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• 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  

• 22 S e p t e m b e r  1960 

COL. BURNSIDE: Admiral Patrick, Gentlemen: This morning 

we come to the end of our lecture program in the economic series. Inter- 

n a t i o n a l  e c o n o m i c  i n s t / t u t i o n s ,  the  t i t l e  of t h i s  t a lk ,  c an  p l a y  a v i t a l  r o l e  

in  the  co ld  w a r ,  the  e c o n o m i c  w a r ,  t he  w a r  w e ' r e  in  now.  T h e r e f o r e  

our  i n t e r e s t .  

You p r o b a b l y  h a v e  w i th  you a l i s t  of  13 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  w h i c h  w i l l  he lp  not  o n l y  in  the  s h o r t  r a n g e  but  in  the  long  r a n g e .  

T h i s  l i s t  was  p r e p a r e d  b y  our  s p e a k e r  fo r  y o u r  p e r u s a l  d u r i n g  t h i s  l e c t u r e  

and  l a t e r .  We a r e  go ing  to  h e a r  s o m e t h i n g  about  s o m e  of t h e s e  o r g a n i z a -  

t i o n s  and  t h e i r  p r o g r a m s  and  s o m e t h i n g  about  t he  n a t u r e  of the  p o l i c y  

p r o b l e m s  i n v o l v e d .  

O u r  s p e a k e r  h a s  had  a b r o a d  b a c k g r o u n d  in i n t e r n a t i o n a l  e c o n o m i c s  

and  h a s  w r i t t e n  a g r e a t  d e a l  in  the  f i e ld .  D r .  W i l s o n  E m e r s o n  Schrn id t ,  

P r o f e s s o r  of E c o n o m i c s  at  G e o r g e  W a s h i n g t o n  U n i v e r s i t y ,  i s  T r a v e l i n g  

P r o f e s s o r  of E c o n o m i c  D e v e l o p m e n t ,  Schoo l  of A d v a n c e d  I n t e r n a t i o n a l  

S tud i e s  a t  J o h n s  Hopk ins  U n i v e r s i t y .  D r .  S c k m i d t  h a s  p a r t i c i p a t e d  in  the  

e c o n o m i c s  s e c t i o n  d i s c u s s i o n  g roup  as  a v i s i t i n g  i n s t r u c t o r :  on four  s e p a -  

r a t e  o c c a s i o n s .  A l though  he i s  a young  m a n ,  he i s ,  in  the  w o r d s  of Andy  

K r e s s ,  a n  old f r i e n d  of  the  I n d u s t r i a l  C o l l e g e .  

I have  e n j o y e d  m y  a s s o c i a t i o n  wi th  h i m  in  a r r a n g i n g  fo r  s o m e  of the  

a d m i n i s t r a t i v e  d e t a i l s  of t h i s  l e c t u r e ,  and  i t  g i v e s  m e  a g r e a t  d e a l  of 

p l e a s u r e  to be a b l e  to p r e s e n t  h i m  to you  fo r  h i s  s e c o n d  l e c t u r e  b e f o r e  



the  s tuden t  body as  a whole .  

DR. SCHIVIIDT: Thank  you, Co lone l  B u r n s i d e .  

A d m i r a l  P a t r i c k :  Coming  at  the end of your  economic  o r i e n t a t i o n  

s e s s i o n s ,  I don ' t  know whe the r  I f ee l  l ike d e s s e r t  or  the b r a n d y  or  p e r h a p s  

m e r e l y  the f i nge r  bowl on th i s  p r o g r a m .  I ' m  he re ,  and i t ' s  a r e a l  p l e a s -  

u r e  to be h e r e .  

I m u s t  c o n g r a t u l a t e  a l l  of you on t h i s  m a g n i f i c e n t  bu i ld ing .  Forp I 

gues s ,  five y e a r s  I p e r s p i r e d  in tha t  t e m p o r a r y  bui ld ing,  l i s t e n i n g  to t hose  

a i r p l a n e s  buzz ing  a long.  We a l l  were  looking f o r w a r d  to th i s  day, and I 

had no idea  i t  would come out so beau t i fu l ly .  You a r e  to be cong ra tu l a t e d ,  

a l l  of you.  You a r e  v e r y  fo r tuna te .  And I c o n g r a t u l a t e  anybody who had 

any th ing  to do with i t .  

Well ,  the topic  of m y  a s s i g n m e n t  i s  the  i n t e r n a t i o n a l  economic  

i n s t i t u t i o n s .  I th ink  p r o b a b l y  the ou t s t and ing  f ea tu r e  of the i n t e r n a t i o n a l  

economic  i n s t i t u t i o n s  is  one thing,  n a m e l y ,  t h e i r  p r o l i f e r a t i o n .  The com-  

m i t t e e  tha t  the P r e s i d e n t  appoin ted  about a y e a r  ago conc luded  tha t  the  

s i t ua t i on  had got ten  so fa r  out of hand tha t  t h e s e  th ings  we re  t r ue :  "It  

has  become  i n c r e a s i n g l y  di f f icul t  to i n t e g r a t e  the s e v e r a l  f o r m s  of a s s i s -  

t ance  into a h a r m o n i o u s  whole.  Too m a n y  u n c o o r d i n a t e d  vo i ce s  a r e  p e r -  

mi t r ed  to speak  for  the  Uni ted  S ta tes  in the  economic  a s s i s t a n c e  f ie ld .  

Uncoo rd ina t ed  po l i cy  and p r o g r a m  gu ide l ines  a r e  i s s u e d  by ind iv idua l  

a g e n c i e s  s e p a r a t e l y  and at  d i f f e r en t  t i m e s .  I m p o r t a n t  i s s u e s  m a y  r e m a i n  

u n r e s o l v e d  for c o n s i d e r a b l e  p e r i o d s  of t ime  or  be g l o s s e d  over  in a s e r i e s  

of c o m p r o m i s e s  made  by the l o w e r - l e v e l  i n t e r a g e n c y  work ing  g roups .  
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As a consequence, clear-cut courses of action are not defined. Costly 

delays occur. An excessive amount of staff time is spent on interagency 

coordination, reduction of the program planning, analysis, and control. 

Often delays occur because of the necessity of reconciling the views of 

many agencies now participating in overseas activities." And so on, on 

the next page. 

The situation has gotten so extreme that one of the Presidential can- 

didates commented on it in his acceptance speech. He said: "There's 

another step we must take. Our Government activities must be reor- 

ganized to take the initiative from the Congress and develop and carry out 

a world-wide strategy, an offensive for peace and freedom. The complex 

of agencies which have grown up through the years for the exchange of 

persons, for technical assistance, for information, for loans and grants-- 

all of these must be welded together into one powerful economic and ideo- 

logical striking force." It's a rather remarkable fact that a candidate 

would c o m m e n t  in th is  s o r t  of i~nt imate subject~ 

In a r e c e n t  s tudy by an agency  he re  in town they  had a p a r a g r a p h  

which came  awful ly  c lose  to say ing  th i s j  rmmely,  tha t  c o u n t r i e s  would 

have to have fo re ign  aid in o r d e r  to be able to get  fo r e ign  aid,  so c o m p l i -  

ca ted  were  the p r o c e s s e s  by which c o u n t r i e s  would get  u l t i m a t e l y  funds 

f r o m  these  v a r i o u s  i n s t i t u t i ons .  

So the key  poin t  tha t  I want to leave with you at the s t a r t  i s  the p r o -  

l i f e r a t i o n  and the c o m p l e x i t y  of t he se  i n t e r n a t i o n a l  economic  i n s t i t u t i o n s .  

Now, I suppose  tha t  the bes t  thing for  me to do is  to go th rough  these  
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L~stitutions and t r y  to give you a g e n e r a l  idea  about  each  of the lead ing  

ones ,  or  the ones  that  have the m o s t  publ ic i ty .  

good enough to have th is  th ing  m i m e o g r a p h e d ,  

So Colonel  Bu rns ide  was 

or  wha t eve r  y o u  ca l l  th is  

p r o c e s s ;  and I thought  we migh t  jus t  go th rough  it ,  and I would add a few 

c o m m e n t s  on each  of these  i n s t i t u t i ons .  

The i t e m s  on the f i r s t  page,  those  f i r s t  four  i n s t i t u t i ons ,  a r e  US- 

owned and - o p e r a t e d .  The r e m a i n d e r  a re  the s o - c a l l e d  m u l t i l a t e r a l  or  

i n t e r n a t i o n a l  o r g a n i z a t i o n s .  

The f i r s t  one is  E x p o r t - I m p o r t  Bank.  It was a c t u a l l y  e s t ab l i shed ,  

r a t h e r  p a r a d o x i c a l l y ,  back in the e a r l y  30's  to f inance  t r a d e  with the Soviet  

Union.  But tha t  d idn ' t  come off, for  obvious r e a s o n s .  E v e r  s ince  tha t  

t i m e  i ts  p r i m a r y  pu rpose  has been  to s t i m u l a t e  A m e r i c a n  expo r t s .  Don ' t  

m i s u n d e r s t a n d  tha t  w o r d  " I m p o r t "  in the t i t le  " ~ x p o r t - I m p o r t  B a n k . "  

It m e a n s  nothing.  E x - I m ,  as  i t  is  ca l led ,  got into the eoonomic  a s s i s t a n c e  

b u s i n e s s  r e a l l y  dur ing  Wor ld  War  II, when i t  unde r took  a n u m b e r  of p r o j -  

ec t s  in  La t in  A m e r i c a .  And th i s  kind of a c t i v i t y  has  been  a f a i r l y  i m p o r -  

ran t  p a r t  of i t s  to ta l  p r o g r a m  eve r  s ince  World  War  II. 

You not ice  f r om i t em  4 tha t  i t  m a k e s n o t  only  p r o j e c t  loans ,  which  

a r e  economic  deve lopmen t  a s s i s t a n c e  l oa~/s, but a l so  i t  m a k e s  ba lance  

of paymen t  loans  in e x p o r t e r s '  c u r r e n c y .  These  ba lance  of p a y m e n t s  

loans  a r i s e ,  for  i n s t ance ,  l ike th i s .  A c o u n t r y  gets  into a pos i t i on  where  

i t  has  a s e r i o u s  sho r t age  of fo re ign  exchange .  Its expor t  e a r n i n g s  a r e  not 

enough to pay for  a l l  the i m p o r t s .  They  wi l l  s top paying the people  they  

owe, inc luding  the A m e r i c a n  expo r t e r~ .  Then E x - I m  wil l  come in with a 
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loan to pay off those  a r r e a r s  of debts .  And when E x - I m  does that ,  i t  wi l l  

of ten put on condi t ions ,  say ing  they  have got to do some th ing  in the m o n e t a r y  

and f i s c a l  po l i cy  to s t r a i g h t e n  out th i s  m e s s .  

This  kind of loan has been  c r i t i c i z e d ,  the a r g u m e n t  being tha t  when 

E x - I m  s tands  r e a d y  to give th i s  kind of s h o r t - t e r m  a r r e a r s  loan,  that  

e n c o u r a g e s  c o u n t r i e s  to get  into the d i f f icu l ty  which c a u s e s  the p r o b l e m ;  

and then  E x - I m  comes  along and p r o v i d e s  the  funds.  I t ' s  a good way to 

get  a loan.  

On the expor t  s ide ,  Ex-~an is  e s p e c i a l l y  i m p o r t a n t  in  t e r m s  of r e c e n t  

po l i cy  because  E x - I m  is  p a r t  of th is  g o v e r n m e n t a l  p r o g r a m  to s t i m u l a t e  

our  expor t s ,  l ike me t a l ,  because  of the ba lance  of p a y m e n t s  p r o b l e m .  As 
if counted  c o r r e c t l y ,  

you know, in '58 we had a def ic i t  of 3.1 b i l l ion .  In '59 the deficitAwas 5 

b i l l ion .  This  y e a r  i t ' s  on ly  about  3 b i l l ion .  We have t r i e d  to s t iml i t a t e  

our  expor t s  of copper .  So what E x - I m  is  doing now is  to f inance  up to 

55 p e r c e n t  of the value  of m e d i u m - t e r m  expor t s  without  i nves t i ga t i ng  the 

c r e d i t  of the  fo re ign  b o r r o w e r .  This  s t i m u l a t e s  our  expo r t s .  The only  

ca tch  is  tha t  the A m e r i c a n  bank that  hand les  the loan he r e  has  got to t ake  

10 p e r c e n t  of the r i s k  without  r e c o u r s e .  This  i s  a me thod  by which they  

hope to fo rce  m o r e  c r ed i t  into the e x p o r t s .  

Another  thing tha t  E x - I m  i s  doing is  tha t  i t  is  p rov id ing  an i n s u r a n c e  

f o r : e x p o r t e r s  aga ins t  s o - c a l l e d  p o l i t i c a l  r~sk~.  These  a r e  e s s e n t i a l l y  

i l i t v  of 
inconver t ibA:  5 u r r e n c i e s ,  and a l so  e x p r o p r i a t i o n  of the goods when they  

a r e  on the d o c k .  This  is  a l l  des igned  to i n s u r e  A m e r i c a n  e x p o r t e r s  

tha t  l ife won ' t  be so t e r r i b l e .  
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The re  a r e  two th ings  to be r e m e m b e r e d  about E x - I m  tha t  d i s t i ngu i sh  

i t  f r o m  o the r  a g e n c i e s .  F i r s t ,  the r e p a y m e n t  of the loan is  in d o l l a r s .  

They  lend d o l l a r s  and they  a r e  r e p a i d  in d o l l a r s .  Secondly,  v i r t u a l l y  a l l - -  

not quite a l l - - o f  the m o n e y  loaned  by E x - ~ n ~ a s  to be spent  on A m e r i c a n  
men t .  

goods,  s o - c a l l e d  U S - p r o c u r e / .  Thus you have th i s  s t i m u l a t i o n  of A m e r -  

i can  expo r t s .  

The next  i s  ICA. If my  n u m b e r s  a r e  c o r r e c t - - a n d  t h e y ' r e  f a i r l y  

r e c e n t - - I C A  has  m i s s i o n s  in 66 c o u n t r i e s .  I t ' s  got s o m e t h i n g  l ike 16, 000 

e m p l o y e e s ,  v e r y  few of whom a r e  in Washington .  As you can see  f rom 

i t e m  4, i t  m a k e s  g ran t s  p r i m a r i l y  for  t r a n s p o r t ,  s p e c i a l  a s s i s t a n c e ,  and 

t e c h n i c a l  c o o p e r a t i o n .  

Defense  suppor t  i s  b a s i c a l l y  economic  a s s i s t a n c e ,  e conomic  c o m m o d -  

i t i e s ,  g iven to c o u n t r i e s  where  we have a m i l i t a r y  a s s i s t a n c e  p r o g r a m .  

The pu rpose  is  r e a l l y  twofold:  one, to a l l eve  the bu rden  tha t  the m i l i t a r y  

e f for t  of th is  c o u n t r y  s u f f e r s .  Secondly,  t h e r e  is  some  mot ive  of t r y i n g  
c oun t r i e  s, 

to a s s i s t  e conomic  growth  in t hese  / . in o r d e r  to get a l i t t le  m o r e  

s t ab i l i t y .  

Specia l  a s s i s t a n c e - - t h a t  a l so  is  e conomic  aid.  The only d i f f e r ence  

be tween  th is  and defense  suppor t  is  that  the  s p e c i a l  a s s i s t a n c e  goes to 

c o u n t r i e s  where  we do not have m i l i t a r y  a s s i s t a n c e  p r o g r a m s - - t h a t ' s  the 

bas ic  d i f f e r e n c e - - l i k e  in India .  

T e c h n i c a l  coope ra t ion ,  which is  the  t h i r d  m a j o r  f o r m  of a i d - - t h i s  

i s  a p r o g r a m  under  which we t r a n s f e r  A m e r i c a n  know-how and s k i l l s .  

T h e r e  is  h a r d l y  an a r e a  of human knowledge,  where  we have some  know- 
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l edge ,  where  the ICA has  not been  p rov id ing  some  kind of t e c h n i c i a n s  

to t e a c h  t hem to do s o m e t h i n g  b e t t e r - - a g r i c u l t u r e ,  educa t ion ,  publ ic  a d m i n -  

i s t r a t i o n ,  i n d u s t r y - - a l m o s t  e v e r y t h i n g .  

Next is  the  Deve lopmen t  Loan Fund.  Unt i l  the Deve lopmen t  Loan  

Fund, or  DLF,  as  it  i s  ca l l ed ,  was  o r g a n i z e d ,  v i r t u a l l y  a l l  of our  econ-  

omic  a id  for  deve lopmen t  of poor  c o u n t r i e s  went  t h rough  ICA and E x - I m .  

One of the p r o b l e m s  was tha t  economic  deve lopmen t  a id  and economic  

deve lopmen t  i t s e l f  was s u b s t a n t i a l l y  a l o n g - t e r m  p r o c e s s ,  a v e r y  s low 

p r o c e s s ;  but the ICA~ a p p r o p r i a t i o n  was an annua l  a p p r o p r i a t i o n .  And 

so you had th i s  t e n d e n c y  for  ICA people  to t r y  to speed  up the expend i tu re  

of the m o n e y  be fo re  the end of the f i s c a l  y e a r ,  and then  a l l e g e d l y  c a l l  i t  

was te ,  and ICA a p p a r e n t l y  was  quite happy to f igure  out some  way out of 

t h i s  p r o b l e m .  The r e s u l t  was the f o r m a t i o n  of an independen t  c o r p o r a t i o n ,  

c a l l ed  the Deve lopmen t  Loan Fund, which  r e a l l y  now is  the ch ie f  a g e n c y  

by which the Uni ted  Sta tes  a s s i s t s  fo r e ign  economic  deve lopmen t .  

It m a k e s  what a r e  known as  sof t  c u r r e n c y  loans .  A soft  c u r r e n c y  

loan i s  one in ~hich ,  for  example ,  D L F  wi l l  lend d o l l a r s ,  and then the 

c o u n t r y  can r e p a y ,  not in dollars~ but in i t s  own c u r r e n c y .  Th i s  d i s t i n -  

g u i s h e s  D L F  in tha t  s e n s e .  

Now, why a r e  soft  c u r r e n c y  loans  d e s i r a b l e  ? Well ,  the a r g u m e n t  

i s ,  f i r s t  of a l l ,  tha t  the c o u n t r i e s  in which  we dea l  a r e  in  such  bad shape  

in t e r m s  of the ba lance  of p a y m e n t s  s i t ua t i on  tha t  t h e y  cannot  be expec ted  

to r e p a y  in h a r d  c u r r e n c y ,  in  d o l l a r s  or s t e r l i n g  or  m a r k s  or  f r a n c s .  So 

i t ' s  e s s e n t i a l  to lend them d o l l a r s ,  so t h e y  can buy our  goods,  and then  
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r e p a y  in  t h e i r  own c u r r e n c y .  

S e c o n d l y - - a n d  t h i s  i s  a m o r e  t e c h n i c a l  p o i n t - - s o m e  of the  i n s t i t u -  

t i o n s  t h a t  I ' m  go ing  to  d i s c u s s  b a s e  t h e i r  l e n d i n g  to  a p a r t i c u l a r  c o u n t r y  

on the  deb t  s e r v i c e  of t h a t  p a r t i c u l a r  c o u n t r y ,  in  p a r t i c u l a r  the  h a r d  c u r r e n -  

c y  deb t  s e r v i c e .  T h a t  would  m e a n  t h a t  i f  the  U n i t e d  S t a t e s  gave  a h a r d  

loan  to  a c o u n t r y ,  t h a t  w o u l d  i n c r e a s e  the  debt  s e r v i c e W : h i ~ a t  c o u n t r y  

had  to p a y  off.  T h a t  would  a u t o m a t i c a l l y  c a u s e  a n o t h e r  i n s t i t u t i o n  to  s a y :  

" W e l l ,  we can  l end  o n l y  l e s s  to t h i s  c o u n t r y ,  not  m o r e . "  So a l l  we would  

be doing  i s  s u b s t i t u t i n g  ou r  a id  fo r  l oans  f r o m  a n o t h e r  i n s t i t u t i o n .  So i t  

would  be v e r y  s i l l y .  We would  be s h i f t i n g  the  b u r d e n  to o u r s e l v e s .  So 

fo r  t e c h n i c a l  r e a s o n s  we had  to have  s o m e  k ind  of d e v i c e  to  he lp  out t h e s e  

c o u n t r i e s  t h a t  have  t ough  b a l a n c e  of p a y m e n t s  p r o b l e m s .  

Some of the  m o r e  d i f f i cu l t  p r o b l e m s  of a d m i n i s t r a t i o n ,  t h a t  the  V i c e  

P r e s i d e n t  r e f e r r e d  to  in  t h a t  quo ta t ion ,  t h a t  s u r r o u n d  D L F - E x - I m  r e l a -  

t i o n s h i p s ,  a r e  o b v i o u s l y  t h a t  a c o u n t r y  p r e f e r s  to  h a v e  a so f t  loan  than  

a h a r d  loan .  A so f t  l oan  can  be r e p a i d  w i th  l o c a l  c u r r e n c y ,  and  you can  

t u r n  the  p r i n t i n g  p r e s s e s  and  m a n u f a c t u r e  y o u r  own l o c a l  c u r r e n c y .  I t ' s  

a n o t h e r  t h i n g  to  ge t  d o l l a r s  to  r e p a y  a l oan .  So, n a t u r a l l y ,  a l l  c o u n t r i e s  

would  p r e f e r  so f t  c u r r e n c y  l o a n s ,  a l l  o t h e r  t h i n g s  b e i n g  equa l .  

The  p r o b l e m ,  t hen ,  i s ,  How do we ge t  a c o u n t r y  t h a t  ha s  s u f f i c i e n t  

f o r e i g n  e x c h a n g e  r e s e r v e s  and  h a s  a f a i r l y  good b a l a n c e  of p a y m e n t s - -  

how do we ge t  t h a t  c o u n t r y  to  go to E x - I m  and  b o r r o w  t h e r e ,  w h e n  i t  would  

p r e f e r  to b o r r o w  f r o m  D L F ?  T h i s ,  then ,  ha s  c r e a t e d  the  a d m i n i s t r a t i v e  

p r o b l e m .  C o u n t r i e s  w a n t e d  to  b o r r o w  f r o m  D L F ,  w h e r e  t h e y  cou ld  r e p a y  
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in their own currency. We wanted some of these countries anyway to 

borrow from Ex-lm, because they were able to repay. This situation got 

very tight just about a year ago, when a remarkable statement was made 

by the president of the Export-Import Bank indicating that he was definitely 

afraid of the consequences of these soft currency loans made by DLF, in 

terms of the business of Ex-Lm and in terms of the general credit problem. 

You notice in item 4 that the interest rate on the overhead projects 

is 3 I/2 percent. Overhead projects are such things as highways, dam~-- 

n o n - p r o f i t - e a r n i n g  p r o j e c t s .  The r e a s o n  for  tha t  3 1/2 p e r c e n t  r a t e  of 

i n t e r e s t ,  so much  lower  than  the one on p r o f i t - e a r n i n g  a c t i v i t i e s ,  is  b a s -  

i c a l l y ,  I be l i eve ,  the  fac t  tha t  the  R u s s i a n s  g r a n t  t h e i r s  for  2 pe r ce n t ;  

and we fe l t  t ha t  we had to get  our r a t e  down, in o r d e r  to make  i t  com pe t -  

i t ive  with  tha t  of the Sovie t s .  

So fa r  as  D L F  is  conce rned ,  p r o b a b l y  the m o s t  i n t e r e s t i n g  r e c e n t  

deve lopmen t  is  the fac t  tha t  l a s t  fa l l ,  jus t  e l even  mon ths  ago, we sh i f t ed  

our  p r o c u r e m e n t  po l i cy .  Unl ike  E x - I m ,  un t i l  l a s t  f a l l  any  loan made  by D L F  

could be u sed  to buy goods a n y w h e r e  in the  wor ld .  L a s t  f a l l  they changed  

that ,  for  two r e a s o n s .  One, the  ba lance  of p a y m e n t s  of the  Uni ted  Sta tes  

was  in bad shape ,  and t h e y  f igu red  tha t  th i s  was a m e a n s  of s t i m u l a t i n g  

our e x p o r t s .  Whe the r  tha t  i s  t rue  or  not i s  ano the r  point .  The second  

r e a s o n  was tha t  we wanted  to get  t h e s e  i n c r e a s i n g l y  wea l t hy  E u r o p e a n  coun-  

t r i e s  into the  a id  b u s i n e s s  on a l a r g e r  s c a l e .  I ' m  e x a g g e r a t i n g  th i s  s l i g h t -  

ly,  but i t  n a r r o w s  the point  down f a i r l y  nea t ly .  

~Vhen D L F  made  a loan tha t  would f inance ,  for  example ,  the c a p i t a l  
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e q u i p m e n t  e x p o r t s  of a G e r m a n  e x p o r t e r ,  we f i g u r e d  t h a t  i f  we cut  out  

m a k i n g  s u c h  loans  t ha t  f i n a n c e d  G e r m a n  c a p i t a l  e q u i p m e n t  e x p o r t s ,  

t h e n  the  G e r m a n  e q u i p m e n t  m a n u f a c t u r e r  would  go to  h i s  g o v e r n m e n t  

and  say :  " L o o k ,  I ' m  l o s i n g  m y  b u s i n e s s .  Won ' t  you s e t  up an a id  p r o g r a m ? "  

In t h i s  way we would  s u c k  the  G e r m a n s  a long  in  as  p a r t n e r s ,  a l ong  wi th  

the  F r e n c h  and  E n g l i s h  and  so  on. W h e t h e r  i t  w o r k s  o r  not  i s  a n o t h e r  

q u e s t i o n .  

Now, fo r  P L  480. P u b l i c  Law 480 is  not  an  i n s t i t u t i o n ,  but  i t  i s  

one of the  m o s t  i m p o r t a n t  of the  ou t f i t s  t ha t  we cou ld  d i s c u s s .  B a s i c a l l y  

what  is  i n v o l v e d  h e r e  i s  t h a t  we s e l l  s u r p l u s  f a r m  p r o d u c t s ,  a g r i c u l t u r a l  

p r o d u c t s ,  to f o r e i g n e r s  for  t h e i r  own c u r r e n c y .  T h e n  we l e n d  o r  g r a n t  

t h a t  c u r r e n c y  b a c k  to  the  c o u n t r i e s  to  w h i c h  we s o l d  the  a g r i c u l t u r a l  p r o d u c t s .  

Th i s  l ooks  l ike  a s a l e ,  and  a lo t  of C o n g r e s s m e n  t h i n k  i t ' s  a s a l e ,  

and  t h e y  fool  a lo t  of t h e i r  c o n s t i t u e n t s  t ha t  i t  i s  a s a l e .  But  wha t  i t  r e a l l y  

a m o u n t s  to i s  a loan  o r  a g r a n t  of  a g r i c u l t u r a l  p r o d u c t s ,  when  you ge t  

r i g h t  down to  i t .  T h a t ' s  a funny e x p e r i e n c e  wi th  a g r i c u l t u r a l  p e o p l e  on th i s  
e l e m e n t a r y  

] po in t  tha t  t h i s  i s  a loan  p r o g r a m  o r  a g r a n t  p r o g r a m .  I c a l l e d  up a guy  

in  AG about  f ive  y e a r s  ago,  and  i t  so  h a p p e n e d  I got  ho ld  of a PR m a n ,  

and  I sa id ,  " W i l l  you p l e a s e  s e n d  m e  e v e r y t h i n g  y o u ' v e  got  of pub l ic  i n f o r -  

m a t i o n  on the  f o r e i g n  a id  p r o g r a m  as  i t  r e l a t e s  to a g r i c u l t u r e ? "  He sa id :  
f a r m  

"Oh,  you m u s t  m e a n  o u r ] s a l e s  p r o g r a m .  ,I 

p e o p l e  s h o u l d  b e l i e v e  in t h e i r  own w o r d s .  

selves. 

It m a y  c o m e  as  a s u r p r i s e  to you, 

He b e l i e v e s  his  own s tuff .  Wel l ,  

In t h i s  c a s e  w e ' r e  k i d d i n g  o u r -  

or  m a y b e  e v e n  as  a shock ,  t ha t  
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on the  o r d e r  of 40 p e r c e n t  of o u r  a g r i c u l t u r a l  e x p o r t s  in  1959 w e r e  s o l d  

u n d e r  s o m e  f o r m  of s u b s i d y  a b r o a d .  The  P L  4 8 0 ' s  w e r e  the  b i g g e s t  p a r t .  

Now, t h i s  p r o g r a m  h a s  p r o d u c e d  c e r t a i n  p r o b l e m s .  F i r s t  of a l l ,  

i t  h a s  c a u s e d  s o m e  a g r i c u l t u r a l  e x p o r t e r s  e l s e w h e r e  to  c o m p l a i n  t ha t  

w e ' r e  d u m p i n g  goods  on the  m a r k e t .  I ' l l  g ive  you  an  e x a m p l e .  

In one p a r t i c u l a r  c o u n t r y  we s t a r t e d  up a f e e d  g r a i n  p r o g r a m ,  

e s p e c i a l l y  g r a i n s  fo r  c h i c k e n s .  C h i c k e n s ,  I u n d e r s t a n d ,  l a y  e g g s .  T h e s e  

e g g s ,  w h i c h  had  n e v e r  b e e n  s o l d  or  p r o d u c e d  in  s i g n i f i c a n t  s a l e  in  t h i s  

c o u n t r y ,  soon  got s o  l a r g e  in  p r o d u c t i o n  t h a t  t h e y  b e g a n  to e x p o r t  s u b s t a n -  

t i a l l y .  The  e x p o r t s  of e g g s  took  o v e r  a b ig  hunk  of the  W e s t e r n  E u r o p e a n  

m a r k e t  of, i t  m u s t  have  been ,  Dermmrk.  [ D e n m a r k  t h e n  c o m p l a i n e d  to  

the  U n i t e d  S t a t e s ,  the  A m b a s s a d o r ,  and  t h e r e  had  to be s o m e  k ind  of c o m -  

p r o m i s e .  But  t h i s  k ind  of c o m p l i a n t  a r i s e s  e v e r y  once  in  a wh i l e .  I t ' s  

not  too  bad  now.  T h i n g s  a r e  e a s i n g  up.  

The  s e c o n d  p r o b l e m  ~ on the  P L  480 i s  the  d a n g e r  t h a t  we cou ld  

u n b a l a n c e  a c o u n t r y ' s  e c o n o m i c  d e v e l o p m e n t .  You s e e ,  w e ' r e  go ing  to 

be p o u r i n g  t r e m e n d o u s  s u m s  of a g r i c u l t u r a l  p r o d u c t s  in to  t h e s e  c o u n t r i e s ,  

and  i t ' s  s e n s i b l e  for  t h e m  to ho ld  down the  d e v e l o p m e n t  of t h e i r  a g r i c u l -  

t u r e  and  pu t  m o r e  of t h e i r  own r e s o u r c e s  in to  i n d u s t r y  and  pub l i c  s e r v i c e .  

I t  m a k e s  r e a s o n a b l e  s e n s e  so  long  a s  t h e y  a r e  g e t t i n g  t h e i r  food f r e e .  

Bu t  when  the  d a y  c o m e s ,  when  t h a t  r n i l l e n i u m  c o m e s ,  t h a t  we r u n  out  of 

ou r  a g r i c u l t u r a l  s u r p l u s e s ,  and  we s top  t h i s  p r o g r a m ,  t h e r e ' s  a c o u n t r y  

w i th ou t  a n y  food s u p p l y  and  no d e v e l o p m e n t  and  no f o r e i g n  e x c h a n g e ,  and  

she  g o e s  down the  d r a i n .  As  a m a t t e r  of fac t ,  t h a t  h a p p e n e d  on d r i e d  m i l k .  
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The t h i r d  f ea r  on th i s  p r o g r a m  is  a p o l i t i c a l  point .  If we d idn ' t  

s e l l  th i s  ~tuff abroad ,  i f  we jus t  le t  i t  p i le  up in the  Uni ted  S ta tes ,  then  

the p i le  would be a lot  b i g g e r ,  the  p i le  would be a lot m o r e  obnoxious;  and 

then m a y b e  we would get  r i d  of th i s  a g r i c u l t u r a l  suppo r t  p r o g r a m ,  which 

i s  such  a was t e fu l  th ing  f rom the economic  s t andpoin t .  The a r g u m e n t  i s  

tha t  t h i s  r e a l l y  l ouses  up our  own d o m e s t i c  e c o n o m y  to s u s t a i n  a p r o g r a m  

which d o e s n ' t  make  s e n s e .  

So, enough of the US i n s t i t u t i o n s .  L ~ t ' s  t a lk  about  the  i n t e r n a t i o n a l  

one s .  

The I n t e r n a t i o n a l  M o n e t a r y  Fund m a k e s  loans  for  s h o r t  p e r i o d s  for  

ba l ance  of p a y m e n t s  r e a s o n s .  When a c o u n t r y  has  a ba l ance  of p a y m e n t s  

def ic i t ,  i t  has  t h r e e  cho i ce s .  It can  def la te  i ts  i n t e r n a l  p r i c e  l eve l s  by 

cur l ing  i m p o r t s  and expanding  expor t s  and m a k i n g  i t  c h e a p e r  to f o r e i g n e r s .  

It can devalue  i ts  c u r r e n c y .  Or  i t  can  t i gh ten  i t s  e x i s t i n g  exchange  con t ro l .  

This  i s  the way  it  m e e t s  i t s  p r o b l e m s .  

Now, the Fund is  s e t  up to p r e v e n t  t he se  k inds  of t h ings .  The way 

in which it  does  i t  i s ,  i t  m a k e s  t h e s e  s h o r t - t e r m  loans  to c o u n t r i e s  to give 

t h e m  t i m e  to s e a r c h  out the s i t ua t ion  tha t  is  c aus ing  the p r o b l e m .  

The Fund v e r y  o~'en, when it  m a k e s  a loan,  puts c e r t a i n  condi t ions  

on i t - - t h a t  the m o n e t a r y  po l i cy  of the c o u n t r y  s h a l l  be s u c h - a n d - s u c h ,  no 

c r e d i t  s h a l l  exceed  a c e r t a i n  leve l ,  the budget  s h a l l  be f ixed.  T h e r e  m a y  

be s o m e t h i n g  about  exchange  r a t e s  too. 

The Fund has  had some  i n t e r e s t i n g  e x p e r i e n c e s  in l ay ing  down con- 

d i t i ons .  F o r  e x a m p l e ,  in  one c o u n t r y  t h e y  went  in with a p r o g r a m  which  
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was v e r y  tough, in t e r m s  of beir~g a n t i - i n f l a t i o n a r y ,  to t r y  to p ick  up the 

s i tua t ion .  On the s econd  a n n i v e r s a r y  of the s igning of the a g r e e m e n t  

be tween the Fund and tha t  c o u n t r y ' s  g o v e r n m e n t ,  the b u s i n e s s  c o m m u n i t y  

had a b i r t h d a y  p a r t y  for  the a g r e e m e n t .  

had worked  so wel l .  

In a ne ighbor ing  coun t ry ,  

They  s igned i t .  The l abor  unions  went on s t r i k e ,  

not aga ins t  the g o v e r n m e n t ,  but aga ins t  the Fund.  

They  we lcomed  it  so much .  It 

a l i t t l e  bi t  l a t e r ,  t h ey  had an a g r e e m e n t .  

not aga in s t  t h e i r  e m p l o y e r s ,  

They  were  so unhappy 

with the a n t i - i n f l a t i o n a r y  m e a s u r e s  tha t  the g o v e r n m e n t  had to impose  
them 

because  of the Fund d e m a n d i n ~ t h a t  t hey  j u s t  d idn ' t  l ike the Fund.  

So you get d i f f e ren t  r e a c t i o n s .  The Fund has  done a lot  of i n t e r e s t i n g  

th ings  in the way of educa t ion .  Gne of the m o r e  i n t e r e s t i n g  of the th ings ,  

I think,  is  in c a s e s  where  the Fund sends  a r e p r e s e n t a t i v e  into the coun t ry ,  

and t h a t  r e p r e s e n t a t i v e  ach i eves  a v e r y  high p lace  in the f o r m u l a t i o n  of 

e conomic  po l i cy  in that  coun t ry .  

F o r  i n s t ance ,  I ' l l  give you an example .  In one coun t ry  the r e p r e -  

s en ta t ive  s i t s  in a l l  cab ine t  mee t ings ;  and, when an economic  i s sue  c o m e s  

up, he t a lk s .  This  p a r t i c u l a r  cab ine t  u n d e r s t o o d  v e r y  c l e a r l y  tha t  i f  t hey  

expanded the m o n e y  supply,  that  would be i n f l a t i o n a r y .  So they  knew tha t  

to have a dec ic i t  and expand the supply  supply  would cause  in f la t ion .  But 

some  b r igh t  guy in the cab ine t  saw tha t  t h e r e  was some id le  money  owned 

by the g o v e r n m e n t  in a bank.  So he said:  "Wel l ,  look.  Can ' t  we use  th i s  

and f inance  th is  deve lopmen t  p r o j e c t  that  we a l l  wantS. '' 

Well, the Fund r e p r e s e n t a t i v e  hopped up and said:  "No. M V.  PT .  
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Money supply  t i m e s  v e l o c i t y . "  What would have happened  in this  case  

was tha t  the idle m o n e y  would s t a r t  turning over ,  the v e l o c i t y  would go up, 

and tha t  would be i n f l a t i o n a r y .  

T h a t ' s  a v e r y  s i m p l e  l e s son ,  but one tha t  m a n y  cab ine t  m i n i s t e r s  

don ' t  know. And, again,  i t ' s  an example  of how the Fund, with v e r y  s i m p l e  

ideas ,  can a f fec t  the c o u r s e  of economic  a f f a i r s .  

Next is  the I n t e r n a t i o n a l  Bank.  The I n t e r n a t i o n a l  Bank by po l i cy  

is  a tough one, the toughes t  of a l l  the l a rge  m u l t i l a t e r a l  agenc i e s  mak ing  

l a r g e - s c a l e  a s s i s t a n c e .  

The r e a s o n  why they  a r e  tough is th is :  By and l a rge ,  t hey  get  

t h e i r  funds, which they  lend on l o n g - t e r m  p r o j e c t s ,  m o s t l y  by b o r r o w i n g  

in the advanced  c o u n t r i e s '  cap i t a l  m a r k e t s .  And t h e r e  they  have to pay a 

m a r k e t  r a t e  of i n t e r e s t .  Then  they  t u rn  those  funds ove r  to w h o m e v e r  i t  

m a y  be in A f r i c a  or  La t in  A m e r i c a  and they  add a l i t t l e  c o m m i s s i o n .  But 

the i n t e r e s t  r a t e s  the c o u n t r i e s  have to pay  when they  b o r r o w  f r o m  the 

Bank is  b a s i c a l l y  only  m o d e r a t e l y  subs id i zed  by the fact  tha t  the United 

States  G o v e r n m e n t  s t ands  behind the bonds of the  I n t e r n a t i o n a l  Bank.  

The second  r e a s o n  why they  a r e  tough is tha t  the loans  a r e  r e p a i d  

in d o l l a r s ,  or  at l e a s t  in the c u r r e n c y  loaned.  And the t h i r d  th ing is  tha t  

the I n t e r n a t i o n a l  Bank s c r u t i n i z e s  t he se  loan p r o j e c t s  ve ry ,  v e r y  c a r e f u l l y .  

T h e r e  is  a lot  of fo l low-up and watch ing  of the p r o j e c t .  I t ' s  s t r i c t l y  a 

banking ope ra t i on  in tha t  p a r t i c u l a r  r e s p e c t .  

The Bank has a v e r y  bad r epu t a t i on  among  u n d e r - d e v e l o p e d  c o u n t r i e s ,  

at  l e a s t  l oca l ly .  To give you an example  of the m i s u n d e r s t a n d i n g s  involved,  
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at the beginning of the operations of the International Bank, the represen- 

tative of a particular country, which shall remain nameless forever, I 

hope, walked in to the president of the Bank and said, "I'd llke to borrow 

250 miliion dollars." The president said: "-Why would you like to borrow 

it? What for?" He said: "Oh, I don't know. I just wanted to get it 

before it was all gone." This is not the way you approach a banker, is it ? 

Even today, bhe misunderstanding and animus involved in the Bank's 

dealings is pretty strong. Not too long ago--I guess about a year and a 

half or two years ago--one representative of a country stood up in the United 

Nations and complained about the Bank and said: "They hold us like pris- 

oners in the dock." This is how mad he was at the International Bank's 

conditions on the loans and the way in which they behave. 

Well, I must say that the International Bank and all these agencies 

have a very tough time getting the potential borrowers to bring up useful 

and well-designed project,s. Items necessary for a real possibility for 
the r e q u e s t  

ge t t ing ] suppor t  of a loan ]in s a t i s f a c t o r y  shape,  with a l l  the e n g i n e e r i n g  

s tud ie s  in, the m a r k e t  s tud ies ,  the cos t  a n a l y s i s .  This  is  one of the m o s t  

d i f f icul t  p a r t s  of the p r o b l e m .  

This  outf i t  has  r anged  wel l  beyond the n o r m a l  banking func t ions  

in two or  t h r e e  r e s p e c t s .  One involved  the e x p r o p r i a t i o n  of the Suez Cana l .  

The Bank did a v e r y  nice job in a r b i t r a t i n g  be tween  the B r i t i s h  s h a r e h o l -  

de r s  and the Uni ted Arab  Republ ic .  

Jus t  th i s  week the Indus R ive r  T r e a t y  has been  s igned .  You p r o b -  

ab ly  saw i t .  In l a rge  m e a s u r e  th i s  was the r e s u l t  of the e f fo r t s  of the 
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I n t e r n a t i o n a l  Bank to b r i n g  t h e s e  two c o u n t r i e s ,  P a k i s t a n  and India,  

which  hadn ' t  l iked  each  o ther ,  t o g e t h e r .  T h e y  have done i t  with c a j o l e r y ,  

a n d  t h e y  have done i t  with money .  I g u e s s  c lose  to a b i l l ion  bucks  i s  

what  is  invo lved  in the Indus deve lopmen t  r i v e r  s y s t e m .  

In fact ,  the I n t e r n a t i o n a l  Bank has  done so wel l  in t e r m s  of a id  and 

economic  deve lopmen t  and t h e s e  s o r t  of q u a s i - p o l i t i c a l  t h ings  tha t  i t  i s  

n o t e w o r t h y  that  no l e s s  a m a g a z i n e  than  Life Magaz ine  jus t  two weeks  ago 

n o m i n a t e d  the p r e s i d e n t ,  Eugene  Black ,  for  the Nobel  P e a c e  P r i z e .  I 

t h i n k ' s  i t ' s  the f i r s t  t i m e  in  h i s t o r y  tha t  a b a n k e r  has  been  n o m i n a t e d  for  
( ~  U . N .  

tha t  s o r t  of th ing .  T h e / E x p a n d e d  ~ r o g r a m  r e a l l y  f i n a n c e s  the  a c t i v i t i e s  

c a r r i e d  out t h rough  the a g e n c i e s  tha t  I 've  l i s t e d  in i t e m  4, p lus  a few o t h e r s .  

You not ice  in i t e m  3 tha t  i t  s a y s  " v o l u n t a r y  c o n t r i b u t i o n s . "  The point  

h e r e  i s  tha t  the r e g u l a r  U . N .  budget  is  f inanced  by a s s e s s m e n t  on a l l  

the m e m b e r  c o u n t r i e s .  Th i s  kind of p r o g r a m  has  a s p e c i a l  fund. T h e r e  

i s  no a s s e s s m e n t .  The c o u n t r i e s  come up with what t hey  want  to.  

In our ca se  we make  a p ledge ,  sub j ec t  to a c o n s t r a i n t  of 40 p e r c e n t .  

We do not want our con t r ibu t ion  to exceed  40 percer~t of the to t a l  c o n t r i -  

bution,  f o r  obvious r e a s o n s .  Since th i s  i s  a m u l t i l a t e r a l  i n t e r n a t i o n a l  

o rgan i za t i on ,  we shou ldn ' t  be c o n t r i b u t i n g  ai1 the money .  

This  k ind of th ing  can cause  p r o b l e m s .  F o r  i n s t a n c e ,  l a s t  y e a r  

we p l edged  40 m i l l i o n  d o l l a r s  to expand the  p r o g r a m  and a l so  the s p e c i a l  

fund. We ended up g iv ing  the two a g e n c i e s  only  22 mi l l i on ,  I guess  it  was ,  

b e c a u s e  the o the r  c o u n t r i e s  d idn ' t  come in with t h e i r  ful l  60 p e r c e n t .  The 

r e s u l t  was tha t  the  two a g e n c i e s  los t  out.  Th i s  has  been  going on for  s o m e  
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t i m e .  

Nex t  i s  the  I n t e r n a t i o n a l  F i n a n c e  C o r p o r a t i o n .  T h i s  outf i t ,  i n c i d e n -  

t a l l y ,  i s  p e r h a p s  d i s t i n g u i s h e d  by  the  f ac t  t h a t  i t  i s  the  b r a i n  c h i l d  of the  

p r e s e n t  G o v e r n o r  of N e w  York ,  G o v e r n o r  R o c k e f e l l e r .  What  i t  does  i s ,  

i t  m a k e s  i n v e s t m e n t s  in  p r i v a t e  e n t e r p r i s e s  a b r o a d  in  u n d e r - d e v e l o p e d  

c o u n t r i e s ;  not  l o a n s .  

Now, the r e a s o n  fo r  t h i s  i s  a t e c h n i c a l  r e a s o n .  I t  g o e s  b a c k  to  the  

I n t e r n a t i o n a l  Bank .  The  I n t e r n a t i o n a l  B a n k  cou ld  m a k e  l oans  to p r i v a t e  

e n t e r p r i s e s  in  t h e s e  f o r e i g n  c o u n t r i e s ,  but  t h e r e  was  a g i m m i c k .  The  

p r i v a t e  e n t e r p r i s e  had  to  ge t  the  g u a r a n t e e  of i t s  own g o v e r n m e n t  t ha t  the  

loan  would  be r e p a i d .  No p r i v a t e  e n t e r p r i s e  w a n t e d  to  go to i t s  g o v e r n m e n t  

and  a s k  for  a g u a r a n t e e ,  b e c a u s e  t h a t  w a s  an  i n v i t a t i o n  to  s u p e r v i s i o n  of 

t ha t  e n t e r p r i s e  b y  the  g o v e r n m e n t .  So the  I n t e r n a t i o n a l  Bank  did no b u s i -  

n e s s  in  l oans  to  p r i v a t e  e n t e r p r i s e ,  and  t h e r e  a r e  a lo t  of peop le  who b e l i e v e  

t h a t  p r i v a t e  e n t e r p r i s e  i s  a v e r y  e f f e c t i v e  Way to s t i m u l a t e  e c o n o m i c  

d e v e l o p m e n t .  So up c a m e  the  i d e a  of the  I F C ,  the  I n t e r n a t i o n a l  F i n a n c e  

C o r p o r a t i o n .  T h a t ' s  the  t e c h n i c a l  r e a s o n .  

The  r e a l  r e a s o n  fo r  the  I F C  i s  a l t o g e t h e r  d i f f e r e n t .  The  r e a l  r e a s o n  

fo r  I F C  i s  t h a t  about  two y e a r s  b e f o r e  i t  c a m e  in to  be ing ,  the  u n d e r - d e v e l -  

oped c o u n t r i e s  w e r e  s c r e a m i n g  fo r  wha t  i s  known as  S U N F E D  - - S p e c i a l  

U. N. Fund  for  E c o n o m i c  D e v e l o p m e n t ,  wh ich  W~uld m a k e  v e r y  l o w - i n t e r e s t  

l o a n s  o r  no i n t e r e s t  a t  a l l ,  v e r y  l o n g - t e r m  in  y e a r s ,  g r a n t s  fo r  a l l  s o r t s  

of s o c i a l  w e l f a r e  p r o j e c t s  and  so  on. It was  to be a U . N .  o r g a n i z t i o n  

w i t h  one c o u n t r y ,  one vo t e .  
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The a d v a n c e d  c o u n t r i e s  d idn ' t  at  tha t  t i m e  l ike th i s  idea ,  bec a use  

i t  invo lved  such  low power  and so m u c h  money .  So in  o r d e r  to ea se  the 

p r e s s u r e  tha t  was coming  f rom the u n d e r - d e v e l o p e d  c o u n t r i e s  for  SUNFED, 

we dec ided  to a g r e e  t O t h ~ F C  as  a s m a l l  th ing  to keep t h e m  r e a s o n a b l y  

happy.  T h a t ' s  why IFC came  into ope ra t i on .  

Spec ia l  Fund is  run  by P a u l  Hoffman.  T h e i r  bas i c  pu rpose  i s  to have 

so ca l l ed  p r e - i n v e s t m e n t  s u r v e y s .  They  go out into a coun t ry  and t h e y  

see  what tha t  c o u n t r y  has  got in  t e r m s  of n a t u r a l  r e s o u r c e s ,  bankable  

p r o j e c t s .  The  hope i s  tha t  on the b a s i s  of t h e s e  s u r v e y s ,  v a r i o u s  i n t e r -  

na t i ona l  i n s t i t u t i o n s  or  maybe  p r i v a t e  i n v e s t o r s  wi l l  be able to come in 

and loan or make  an i n v e s t m e n t .  It  does  not i t s e l f  p rov ide  any loans  or  

grant:~ cap i t a l .  

IDA, the I n t e r n a t i o n a l  Deve lopmen t  A s s o c i a t i o n ,  p r o b a b l y  wi l l  come 

into  ope ra t i on  th i s  week or  next .  Like  I s u s p e c t  tha t  IDA i s  

h e r e  because  of a m i s u n d e r s t a n d i n g .  Somebody got the  idea  tha t  a l l  of 

the  loca l  c u r r e n c y  that  we w e r e  ge t t ing  t h r o u g h  the sa l e  of a g r i c u l t u r a l  

s u r p l u s e s  would m a k e  a wonder fu l  s o u r c e  of f inanc ing  economic  deve lop-  

men t .  And so s e v e r a l  people  thought  i t  would be a n ice  idea  to have an 

i n t e r n a t i o n a l  a g e n c y  co l l e c t i ng  a l l  th i s  loca l  c u r r e n c y  and then lending  i t .  

T h e r e  is  one p r o b l e m  t h e r e  and tha t  i s  tha t  loca l  c u r r e n c y  is  not a 

r e a l  r e s o u r c e .  When a coun t ry  r e c e i v e s  i t s  own c u r r e n c y ,  i t  i s  not ga in -  

ing any add i t iona l  r e a l  goods .  You have to give t hem add i t iona l  th ings  in  

o r d e r  to expand t h e i r  e conomic  po ten t i a l .  

Well ,  anyway,  the o r g a n i z a t i o n  has  go t ten  s t a r t e d .  It '  a p p a r e n t l y  
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h a s  a l l  the  t h i n g s  we d i d n ' t  l i ke  in S U N F E D - - t h e  l o w - i n t e r e s t - r a t e :  l oans ,  

or  the  n o - i n t e r e s t - r a t e  l oans ,  the  long t e r m s  fo r  l oans ,  t he  g r a n t s ,  the  

s o c i a l  w e l f a r e  p r o g r a m s .  And so  in  e f f ec t  i t  wou~d a p p e a r ,  s i n c e  we a r e  

now pu t t ing  in  h a r d  c u r r e n c y ,  t h a t  we have  l o s t  the  SUNFED ba t t l e ,  i f  you 

wi l l .  Or ,  to put i t  t he  o t h e r  way,  c i r c u m s t a n c e s  have  c h a n g e d  and  we 

have  d e c i d e d  tha t  we want  one o r  the  o t h e r .  

The  nex t  t h r e e  a g e n c i e s  a r e  t r u l y  o r i g i n a l .  The  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  i s  t he  f i r s t .  We o p p o s e d  i t  f o r  60 y e a r s ,  o r  59. The  

L a t i n o s  w e r e  a l w a y s  a s k i n g  us  to  have  an i n t e r n a t i o n a l  bank  fo r  t he  r e g i o n .  

We sa id :  "No,  no, no, n o . "  T h e n  a l l  of  a s u d d e n  we a p p r o v e d  of i t .  Why?  

B e c a u s e  t h e r e  was  a c r i s i s  in  the  Midd le  E a s t ,  and  P r e s i d e n t  E i s e n h o w e r  

and  Mr .  Du l l e s  f e l t  t ha t  the  way to s o l v e  th i s  c ~ i s i s  in  p a r t  was  to  have  a 

Midd le  E a s t e r n  r e g i o n a l  bank,  in to  w h i c h  we wou ld  put  m o n e y .  The  P r e s i -  

den t  and  M r .  Du l l e s  r e a l i z e d  fu l l  w e l l  t ha t  i f  we a p p r o v e d  of a r e g i o n a l  

bank  fo r  the  Midd le  E a s t  and  d i d n ' t  do i t  for  L a t i n  A m e r i c a ,  the  L a t i n o s  

would  be s o r e  as  the  d i c k e n s .  And t h a t ' s  why  the  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  got  s t a r t e d .  It was  p u r e l y  a p o l i t i c a l  m e a s u r e .  

I t ' s  so  new tha t  i t ' s  r e a l l y  i m p o s s i b l e  to s a y  a n y t h i n g  m u c h  about  i t .  

I t ' s  v e r y  m u c h  l ike  the  Bank,  in  tha t  i t ' s  go ing  to  b o r r o w  m o s t  of the  m o n e y  

tha t  i t  l e n d s .  I t ' s  l i ke  IDA, t he  I n t e r n a t i o n a l  D e v e l o p m e n t  A s s o c i a t i o n ,  

b e c a u s e  i t  has  a sof t  c u r r e n c y  window,  t h i s  s o - c a l l e d  s p e c i a l  o p e r a t i o n s  

o r g a n i z a t i o n .  But  i t ' s  so  new  tha t  you r e a l l y  c a n ' t  s a y  a who le  lo t  about  i t .  

In fac t ,  I was  o v e r  t h e r e  j u s t  a w e e k  ago and in t a l k i n g  wi th  an e c o n o m i s t ,  

I was  t a k i n g  down s o m e  n u m b e r s  wi th  a p e n c i l  and  i t  b r o k e .  So I sa id :  
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" I ' v e  got  to  s h a r p e n  t h i s  p e n c i l .  " He sa id :  " I ' m  s o r r y .  We have  one 

p e n c i l  in  the  whole  b u i l d i n g . "  T h e y  a r e  j u s t  s t a r t i n g  out .  So you r e a l l y  

c a n ' t  s a y  a whole  lot  about  t h i s  out f i t .  

On the  O v e r s e a s  D e v e l o p m e n t  Fund ,  i t ' s  a b y - p r o d u c t  of t he  C o m m o n  

M a r k e t ,  w h i c h  I ' m  s u r e  H o w a r d  P i q u e t  t a l k e d  to  you  about  ~ s t e r d a y .  

I t  h a s  o p e r a t e d  so f a r  r a t h e r  s l o w l y .  I t ' s  got to p i c k  up.  The  b ig  p r o b l e m  

on t h i s  one i s  t h a t  i t ' s  a f i v e - y e a r  a g r e e m e n t .  A t  the  end  o f  f ive  y e a r s - -  

t h a t  w i l l  be abou t  two y e a r s - - t h e y  a r e  go ing  to  have  to r e n e g o t i a t e  t he  

whole  t h i n g .  I t ' s  v e r y  u n c e r t a i n  wha t  w i l l  h a p p e n  to  t h i s  one .  
Spe c i a l  

Nex t  to t h e / E u r o p e a n  Fund .  T h i s  i s  a r e s i d u e  of the  n o w - f a m o u s  

and  n o w - d e a d  E u r o p e a n  P a y m e n t s  Un ion .  The  E u r o p e a n  P a y m e n t s  Un ion  

w a s  a r a t h e r  t e c h n i c a l  and  r a t h e r  c o m p l i c a t e d  d e v i c e  by  w h i c h  we c l e a r e d  

deb ts  in  %Vestern F~urope wi thou t  the  u s e  of d o l l a r s .  The  d o l l a r  was  in 

s c a r c e  s u p p l y .  Then ,  when  the d o l l a r  s h o r t a g e  ended ,  and  t e c h n i c a l l y  

when  the  conve r t i~b i l i t y  of W e s t e r n  ~Curopean c u r r e n c y  was  g a i n e d  in  

D e c e m b e r  of 1958, T h e r e  was  no l o n g e r  a n y  r e a s o n  fo r  E P U .  T h e y  took  

in  e f f ec t  the  m o n e y  t h a t  w a s  l e f t  o v e r  and  pu t  i t  in to  t h i s  S p e c i a l  E u r o p e a n  

Fund .  And wha t  i t  does  i s  to  m a k e  s h o r t - t e r m  loans  to  so lve  b a l a n c e  of 

p a y m e n t s  p r o b l e m s  in  W e s t e r n  E u r o p e .  

V/ell ,  t h a t ' s  a v e r y  qu ick  r e v i e w  of the  i n s t i t u t i o n s .  L e t  m e  now 

t a l k  fo r  the  r e m a i n i n g  few m i n u t e s  about  s o m e  c o m m o n  p r o b l e m s .  

The  f i r s t  p r o b l e m ,  in  t e r m s  of t i m e  a n y w a y ,  i s  t h i s  m a t t e r  of a d m i n -  

i s t r a t i o n  and  c o o r d i n a t i o n  and  p r o l i f e r a t i o n .  I t h i n k  tha t ,  no m a t t e r  w h i c h  

c a n d i d a t e  m a k e s  the  P r e s i d e n c y ,  I t  i s  f a i r  to s a y  t ha t  you w i l l  s e e  w i th in  
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a y e a r  a f a i r l y  m a j o r  r e o r g a n i z a t i o n  of the fo re ign  a s s i s t a n c e  a c t i v i t i e s  

at  l e a s t  of the Uni ted  S ta tes .  It i s  conce ivab le  tha t  t h e r e  m a y  be i n c r e a s -  

ing p r e s s u r e  in  the y e a r s  to come to a l so  r e o r g a n i z e  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 s ,  b e c a u s e  t hey  a r e  p r o l i f e r a t e d .  But the big upcoming  change 

is  a c e n t r a l i z a t i o n  of the fo re ign  a s s i s t a n c e  p r o g r a m ,  c o n c e i v a b l y  a l l  of 

i t  coming  unde r  the D e p a r t m e n t  of State,  or  c o n c e i v a b l y  an e n t i r e l y  s e p a -  

r a t e  agency .  Nobody s e e m s  to know c l e a r l y  w h a t ' s  in  p r o g r e s s .  

The second  big p r o b l e m ,  the  c u r r e n t  p r o b l e m ,  is  how in the wor ld  

w e ' r e  going to en t i ce  these  i n c r e a s i n g l y  wea l thy  E u r o p e a n  c o u n t r i e s  to get  

into the  a id  b u s i n e s s .  If you look at  wha t ' s  coming  up in  Af r i ca ,  i f  you 

l i s t e n  to the  s c r e a m s  and the compla in t s  in La t in  A m e r i c a ,  and the p r o b l e m s  

in Asia ,  you get  o v e r w h e l m e d  by the fask  tha t  l i e s  ahead  of you.  And we 

obv ious ly  cannot  do i t  a lone .  

i f  we' r e  going to do i t  a t  a l l .  

E u r o p e a n s  to come in.  

We wi l l  i lave to pu l l  in  W e s t e r n  Europe  

The p r o b l e m  i s  how we get  the W e s t e r n  

We have f o r m e d  the th ing ca l l ed  DAG, the D e v e l o p m e n t  A s s i s t a n c e  

Group,  c o n s i s t i n g  of W e s t e r n  Eu rope ,  Japan ,  and o u r s e l v e s .  Th i s  is  a 

consu l t a t i ve  c o m m i t t e e ,  to t r y  to f igu re  out m e a n s  of c o o r d i n a t i n g  and 

s t i m u l a t i n g  economic  a id  to W e s t e r n  Eu rope .  I r e g r e t  to s a y  tha t  I do 

not ye t  see  any  ef fec t  of th i s  c o m m i t t e e ,  or  of the r a t h e r  subt le  but  none-  

t h e l e s s  f i r m  p r e s s u r e  tha t  Mr .  Di l lon  has  put on a n u m b e r  of c o u n t r i e s  

to get  t h e m  to put in m o r e  money .  

The f i r s t  ques t ion ,  which  has  a lways  been  wi th  us ,  

S h a l l  we give our  a id  b i l a t e r a l l y  or  m u l t i l a t e r a l l y ?  Tha t  i s ,  
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i t  d i r e c t l y ,  o r  s h a l l  we g ive  i t  t h r o u g h  i n t e r n a t i o n a l  i n s t i t u t i o n s  ? 

The  a r g u m e n t s  for  m u l t i l a t e r a l  a i d  a r e  p r e t t y  c l e a r  cu t .  It  i s  l e s s  

d e m e a n i n g  for  a c o u n t r y  to c o m e  to  an i n t e r n a t i o n a l  o r g a n i z a t i o n  and  a s k  

fo r  m o n e y  than  i t  i s  to c o m e  to  us .  Second ly ,  t h e r e  a r e  c e r t a i n  s e n s i t i v e  

a r e a s  in  e a c h  c o u n t r i e s  w h e r e  i t  i s  e a s i e r  fo r  an i n t e r n a t i o n a l  o r g a n i z a t i o n  
in 

to w o r k  t h a n  one c o u n t r y ,  l ike  the  U n i t e d  S t a t e s .  F o r  i n s t a n c e ,  m i n e r a l  

r e s o u r c e s  d e v e l o p m e n t .  In m o s t  of t h e s e  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  m i n e r a l  r e s o u r c e s  o r  s p e c i a l  k i n d s  r e s o u r c e s  t i e d  up wi th  s o v e r e i g n t y .  

I f  t he  U n i t e d  S t a t e s  wen t  in  and  t r i e d  to d e v e l o p  t h e m ,  tha t  would  be an 

i m p e r i a l i s t  ac t .  If the  U . N .  g o e s  in  and  t r i e s  to  he lp ,  t h a t ' s  a d i f f e r e n t  

m a t t e r .  

T h e n  t h e r e ' s  a f e e l i n g  tha t  t he  i n t e r n a t i o n a l  o r g a n i z a t i o n s  can  i m p o s e  

t o u g h e r  c o n d i t i o n s  on the  u s e  of t h e s e  funds  and  the  p o l i c i e s  of  t he  b o r r o r e r .  

And) of c o u r s e ,  the  e x p e r i e n c e  of t he  I n t e r n a t i o n a l  Bank  s o r t  of r e f l e c t s  

t h i s  and  p r o v e s  i t  out.  A l though  I m u s t  c o n f e s s  t h a t  I r e a l l y  t h i n k  the  

r e a s o n  why the  I n t e r n a t i o n a l  Bank  has  s u c c e e d e d  i s  b e c a u s e  i t  b o r r o w s  m o s t  

of i t s  m o n e y  and  i t  has  to  m a k e  s u r e  tha t  i t  can  pay  the  i n t e r e s t  t ha t  i t  

o w e s  and  a s s u r e  t h a t  the  p e o p l e  t h a t  b o r r o w  the  m o n e y  pay  t h e i r  i n t e r e s t .  

And  t h e n  t h e r e ' s  the  f e e l i n g  tha t  the  i n t e r n a t i o n a l  o r g a n i z a t i o n  

a p p r o a c h  is  a way of s p r e a d i n g  t he  b u r d e n  a m o n g  a lo t  of c o u n t r i e s .  Tha t  

was  t h e  r e a s o n  in p a r t  for  IDA. 

On t h e  o t h e r  s ide )  i t  i s  p r e t t y  c l e a r  tha t  C o n g r e s s  l o s e s  c o n t r o l  of 

the  e x p e n d i t u r e  of t he  funds)  and  in  p r i n c i p l e  t h i s  i s  not  a d e s i r a b l e  th ing .  

Secondly)  the  m o r e  m o n e y  we put th , rough  the  U . N .  o p e r a t i o n )  

the  l e s s  m o n e y  we h a v e  le f t  o v e r  for  b i l a t e r a l  a id .  And  when  a c r i s i s  
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should  a r i s e  in a p a r t i c u l a r  c o u n t r y - - i n  Laos ,  C a m b o d i a - - w h e r e  we have 

s p e c i a l  p o l i t i c a l  i n t e r e s t s ,  and whe re  the U .N .  would not be expec ted  to 

f ind m u c h  s i g n i f i c a n c e ,  and where  i t  m i g h t  be opposed  by the R u s s i a n s ,  

le t  us  say ,  then we wi l l  p e r h a p s  not have enough m o n e y  to do the job 

in  the p o l i t i c a l  a r e a s  tha t  we want  the job to be done. Th i s  i s s u e  i s  be ing  

c o n s t a n t l y  debated,  both in the a c a d e m i c  f ie ld  and in the Execu t ive  B r a n c h .  

Another  big i s s u e  c o m e s  out of th i s  sof t  c u r r e n c y  p r o b l e m .  Th i s  

i s  a m a t t e r  of educat ion .  I t ' s  r e m a r k a b l e  tha t  the Uni ted  Sta tes  G o v e r n m e n t ,  

thruugh:  DLF ,  m a k e s  loans  at  a r a t e  of i n t e r e s t  of 3 1/2 p e r c e n t ,  which 

a r e  in fact  g r a n t s ,  b e c a u s e  t hey  a r e  r e p a i d  in  loca l  c u r r e n c y  and we wi l l  

nwver use  th i s  loca l  c u r r e n c y .  I t ' s  no good to us .  T h e s e  a r e  g r a n t  p r o -  

g r a m s .  

The R u s s i a n s  come  a long with a loan p r o g r a m  of 2 p e r c e n t  whe re  

i t ' s  a r e a l  loan.  They  have to r e p a y  in goods .  T h e y  get  a l l  the p o l i t i c a l  

bene f i t s  because  t h e y  have t h i s  low r a t e  of i n t e r e s t .  We've  got 3 1/2 

g r a n t s  
p e r c e n t  on our loans ,  which  a r e  pract ica l ly ,~  but  we don' t  get  any  c r e d i t  

for  i t .  T h a t ' s  an e x a g g e r a t i o n ,  but you see  the point  I am t r y i n g  to m a k e .  

A lot  of people  th ink  tha t  the D L F  loans  a r e  in fact  loans  and tha t  

we wi l l  get  r e p a i d .  Th i s  i s  p robab ly  not t r ue  in any  m e a n i n g f u l  s e n s e .  

So we shou ldn ' t  r e a l l y  kid  o u r s e l v e s .  

Also,  wi th  D L F  lending  on soft  t e r m s ,  and the  P L  480 a g r i c u l t u r a l  

s u r p l u s  d i s p o s a l  p r o g r a m ,  

amounts  of loca l  c u r r e n c y .  

f ec t ly  obvious .  

we a r e  a c c u m u l a t i n g  i n c r e a s i n g l y  l a r g e  

The p o l i t i c a l  p r o b l e m  invo lved  h e r e  i s  p e r -  

Somebody r e c e n t l y  c a l c u l a t e d  how m u c h  loca l  c u r r e n c y  
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in  Ind ia  we would  own in  t h r e e  o r  four  y e a r s .  I c a n ' t  r e m e m b e r  the  e x a c t  

n u m b e r s ,  bu t  to i l l u s t r a t e  h i s  po in t  he sa id :  "We w i l l  own as  m u c h  of 

I n d i a ' s  c u r r e n c y  in  r e l a t i o n  to I n d i a ' s  n a t i o n a l  i n c o m e  as  i f  f o r e i g n e r s  

owned  35 b i l l i o n  d o l l a r s  of our  c u r r e n c y . "  In t h r e e  o r  four  y e a r s ,  m i n d  

you .  Now, you can  i m a g i n e  the  p o l i t i c a l  c o n s e q u e n c e s  i f  we owned  t h i s  

k i n d  of m o n e y  a l l  o v e r  the  w o r l d .  

The  f i n a l  p r o b l e m ,  g e n e r a l  p r o b l e m ,  i s  the  U . S .  b a l a n c e  of p a y m e n t s .  

If  t h i s  t h ing  d o e s n ' t  c l e a r  up p r e t t y  r a p i d l y ,  o r  d o e s n ' t  show c l e a r - c u t  
in  ~ 

s i g n s  of i m p r o v i n g  qui te  r a p i d l y ,  r e s t  a s s u r e d  t h a t / t h e  nex t  s e s s i o n  of 

C o n g r e s s  t h e r e  w i l l  be t r e m e n d o u s  p r e s s u r e  to cut  the  f o r e i g n  a id  p r o g r a m ,  

bo th  the  m i l i t a r y  a s s i s t a n c e  and  the  e c o n o m i c  a s s i s t a n c e  and  the  m i l i t a r y  

e x p e n d i t u r e s  o v e r s e a s ,  in  o r d e r  to  t r y  and  r e l i e v e  t h i s  s e r i o u s ,  p e r h a p s  

u n r e l a t e d ,  e c o n o m i c  p r o b l e m  for  the  U n i t e d  S t a t e s .  

T h i s  h a s  b e e n  an  a l t o g e t h e r  too  b r i e f  r e v i e w  of the  i n s t i t u t i o n s .  I 
t h e m ,  

h a v e n ' t  even  begun  r e a l l y  to cover~ bo th  in  n u m b e r s - - I ' v e  to ld  you  abou t  

s o m e  of t h e m - - a n d  in  t e r m s  of dep th .  I do hope t h a t  you  have  a l i t t l e  

b e t t e r  u n d e r s t a n d i n g  of w h a t ' s  go ing  on in  t h i s  s o m e w h a t  c o m p l e x  f i e l d  

of f o r e i g n  a s s i s t a n c e .  T h a n k  you  v e r y  m u c h .  

COL.  BURNSIDE:  D r .  S c h m i d t  i s  r e a d y  for  y o u r  q u e s t i o n s .  

QUESTION:  D o c t o r ,  I ge t  the  i m p r e s s i o n ,  on t h i s  q u e s t i o n  of f o r -  
t h a t  

e ign  a id ,  and  on t h e s e  i n t e r n a t i o n a l  p r o g r a m s  t h a t  we have ,  t h e r e  i s  an 

a t t i t u d e  of f e e l i n g  t h a t  t h e y  a r e  t e m p o r a r y  m e a s u r e s - - s o m e t h i n g  t h a t  i s  

go ing  to s top  s o o n e r  o r  l a t e r ,  when  ou r  s u r p l u s e s  r u n  out;  t h a t  we w o n ' t  

have  f o r e i g n  a id  when  our  s u r p l u s e s : ,  r u n  out .  Do you f e e l  t h a t  t h i s  i s  the  
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c a s e ,  o r  do you  f e e l  t h a t  t h i s  i s  go ing  to be a p a r t  of our  l i v e s  f r o m  

now on?  

DR.  SCHMIDT:  I t h i n k  t h e r e  i s  i n c r e a s i n g  r e c o g n i t i o n  t h a t  t h i s  

w i l l  be p a r t  of o u r  l i v e s ,  ou r  c h i l d r e n ' s  l i v e s ,  and t h e i r  c h i l d r e n ' s  l i v e s .  

T h e r e  w i l l  a l w a y s  be poo r  peop le ,  and  t h e y  w i l l  a l w a y s  be c l a m o r i n g  fo r  m o r e  

f r o m  the  r i c h .  The  w o r l d  i s  a l w a y s  m o v i n g  in  t h a t  ~d~rection. 

I t h ink  t h a t  f o r e i g n  a id  i s  a p a r t  of the  f a b r i c  of ou r  s o c i e t y .  I d o n ' t  

t h i n k  t h a t  peop l e  r e c o g n i z e  it ,  but  I t h i n k  i t ' s  t r u e .  A p i e c e  of o b j e c t i v e  

e v i d e n c e  i s  t h a t  in  the  l a s t  y a a r ,  f o r  the  f i r s t  t i m e ,  the  I n t e r n a t i o n a l  

C o o p e r a t i o n  A d m i n i s t r a t i o n  h a s  b e e n  c a r r y i n g  out  a r e a l l y  t r u e  i n - s e r v i c e  

t r a i n i n g  p r o g r a m  for  i t s  p e r s o n n e l ;  and  t h e y  have  s t o p p e d  t a l k i n g  about  

"~Well ,  we can  have  a few p e o p l e  in  and  t h e n  c l o s e  down the  a g e n c y . "  

T h i s  i s  n o n s e n s e .  W e ' r e  go ing  on and  on and  on.  I don ' t  t h i n k  i t  w i l l  

e v e r  end .  

QUESTION:  You m a d e  a b r i e f  s t a t e m e n t  about  the  d e f i c i t  in  the  

b a l a n c e  of p a y m e n t s  in  the  p a s t  y e a r .  I t h i n k  you  s a i d  t h a t  in  1959 i t  w a s  

5 b i l l i o n  i f  c o u n t e d  c o r r e c t l y .  Would  you e x p l a i n  wha t  you  m e a n  by t h a t ?  

DR.  SCHMIDT:  Y e s .  The  u s u a l  s t a t e m e n t  i s  t h a t  the  d e f i c i t  i s  

3 .6  o r  4 - - I  c a n ' t  r e m e m b e r - - b i l l i o n .  T h i s  does  not  i n c l u d e  ou r  p a y m e n t  

to  the  I n t e r n a t i o n a l  M o n e t a r y  Fund ,  

t h i s  in ,  ou r  t o t a l  d e f i c i t  fo r  1959 i s  

wh ich  i s  an  o u t - t a k e .  If you  p u l l e d  

5 b i l l i o n .  And I t h i n k  t ha t  in a n y  

a c c o u n t i n g  s y s t e m  you  ought  to pu l l  t h i s  in .  O t h e r w i s e  you a r e  j u s t  f o r -  

g e t t i n g  about  one t h i n g  t h a t  you  s h o u l d  c o n s i d e r .  

QUESTION:  D r .  S c h m i d t ,  in  a l l  t h e s e  i n t e r n a t i o n a l  funds  we a r e  
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pu t t i ng  up 40 p e r c e n t ,  wh ich  s e e m s  l ike  a h e l l  of a lo t  to  m e .  How would  

you a r r i v e  at  the  r e a s o n  why  we s h o u l d  put  up 40 p e r c e n t  and  the  r e s t  of  

t h e m  only  60 p e r c e n t ?  And,  f u r t h e r m o r e ,  wi th  the  g r o w i n g  w e a l t h  of 

the  o t h e r  n a t i o n s ,  i s  t h e r e  any  e v i d e n c e  of cu t t ing  down our  s h a r e ?  

DR. SCHMIDT: I s e e  no e v i d e n c e  of any  cu t t i ng  down on our  s h a r e  

t h r o u g h  the  U . N .  p r o g r a m .  The  b ig  c h a n g e  in  tha t  r e s p e c t  is  ou r  p r e s s u r e  

on W e s t e r n  E u r o p e  %o s t a r t  up i t s  own b i l a t e r a l  p r o g r a m s  of a id,  e s p e c -  

i a l l y  in  A f r i c a .  T h e r e  i s  s o m e  ou t look  t h e r e .  

QUESTION: Dr .  Schm~idt, you t a l k e d  of i n t e r n a t i o n a l  t r a d e  and  b a l -  

a n c e  of p a y m e n t s .  Do we have  in  our  own c o u n t r y  a r a t i o  of w h e r e  we 

s h o u l d  s t a n d  in e x p o r t s  r e l a t i v e  to i m p o r t s ' ?  And the  s a m e  th ing  ho lds  t r u e  

of the  o t h e r  c o u n t r i e s .  I know tha t  in E n g l a n d ,  A r g e n t i n e ,  and  s o m e  of 

the  o t h e r  c o u n t r i e s ,  t h e y  p r o b a b l y  e x p o r t  m o r e  t h a n  t h e y  i m p o r t .  In t a l k -  

ing  abou t  e x p a n d i n g  our  e x p o r t s ,  do we have  on the  b a s i s  of a l l  ou r  i n t e r -  

n a t i o n a l  f i nanc ing ,  a r a t i o  of w h e r e  we s h o u l d  be and  w h e r e  the  o t h e r  

c o u n t r i e s  shou ld  b e ?  

DR. SCHMIDT: T h a t ' s  a good  q u e s t i o n .  I t ' s  a tough  one .  

I t h i n k  the  s e a s o n a l l y  a d j u s t e d  t r a d e  s u r p l u s  of the  U n i t e d  S ta tes  t h i s  

y e a r  m a y  t u r n  out to  be 6 b i l l i o n  d o l l a r s ,  wh ich  is  u n p a r a l i e l e d - - a n  i n c r e d -  

ib ly  l a r g e  s u r p l u s  of e x p o r t s  o v e r  i m p o r t s .  But  e v e n  wi th  t ha t  s u r p l u s ,  

m i n d  you, we wi l l  p r o b a b l y  r u n  a d e f i c i t  of 2 to 3 b i l l i o n .  

If  s o m e b o d y  had  t o l d  m e  a y e a r  ago tha t  the  c u r r e n t  s u r p l u s  wou ld  

be 6 b i l l i o n  d o l l a r s ,  I would  have  sa id :  " G e e ,  the  p r o b l e m  i s  g o n e . "  

B e c a u s e  o t h e r  k i n d s  of p a y m e n t s ,  i n v e s t m e n t s  , 
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f o r e i g n  aid,  m i l i t a r y  e x p e n d i t u r e s ,  and in  p a r t i c u l a r  s h o r t - t e r m  c a p i t a l  

m o v e m e n t s - - f u n d s  mov ing  f r o m  l o w - i n t e r e s t  p l a c e s  to h i g h - i n t e r e s t  

p l a c e s ,  f rom New York  to L o n d o n - - a r e  moving  out of th i s  coun t ry  quite 

r a p i d l y .  And so,  desp i t e  th i s  wonder fu l  t r a d e  s u r p l u s ,  we s t i l l  have th i s  

ba l ance  of p a y m e n t s  def ic i t .  

Now, I jus t  c a n ' t  a n s w e r  your  ques t ion .  T h e r e  is  no p r o p e r  r a t io ,  

excep t  to s a y  tha t  no coun t ry  over  the  long pul l  can s t and  a ba l ance  of 

p a y m e n t s  def ic i t ,  and we had b e t t e r  f igure  out how to get  r i d  of i t .  

QUESTION: Can ' t  we get  some  kind of use  out of t h e s e  s o - c a l l e d  
irl the W e s t e r n  H e m i s p h e r e ?  

soft  c u r r e n c i e s ~  C a n ' t  A m e r i c a n  i n d u s t r y  use  t h e m  for  loca l  p a y m e n t s  

of l a b o r ?  Or  can ' t  we c o n v e r t  t hem into s o m e  s o r t  of W e s t e r n  H e m i s -  

phe re  c u r r e n c y  which would be c o n v e r t i b l e  into d o l l a r s ?  

DR. SCHMIDT: The p r o s p e c t  of the l a t t e r  i s  v e r y  un l ike ly .  The 

La t inos  a r e  going to have i n c o n t r o v e r t i b l e  c u r r e n c y  for  a long t i m e  be c a use  

of t h e i r  deve lopmen t  e f for t .  We do lend up to 25 p e r c e n t  of the P L  480 
tha t  we get,  under  the s o - c a l l e d  Cooley  Amendmen t ,  

fundsAto p r i v a t e  e n t e r p r i s e .  The b a s i c  p r o b l e m  with th i s  kind of ac t iv i ty ,  
r e a l l y  

however ,  is  tha t  i t  doesn ' thadd to the r e s o u r c e s  of the  coun t ry ,  b e c a u s e  

i t ' s  j u s t  lending  a c o u n t r y  i t s  own c u r r e n c y .  The Cooley  A m e n d m e n t  

s t a t e s ,  however ,  tha t  i f  you can use  th i s  as  a subs idy  to  get  s o m e  A m e r i c a n  

c u r r e n c y  to come in, f ine and dandy.  Whe the r  or  not tha t  in fact: i s  : 

p o s s i b l e ,  whe the r  t h e y  a r e  coming  in b e c a u s e  of that ,  i s  ano the r  ques t ion .  

But b a s i c a l l y  th i s  i s  p r o b a b l y  a good idea .  

QUE S TION: My ques t ion  i s  d i r e c t e d  to bas i c  m a t t e r s  in f o r e ign  aid.  
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W h a t  has  h a p p e n e d  to  the  p r e - W o r l d  W a r  II i n t e r n a t i o n a l  l o a n s  and  the  W o r l d  

W a r  II l oans  and  the  l e n d - l e a s e  l oans  and  t h i n g s  of t h a t  k i n d ?  It  s e e m s  tha t  

in  the  p r o c e s s  of a l l  t h e s e  l oans  we have  c o m p l e t e l y  l o s t  t r a c k  of p r i o r  
d e f i c i t s .  

DR.  SC HM I DT :  Not c o m p l e t e l y .  I t  i s  w o r t h y  of no te  t h a t  t he  

I n t e r n a t i o n a l  Bank  r e f u s e s  to  l end  m o n e y  to a c o u n t r y  u n l e s s  i t  w i l l  m a k e  

an  e f f o r t  to c o m e  to s o m e  k ind  of an  a g r e e m e n t  to  c l e a n  up i t s  d e f a u l t e d  

p r e w a r  p r e v i o u s  d e b t s .  It  s i m p l y  r e f u s e d  in  a coup le  of c a a s s  b e c a u s e  

the  g o v e r n m e n t s  would  do no th ing  to  t r y  to  s t r a i g h t e n  out  their~ p a s t  deb t  

r e c o r d .  So, wh i l e  t h e r e  i s  p l e n t y  of debt  l y i n g  a r o u n d  unpa id ,  the  fac t  of 

the  m a t t e r  i s  t h a t  s o m e t h i n g  i s  b e i n g  done about  i t ,  and  r a t h e r  e f f e c t i v e l y .  

I t ' s  r e a l l y  a m a z i n g  how m u c h  good the  I n t e r n a t i o n a l  B a n k  h a s  b e e n  do ing .  

QUESTION:  r n  y o u r  l e c t u r e  you  d i s c u s s e d  the  p r o b l e m  of f o r e i g n  
the 

a id  a m o n g  A l a r g e  n u m b e r  of a g e n c i e s .  I w o n d e r  i f  you  would  be a l i t t l e  

m o r e  s p e c i f i c  on ~he d e g r e e  of : c o o r d i n a t i o n  a m o n g  t h e s e  and  a m o n g  o t h e r  

i n s t i t u t i o n s  t h a t  have  to do w i th  f o r e i g n  a id .  

DR.  SCHIVLIDT: The  p r o b l e m  i s  v e r y  s e r i o u s .  If  you  t a k e  a look  
c h e c k  to 

at  a m e m o r a n d u m ~  c o m i n g  f r o m  ICA andAsee w h e r e  the t h i n 8  i s  go ing ,  

you  w i l l  s ee  t h a t  i t  m a y  go to  f ive  o r  t en  d i f f e r e n t  a g e n c i e s ,  and  ~h en 
the  

wi th inAagency  to two or  t h r e e  d i v i s i o n s .  Now, t h e r e  i s  c l e a r - c u t  c o o r d -  

i n a t i o n  in  f o r m .  E v e r y t h i n g  g e t s  fed  a r o u n d  and  s o m e t i m e s  t he  f i l e s  ge t  

l o s t  fo r  a w h i l e .  You know t h e s e  t h i n g s  y o u r s e l v e s .  So t h e r e ' s  c o o r d i -  

na t i on  in  f o r t h ;  bu t  t h e r e ' s  s u c h  a p r e s s  of p a p e r  on t h i s  o p e r a t i o n ,  t h e r e  

a r e  so  m a n y  d e c i s i o n s  to be m~de .  t ha t  the  c o o r d i n a t i o n  i s  in  f o r m  on ly  
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i n  m a n y  c a s e s .  Hence  m i s t a k e s  a r e  m a d e .  

D L F  and  E x - I m  have  on T u e s d a y  m o r n i n g s  r e p r e s e n t a t i v e s  of the  

two ou t f i t s  s i t  down t o g e t h e r  and  w o r k  o v e r  a l l  the  loan  a p p l i c a t i o n s .  T h i s  

i s  w o r k i n g  p r e t t y  n i c e l y .  But  e v e n  t h e r e  m i s t a k e s  a r e  m a d e .  E x - I m  

d o e s n ' t  D L F  to go in to  a c o u n t r y  w h e r e  I~x- Im t h i n k s  i t  c a n  m a k e  a h a r d  

loan .  So d i s p u t e s  a r i s e .  Nobody  i s  r e s o l v i n g  t h e m .  

I don ' t  know w h e t h e r  t h a t  a n s w e r s  y o u r  q u e s t i o n ,  bu t  the  c o o r d i n a -  

t i on  i s  t h e r e  in  f o r m ,  but  b e c a u s e  of the p r e s s  of m a t e r i a l ,  i t  i s  in  f o r m  

on ly .  

QUE S TION: Who m a k e s  the  f i n a l  d e c i s i o n s ?  

DR ~ SCHMIDT:  In p r i n c i p l e ,  M r .  D i l l o n  i s  the  t op  m a n  on m o s t  

of t h e s e  t h i n g s .  But  M r .  D i l l o n  i s  a h u m a n  be ing ,  w i t h  on ly  one head ,  

f o r t u n a t e l y .  I t ' s  the  a g e n c y  t h a t  h a s  the  i n f o r m a t i o n  to m a k e  the  d e c i s i o n s  
t h a t  m a k e s  t h e m .  

QUESTION:  To wha t  ex t en t ,  i f  any ,  h a s  the  C u b a n  s e i z u r e  b u s i n e s s  

b e e n  c u r e d  by  the  E x p o r t - I m p o r t  B a n k ?  

DR. SCHMIDT:  Not a s i n g l e  i n v e s t m e n t  g u a r a n t e e  c o n t r a c t  w a s  

s i g n e d  by  a n y  A m e r i c a n  e n t e r p r i s e  in  Cuba .  And you s h o u l d  have  s e e n  

the  d a y  a f t e r  the  t h ing  b l ew  up.  The  b u s i n e s s m e n  a c r o s s  A m e r i c a  c r y i n g ,  

and  the  t a x p a y e r s  on the  whole  l a u g h i n g .  But  not  a s i n g l e  A m e r i c a n  b u s i -  

n e s s m a n  was  w i l l i n g  to  p a y  t h a t  s m a l l  p r i c e  of an  i n v e s t m e n t  g u a r a n t e e  

c o n t r a c t  a g a i n s t  e x p r o p r i a t i o n .  T h e y  pa id  fo r  i t .  

QUESTION:  You s a i d  in  y o u r  t a l k  tha t  w i t h i n  a y e a r  t h e r e  would  

p r o b a b l y  be a r e o r g a n i z a t i o n  of a l l  t h e s e  a g e n c i e s .  Would  you c a r e  to 

c o m m e n t  a s  to w h e t h e r  i t  w i l l  a l l  be g i v e n  to a s e p a r a t e  a g e n c y ,  o r  w h e t h e r  
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i t  w i l l  a l l  be g i v e n  to the  State  D e p a r t m e n t ?  

DR. SCHMIDT: I ' d  r a t h e r  not  c o m m e n t ,  

know.  

f i e ld .  

b e c a u s e  I h o n e s t l y  d o n ' t  

Th i s  i s  a R e p u b l i c a n  A d m i n i s t r a t i o n  and i t ' s  a v e r y  s p e c i a l i z e d  

QUESTION: A r e  t h e s e  a c c u m u l a t i o n s  of sof t  c u r r e n c y  t r e a t e d  as  

c o u n t e r p a r t  funds to the  e x t e n t  tha t  o f f i c i a l s  of our  g o v e r n m e n t  can  s p e n d  

t h e m  for  t h e i r  e x p e n s e s ?  A r e  t h e y  in  f ac t  c o u n t e r p a r t  f u n d s ?  

DR. SCHMIDT: T h e y  a r e  not  c a l l e d  c o u n t e r p a r t ,  b e c a u s e  tha t  n a m e  

i s  le f t  for  the  M a r s h a l l  P l a n  p e r i o d .  T h e y  a r e  now c a l l e d  l o c a l  c u r r e n c y .  

When  we s i g n  an a g r e e m e n t  wi th  a c o u n t r y  to s e l l  t h e m  a g r i c u l t u r a l  

s u r p l u s e s ,  we a g r e e  at tha t  t i m e ,  r o u g h l y ,  as  to wha t  p e r c e n t a g e  of t he  

l o c a l  c u r r e n c y  w i l l  be u s e d  for  t h i s  p u r p o s e  o r  tha t  p u r p o s e .  And  a r e l a -  

t i v e l y  s m a l l  p e r c e n t a g e  g e t s  u s e d  for  ou r  p u r p o s e s .  When  you go a b r o a d ,  

i f  you a r e  in  a M i l i t a r y  A s s i s t a n c e  g roup ,  p a r t  of y o u r  e x p e n d i t u r e s  w i l l  

be  f i n a n c e d  out of l o c a l  c u r r e n c y .  

QUESTION: D o c t o r ,  I a m  c o n f u s e d  on one po in t .  You s t a t e d  tha t  

a d e f i c i t  in  b a l a n c e  of p a y m e n t s  is  a d a n g e r o u s  t h ing .  Ye t  t h i s  d e f i c i t  in  

p a y m e n t s  i s  o c c a s i o n a d  by our  own g r a n t s  in  a id  to f o r e i g n  c o u n t r i e s .  

Now, i f  you  g r a n t  a id ,  you have  to ge t  i t  b a c k  in  s o m e  s o r t  of i m p o r t s  

or  e l s e  in  c u r r e n c y ,  d o n ' t  you?  

DR. SCHMIDT: I s e e  what  you a r e  d r i v i n g  at .  We have  two a l t e r n a t i v e s .  

/¢e can  g ive  t h e m  the  m o n e y  and  le t  t h e m  s p e n d  it  w h e r e  t h e y  s ee  f i t .  Or  
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we can give t h e m  the m o n e y  and obl ige  t hem to spend i t  h e r e .  And what  t hey  

then  get  by the gif~ i s  o f f i c i a l  goods e i t h e r  way.  So i t  i s  a net  a c q u i s i t i o n  

to t h e i r  to t a l  r e s o u r c e s .  It s t i l l  i s  aid,  at  l e a s t  when you give t h e m  the 

money .  When t h e y  r e p a y ,  i f  t hey  e v e r  do, then you get  i t  back.  

The b ig  p r o b l e m  on th i s  choice ,  quite f r ank ly ,  i s  tha t  on some  i t e m s  

our  c o s t s  of p roduc t ion  a r e  h ighe r  than in W e s t e r n  Eu rope .  So i f  we give 

t hem a hundred  m i l l i o n  bucks ,  i t  goes  a heck  of a lot l e s s  f a r  in t e r m s  of 

buying  th ings  h e r e  than  t h e r e .  So a u t o m a t i c a l l y - - a n d  th i s  has  h a p p e n e d - -  

we have to i n c r e a s e  the s i ze  of the a id  p r o g r a m ,  because  we a r e  in effect  

i n s i s t i n g  tha t  t h e y  spend  the m o n e y  over  h e r e .  

Secondly,  the ob jec t ion  i s  tha t  i t  i s  a ba s i c  dev ia t ion  f r o m  the 

p r i n c i p l e s  of f r ee  t r ade  m u l t i l a t e r a l l y .  A m e r i c a  has  fought  m a n y  a ba t t l e ,  

and won them,  i n  the economic  s p h e r e  for  n o n - d i s c r i m i n a t i o n  m u l t i l a t -  

e r a l l y .  Let  people  buy where  t hey  want .  Don ' t  fo rce  e x p e n d i t u r e s  in a 

p a r t i c u l a r  channe l .  

Th i s  i s  the kind of th ing  which,  for  i n s t a n c e ,  the Sovie ts  d o - - t i e  

t h e i r  a id  to the Soviet  Union.  We have a lways  been  s t r o n g  on the c o n t r a r y  

po l i cy .  Then c o m e s  a long the D L F  dec i s ion ,  and, while  i t ' s  s m a l l  th ings  

in t e r m s  of money ,  i t ' s  a big  th ing  in t e r m s  of p r i n c i p l e .  

QUESTION: I 'd  l ike  to know to what  ex ten t  the USSR p a r t i c i p a t e s  

in t h e s e  m u l t i l a t e r a l  i n t e r n a t i o n a l  i n s t i t u t i o n s .  

DR. SCHMIDT: The Soviet  Union and B u l g a r i a ,  C z e c h o s l o v a k i a ,  

Albania ,  Hungary ,  and one or  two m o r e  p a r t i c i p a t e  in the U. N. expanded  

p r o g r a m  for  t e c h n i c a l  a s s i s t a n c e ;  and a l so  in the U .S .  Spec ia l  Fund.  
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The Soviet  con t r ibu t ion  to the Lxpanded  P r o g r a m  d idn ' t  s t a r t  unt i l ,  I 

th ink  it was ,  1953. The P r o g r a m  s t a r t e d  in 1949. 

of t h e m .  T h e i r  con t r ibu t ion  i s  8 m i l l i o n  d o l l a r s ,  

So we were  we l l  ahead  

I th ink .  I t ' s  p r e t t y  

s m a l l .  T h a t ' s  the combined  bloc con t r ibu t ion ,  and I th ink  m o s t  of the 
a n d  a c e r t a i n  amoun t  of c ap i t a l  equ ipment ,  

m o n e y  has  been u sed  for  t e c h n i c a l  experts /k  for  d e m o n s t r a t i o n  p u r p o s e s .  

I t ' s  a p r e t t y  s m a l l  o p e r a t i o n  on the p a r t  of the Sovie ts .  

QUESTION: Doc tor ,  dur ing  your  d i s c u s s i o n  of Pub l i c  Law 480 I 

s e n s e d  a d i s s a t i s f a c t i o n  with  the a g r i c u l t u r a l  p r o g r a m .  What i s  your  

so lu t ion  to th i s  p r o b l e m  ? 

DR. SCHMIDT: Don ' t  have i t .  Let  the  p r i c e  fa l l  where  i t  m a y  or  

r i s e  where  it  m a y .  T h a t ' s  c rue l ,  but I don ' t  have to get  e l ec ted ,  do I?  

My point  i s  tha t  you do m o r e  h a r m  by these  s u b s i d y  p r o g r a m s  in 

the long run  than  you do good. You a r e  jus t  a t t r a c t i n g  people  into  th i s  

p r o g r a m ,  or  keep ing  t h e m  t h e r e ,  when ove r  the long pul l  t hey  would be 

b e t t e r  off s o m e w h e r e  e l s e .  Th i s  is  the  h o r r o r ,  the i m m o r a l i t y ,  b e s i d e s  

the economic  l o s s .  

QUESTION: An a r t i c l e  in  the e d i t o r i a l  s ec t i on  of the Sunday p a p e r s  

spoke of the Aswan Dam and the R u s s i a n s '  f a i l u r e  to move  or to p e r f o r m  

a f t e r  t h e y  had t ied  up the a g r e e m e n t  be tween  R u s s i a  and Egypt ,  and then  

t hey  were  u s ing  i t  as  a club.  How does th i s  d e m o n s t r a t e  i t se l f ,  and how i s  

i t  pub l i c i zed  tha t  th i s  t ie  of Egyp t  to R u s s i a  i s  not a p r a c t i c a l  way of ob ta in -  
ing a loan or  a s s i s t a n c e ?  

DR. SCHMIDT: The D e p a r t m e n t  of State has  p roduced  a l i t t l e  

p a m p h l e t  on tha t .  If y o u ' r e  not f a m i l i a r  with i t  and i f  y o u ' r e  w o r r i e d  about 

the  Soviet  a id  p r o g r a m ,  you should  r e a d  tha t  p a m p h l e t  on C o m m u n i s t  a id  
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a n d  t r a d e  p o l i c i e s .  I t ' s  l e s s  than  a y e a r  old .  And in  t h a t  s o m e  of the  

h o r r o r  s t o r i e s  a r e  to ld ,  though ,  i n t e r e s t i n g l y  enough ,  not  in the  fu l l  d e t a i l  

and  wi th  a l l  the  p o s s i b l e  p o i n t s  t h a t  would  m a k e  the  Sovie t  a id  p r o g r a m  look 

p r e t t y  s i c k  in  s o m e  a r e a s .  T h e r e  a r e  c a s e s  a f t e r  c a s e s  w h e r e  the  S o v i e t s  
c e m e n t ;  

have  g o o f e d - - B u r m a , / I n d o n e s i a ,  s u g a r  m i l l ;  A s w a n  D a m - - t h e  whole  

E g y p t i a n  m i l i t a r y  a s s i s t a n c e .  One a f t e r  a n o t h e r ,  you  can  p i c k  t h e m  up.  

L ike  us ,  t he  Sov ie t s  have  t r o u b l e  g e t t i n g  m o n e y  to l end .  T h e y  ge t  

in to  p r o b l e m s .  T h i s  one was  kep t  qu ie t .  

T h e r e ' s  a b i t  of a p a r a d o x - - i f  I c an  s p e a k  v e r y  b l u n t l y  fo r  a m o m e n t .  

I have  a f e e l i n g  t h a t  t h e r e  i s  a g r o w i n g  a t t i t u d e  wi th in  the  E x e c u t i v e  B r a n c h - -  

and  I won ' t  s a y  w h e r e - - t h a t  a c e r t a i n  a m o u n t  of Sovie t  a s s i s t a n c e  i s  a 

good th ing ,  to  the  e x t e n t  t h a t  i t  a s s i s t s  e c o n o m i c  d e v e l o p m e n t .  T h a t ' s  

p a r t i c u l a r l y  p o s s i b l e  in  Ind ia .  I t ' s  e s s e n t i a l l y  a f e e l i n g  t h a t  we s h o u l d  

f o r g e t  abou t  the  p o l i t i c a l  s t a n d p o i n t ,  b e c a u s e  e c o n o m i c  d e v e l o p m e n t  i s  the  

b ig  t h i n g .  I t ' s  a p a r a d o x .  I s e n s e  i t .  I don ' t  k n o w  w h e t h e r  t h a t  i s  t r u e  

in  r e a l i t y .  So p r o b a b l y  you s h o u l d  f o r g e t  abou t  i t .  

QUESTION:  M y  q u e s t i o n  h a s  to  do w i th  f i n a n c i a l  s u p p o r t  of the  U n i t e d  

N a t i o n s .  If I u n d e r s t o o d  you  c o r r e c t l y ,  you  s a i d  t ha t  the  U n i t e d  S t a t e s  p a i d  

in  on ly  22 m i l l i o n  d o l l a r s  l a s t  y e a r  when  i t s  quota  was  40 m i l l i o n  d o l l a r s ,  

and  t h a t  t h i s  was  c a u s e d  b y  o t h e r  n a t i o n s  not  p u t t i n g  in  t h e i r  whole quota  

a m o u n t .  Does  t h i s ,  in  y o u r  op in ion ,  i n d i c a t e  t h a t  the  U n i t e d  N a t i o n s  i s  

h e a d e d  for  a v e r y  r o u g h  f i s c a l  s i t u a t i o n  in  the  f u t u r e ?  And,  i f  so ,  wha t  

do you t h ink  w i l l  h a p p e n ?  

DR.  SCHMIDT:  T h e r e  i s  no q u e s t i o n  t h a t  the  U n i t e d  N a t i o n s  w i l l  

r u n  in to  a r o u g h  f i s c a l  p o s i t i o n  in  the  n e x t  f ive  o r  t en  y e a r s ,  b e c a u s e  we 
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a r e  go ing  to  put m o r e  and  m o r e  b u r d e n  on the  U n i t e d  N a t i o n s ,  p a r t i c u l a r l y  

in  A f r i c a ;  and  o b v i o u s l y  i t ' s  t he  l a s t  r e m a i n i n g  i n s t i t u t i o n  to  be  a c e n t r a l  

bank  of f o r e i g n  po l i cy .  I t ' s  the  l a s t  p l a c e  you can  go to  ge t  s o m e t h i n g  done .  

And  I s e e  v e r y  l i t t l e  e v i d e n c e  tha t  we a r e  p r e p a r e d  to m e e t  the  t r e m e n d o u s  

e x p e n s e s  tha t  the  Congo a f f a i r s  n e e d .  You c a n ' t  e v e n  ge t  a s o l i d  e s t i m a t e  

of what  i t ' s  go ing  to  c o s t  a m o n t h  to k e e p  tha t  c o u n t r y  going;  and  I s e e  no 

r e a l l y  s a t i s f a c t o r y  e v i d e n c e  tha t  we a r e  go ing  a h e a d  wi th  a f i n a n c i a l  p r o g r a m .  

I t h ink  tha t  w i th in  the  n e x t  y e a r  you a r e  go ing  to  have  to s e e  a m a j o r  

sh i f t  of e m p h a s i s  in  C o n g r e s s  about  how m u c h  w e ' r e  go ing  to put in,  b e c a u s e  

of th i s  Congo type  of a f f a i r s .  

The  U . N .  has  a p r o g r a m ,  wh ich  I d i d n ' t  m e n t i o n ,  c a l l e d  O P A l ,  

wh ich  would  l i t e r a l l y  pay  the  s a l a r i e s  of p e o p l e  to  go in and  run  the  c o u n t r y ,  

r u n  the  publ ic  u t i l i t i e s ,  r un  th i s  d i v i s i o n  of the  g o v e r n m e n t  or  tha t  d i v i s i o n .  

Th i s  k ind  of t h ing  is  go ing  to have  to  be e x p e n s i v e .  I d o n ' t  know w h e r e  

the  s o l u t i o n  i s  e x c e p t  h i g h e r  t a x e s .  

QUESTION: Along  the  l ine  of the  l a s t  q u e s t i o n ,  we a p p a r e n t l y  have  

m a d e  a f a i r l y  s o l i d  d e c i s i o n  tha t  a id  to A f r i c a  and  t h e s e  u n d e r - d e v e l o p e d  

c o u n t r i e s  s h o u l d  be m u l t i l a t e r a l .  Would  you c o m m e n t  a b i t  on the  e c o n o m i c  

o r  p o l i t i c a l  r e a s o n  for  t h i s  p a r t i c u l a r  d e c i s i o n ?  

DR. SCHMIDT: I t h ink  the  b a s i c  p o l i t i c a l  r e a s o n  i s  t ha t  we f e e l  

tha t ,  wi th  the  c o m p e t i t i o n  of t he  Sov ie t  Union ,  we canr~ot b e h a v e  in a b i l a t -  

e r a l  f a s h i o n ,  b e c a u s e  if  we b e h a v e  in a b i l a t e r a l  f a sh ion ,  t h e n  t h e y  wi l l  

and  t h e y  m i g h t  b e a t  us at  our  own g a m e .  If i t ' s  go ing  to  be a m u l t i l a t e r a l  

p r o g r a m ,  t hen  m a y b e  the  Sov ie t s  wi l l  c o m e  in and  w o r k  wi th  us .  
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Now, on t h i s  Congo  b u s i n e s s ,  j u s t  l a s t  week  I was  t a l k i n g  to  a m a n  

who had  j u s t  c o m e  b a c k  f r o m  t h e r e .  He d i d n ' t  t a l k  to  a n y  C o n g o l e s e  p e o p l e  

a t  a l l .  He would  t a l k  to  U . N .  peop le  and  t h e y  would  go and t a l k  to  the  

C o n g o l e s e .  T h a t  w a s  c a r r y i n g  i t  to the  e x t r e m e s .  

W h e t h e r  o r  not  t h i s  w i l l  work ,  w h e t h e r  the  Sov ie t s  can  be s u c k e d  

in to  t h i s  m u l t i l a t e r a l  p r o g r a m  and  e f fo r t ,  r e m a i n s  to be s e e n .  

As  f a r  a s  the  e c o n o m i c s  a r e  c o n c e r n e d ,  I don ' t  t h i n k  t h i s  i s  too  

i m p o r t a n t .  The  e c o n o m i c  c o n c e r n s  a r e  c o m p l e t e l y  o v e r w h e l m e d  b y  

w h a t e v e r  p o l i t i c a l  a d v a n t a g e  we m i g h t  c o n c e i v a b l y  ge t .  

C O L .  BURNSIDE:  D r .  Schrn id t ,  you  have  g i v e n  us  a m u c h - n e e d e d  

i n s i g h t  in to  s o m e  of t h e s e  o r g a n i z a t i o n s .  On b e h a l f  of the  f a c u l t y  and  

s t u d e n t s ,  t hank  you  v e r y  m u c h .  

DR.  SCHMIDT:  T h a n k  you  v e r y  m u d 3 .  
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