t h - p r o m o t i n g  i n v e s t m e n t  is  
a l s o  de f i c i en t .  E v e n  m o r e  i m p o r t a n t ,  to con t inue  in the j a r g o n  of e c o n o -  
m i c s ,  t h o s e  who could e a s i l y  s tep  up t h e i r  m a r g i n a l  r a t e  of s a v i n g s  a r e  
g i v e n  m i n i m a l  o p p o r t u n i t i e s  to do so. And ye t  e v e r y  t h e o r y  of e c o n o m i c  
d e v e l o p m e n t  g i v e s  g r e a t  p r o m i n e n c e  to the r o l e  cas t  for  a h igh  m a r g i n a l  

s a v i n g s  r a t e .  

P o o r  p h y s i c a l  p r o t e c t i o n  of p r o p e r t y  is  a n o t h e r  r e m e d i a b l e  w e a k n e s s .  
D e t a i l s  i nc lude  d e s t r u c t i o n  by m o b  ac t ion  in f r e q u e n t  po l i t i ca l  c l a s h e s ,  
p i l f e r a g e  in  p l an t s ,  m a i n l y  a f t e r  w o r k i n g  h o u r s ,  and,  in  the  i m p o r t a n t  
f i e ld  of a g r i c u l t u r e ,  the  p l an t ing  in m a n y  c o u n t r i e s  of l o w - y i e l d  c r o p s  
which  a r e  of l i t t l e  or  no i n t e r e s t  to t h i e v e s  i n s t e a d  of h i g h - y i e l d  i t e m s  
which  a r e  s u b j e c t  to h e a v y  s t e a l i n g .  P o o r  p r o t e c t i o n  m a y  be o v e r c o m e  
in  m a n y  c a s e s ,  to be s u r e ,  but it i n v o l v e s  d i v e r t i n g  s c a r c e  i n v e s t i b l e  
r e s o u r c e s  f r o m  o u t p u t - p r o d u c i n g  e q u i p m e n t  to e x p e n s i v e  f e n c e s ,  h e a v y  
m e t a l l i c  b a r r i n g  of windows and d o o r s ,  an i n o r d i n a t e  n u m b e r  of l o c k s ,  

and the l i ke .  

We m u s t  a l s o  e m p h a s i z e  the a c t i o n  and c o n s t a n t  t h r e a t s  of ac t ion  to 
e n l a r g e  the s p h e r e  of g o v e r n m e n t  p r o d u c t i o n  at the  e x p e n s e  of that  which  
t r a d i t i o n a l l y  i s  c a r r i e d  out m o s t  e f f i c i e n t l y  and r e s o u r c e f u l l y  by l o c a l  
p r i v a t e  e n t e r p r i s e .  Th i s  s i t ua t i on  is  w o r s t  of a l l  w h e r e  c o n s t i t u t i o n a l  
s a f e g u a r d s  a r e  poor .  G iven  the h e a v y  r i s k s  a t t a c h e d  to any kind of 
e n t e r p r i s e ,  such  ac t ion  and t h r e a t s  a r e  a c u t e l y  s t i f l i ng  and do m u c h  
to accoun t  for  the  o b s e r v e d  c o n c e n t r a t i o n  of p r i v a t e  a c t i v i t y  in  r a p i d -  
t u r n o v e r  c o m m e r c e  and o w n e r - o p e r a t e d  a p a r t m e n t  bu i l d ings .  

T h e s e  p r o b l e m s  to which  I have  jus t  a l luded  do not  d i s a p p e a r  w h e n  
g o v e r n m e n t  d i s p l a c e s  p r i v a t e  i n d u s t r i a l  a c t i v i t i e s  u n d e r  f a i r l y  a d m i n i s -  
t e r e d  c o n s t i t u t i o n a l  s a f e g u a r d s ,  as in Ind ia  today .  As you m a y  know, 
m o s t  of h e a v y  i n d u s t r y  in India  is  r e s e r v e d  fo r  g o v e r n m e n t  i n v e s t m e n t  
and o p e r a t i o n .  In add i t ion ,  a l a r g e  p a r t  of o t h e r  m a j o r  i n d u s t r i e s  is  to 
be  e n t e r e d  " i n c r e a s i n g l y "  by the  g o v e r n m e n t .  T h i s  l e a v e s  e x c l u s i v e l y  
to p r i v a t e  f i r m s  m o s t l y  a c t i v i t i e s  of s e c o n d - o r d e r  a t t r a c t i v e n e s s .  I 
m i g h t  s ay  h e r e  that  the s e c o n d - o r d e r  i n d u s t r i e s  in an I n d i a n - t y p e  s i t -  
ua t ion  can  accoun t ,  as  t hey  a r e  now a c c o u n t i n g  for  f a i r l y  s u b s t a n t i a l  

ac t iv i ty .  



Ind ia ,  to be s u r e ,  i s  a l m o s t  un ique  a m o n g  the  l e s s - d e v e l o p e d  l a n d s  
in  h a v i n g  a s e n i o r  c iv i l  s e r v i c e  of h igh  qua l i t y  wi th  d e v o t i o n  to duty .  
But  e v e n  if such  a c i v i l  s e r v i c e  w e r e  f r e e  to a b a n d o n  n o r m a l  g o v e r n -  
m e n t  w o r k  to dea l  i n s t e a d  wi th  i n d u s t r y ,  it would  be g r o s s l y  i n a d e q u a t e  
to the  e v e r - c h a n g i n g  t e c h n i c a l  and e c o n o m i c  r e q u i r e m e n t s  i n v o l v e d  in  
the  e f f i c i e n t  o p e r a t i o n  of i n d u s t r i a l  e s t a b l i s h m e n t s .  T h e  n e c e s s a r y  
i n g e n u i t y ,  d r i v e ,  f l e x i b i l i t y ,  and c o m p e t i t i v e  r i v a l r y  a r e  a b s e n t  when  
the i n o r d i n a t e l y  c o m p l e x  and n o n r o u t i n e  job is  t a k e n  o v e r  by  a g o v e r n -  
m e n t .  

L e t  m e  c o n t i n u e  wi th  Ind ia  fo r  j u s t  a bi t  m o r e .  T h a t  i m p o r t a n t  
c o u n t r y ' s  e c o n o m i c  p r o b l e m s ,  a s  you know,  a r e  m u c h  in the  n e w s  t h e s e  
d a y s .  The  b a s i c  r e a s o n  is  a s i m p l e  one: When the  Second  F i v e - Y e a r  
P l a n  was  f o r m u l a t e d  in 1955, h e r  o f f i c i a l s  and e c o n o m i c  p l a n n e r s  took  
a b ig  g a m b l e .  T h e y  p l anned  to u s e  f a r  m o r e  f o r e i g n  r e s o u r c e s  t han  
t h e y  cou ld  pay  f o r  f r o m  t h e i r  e x p o r t s  and e x p e c t  to get  f r o m  r e p a y a b l e  
l o a n s ;  T h e  d i f f e r e n c e ,  o r  what  is  now c a l l e d  t h e i r  de f i c i t ,  t h e y  hoped ,  
would  be  p r o v i d e d  as  a id  j u s t  b e c a u s e  the  W e s t  would  not  w i s h  to s e e  
Ind i a  c o l l a p s e  e c o n o m i c a l l y .  

One c a n  d e e p l y  s y m p a t h i z e  with  I n d i a ' s  d e s i r e  to r a i s e  the  p i t i f u l l y  
l o w  a v e r a g e  i n c o m e  of h e r  peop le .  The  end of the p o l i c y  is  l a u d a b l e .  
But  s o m e  of the m e a n s  tha t  have  b e e n  e m p l o y e d  a r e  d e p l o r a b l e .  F o r  
I n d i a ' s  p l a n n e r s  have  d e l i b e r a t e l y  toyed  wi th  a l a r g e - s c a l e  f i n a n c i a l  
c r i s i s  when  p e r f e c t l y  s a t i s f a c t o r y  a l t e r n a t i v e s  e x i s t e d .  T h e  W e s t ,  I ' m  
s u r e - - a n d  th i s  w a s  w r i t t e n  b e f o r e  the P r e s i d e n t  i n d i c a t e d  r e c e n t l y  tha t  
we would  be p r e p a r e d  to p r o v i d e  a s s i s t a n c e - - w i l l  not  l e t  I n d i a  down; 
bu t  e v e r y  s tep  m u s t  be  t a k e n  to avoid  a r e c u r r e n c e  of th i s  k ind of e p i -  
sode .  

The  Un i t ed  S ta t e s  i s  not  a cow fed in  h e a v e n  and m i l k e d  on e a r t h .  
If such  a p r e c e d e n t  i s  s u c c e s s f u l l y  e s t a b l i s h e d ,  e v e r y  o t h e r  u n d e r d e -  
v e l o p e d  na t i on  wi l l  ge t  the  g r e e n  l igh t  to l i v e  f a r  b e y o n e  i t s  m e a n s  
and t hen  p r e s s u r e  the  Un i t ed  S t a t e s  to ba i l  it  out .  The  Un i t ed  S t a t e s  
c a n n o t  and shou ld  not  be e x p e c t e d  to a u t o m a t i c a l l y  foot  the b i l l s  w h e n  
o t h e r  p e o p l e ' s  e n t h u s i a s m  o u t r u n s  good s e n s e .  In  th i s  c o n n e c t i o n ,  I 
m u s t  point  out tha t  we n a r r o w l y  a v e r t e d  a c o n g r e s s i o n a l  r e s o l u t i o n  
j u s t  a c o u p l e  of m o n t h s  ago tha t  would  h a v e  a s s i s t e d  r a t h e r  t han  opposed  
the  f o r c e s  w o r k i n g  to e s t a b l i s h  ju s t  such  a p r e c e d e n t .  

I m u s t  r e t u r n  to m y  m a i n  t h e m e .  It i s  tha t  t h e r e  is  a g r e a t  dea l  
w h i c h  the  c o u n t r i e s  c a n  do f o r  t h e m s e l v e s .  T h i s  i s  what  i s  m e a n t  by 
s e l f - h e l p .  Once  the  c o u n t r i e s  r e a l l y  get  go ing  and keep  g o i n g - - d u r i n g  
w h i c h  the  f r i e n d l y  ones  w i l l ,  of c o u r s e ,  con t inue  to r e c e i v e  a l l  m a n n e r  

l0  



of A m e r i c a n  publ ic  and p r i v a t e  a s s i s t a n c e  of the  t r a d i t i o n a l  s o r t - - t h e y  
can  e x p e c t  t r u e  add i t iona l  he lp  f r o m  the o u t s i d e .  B r i e f l y ,  they  can  
e x p e c t  add i t i ona l  p r i v a t e  i n v e s t m e n t  and add i t i ona l  r e p a y a b l e  l oans  
f r o m  i n t e r n a t i o n a l  a g e n c i e s .  T h e y  wi l l  then  be wel l  on the way to 
a c h i e v i n g  s e l f -  s u s t a i n i n g  g rowth .  

You wi l l  no te  that  I have  not m e n t i o n e d  the "Sov ie t  e c o n o m i c  of fen-  
s i ve , "  th is  m o r n i n g .  It i s  c o n v e n t i o n a l  t h e s e  days  to do so in  a con tex t  
of th i s  kind.  T h i s  i s  m a i n l y  b e c a u s e  I b e l i e v e  it to be g r e a t l y  e x a g g e r a t -  
ed,  though i t  i s  s o m e t h i n g  that  canno t  be i g n o r e d .  My a r g u m e n t  sw ings  
on the  fo l lowing  h i n g e s .  

F i r s t ,  the  State D e p a r t m e n t  e x a g g e r a t e d  the s i t ua t ion  when  it l a id  
e m p h a s i s  l a s t  w i n t e r  on the S o v i e t ' s  p r o m i s e  of $1 .9  b i l l i on  of e c o n o m i c  
a id  to the  n o n - C o m m u n i s t  na t ions  of the u n d e r d e v e l o p e d  wor ld .  That  got 
b ig  p r e s s  and TV play.  But a l m o s t  no th ing  was sa id  about the  fac t  that  
such  aid i s  only  runn ing  at about  $200 m i l l i o n  a y e a r ,  or  m e r e l y  a s m a l l  
f r a c t i o n  of the  c u r r e n t  c o n t r i b u t i o n  of the Wes t .  

Second,  the Sovie t  peop le  a r e  poor ,  and p r o b a b l y  wi l l  not  a l low t h e i r  
l e a d e r s  to m a k e  l a r g e  handou t s .  S ign i f i can t ly ,  when  Sovie t  s p o k e s m e n  
p r o m i s e d  l a r g e  aid to t h e i r  " b r o t h e r s "  at l a s t  w i n t e r ' s  C a i r o  C o n f e r e n c e ,  
t h e r e  was  no m e n t i o n  of the  whole  b u s i n e s s  in the R u s s i a n  p r e s s  or  r a d i o .  
M o r e o v e r ,  what  R u s s i a  l e n d s  or  g i v e s  wi l l  p r o b a b l y  be m a i n l y  to h e r  
own poor  but p o l i t i c a l l y  p o w e r f u l  r e l a t i o n ,  China .  Speak ing  of the S ino-  
Sovie t  r e l a t i o n ,  l e t  m e  add that  the i n f o r m e d  in the  l e s s - d e v e l o p e d  na -  
t i ons  know tha t  R u s s i a  can  take  on b a l a n c e ,  r a t h e r  than  give .  L a s t  y e a r ,  
fo r  e x a m p l e ,  R u s s i a  d r a i n e d  China  to the  tune of 300 m i l l i o n  U. S. d o l l a r s  
net ,  the  s i z e  of C h i n a ' s  a d v e r s e  b i l a t e r a l  t r a d e  ba l ance .  

T h i r d ,  few r e s p o n s i b l e  o f f i c i a l s  in the l e s s - d e v e l o p e d  l ands  p r e f e r  
the R u s s i a n  f i r e  to the w e s t e r n  f r y i n g  pan. T h e y  don ' t  want  to j e o p a r d -  
ize  a c c e s s  to l a r g e  w e s t e r n  t r a d e  and cap i t a l  a s s i s t a n c e ,  of the  kind 
they  have  b e e n  e x p e r i e n c i n g  fo r  a long  t i m e ,  jus t  to t r y  to ge t  a l i t t l e  
s o m e t h i n g  f r o m  the Sov ie t s .  

F i n a l l y ,  our  a n s w e r  to a Sovie t  c h a l l e n g e ,  in  any c a s e ,  i s  not  to 
m i m i c  t h e m ,  but to a s s i s t  and exped i t e  the e v o l u t i o n  of p o l i c i e s  and 
p r a c t i c e s  wh ich  s t r e n g t h e n  na t i ve  e n t e r p r i s e  f o r c e s ,  fo r  t h e s e  a r e  the  
ones  which  f ind a d e e p - r o o t e d ,  n a t u r a l ,  and m u t u a l l y  b e n e f i c i a l  t i eup  
with the Wes t  and w e s t e r n  i n s t i t u t i o n s  and no l e s s  n a t u r a l l y  r e s i s t  
na t ive  f o r c e s  of s u b v e r s i o n  that  m i s t a k e n l y  s ide  with the  w o r l d ' s  w o r s t  
i m p e r i a l i s m .  
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In p a r t i c u l a r ,  we m u s t  not  be s t a m p e d e d  in to  do ing  th ings  jus t  be -  
c a u s e  " s o m e t h i n g  n e w "  is  sa id  to be ca l l ed  fo r ,  

That  winds  up m y  d i s c u s s i o n  of l e s s - d e v e l o p e d  c o u n t r y  p r o b l e m  and 
the i n s t i t u t i o n s  r e l a t e d  to it .  

E m e r g i n g  E u r o p e a n  E c o n o m i c  R e g i o n a l i s m  

The f ina l  s e t  of i n s t i t u t i o n s ' t h a t  I wish  to d i s c u s s  a r e  t h o s e  that  a r e  
e m e r g i n g  in  E u r o p e .  Ch ie f  a m o n g  t h e m  is  the E u r o p e a n  C o m m o n  M a r k e t .  

A m e r i c a n s  m a y  f a i r l y  c l a i m  s o m e  c o n t r i b u t i o n  to the e m e r g i n g  
E u r o p e a n  r e g i o n a l i s m  of W e s t e r n  E u r o p e .  F o r  we did m u c h  to s p e e d  
the  r e s t o r a t i o n  of th i s  advanced  and t e s t e d  a r e a ' s  e c o n o m i c  p o s i t i o n  
d u r i n g  and fo l lowing  the M a r s h a l l  aid p e r i o d ,  e s p e c i a l l y  t h rough  such  
b o d i e s  as the  O r g a n i z a t i o n  fo r  E u r o p e a n  E c o n o m i c  C o o p e r a t i o n  and the 
E u r o p e a n  P a y m e n t s  Union.  The E u r o p e a n s  then  took the bal l  t h e m s e l v e s  
to d e v e lop  the Coal  and S tee l  C o m m u n i t y .  And on ly  a l i t t l e  o v e r  a y e a r  
ago they  s i g n e d  the  T r e a t y  of R o m e ,  which  e s t a b l i s h e s  the  S i x - N a t i o n  
C o m m o n  M a r k e t ,  o r ,  as  it i s  f o r m a l l y  known,  the E u r o p e a n  E c o n o m i c  
C o m m u n i t y .  T h e y  a l so  s igned  the  E u r a t o m  T r e a t y  at the s a m e  t i m e .  

The  C o m m o n  M a r k e t  is  not  s o m e t h i n g  that  g o v e r n m e n t s  have  
a p p r o v e d .  E u r o p e a n  b u s i n e s s  i t s e l f  i s  m a k i n g  a l l  m a n n e r  of s p e c i f i c  
p l ans  and d e s i g n i n g  i t s  i n v e s t m e n t s  on the a s s u m p t i o n  that  the  C o m m o n  
M a r k e t  wil l  p r o c e e d  m o r e  o r  l e s s  on s c h e d u l e .  S i m u l t a n e o u s l y ,  though 
with l i m i t e d  s u c c e s s  to da te ,  f o r c e s  con t inue  to work  to t r a n s f o r m  the  
C o m m o n  M a r k e t  in to  a b r o a d e r  and m o r e  e l a s t i c  F r e e  T r a d e  A r e a  c o v e r -  
ing m o s t  of E u r o p e .  

What d o e s  the C o m m o n  M a r k e t  T r e a t y  s e e k  to do?  Its m a j o r  p r o -  
v i s i o n s  would at l e a s t  e v e n t u a l l y - -  

1. R e m o v e  c u s t o m s  du t i e s  and quo tas  a m o n g  M e m b e r  S ta tes ;  

2. Set up a c o m m o n  t a r i f f  and c o m m o n  c o m m e r c i a l  po l i cy  toward  
o u t s i d e  na t i ons ;  

3. A b o l i s h  o b s t a c l e s  to the f r e e  m o v e m e n t  of p e r s o n s ,  s e r v i c e s ,  
and cap i t a l  b e t w e e n  M e m b e r  S ta tes ;  

4. E s t a b l i s h  c o m m o n  a g r i c u l t u r a l  and t r a n s p o r t  p o l i c i e s ,  though 
t h e s e  would s t i l l  be r a t h e r  r e s t r i c t i v e ;  
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5. E s t a b l i s h  a Soc ia l  F u n d  to he lp  l a b o r  a d j u s t  to a c h a n g i n g  m a r -  
ke t ,  an  I n v e s t m e n t  Bank  fo r  p r o j e c t s  in the  C o m m u n i t y ,  and a D e v e l o p -  
m e n t  F u n d  fo r  u s e  in the  o v e r s e a s  t e r r i t o r i e s  of s o m e  M e m b e r  S t a t e s ,  
m a i n l y  F r a n c e  and B e l g u i m .  

It i s  e x p e c t e d  tha t  the Six N a t i o n s  wi l l  g r a d u a l l y  m e r g e  into  a s i n g l e  
e c o n o m i c  uni t  a s  f a r  a s  t r a d e  r e s t r i c t i o n s  a r e  c o n c e r n e d .  T h e r e  wi l l  
be  t h r e e  4 - y e a r  s t a g e s ,  the f i r s t  of w h i c h  is  to b e g i n  nex t  1 J a n u a r y ,  
when  t a r i f f s  wi l l  be cut  10 p e r c e n t  a c r o s s  the  b o a r d .  T h e r e a f t e r ,  the  
c h a n g e s  a r e  to fo l low a l e s s  s p e c i f i c  t i m e t a b l e .  The  c o m m i t m e n t  i s  
to have  a m i n i m u m  cut  on any  p r o d u c t  of 25 p e r c e n t  by  the  end of the 
f i r s t  4 y e a r s  and 50 p e r c e n t  by  the  end of the  s e c o n d  4 - y e a r  p e r i o d .  
C h a n g e s  in the  f ina l  p e r i o d  wi l l  be w o r k e d  out l a t e r .  

To  a s s u r e  tha t  i m p o r t  quo tas  a r e  not  u s e d  to f r u s t r a t e  t a r i f f  c h a n g e s ,  
i m p o r t  quo tas  a r e  to be e n l a r g e d  by  20 p e r c e n t  nex t  J a n u a r y .  F u r t h e r  
quota  i n c r e a s e s  a r e  to o c c u r  in s t a g e s ,  un t i l  quo tas  as  such  a r e  e l i m -  
i n a t e d  in 12-15 y e a r s .  

How a r e  the tar£ff  cu t s  to be c a l c u l a t e d ?  The  a g r e e d  b a s i s  i s  the  
a v e r a g e  r a t e  which  h a s  b e e n  c h a r g e d ,  no t  r a t e s  w e i g h e d  by  a m o u n t  of 
t r a d e .  T h i s  y i e l d s  h i g h e r  t a r i f f  r a t e s  t han  the  l o w - t a r i f f  m e m b e r s - -  
BelguLm,  N e t h e r l a n d s ,  and G e r m a n y - - d e s i r e d ,  i n a s m u c h  as  F r a n c e  
and I t a ly  h a v e  r e l a t i v e l y  h igh  r a t e s .  I m p l i e d  t h e r e ,  of c o u r s e ,  i s  the  
p r o p o s i t i o n  tha t  the B e l g i a n s ,  the Dutch ,  and the  G e r m a n s  have  a 
l a r g e r  v o l u m e  of t r a d e  than  the o t h e r  two. M o r e o v e r ,  s p e c i a l  s i t u a t -  
ions  wi l l  be r e c o g n i z e d ,  wh ich  wi l l  have  the e f f ec t  of k e e p i n g  r a t e s  
f a i r l y  h igh  fo r  s o m e  s e n s i t i v e  i n d u s t r i e s ,  m a i n l y  in F r a n c e  and I t a ly .  

R e s t r i c t i o n s  on m o v e m e n t s  of c a p i t a l  a r e  to be p r o g r e s s i v e l y  r e -  
l a x e d .  But  t h e r e  i s  a big l oopho le  fo r  c o u n t r i e s  in s e r i o u s  b a l a n c e  of 
p a y m e n t s  d i f f i c u l t i e s .  ( T h i s  k ind  of l oopho le ,  I m a y  add,  i s  found in  
a l l  i n t e r n a t i o n a l  e c o n o m i c  a g r e e m e n t s  s i n c e  the l a s t  w a r .  ) 

L a b o r  was  a t o u c h y  s u b j e c t ,  m a i n l y  b e c a u s e  of I t a l y ' s  u n e m p l o y -  
m e n t  s i t ua t i on .  All  tha t  was  a g r e e d  upon w a s  tha t  f r e e d o m  of m o v e -  
m e n t  was  to be a t t a i n e d  by  the  12th to the  15th y e a r .  

The  f a r m  p o l i c y  a g r e e m e n t s  in the  E u r o p e a n  c a s e ,  a s  we l l  a s  e l s e -  
w h e r e ,  a r e  l a r g e l y  v e r b i a g e .  (I m i g h t  add tha t  you  can  m a k e  the  s a m e  
kind of c a u s t i c  r e m a r k  about  m a n y  t h ings  in ou r  own f a r m  po l i cy ,  p a r -  
t i c u l a r l y  as  i t  a p p l i e s  to r e l a t i o n s  wi th  f o r e i g n  c o u n t r i e s .  ) If f r e e r  
t r a d e  h u r t s  any  n a t i o n ' s  f a r m e r s ,  m i n i m u m  p r i c e s  m a y  be s e t  by the 
g o v e r n m e n t s  in q u e s t i o n  and i m p o r t s  r e s t r i c t e d  to p r o t e c t  such  g o v e r n -  
m e n t - s e t  p r i c e s .  
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A n t i c a r t e l  l a n g u a g e  a l s o  s e e m s  s t r o n g ,  as  it  n o m i n a l l y  p r o h i b i t s  
m o n o p o l i s t i c  and c a r t e l  p r a c t i c e s .  But  a n o t h e r  l oopho le  h a s  b e e n  p r o -  
v ided:  Such p r a c t i c e s  m a y  con t inue  if  t h e y  he lp  to " i m p r o v e  p r o d u c t i o n  
o r  d i s t r i b u t i o n . . ,  o r  p r o m o t e  t e c h n i c a l  p r o g r e s s  . . . and c o n s u m e r s  
r e c e i v e  a f a i r  s h a r e  of the b e n e f i t s . "  It s e e m s  to m e  tha t  we can  on ly  be 
s u r e  tha t  e c o n o m i s t s  a t t a c h e d  to the o r g a n i z a t i o n  wi l l  w r i t e  a lo t  of pa -  
p e r s .  

St i l l ,  s i g n i f i c a n t  p r o g r e s s  is  r e p r e s e n t e d  by the R o m e  T r e a t y .  A l -  
r e a d y ,  fo r  e x a m p l e ,  A m e r i c a n  f i r m s  a r e  r e d e s i g n i n g  t h e i r  o v e r s e a s  
i n v e s t m e n t  and d i s t r i b u t i o n  s y s t e m s  to f i t  the  e m e r g i n g  p a t t e r n  in E u r o p e .  

Now f o r  a w o r d  about  the F r e e  T r a d e  A r e a  i d e a .  T h i s  i s  b e i n g  
p u s h e d  m a i n l y  by  B r i t a i n ,  wi th  s t r o n g  s u p p o r t  f r o m  E u r o p e a n  c o u n t r i e s  
o u t s i d e  T h e  Six and with  f a i r  s u p p o r t  e v e n  f r o m  wi th in  The  Six. F r a n c e  
is  the m a j o r  s t u m b l i n g  b l o c k - - a n d  h e r e  I 'd  l i ke  to quote  " T h e  E c o n -  
o m i s t " - - " . . ,  fo r  in th i s  c e n t u r y  to date  t h i s  m o s t  s e l f - s u f f i c i e n t  of 
E u r o p e a n  e c o n o m i e s  h a s  not  r e a l l y  c a r e d  a bu t ton  fo r  f r e e  t r ade . "  And,  
of c o u r s e ,  i t ' s  a l s o  f e a r f u l  of G e r m a n  i n d u s t r i a l  s u p e r i o r i t y .  

A c e n t r a l  p l a c e  in the  F r e e  T r a d e  A r e a  i dea  is  a c c o r d e d  to n a t i o n a l  
a u t o n o m y  r e g a r d i n g  t a r i f f s  and quo tas  wi th  ou t s i de  n a t i o n s .  Tha t  i s  to 
s ay ,  e a c h  m e m b e r  na t i on  u n d e r  the f r e e  t r a d e  i d e a  is  to be  f r e e  to e s t a b -  
l i s h  i t s  own t a r i f f s  and quo ta s  wi th  c o u n t r i e s  in A m e r i c a ,  A s i a ,  and 
A f r i c a .  

The  C o m m o n  M a r k e t ,  you wi l l  r e c a l l ,  s e e k s  to e s t a b l i s h  a c o m m o n  
t a r i f f  wa l l  fo r  a l l  of The  Six. F r a n c e  in p a r t i c u l a r  f e a r s  tha t  u n d e r  a 
F r e e  T r a d e  A r e a  goods  m i g h t  e n t e r  f r o m  the  o u t s i d e  t h r o u g h  a l o w -  
t a r i f f  c o u n t r y  and be t r a n s h i p p e d  du ty  f r e e  into  the  C o m m o n  M a r k e t .  
The  B r i t i s h  a r e  p r e p a r e d  to dea l  wi th  th i s  m a t t e r .  T h e y  p r o p o s e  u s e  
of c e r t i f i c a t e s  of o r i g i n ,  so  tha t  the  h i g h e r  m i n i m u m  C o m m o n  M a r k e t  
t a r i f f  r a t e s  cou ld  be app l i ed  to o u t s i d e  u n p r o c e s s e d  goods  w h i c h  e n t e r e d  
t h r o u g h  a l o w - t a r i f f  na t ion .  

In m y  v i ew ,  and in tha t  of m a n y  E u r o p e a n s ,  s o m e t h i n g  l i ke  the  F r e e  
T r a d e  A r e a  i dea  wi l l  e v e n t u a l l y  win out.  

E v e n  p a r t i a l  s u c c e s s  fo r  E u r o p e a n  e c o n o m i c  i n t e g r a t i o n  wi l l  be 
i m p o r t a n t  to the Uni t ed  S t a t e s  and the w o r l d .  It wi l l  g ive E u r o p e  m o r e  
of the  b e n e f i t s  of e c o n o m i e s  of l a r g e - s c a l e  p r o d u c t i o n .  It shou ld  y i e l d  
the  a d v a n t a g e s  of i n c r e a s e d  s p e c i a l i z a t i o n .  H i g h e r  p e r  c a p i t a  r e a l  
i n c o m e s  wi l l  be a t t a i n e d .  T h e  m o v e m e n t s  m a y  e v e n  r e s u l t  in  e v e n t u a l  
f e d e r a t i o n .  But  h e r e  I a m  b a c k  to the  p o l i t i c a l ,  w h e r e  I s t a r t e d .  T h e  
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two  a r e  s i d e s  of t he  s a m e  co in .  M a y  I s u g g e s t  t h a t  you  k e e p  the  s e c o n d  
s i d e  in  m i n d  a s  you  r e f l e c t  on  w h a t e v e r  h a s  b e e n  s a i d  abou t  " p o l i t i c a l  
economics." 

T h a n k  you .  

C A P T A I N  T H O M P S O N :  G e n t l e m e n ,  D r .  S a l e r a  i s  now r e a d y  f o r  
y o u r  q u e s t i o n s .  

QUESTION:  You m e n t i o n e d  in y o u r  t a l k  t he  i n s i g n i f i c a n t  a m o u n t  of 
R u s s i a n  l o a n s .  S e v e r a l  w e e k s  ago  on CBS t h e y  s p o k e  of t he  r u b l e  w a r  
and  in  t h e r e  t h e y  a t t r i b u t e d  a l o t  of t he  i n f l u e n c e  the  R u s s i a n s  a r e  h a v i n g  
in  t h e i r  l o a n s  to  the  s m a l l  i n t e r e s t  p a y m e n t s .  Wi l l  you  c o m m e n t  on t h a t ?  

DR.  SALERAz Y e s .  T h e  R u s s i a n s  h a v e  b e e n  c h a r g i n g ,  I t h i n k ,  no t  
o v e r  2 . 5  p e r c e n t .  T h e y  a r e  e r e c t i n g  a s t e e l  m i l l  in Ind i a ,  f o r  e x a m p l e .  
T h e  l o w  i n t e r e s t  t e r m s  a r e  p e r  s e a  f a v o r a b l e  t h i n g  as  v i e w e d  by  the  
r e c i p i e n t  c o u n t r y ,  and I t h i n k  one  c a n  be  s u r e  t h a t  the  R u s s i a n  p l a n n e r s  
g a v e  c o n s i d e r a b l e  e m p h a s i s  to  t h a t  t ype  of c o n s i d e r a t i o n .  Bu t  u n t i l  
the  v o l u m e  b e c o m e s  r a t h e r  s u b s t a n t i a l ,  t h a t  c o n s i d e r a t i o n  i s  in  m y  
v i e w  b o u n d  to be  a s e c o n d a r y  one .  

L o w  r a t e s  a r e  i m p o r t a n t  if  you  c a n  c o u n t  on  a l a r g e  v o l u m e  at  s u c h  
r a t e s ,  and  if you  c a n  c o u n t  on t he  R u s s i a n s  b e i n g  d i s p o s e d  to  f i n a n c i n g  
p r o j e c t s - - t h i s  i s  a m u c h  m o r e  i m p o r t a n t  c o n s i d e r a t i o n - - w h i c h  a r e  t a n -  
g e n t i a l  to  t h e i r  own p o l i t i c a l  i n t e r e s t s  a s  t h e y  v i e w  t h e m .  

As  to  the  CBS  p r o g r a m ,  I did no t  s ee  i t  on T V ,  bu t  I h a p p e n e d  by  
a c c i d e n t  to  h a v e  h e a r d  i t  o v e r  the  r a d i o  a w e e k  a f t e r  i t  w a s  t e l e c a s t .  
I w a s  qu i t e  i n t e r e s t e d  in  i t ,  p a r t l y  b e c a u s e  of the  s o r t  of t h i n g  you  r e -  
f e r r e d  to; and  I s e n t  f o r  a c o p y  of the  t r a n s c r i p t  of t he  p r o g r a m  to  h a v e  
in  m y  f i l e .  I j u s t  go t  t h a t  t h i s  m o r n i n g ,  i n c i d e n t a l l y ,  in  a r a t h e r  a t t r a c -  
t i v e l y  b o u n d  p a m p h l e t ,  w i th  a n i c e  c o v e r ,  n i c e  p a p e r ,  w ide  m a r g i n s ,  
and  so  on. 

T h e  i s s u e  h e r e  i s  a v e r y  i m p o r t a n t  one .  I ' m  no t  t r y i n g  to  d o d g e  i t .  
I ' m  not  t r y i n g  to m i n i m i z e  i t s  s i g n i f i c a n c e .  I s a i d  t h a t  the  f u n d s  i n v o l v e d  
a r e  r e l a t i v e l y  s m a l l .  I u s e d  t he  p h r a s e  " a  p r o m i s e  of 1 .9  b i l l i o n . "  T h a t  
i n c l u d e d  f u n d s ,  s o - c a l l e d  s t r i n g l e s s  l o a n s - - w h i c h  s i n c e  h a v e  b e e n  w i t h -  
d r a w n - - f r o m  Y u g o s l a v i a ,  a s  we a l l  k n o w .  T h e  t h i n g  t h a t  w a s  o m i t t e d  
f r o m  the  D e p a r t m e n t  r e l e a s e - - a t  l e a s t  I r e a d  t h a t  m a t e r i a l  v e r y  c a r e -  
f u l l y  and  u s e  a r e d  p e n c i l  l i b e r a l l y - - w a s  the  c u r r e n t  a m o u n t .  I t ' s  
r u n n i n g  a r o u n d  200 m i l l i o n .  T h a t  f i g u r e ,  i n c i d e n t a l l y ,  w a s  m e n t i o n e d  
in  the  b r o a d c a s t .  
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So I wou ld  s u m m a r i z e  the  s i t u a t i o n  by  s a y i n g  t h a t  l ow i n t e r e s t  r a t e s  
on t h e s e  l o a n s  wou ld  be  v e r y  good  if  r e c i p i e n t  c o u n t r i e s  c o u l d  c o u n t  on  a 
s u b s t a n t i a l  v o l u m e  of the  f u n d s  in  q u e s t i o n  f o r  p r o j e c t s  t ha t  a r e  b a s i c a l l y  
in  t h e i r  i n t e r e s t  and  no t  t oo  i m p o r t a n t  to  the  S o v i e t s  p o l i t i c a l l y .  

QUESTION:  Wha t  d o e s  the  U n i t e d  S t a t e s  e x p e c t  o r  wan t  in  the  w a y  
of i n t e r e s t  r a t e s  and  p e r i o d  of r e t u r n  on l o a n s  f r o m  the  W o r l d  B a n k ?  

DR.  S A L E R A :  T h e  W o r l d  B a n k  i s  an  o r g a n i z a t i o n  t h a t  e n c o m p a s s e s  
o v e r  60 c o u n t r i e s .  We a r e  the  m o s t  i m p o r t a n t  s i n g l e  c o u n t r y  in  t e r m s  
of v o t i n g  s t r e n g t h .  Bu t  t he  U. S. G o v e r n m e n t  d o e s  no t  d e t e r m i n e  W o r l d  
B a n k  p o l i c y .  I t  h a s  an  i m p o r t a n t  r o l e  in  the  f o r m u l a t i o n  of  p o l i c y  in  i n -  
d i r e c t  t e r m s .  

F i r s t ,  t h e  d i r e c t o r  f r o m  the  U n i t e d  S t a t e s  on the  W o r l d  B a n k  i s  i n -  
s t r u c t e d  in  t e r m s  of the  i n t e r d e p a r t m e n t a l  m a c h i n e r y  t h a t  i s  s e t  up u n d e r  
c o n g r e s s i o n a l  s t a t u t e .  S e c o n d l y ,  the  b a n k  m a n a g e m e n t  i s  A m e r i c a n  
m a n a g e m e n t .  M r .  B l a c k ,  t he  p r e s i d e n t ,  i s  f r o m  Wal l  S t r e e t .  

B u t  the  b a n k  h a s  to  s e t  r a t e s  w h i c h  e n a b l e  i t  to  do  two t h i n g s :  f i r s t ,  
c o v e r  t he  i n t e r e s t  c o s t  on i t s  own d e b t ,  w h i c h  i s  i n c u r r e d  in  i t s  b o r r o w -  
i n g  f r o m  i n v e s t o r s ,  w h i c h  r u n s  a r o u n d  3 o r  3 . 5  p e r c e n t ,  in  t h a t  r a n g e ,  
b e t w e e n  3 and  4, p l u s  a d m i n i s t r a t i v e  c o s t s ,  w h i c h  r u n  a b o u t  1 p e r c e n t ,  
and  f i n a l l y  p l u s  c o s t s  i n v o l v e d  in a c c u m u l a t i n g  s o m e  s o r t  of r e s e r v e  f o r  
c o n t i n g e n c i e s .  T h e  b a n k  h a s  b e e n  c h a r g i n g  a r o u n d  5 o r  6 p e r c e n t .  T h e  
i n t e r e s t  h a s  gone  as  h i g h  a s  6. 

Now,  t h a t  r a t e ,  a l t h o u g h  h i g h  in  r e l a t i o n  to  t he  R u s s i a n  r a t e ,  i s  
s t i l l  v e r y  low in r e l a t i o n  to  l o n g - t e r m  i n t e r e s t  r a t e s  in t h e s e  c o u n t r i e s .  
T h e r e  a r e  v e r y  f ew c o u n t r i e s  w h e r e  you  c a n  b o r r o w  f o r  a l o n g  t e r m  
a t  a n y t h i n g  l i k e  5 o r  6 p e r c e n t .  

As  to  w h e n  we e x p e c t  t he  m o n e y  to be  r e t u r n e d ,  t h e s e  l o a n s  r u n  f o r  
d i f f e r e n t  t e r m s  d e p e n d i n g  on the  p r o j e c t .  V e r y  f ew  of t h e m  r u n  f o r  l e s s  
t h a n  10 y e a r s .  T h e y  r u n  up to  abou t  15 o r  20 y e a r s .  I t h ink  t h u s  f a r  
t h e r e  h a v e  b e e n  v e r y  f e w  l o a n s  f o r  o v e r  20 y e a r s .  

A r e  y o u  a s k i n g  a q u e s t i o n  now a b o u t  t h e  r e p a y m e n t  p r o s p e c t s ?  

STUDENT: No. 

QUESTION:  I n d i a  i s  a f a s c i n a t i n g  c o u n t r y .  In  1954 ou t  t h e r e  t h e y  
w e r e  t h r o w i n g  ou t  o r  e a s i n g  ou t  o r  f o r c i n g  out  a l l  Un i t ed  S t a t e s  and B r i t -  
i s h  c a p i t a l ,  a t  l e a s t  i n  t he  B o m b a y  a r e a .  At t he  s a m e  t i m e ,  the  I n d i a n s  
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:.; 

w e r e  j a m m i n g  the  gold and p r e c i o u s  m e t a l s  m a r k e t s  and buy ing  gold 

t r i n k e t s  and e v e r y t h i n g  e l s e  a t  a f a n t a s t i c  r a t e .  

DR.  SALERA:  Do you m e a n  the  Ind i an  G o v e r n m e n t ?  

QUESTION: No,  s i r .  The  i n d i v i d u a l  I n d i a n s .  I w a n t e d  to buy  a 
p a i r  of e a r r i n g s  and cou ldn t t ,  b e c a u s e  the  c l e r k s  w o u l d n ' t  wa i t  on m e .  
T h e r e  w e r e  I n d i a n s  t h e r e  who had  m u c h  m o r e  m o n e y .  I j u s t  w o n d e r e d  
if t h e r e  h a s  b e e n  a change  in  Ind ia ,  o r  if t h e y  e x p e c t  to do e v e r y t h i n g  

by g o v e r n m e n t a l  l o a n s .  

DR.  SALERA:  I a m  not  an  I n d i a n  e x p e r t  r e a l l y .  I t r y  to f ind out 
a s  m u c h  a s  I c an  about  Ind ia  f r o m  v a r i o u s  s o u r c e s .  L e t  m e  s a y  tha t  
I did not  s a y  in  m y  s p e e c h  and do not  m e a n  to g ive  the  i m p r e s s i o n  tha t  
the  I n d i a n  G o v e r n m e n t  i s  t r y i n g  to do e v e r y t h i n g  in the  e c o n o m i c  a r e a .  

T h e  peop le  who take  a p o s i t i o n  qui te  opposed  to m i n e  wi l l  e m p h a s i z e  
tha t  thus  f a r  the  I n d i a n  G o v e r n m e n t  h a s  r u n  on ly  s o m e t h i n g  l i ke  3 p e r c e n t  
of the  i n d u s t r i a l  s e c t o r ,  and tha t  e v e n  w h e n  the c u r r e n t  p lan  i s  f i n i s h e d  

in 1961, t h e y  w i l l  r u n  it on ly  up to about  7 p e r c e n t .  

Wel l ,  tha t  k ind  of m a t e r i a l  h a s  to be  i n t e r p r e t e d  wi th  c a r e ,  b e c a u s e  
d o n ' t  f o r g e t  tha t  about  80 p e r c e n t  of the  peop l e  in Ind ia  s t i l l  a r e  w o r k i n g  
on the  l a n d .  T h e y  l i ve  in s m a l l  v i l l a g e s  and t h e y ' r e  v e r y  s m a l l - s c a l e  

f a r m e r s .  I n d u s t r y  as  s u c h  i s  r e l a t i v e l y  s m a l l .  

T h e  b ig  q u e s t i o n  c o n c e r n s  wha t  i s  p r o j e c t e d ,  what  the I n d i a n  G o v e r n -  
m e n t  i s  c o m m i t t e d  to do, at l e a s t  in g e n e r a l  t e r m s ,  u n d e r  the  v e r y  d e c e p -  
t ive  l a b e l  of the  I n d u s t r i a l  P o l i c y  R e s o l u t i o n  of 1948, a s  m o d i f i e d  in  1956. 
T h a t  r e s o l u t i o n  s a y s  tha t  I n d i a  m u s t  m o v e  t o w a r d  a s o c i a l i s t  f o r m  of 
s o c i e t y .  T h a t ' s  g e n e r a l ,  of c o u r s e .  But  the  s p e c i f i c s  a r e  r a r e l y  m e n -  
t i o n e d  in the  U n i t e d  S t a t e s .  I h a p p e n e d  to have  g o t t e n  so  c o n c e r n e d  
about  t h i s  t ha t  I s t u c k  m y  n e c k  out and l i s t e d  t h e m  in  one of the c o n g r e s -  
s i o n a l  d o c u m e n t s  so  tha t  t h o s e  M e m b e r s  of C o n g r e s s  who r e a d  t h i s  
m a t e r i a l  wi l l  a t  l e a s t  s e e  a l i s t i n g  of two i m p o r t a n t  s c h e d u l e s .  

S c h e d u l e  A l i s t s  a l l  the  c l a s s i c  h e a v y  i n d u s t r i e s ,  and,  of c o u r s e ,  the  
a r m a m e n t  i n d u s t r y .  T h o s e  i n d u s t r i e s ,  in  12 m a j o r  c a t e g o r i e s ,  a r e  r e -  
s e r v e d  to the  g o v e r n m e n t .  T h a t  m e a n s  tha t  p r i v a t e  b u s i n e s s  w h i c h  i s  
now in  t h e m  c a n  s t a y  in  t h e m ,  but  no new p r i v a t e  f i r m  m a y  e n t e r .  I 
u n d e r s t a n d  tha t  c a n  be t w i s t e d  and s t r e t c h e d  t h r o u g h  a d m i n i s t r a t i o n  

a c t i o n ,  but  I don ' t  t h ink  v e r y  f a r .  
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Now, the Ta ta  S tee l  Works  and the Ind ia  I r o n  and S tee l  C o m p a n y ,  
the  two p r i v a t e l y  owned s t e e l  c o m p a n i e s ,  a r e  expand ing .  K a i s e r  is  
h e l p i n g  Ta ta  to expand ,  fo r  e x a m p l e .  The  Ind ian  pos i t i on  in s t e e l  i s  
r e l a t i v e l y  good.  India  has ,  l i t e r a l l y ,  one of the  c h e a p e s t  s o u r c e s  of 
s t e e l  in the wor ld .  T h e y  should  do wel l  out in that  pa r t  of the wor ld ,  
p a r t i c u l a r l y  if  t h e y  conf ine  t h e m s e l v e s  to a r e l a t i v e l y  few t y p e s  of 
p r o d u c t s  in which  t h e i r  p r o d u c t i o n  e c o n o m i e s  a r e  m o s t  m a r k e d .  But 
the  o t h e r  c a t e g o r i e s - - h e a v y  m a c h i n e r y  and th ings  l ike  t h a t - - a r e  r e -  
s e r v e d  fo r  the  g o v e r n m e n t .  

You have ,  then ,  12 m a j o r  i n d u s t r i a l  c a t e g o r i e s - - g e n e r a l l y  the  
h e a v y  i n d u s t r i e s ,  the h igh ly  c a p i t a l i z e d  s e c t o r s - - r e s e r v e d  to the  g o v -  
e r n m e n t .  T h e n  a s e c o n d  c a t e g o r y ,  Schedu le  B in th is  r e s o l u t i o n ,  l i s t s  
about  10 o t h e r  f a i r l y  i m p o r t a n t  a r e a s ,  and t h e s e  a r e  a r e a s  in  which  
p r i v a t e  f i r m s  m a y  e n t e r  if  t hey  wish .  But the Ind ian  G o v e r n m e n t  has  
s e r v e d  no t i ce  that  it wi l l  e n t e r  i n c r e a s i n g l y  in to  t h e s e  a r e a s .  

So h e r e  you have  a b l u e p r i n t  c a l l i ng  fo r  v e r y  s u b s t a n t i a l  Ind ian  Gov-  
e r n m e n t  p a r t i c i p a t i o n  in i n d u s t r y .  T o d a y  the G o v e r n m e n t ' s  s h a r e  in  
t h e s e  a r e a s  is  s m a l l ,  m a i n l y  b e c a u s e  they  a r e  in the e a r l y  s t a g e s  of 
the  i n d u s t r i a l i z a t i o n  p r o g r a m .  One m u s t  not  be d e c e i v e d  by that  k ind 
of s t a t i s t i c s .  

Now, as  to your  q u e s t i o n  on how m u c h  we can  expec t .  I th ink  it  
t u r n s  l a r g e l y  on the evo lu t i on  of p o l i c i e s  in the po l i t i c a l  con tex t  of rndia .  
T h e r e  a r e  c o n t r o v e r s i e s  go ing  on in India  p r e t t y  m u c h  of the  kind that  
go on in th is  c o u n t r y  as  b e t w e e n  R e p u b l i c a n s  and D e m o c r a t s .  

One f e e l s  v e r y  s y m p a t h e t i c  to the Ind ian  p o s i t i o n  and a s p i r a t i o n s ,  
and m u c h  can be done.  T h e r e ' s  no q u e s t i o n  about  it. I and s o m e  o t h e r  
peop le  with l ike  v i ews  would a t t ach  a lo t  m o r e  i m p o r t a n c e  to the a g r i c u l -  
t u r a l  s e c t o r ,  at l e a s t  in the t r a n s i t i o n a l  p e r i o d .  You c a n ' t  qu i ck ly  ge t  
the  peop le  off the land in India .  W h e r e  a r e  t hey  going  to go?  T h e y ' r e  
t h e r e .  And t h e i r  cond i t i on  has  i m p r o v e d  v e r y  m a r k e d l y .  I th ink  that  
i s  t r u e  a l l  o v e r  the u n d e r d e v e l o p e d  w o r l d - - C h i n a ,  P e r u ,  Mex ico ,  
i n t e r n a l  V e n e z u e l a ,  and so on. 

Mos t  of the w o r l d ' s  f a r m e r s  a r e  only  w o r k i n g  about ha l f  as  e f f e c -  
t i v e l y  as  t hey  could work  wi thout  m u c h  in the  way of e x p e n s i v e  cap i t a l  
and so on. You don ' t  have  to equip  Ind ian  f a r m e r s  the way you equip  
our  Iowa f a r m e r s ,  b e c a u s e  the Iowa f a r m e r  i s  a c a p i t a l i s t .  He has  
m a n y ,  m a n y  t h o u s a n d s  of d o l l a r s  wor th  of e q u i p m e n t .  
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QUESTION: I h a v e  two q u e s t i o n s  tha t  a r e  s o m e w h a t  i n t e r r e l a t e d .  
T h e y  a r e  abou t  the  u n d e r d e v e l o p e d  c o u n t r i e s  in A s i a .  T h e s e  c o u n t r i e s  
a r e  d e t e r m i n e d  to m o v e  a h e a d  and,  in f ac t ,  have  to if t h e y  a r e  go ing  
to f ight  s o m e  of the s u b v e r s i v e  i n f l u e n c e s  w i th in  t h e i r  c o u n t r i e s .  L o n g -  
t e r m  p r i v a t e  l o a n s  a r e  v e r y  d i f f i cu l t  to ge t .  What  o t h e r  a l t e r n a t i v e s  a r e  
t h e r e  b e s i d e s  G o v e r n m e n t  l o a n s  o r  a id  f r o m  the Un i t ed  S t a t e s ?  The  
s e c o n d  th ing  i s  tha t  in t h i s  m a t t e r  of a id s  v e r s u s  l o a n s ,  i s n ' t  i t  b e t t e r  
f o r  a c o u n t r y  to have  s o m e  f e e l i n g  of r e s p o n s i b i l i t y  fo r  r e p a y i n g  a l oan  
e v e n  in i t s  n a t i v e  c u r r e n c y  r a t h e r  t han  ge t t i ng  d i r e c t  h a n d o u t s  a l l  the  
t i m e  ? 

DR. SALERA: The  f i r s t  q u e s t i o n ,  wha t  c a n  be done to ge t  r e s o u r c e s  
u s e d  f a r  m o r e  e f f e c t i v e l y  than  t hey  a r e  b e i n g  u s e d  on the  a v e r a g e  t o d a y  
in  v i e w  of the a p p a r e n t  d i f f i c u l t i e s  and s l o w n e s s  with  w h i c h  the  p r i v a t e  
s e c t o r  c a n  be a c t i v a t e d  or  w h a t - h a v e - y o u - - t h a t ' s  a m i g h t y  b ig  s u b j e c t .  
I t h ink  t h e r e  a r e  two o r  t h r e e  t h i n g s  tha t  m i g h t  be sa id  h e r e .  

F i r s t ,  i t ' s  i n d i s p e n s a b l e  tha t  the peop l e  who do a d v i s o r y  w o r k  ap -  
p r e c i a t e  wha t  the p r o b l e m  i s ,  and then ,  s e c o n d l y ,  h a v i n g  a p p r e c i a t e d  
i t ,  e x a m i n e  e v e r y  i m p o r t a n t  d e t a i l  wi th  tha t  con t ex t  in m i n d .  And then  
w h e n  you ge t  in to  the o i l  s e c t o r  or  the  t r a n s p o r t  s e c t o r  or  the  f a r m  c r e d i t  
s e c t o r  o r  the way  t h e y  a d m i n i s t e r  r e g u l a t i o n s  and so  on, you  e v a l u a t e  
e a c h  of t h e s e  s p e c i f i c s  in the l igh t  of th i s  g e n e r a l  s i z i n g  up of the p i c t u r e  
and ge t  as  m a n y  of the f a c t s  as  you  can .  T h e n  you a n a l y z e  t h e m  s u i t a b l y - -  
wh ich  m e a n s  not  e v e r l a s t i n g l y - - a n d  r e c o m m e n d  as  f o r c i b l y  a s  you c a n  
in  the l i gh t  of tha t  o p e r a t i o n .  

One can  ge t  in to  a l l  k inds  of p a r t i c u l a r s .  One can  e v a l u a t e  the 
p r o p o s a l s  of a g i v e n  m i n i s t r y  in  a g i v e n  a r e a ,  poin t  out  the p r o d u c t i o n -  
d e t e r r i n g  t h i n g s ,  and in the p r o c e s s  poin t  out wi th  as  m u c h  e m p h a s i s  
as  p o s s i b l e  wha t  c a n  be  d o n e - - g e n e r a l l y  i t ' s  s i m p l e - - t o  r e m e d y  the  
s i t u a t i o n ,  and go on down the l i n e .  

Now,  as  to y o u r  s e c o n d  q u e s t i o n ,  the a n s w e r  i s ,  b r i e f l y ,  y e s .  Bu t  
l e t ' s  not  k id  o u r s e l v e s  abou t  the w o r d  " l o a n s "  h e r e .  We a r e  now a c c u m -  
u l a t i n g  l o c a l  c u r r e n c y  at  a v e r y  r a p i d  r a t e .  S u r e ,  we do u s e  t h e s e  c u r -  
r e n c i e s  fo r  m a n y  p u r p o s e s :  F u l b r i g h t  p r o g r a m s  the bu i ld ing  of a n e w  
e m b a s s y ,  and t h i n g s  l i ke  tha t .  

But  m y  own v i ew ,  and the  v i e w  of m a n y  tha t  I have  t a l k e d  to,  i s  
tha t  the e v e n t u a l  " s o l u t i o n "  wi l l  be  c a n c e l l a t i o n .  T h e s e  c o u n t r i e s  
a r e n ' t  go ing  to ge t  m e a s u r a b l y  b e t t e r  in the  next  10 or  15 y e a r s .  T h e y  
wi l l  w i sh  to i m p r o v e  and t h e y ' l l  be ab le  to p r e s e n t  the  s a m e  p o l i t i c a l  
a r g u m e n t ,  n a m e l y ,  " W e ' r e  poor  and y o u ' r e  r i c h ,  and y o u ' r e  a s k i n g  
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us to t u r n  o v e r  to you  r e s o u r c e s  tha t  you  d o n ' t  n e e d . "  Y o u ' l l  ge t  the  
m o r a l i s t s ,  the  r e l i g i o u s  p e o p l e ,  and so  on, p l e a d i n g  t h e i r  c a s e ,  at  
l e a s t  in g e n e r a l  t e r m s .  

Y e s .  I th ink  the  l o a n  e m p h a s i s  i s  b e t t e r  than  the  a id  e m p h a s i s .  

QUESTION: You m e n t i o n e d  the  O E E C ,  in w h i c h  the  Uni t ed  S t a t e s  
p a r t i c i p a t e s .  You a l s o  m e n t i o n e d  b r i e f l y  the  a i m s  of the  E u r o p e a n  E c o -  
n o m i c  C o m m u n i t y .  Up to now we have  b e e n  d e a l i n g  u n i l a t e r a l l y  wi th  
t h e s e  n a t i o n s  in t e r m s  of t h e i r  a u g m e n t i n g  t h e i r  c o n t r i b u t i o n s .  We 
have  a l s o  b e e n  d e a l i n g  m u l t i l a t e r a l l y  t h r o u g h  NATO.  I c an  s e e  s o m e  
c o n f l i c t  wi th  r e g a r d  to the  Un i t ed  S ta t e s  p o s i t i o n  N A T O - w i s e  v e r s u s  
the  E u r o p e a n  E c o n o m i c  C o m m u n i t y .  Cou ld  you c l a r i f y  the  U n i t e d  
S t a t e s  p o s i t i o n  on t h a t ?  

DR. SALERA:  L e t  m e  see  if I u n d e r s t a n d  y o u r  q u e s t i o n .  You 
f i r s t  r e f e r r e d  to the O E E C ,  the  O r g a n i z a t i o n  for  E u r o p e a n  E c o n o m i c  
C o o p e r a t i o n ,  the  M a r s h a l l  P l a n  o r g a n i z a t i o n ,  w h i c h  i s  c o n t i n u i n g .  
T h e n  you  r e f e r r e d  to the  E u r o p e a n  E c o n o m i c  C o m m u n i t y ,  the C o m m o n  
M a r k e t  a p p a r a t u s ,  and t hen  to NATO.  A r e  you r e f e r r i n g  to a p o s s i b l e  
c o n f l i c t  in the  Un i t ed  S t a t e s  b e h a v i o r  in NATO on the one hand  wi th  the  
O E E C  on the o t h e r ?  

QUESTION:  No. My b a s i c  q u e s t i o n  is  th is :  We s u p p o r t e d  EDC 
and  i t ' s  now de func t .  I p r e s u m e  we a r e  s u p p o r t i n g  the  E u r o p e a n  E c o n -  
o m i c  C o m m u n i t y  in i t s  o v e r a l l  a s p e c t s .  

DR.  SAnER/k:  I t h ink  so .  

QUESTION:  It o c c u r r e d  to m e  tha t  t h e r e  m i g h t  be a p o s s i b l e  c o n -  
f l i c t  b e t w e e n  ou r  p o s i t i o n  in NATO,  f r o m  an  e c o n o m i c  poin t  of v i e w ,  
d e a l i n g  with  14 n a t i o n s  v e r s u s  th is  c o a l i t i o n  of Six N a t i o n s ,  w h i c h  
we a l s o  m u s t  s u p p o r t .  

DR.  SALERA= I th ink  tha t  p r o b a b l y  the  b e s t  w a y  to a n s w e r  tha t  
q u e s t i o n  is  to point  out tha t ,  if you m a k e  a r u n d o w n  of a l l  t h e s e  E u r o p -  
e a n  a g e n c i e s ,  y o u ' l l  f ind one is  a 7 - g o v e r n m e n t  a g e n c y ,  one is  a 10- 
g o v e r n m e n t ,  one is  a 15- or  1 7 - g o v e r n m e n t ,  one is  a 6, one is  a 4, and 
so  on. I don ' t  th ink  the  v a r y i n g  s i z e  of the  a g e n c i e s  i s  p e r  se  an o b s t a c l e  
to c o o r d i n a t e  w o r k  on the p a r t  of our  G o v e r n m e n t .  

Now,  NATO,  as  you know,  h a s  a s  a m a t t e r  of p r a c t i c e  d iv ided  i t s  
w o r k  wi th  the  O E E C .  It s t a y e d  out of the O E E C  a r e a ,  o r ,  wha t  i s  the  
s a m e  th ing ,  i t  r e l i e d  on A m e r i c a n  p e r s o n n e l  on the  OEEC s ide  to c a r r y  
the  ba l l  in the  m o r e  s t r i c t l y  e c o n o m i c  a r e a s  and to e x c h a n g e  i n f o r m a t i o n  
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and so  on, so  tha t  t h i n g s  done with  the  e c o n o m i c  hand  do not  c l a s h  with  
th ings  done t h r o u g h  NATO with  the m i l i t a r y  hand .  

Now,  I g u e s s  I ' l l  go b a c k  to m y  o r i g i n a l  p r o p o s i t i o n .  T h e r e ' s  no 
r e a s o n ,  I th ink ,  why our  G o v e r n m e n t  c a n ' t  keep  i n f o r m e d  about  d e v e l o p -  
m e n t s  in  the  C o m m o n  M a r k e t  a r e a  and t ake  s t e p s  f r o m  d a y  to day  and 
w e e k  to w e e k  in the l igh t  of a s e s s m e n t s  of the m i l i t a r y  r e q u i r e m e n t s  
on the  one hand  and the e c o n o m i c  r e q u i r e m e n t s  on the o t h e r .  I n s o f a r  
a s  the  g e n e r a l  o b j e c t i v e s  of the C o m m o n  M a r k e t  a r e  a t t a i n e d ,  i t  shou ld  
m a k e  fo r  a s t r o n g e r ,  not  a w e a k e r ,  m i l i t a r y  b a s e  in E u r o p e .  

Now, w h e t h e r  the C o m m o n  M a r k e t  and the f e d e r a t i o n  i m p l i c a t i o n s  
would  l e a d  to the  t h i r d - f o r c e  i d e a  in  s o m e  l a r g e  p r o p o r t i o n ,  if tha t  is  
r e g a r d e d  as  the  m o s t  l i k e l y  o u t c o m e - - a n d  t h a t ' s  a n o t h e r  q u e s t i o n - -  
t ha t  m i g h t  b r i n g  about  s o m e  c o n f l i c t  b e t w e e n  O E E C  and NATO.  But ,  
a g a i n ,  I a m  o u t s i d e  of m y  f i e ld  and I don ' t  th ink  m y  c o m m e n t s  in tha t  
a r e a  a r e  w o r t h  m u c h .  A c t u a l l y  I p e r s o n a l l y  have  v e r y  l i t t l e  c o n f i d e n c e  
in m y  v i e w s  in  tha t  f i e ld .  

QUESTION: You m e n t i o n e d  the  W o r l d  Bank ,  to wh ich  the  Un i t ed  
S t a t e s  i s  the  m a j o r  c o n t r i b u t o r ;  and you a l s o  m e n t i o n e d  the U. S. E x -  
p o r t - I m p o r t  Bank .  It l o o k s  to m e  as  if we h a v e  two i n s t i t u t i o n s  a l m o s t  
in c o m p e t i t i o n  with  e a c h  o t h e r .  We don ' t  u s e  t h e m  both  in the s a m e  
a r e a ,  do w e ?  

DR.  SALERA:  T h a t ' s  a good q u e s t i o n ,  s i r .  I m i g h t  s a y  tha t  w h e n  
M r .  E i s e n h o w e r  a s s u m e d  off ice  in  1953, one of the  f i r s t  d e c i s i o n s  he  
m a d e  w a s  m o r e  or  l e s s  tha t  we don ' t  do so; f u r t h e r ,  tha t  we don ' t  n e e d  
t h e m  both  in abou t  the  s a m e  a r e a ,  p a r t i c u l a r l y  the d e v e l o p m e n t  a r e a .  

I t h ink  the  p o l i c y  s t u c k  to tha t  m o r e  o r  l e s s  fo r  a coup l e  of y e a r s  
and  t h e n  the  p r e s s u r e  was  on to u s e  the  E x p o r t - I m p o r t  B a n k ' s  r e s o u r c e s  
fo r  d e v e l o p m e n t  o r  l e n d i n g  m o r e  o r  l e s s  a long  W o r l d  B a n k  l i n e s  o r  in 
a r e a s  tha t  the W o r l d  Bank  had  b e e n  c u l t i v a t i n g .  But  we n e v e r  r e a l l y  
d e p a r t e d  f r o m  the  p r e - E i s e n h o w e r  p o s i t i o n ,  b e c a u s e  the  E x p o r t - I m p o r t  
Bank  a l s o  m a k e s  p o l i t i c a l  l o a n s ,  not  j u s t  l o a n s  to a c c e l e r a t e  e x p o r t s  
of A m e r i c a n  p r o d u c t s .  

V i e w i n g  it  a long  p u r i s t  l i n e s ,  we don ' t  n e e d  both .  But  the  A m e r i c a n  
p o s i t i o n  is  c o o r d i n a t e d  t h r o u g h  the  N a t i o n a l  A d v i s o r y  C o u n c i l  h e r e  in  
W a s h i n g t o n .  I p e r s o n a l l y  f e e l  tha t  h a v i n g  the two a r o u n d  i s  a good th ing  
and tha t  q u e s t i o n s  of e f f i c i e n c y  a r e  r e l a t i v e l y  m i n o r  in th i s  c a s e .  I 
p e r s o n a l l y  th ink  tha t  the  o t h e r  i s s u e s  in t h i s  b r o a d  f i e ld  a r e  so  m u c h  
b i g g e r  t ha t  I w o u l d n ' t  spend  m u c h  t i m e  a r g u i n g  th i s  one .  
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QUESTION: Do o t h e r  c o u n t r i e s  h a v e  s i m i l a r  i n s t i t u t i o n s  to ou r  
E x p o r t - I m p o r t  Bank? 

DR. SALERA:  T h e y  don ' t  have  t h ings  tha t  a r e  s i m i l a r l y  l a b e l e d .  
The  B r i t i s h ,  fo r  e x a m p l e ,  have  t h e i r  E x p o r t  G u a r a n t e e  D e p a r t m e n t ,  
w h i c h  does  a s o m e w h a t  s i m i l a r  job. T h e y  a r e  the  b i g g e s t  c o n t i n g e n t  
c r e d i t o r  by  f a r  of Ind ia .  I m a y  add tha t  the B r i t i s h  s t a k e  in the  c u r -  
r e n t  i n t e r n a t i o n a l  f i n a n c i a l  s i t u a t i o n  in  Ind ia  is  m u c h  l a r g e r  t han  o u r s .  
T h a t  wi l l  p r o b a b l y  not  be t r u e  a y e a r  f r o m  now,  but  it  i s  r i g h t  now.  

QUESTION: T h e r e  a r e  v a r i o u s  i n d i v i d u a l s  who take  the p o s i t i o n  
tha t  m a n y  of t h e s e  n e u t r a l  c o u n t r i e s ,  s u c h  as  Ind i a  and A f g h a n i s t a n  
and p e r h a p s  T h a i l a n d  and v a r i o u s  o t h e r s ,  w h i c h  a r e  in n e e d  of e c o -  
n o m i c  a s s i s t a n c e ,  by the v e r y  n a t u r e  of t h e i r  p r e s e n t  s o c i e t y  a r e  
p r o b a b l y  go ing  to end  up i n c l i n e d  t o w a r d  s o c i a l i s m .  In a l l  p r o b a -  
b i l i t y  t h e y  wi l l  shy  a w a y  f r o m  c o m m u n i s m ,  b e c a u s e  t h e y  a r e  r e l i g i o u s  
c o u n t r i e s .  We hope  t h e y  wi l l .  The  poin t  i s ,  can  t h e y  e v e r  c o m e  up 
with  a s o c i a l i s t i c ,  d e m o c r a t i c  g o v e r n m e n t  or  s o c i e t y  tha t  the  Uni t ed  
S t a t e s  can  do b u s i n e s s  wi th  and f ee l  tha t  i t ' s  w i l l i ng  to s u p p o r t ?  O t h e r -  
w i s e  wha t  o t h e r  a l t e r n a t i v e  e x i s t s ?  

DR.  SALERA~ I th ink  the  a n s w e r  is  y e s .  I a m  c o n v i n c e d  tha t  the  
a n s w e r  i s  y e s .  But  I a m  e q u a l l y  c o n v i n c e d  tha t  the  p a r t i c u l a r  w a y  in 
w h i c h  a S o c i a l i s t - t y p e  s o c i e t y  e v o l v e s  c a n  be i n f l u e n c e d  by  A m e r i c a n  
p o l i c y .  Al though  I don ' t  s a y  so in so m a n y  w o r d s ,  I a m  a r g u i n g  in 
e f fec t :  F o r  h e a v e n ' s  s a k e  l e t ' s  u se  ou r  l e v e r a g e  to b o l s t e r  t h o s e  l o -  
c a l  f o r c e s  which  a r e  n a t u r a l l y  wi th  us and not  f o r e v e r  g ive  p r i o r i t y  
to the g o v e r n m e n t ' s  w i s h e s  and p l a n s .  

T a k e  Ind ia .  Ind ia  i s  not  of one m i n d  on t h e s e  b a s i c  p o l i c y  q u e s -  
t i ons .  T a t a  o f f i c i a l s  w e r e  in town p l e a d i n g  v e r y  e a r n e s t l y  fou r  y e a r s  
ago  fo r  a c e r t a i n  kind of A m e r i c a n  po l i cy .  I h a p p e n  to know b e c a u s e  
I was  c l o s e  to t h i n g s  at  tha t  t i m e .  T h e y  wan ted  the Un i t ed  S t a t e s  to 
buck  s o c i a l i s t  p l ans  in Ind ia .  T h e y  a r e  now a s t a u n c h  a d v o c a t e  of 
l a r g e  U n i t e d  S t a t e s  l o a n s  o r  w h a t - n o t  to the G o v e r n m e n t  of I n d i a .  
T h e y  h a v e  r e l a x e d  t h e i r  e f f o r t s .  

Now, I a m  not  i m p l y i n g  tha t  we shou ld  have  fo l l owed  the  o f f i c i a l s '  
s u g g e s t i o n s  fou r  y e a r s  ago and s t u c k  our  n e c k s  ou r  p o l i t i c a l l y  in Ind i a .  
But  t h e r e  a r e  n u m e r o u s  w a y s  in w h i c h  we can  he lp  the e v o l u t i o n  of 
l o c a l  p o l i c y  a long  l i n e s  tha t  e x p e r i e n c e ,  not  j u s t  a b s t r a c t  r e a s o n -  
ing ,  bu t  e x p e r i e n c e  and a b s t r a c t  r e a s o n i n g  t e l l  us  a r e  in t h e i r  own 
b e s t  i n t e r e s t .  
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The  f ac t  is  tha t  in m o s t  of the  u n d e r d e v e l o p e d  c o u n t r i e s  t h e r e  a r e  
l a r g e  l a t e n t  r e s o u r c e s  tha t  r e m a i n  l a t e n t .  T h e y  h a v e  r e m a i n e d  l a t e n t  
fo r  a long  t i m e .  Our  c h a l l e n g e ,  i t  s e e m s  to m e ,  i s  to get  a s  l a r g e  a 
p r o p o r t i o n  of t h o s e  a c t i v a t e d  as  we can  on the b a s i s ,  if you wi l l ,  of 
the s e l f - i n t e r e s t  of the i n d i v i d u a l s  in q u e s t i o n .  You wi l l  ge t  a m u c h  
be t{e r  o v e r a l l  p e r f o r m a n c e  if you do it tha t  way ,  I a m  c o n v i n c e d ,  b e -  
c a u s e  peop le  a l l  o v e r  a r e  d o m i n a t e d  by s e l f - i n t e r e s t  and s e l f - i n t e r e s t  
p r o p e r l y  c h a n n e l e d ,  a s  it  is  in  m o s t  w e s t e r n  s o c i e t i e s ,  l e a d s  to a 
good " s o c i a l "  p e r f o r m a n c e .  So I s ay ,  l e t ' s  exp lo i t  t h o s e  p a r t s  of the  
A m e r i c a n  e x p e r i e n c e  and jthe A m e r i c a n  a c t u a l i t i e s  w h i c h  a r e  e x p o r t -  
a b l e .  A v e r y  s u b s t a n t i a l  p o r t i o n  of t h e m  a r e .  

Some  of our  f r i e n d s ,  good A m e r i c a n s ,  have  a r g u e d  j u s t  the o t h e r  
way  a r o u n d - - t h a t  A m e r i c a n  p r o d u c t i v i t y  d e v i c e s  won ' t  w o r k  ab road ;  
tha t  t h e y  w o r k  on ly  in the Un i t ed  S t a t e s .  T h a t ' s  j u s t  r a n k  n o n s e n s e .  
You c a n ' t  app ly  t h e m  in  a m e c h a n i c a l  way  in o t h e r  c o u n t r i e s .  You 
d o n ' t  f a r m  in Ind ia  the way  you f a r m  in Iowa.  But the f r u i t s  of 
a g r i c u l t u r a l  e x t e n s i o n  can  be t apped  v e r y  e a s i l y  with  m i n o r  m o d i f i -  
c a t i o n s  in t e c h n i q u e s  in m o s t  of the w o r l d .  

I p e r s o n a l l y  have  had e x p e r i e n c e  in L a t i n  A m e r i c a  on th i s  f r on t .  
But  the l o c a l  o f f i c ia l  in  too m a n y  c a s e s  is  the f a r m e r ' s  w o r s t  e n e m y .  
Why?  B e c a u s e  the t r a d i t i o n  h a s  b e e n  s u c h  tha t  the  l o c a l  o f f i c i a l s ,  I 
m e a n  the  r e g i o n a l  o f f i c i a l s ,  a r e  f o r e v e r  t r y i n g  to s t e a l  the poor  f a r m -  
e r ' s  hogs  and c h i c k e n s .  I t ' s  a v e r y  p e r v a s i v e  th ing .  

But  w e ' r e  go ing  to have  a tough t i m e  g e t t i n g  the o f f i c i a l s '  r a p p o r t  
wi th  the s m a l l  f a r m e r .  The  A m e r i c a n  poin t  fou r  peop le  on the who le  
have  had  good luck  in tha t  r e g a r d ,  p a r t l y  b e c a u s e  the A m e r i c a n s  a r e  
A m e r i c a n s  and p a r t l y  b e c a u s e  t h e i r  r e c o r d  is  c l e a n .  All  t h e y  wan t  
to do is  he lp .  But  a l l  too of ten  the l o c a l  o f f i c i a l  canno t  c o n t a c t  the 
r u r a l  peop le  tha t  he  is  o f f i c i a l l y  s u p p o s e d  to he lp .  Many  r u r a l  p e o p l e  
d o n ' t  h a v e  t r u s t  in h i m .  

We can  b r e a k  tha t  down,  I th ink ,  not  by i s s u i n g  " p r o n u n c i a m i e n t o s "  
in W a s h i n g t o n ,  but  by  w o r k i n g  in  a l l  of t h e s e  r e l a t i v e l y  s m a l l  c a s e s  
by  e s t a b l i s h i n g  c o n t a c t s ,  by  e n c o u r a g i n g  y o u r  g r a d u a t e s  of t e c h n i c a l  
s c h o o l s  to get  out t h e r e  and he lp  to i m p r o v e  the p r o d u c t i v i t y  of the 
f a r m  s e c t o r  of the e c o n o m y .  A lo t  c a n  be  done .  

QUESTION:  You sa id  tha t  our  c o n t r i b u t i o n  to the W o r l d  Bank  was  
$3 b i l l i on .  You a l s o  sa id  tha t  the  m a i n  s o u r c e  of l e n d a b l e  funds  tha t  
the  W o r l d  Bank  had  was  f r o m  the  s a l e  of s e c u r i t i e s  to p r i v a t e  i n v e s t o r s .  
W h a t ' s  h a p p e n e d  to t h e s e  $3 b i l l i o n ?  Or  h a s  t h e r e  b e e n  a g r e a t e r  s a l e  
of s e c u r i t i e s  than  the c o n t r i b u t i o n ?  
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DR. SALERA:  I sa id  in  m y  ta lk  that  the A m e r i c a n  G o v e r n m e n t ' s  
c o n t r i b u t i o n  is  a c u s h i o n .  Ac tua l ly ,  in de t a i l ,  the  f i r s t  20 p e r c e n t  of 
the  A m e r i c a n  c o n t r i b u t i o n  is  to be a v a i l a b l e  fo r  l end ing  by the bank.  
The  80 p e r c e n t  r e m a i n i n g ,  is  he ld  as  a r e s e r v e  to pay  off l o s s e s  if  
t hey  shou ld  be r e a l i z e d .  

Now, you r a i s e d  a q u e s t i o n  hav ing  to do with the l i m i t s  on the  
b a n k ' s  b o r r o w i n g s  in the  p r i v a t e  m a r k e t  on good t e r m s .  The  l i m i t  
a p p e a r s  to be f ixed .  It i s  p r e t t y  m u c h  f ixed by the  s i z e  of the  A m e r -  
i c a n  G o v e r n m e n t ' s  g u a r a n t e e .  You s e e ,  up to that  g u a r a n t e e  Unc le  Sam 
s t a n d s  beh ind  the Wor ld  B a n k ' s  debt  d o l l a r  f o r  d o l l a r .  Beyond  that  we 
d o n ' t  know.  Le t  m e  put it th is  way: The  bank m i g h t  b e c o m e  so  we l l  
e s t a b l i s h e d  and the r e l a t i o n s  b e t w e e n  the  bank and i t s  c r e d i t o r s  and 
d e b t o r s  m a y  be so  good that  the  bank in  the  fu tu r e  m a y  be ab le  to 
m a r k e t  i t s  s e c u r i t i e s ,  wi thout  a d d i t i o n a l  c o n t r i b u t i o n  f r o m  the  Uni ted  
S ta tes ,  on t e r m s  about  as  good as  t h o s e  en joyed  by the U. S. T r e a s u r y .  

The P r e s i d e n t  has  r e c e n t l y  i n s t r u c t e d  the  S e c r e t a r y  of the  T r e a s u r y  
to go to New De lh i  and t e l l  the g o v e r n m e n t s  t h e r e  that  w e ' r e  p r e p a r e d  to 
d i s c u s s  with t h e m  ways  and m e a n s  of i n c r e a s i n g  e v e r y b o d y ' s  c o n t r i -  
but ion;  the  m a i n  o b j e c t i v e  of o t h e r s ,  h o w e v e r ,  is  to get  m o r e  f r o m  
Unc le  Sam,  b e c a u s e  i t ' s  d o l l a r s  that  a r e  m o s t  c r i t i c a l l y  n e c e s s a r y .  
I p e r s o n a l l y  hope  that  we wi l l  a c h i e v e  a s i t u a t i o n  in which  the Wor ld  
Bank  can  b o r r o w  on i t s  own a l l  that  is  n e c e s s a r y .  But I ' m  not  too 
o p t i m i s t i c ,  b e c a u s e  I th ink  w e ' l l  e n c o u n t e r  g r e a t  p r e s s u r e  to m a k e  
A m e r i c a n  goods  a v a i l a b l e  on f a r  e a s i e r  t e r m s .  

CAPTAIN THOMPSON: Dr .  Sa l e r a ,  on beha l f  of the C o l l e g e ,  I 
w i sh  to thank you fo r  a m o s t  i n f o r m a t i v e  and i n t e r e s t i n g  ta lk .  Thank  
you v e r y  m u c h .  

(24 Nov 1958- -4 ,  2 2 5 ) B / p c : b n  
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