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Speech of Prof, Mason at the Wiesbaden Conferenoz.

Your Royal Highness, let me szy at the outset that I agree
wholeheartedly with what I conceive to be the central theme of
Professor Tinbergen's paper - that is that the less developed world
does need a substantially larger volume of imports than they are likely
to receive under present policies; and I mean policies in the less de-
veloped world and in the developed world, if they are to maintain a
satisfactory rate of growth. And that means, I think, that the Atlantic
countries, plus Japan and a few others, need very much to reconsider
both their 2id policies and their trade policies, because again I agree
with Professor Tinbergen that this is not a question of trade versus

aid - something has to be done in both areas.

Now as I look at the sentiment in my own country, and sense the
sentiment in Western European countries, I must say that I am filled
with a rather deep depree of pessimism as to whether this is likely to
be done. But I do think that this is one of the most important questions
of public policy that the Western world can turn its attention to.

On the other hand, I do not think that we need take too seriously the
fipures that Professor Tinbergen has quoted from the United Nations.
You will remember that these figures were prepared mainly for the
United Nations conference on trade and development. And if I may speak
in the vernaculsr, one of the most important purposes of that confe-
rence was to vut the bite on the developed world, and I feel free to
say, eand I think it is true, that that purpose entered into the prepa-
r2tion of those particular figures. I don't think there is any such
thing a2s a trede gap or foreign exchange -ap. There are many gaps, the
size of which depends on the kinds of assumptions you make with respect
to a number of variables. It depends on the assumptions you make with
respect to the rate of growth that is vpossible in the less developed
world,; it depends on the tvpe of development program, developwent ex-
penditures that are undertaken and what the import components of these
development expenditures are likely to be. It depends on what is a fea-
sible rate of incresse of export earnings in the less developed world,
and it depends very much on the policies that the less developed coun-
tries themselves follow with respect to the generation and use of their

own resources.
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Now what I might call "gapology'" has become a very popular study
in this area over the last few years. There is a very good technical
document vut out by the US Aid Agency that comes to the conclusion
that the size of the gap in 1970 might be anywhere between 7 billion
dollars and 22 billion dollars, depending on what assumptions you
make with respect to these variables that I have talked sbout. The
World Bank, President George Woode, has made statements in recent
months that suggest that perhaps as much as 3 or 4 billion dollars in
addition to what is provided slready could be very effectively used.

So the point I am making here is, let's not tazke the figures of 20 -
billion and 32 billion in 1970 and in 1975 too seriously. Nevertheless,
I repeat what I said at the outset, it does seem to me that if the less
developed countries are going to maintain a satisfactory rate of growth
they have pot to have a grester sccess to foreign exchange, either
through trade messures or through aid measures, or preferably a combi-

nation of bhoth.

Now Professor Tinbergen has advocated a figure to be aimed st,
a 7% rate of growth of GNP on the averare in the less developed world.
I don't think that that is 2 possibility. I mean if you look at what
has happened over the .last few years, there are not more than two or
three lesser developed countries that have spproached that at all.
Israel has exceeded it, Taiwan for a few years, for the last few
years, has attained that particular rate of growth. Venezuela has shown
a growth rate of that sort on the basis of its very large oil revenues
for some time; but that is a very high figure indeed. And if you take
the under-developed world a#s a2 whole, I would think it is very unlikely
that they would ke akle to use even the additional aid that I am talking
about in such fashion as to attain that average growth rate. Now that
does not mean that I don't think that it would be highly desirable if
they could attain that rate, but I don't think it is 2 practicable

figure.

I have sugpested that 2 preat deal depends on what kinds of poli-
cies the less developed countries follow themselves, as to what the
size of this foreign exchanpge gap is. And when I talk about those
policies, I am ta2lking about the policies they adopt with respect to
exchange rates; do they have a very highly over-valued exchange rate,
what kind of export nromotional policies do they follow, what kinds of
policies do they follow in the use of their own resources, substituting
for imvorts; what kinds of policies do they use to increase their do-

mestic rate nf savings, and so on? It is within the competence, speaking
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only economically here, for the less developed world to change their

policies in such a way as greatly to lessen the size of this gap.

This brings me to what seems to me to be one of the really central
questions that this body, and the Westsrn world in general, should con-
cern itself with, What kind of influence can the developed world bring
to besr to influence the domestic policies of z2id-receiving countries
in such fashion as to make better use not only of their own resources,
but of the sid that is provided to them. How much influence can be

exerted, snd what kinds of influence?

This leads you, I think, into a very difficult problem of what
vou might call foreign aid diplomacy. I »m t=alking now akout the ques-
tion of conditions that might be attached to sid, strings attached to
aid, the leverage that zid gives to aid-providing countries to bring
about changes in domestic policy, bargnining power and so on.

These are all highly unpopular terms, and the concept in general is
unpopular in the less developed world. Because we are dealing here
with countries newly emerged for the most part to independence, which
have a3 high degree of sensitivity with respect to interference from
abroad in respect to their domestic policies. At the same time, the
flow of resources from sbroad - and I am including both private invest-
ment and public flows .- amount, on the average, to close to 25% of the
total development expenditures in the less developed world. This is a
sizeable fraction. And the provision of these resources does, I think,
entitle the developed world to say something about the domestic poli-
cies in less developed countries that can affect the efficiency with

which aid is used.

This is a3 terribly sensitive kind of question, and as you look
at the problems of the instrumentalities through which this influence
can be best exercised, I don't think there is much doubt about it that
if you can depend on an international agency its advice is likely to
be better received than if you depend on strict bilateral dealings.
When you look at the field of international apencies, I come to the
conclusion that the only international agency that can do this task
acceptably is probably the World Bank which is itself a large provider
to the flow of funds, snd which is better stsirfed than any other inter-
national apency to form a sensible judgment cn what kinds of domestic
policies cen be influenced in the aid receiving countries. Perhaps
George Woods will want to say something atout that later. But it is,
I think, a fzct that the World Bank has been moving more and more in

the direction of eguivpping itself to form sensible judgments on domestic
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policies in less developed countries, and how a change in that policy
ripght make for an effective, more effective use, of the resocurces of

the countries themselves and of the resources that come in from abroad.

In conclusion, Your Royal Highness, I would like to illustrate
what I have had to say by reference to the contrast that I have obser-
ved at fairly close range between what has happened in India and
Pakistan over the last five years.

During the 1950's there was a very large contrast in the success
of development programs in these two countries. In sum, the national
income of Pakistan increased st a rate of about two-aznd-a-half per cent
during that decade, which was approximately the rate of population .
growth so there was little, if 2ny, increase in per capitsa incomes.
India did much better, The rate of growth in real terms of Indian
national income was atout three-and-a-half per cent, and most peonle )

around the world thought of the Indian experience as a successful experi-

ence,  and of the Pskistan exnerience as a rather dismal failure.

There has been a r-ther remarkable change in the period of the
1960's. The Indian grovth r=te of national income has declined if
apything - it is perhaps around 3 per cent over the last five years,
not including this year in which there has been a rather desper=te
crop failure in India.. On the other hand, Pakistan's national income
has grown at the rate of about five-and-a-half per cent a year. And
in the field of agriculture, in which it lagped f»r behind in Pskistsn,
the rate of growth has been something like 4 per cent, which in the

agricultursl sector is remarkably good.

When you look st the causes of that chanpe, obvicusly one of the
influences - and I wouldn't minimize the importance of this - has been
that Pakistan from all sources has received almost twice aid per capita
as India has. The firures, for what they are worth, are about § 5 per
capita per year in Pakistan, and a little over § 3 per capita per year
in India. That has made it vossible in Pakistaen to adopt certein poli-
cies that would be very difficult for India to adopt without more aid.
But thnt is not the whole of the story. I would say that Pakistan has
zlso adopted domestic vwolicies that have prently increased the efficien-
cy of resource use in Pakisten. They have not develoned as large a
public sector in incdustry as Indis has, they have given considerably
more scope to private enterprise in Pakistsn than India has. I will
just take a few examples in the field of apriculture. As far back as

1959 they freed their trade and food brains from government control.
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India has not done that yet, India still procures from surplus areas

at fixed prices for ssle elsewhere. Pakistan introduced competition

in the cdistribution of fertilizer to farmers,; India still to dote -
althopgh it is in process of chanee now - hns that as a form of Govern-
ment monovoly nlus distribution through cooperstives. Pakistan has
given a ereat scope to the introduction of private irripation facili-
ties, introduction of pump wells - tube wells - by farmers, which
means that the water can be distributed through the land so that you

maximize the output per unit of water input, and so on.

I could go into much greater detail about this, but I think the
essence of the story is that although Pskistan has received a good
deal more a3id, 2nd that is a very important consideration, Pakistan .
has also followed domestic policies with respect to the use of its
own resources and of the sid that has been provided to Pakistan, that
it has made for much more efficient use of these resources. This I
think explzins the difference in the growth rate of national income

in India snd Pakistan in the last five years.

In conclusion, let me say that I do think therefore that one of
the central ouestions confronting all the countries that provide aid,
is how can this =2id be provided in conjunction with the much larger
input of resources from the less develoved countries themselves, with
a2 mutual considerrtion of what are sensible development policies.

I don't thipk it can be done terribly effectively by an sggressive pro-
gram of bilateral nepotistion in which the US or some other country
says '"You do this, or else you don't get any 2id", I don't think it is
going to work that way. But I do think thnt with the help of the World
Bank and verhaps certain other international agencies one might develop
a common view as to what needs to be done in these countries in order

to promote their economic development.

- = e = =
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Speech of Mr. Woods at the Wiesbaden Conference.

Your Royal Highness, as briefly as possible I propose to address
myself to the second guestion on the agenda, the future of world economic
relations especially between industrial and developing countries. I will
direct my attention particularly to the latter part, "especially between
industrisl and develoning countries". I expect to touch on one or two
recent developments affecting relationships between industrial and deve-
loping countries; then refer briefly to some of the previous comments

on this generasl subject; and finslly, if time permits, touch on Profes-
sor Tinbergen's paper.

First, I would like to observe that there has been, in the relative-
ly recent past, an exceedingly important development in the area of de-
velopment finance - that is financing productive economic development
in the developing countries of the world. I refer to the collaboration
between the principal aid-givers and the World Bank which has taken the
form of 2 series of consultative groups. There are in existence today
perhaps eight or nine of these consultative groups, those that come to
my mind sre grouvs for India, Pakistan, Colombia, Tunis, Nigeria and
Sudan, 2nd in addition for Turkey, Malaysia and Thailand. I believe that
within the relstively near future, certainly within twelve months, three
or four additional of these consultative groups will come into being.

I think the probabilities are that there will be a group for Morocco,
for East Africa, Korea, and very likely for Brazil. It is my hope that
ultimately there will be 16 or 18 of these consultative groups which
will relate at that time to countries which are receiving perhaps as

much as 70 or 75% of the total development assistance which is being
provided.

Some of these proups are chaired by the World Bank, one or two of
them by OECD, 3nd I believe there is one shortly to come into existence
which will be chaired by the Inter-American Development Bank., We in the
World Bank hesve no feeling of priority or proprietary interest in these
consult=tive groups - personslly, I am very much interested in having
various agencies chair various groups in order that the most perfect pos-
sible techniques can be worked out in praoctical operation. I say that
these orgsanisations represent an important event because they do bring
together, with a focus on & given host country, all of the important
aid-giving countries in the Western world - that is Western Europe and
North America (meaning the US and Canada) plus Japan. The collaboration,
the coordination, the need to inter-relate the activities to which so
many spe=akers have averted to, I btelieve is a recognised need and it

seems to me that it is now receiving attention.
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In connection with these consultative groups for important aid-
receiving host countries, I would like to observe that I am conscious
of an incressing interest on the part of the Western European countries
and North American countries, in collaborstion, on economic matters,
with Eastern European countries. It is true that the interest in such
a collaboration is rather more evident in such countries as Hungary and
Rumania and Poland rather than in the USSR itself, but nevertheless
there is such a trend. Ve in the World Bank have received delegations
within the past year from two of the Eastern European countries enqui-
ring in depth into the steps that 2re necessary to become part of the
Bank Fund fomily. The ultimate result of these, of course, will bte seen
only in the future. In passing, I might observe that we do have one
Eastern Europesn country among the membership of the World Bank and
Monetsry Fund, that is Yugoslavia. Poland and Czechoslovakia were mem-
bers in the vpast, but they withdrew some years ago. Cuba withdrew
shortly after its revolution and last August, most recently, Indonesia

withdrew from the Eank Fund.

The presence of Yugoslavia.is, without doubt, acting as a bridge
between the other Eastern European countries and the Bretton Woods
institutions, and I look forward with considerable interest to the

results of the enquiries they have been making.

ffurther on the subject of collaboration and cooperation may I say
that the regional development banks that have come into being, and are
coming into being, the Latin-American entity to which I referred, the
Inter-American Development Bank, the recently organized Africen Deve-
lopment Bank, ancd the about to be organized Asian Development Bank, all
represent a8 modicum of collaboration and cooperation. The share-owner-
ship of these entities differ in each casc - there is no pattern. In the
case of the Inter-American Rank, it is with the Latir-American countries
plus the US; the Asian, you have heard in the past day or so, includes
not only the countries in south-east Asia and the Far East but various
European countries and the US. The African Develovment Bank, by decision
of the Africans themselves, is limited so far as ownership is concerned
to the African countries. In addition there is of course the European
Develorment Bank., There is an increszing atmosphere of collaboration
and cooperation, joint missions, joint study groups, joint economic re-
ports, between the V.orld Bank, the International Monetary Fund and the
regional institutions. In addition OECD and its affiliated entity DAC
are also involved in this general area of relationships - economic and
financing relationships - between the industrial and the developing

countries of the world.
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¥r. Spofford's suerrestion is interesting. It should and will, of
course, receive considerstion, I must confess that having listened to
Amhassador Murphy and one or two others, I have the instinct that the
Treaty Organisation itself was essentially for military purposes and
OECD, which has been in existence for a number of years, has a staff
and an area in which it functions, in the broad field of development
finaznce. I have felt that OECD was the chosen instrument so to speak of
the Treaty Organis=tion for ecoromic purposes. However, a coordinating
review on a high level, the Ministerial level, would be constructive and
some pood could come of it provided that the Ministers came for a long.
enough period of time to have an appreciation of the rather complicated

probtlems that sre involved.

Paseing on to aznother subject that has been touched on, the general
subject of the flow of aid, development finance, from the wealthier
countries of the world and the form and the root it is taking. Sir
Andrew Cohen may well be richt that for an indefinite time in the future
this 2id will come from putlic sources, when he referred to the fact
that it has been larpely from nublic sources, 1 assume that he had ip
mind intern~tionrl apencies as well as the public sector. However, I
myself beli=sve thst there cen and should be - in fact, there must be -
an increasing participstion by the private sector. I am foursquare with
my friend Mr. Abs in this regard. The amount of aid has been on a pla-
teau for approximately five years, since 1961. As 2 result of this many
of the under-developed nations are beginning to feel, and I think right-
ly so, that it will be private investment which brings experienced
management and know-how, they are bepinning to feel that the private
sector must be cultivated, must be welcomed, snd they must learn to live
with the private entrepreneur and private capitalists from Western
Europe, liorth America and Japan. My observation is that these underde-
veloped countries are learning this fact of life by bitter experience;
their efforts in the more sophisticated industrialized areas are, it is
self-evident, something less than perfectly successful. I think they
are realizing they must rely to a greater extent, they must open the
door wider, meke the welcome warmer for private entrepreneurs., We in
the Bank have had this view for many years, ve have worked consistently
in the direction of encouraging private enterprise in the developing
countries. Ve have recognized that the infrastructure, the basic power,
treansportation, telecommunications, nort works and such, are properly
things that must be handled by pgovernment, but we have also recognized

that as the infra-structure becomes more and more complete there will
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be the need for vrivate entrepr=neurs to get the most out of the
infra-structure th=t has been put in place. To this end we have - it
has been touched on - been working diligently in the organization of

an entity for the purpose of conciliation and arbitration. Strange as
it may seem, there is nothing in the world which provides the arbitra-
tion or concillation service as between sovereirn governments and private
investors. I believe that this entity will come into being before the
end of the current calendar year. We have something in the order of 34
or 35 countries who have already accepted it, snd ratifications are
proceeding at a reasonable pace. When 20 countries have ratified the
instrument it will te effective. This instrument having been completed
as far as the thinking and planning is concerned, we in the Bank have
turned our sttention to what I consider is a sister or associated enti-
ty, and that is a multi-national entity for the guaranteeing of invest-
ments bty private entrepreneurs. This idea has been explored for a long
veriod of time. OECD has prepared a2 draft of a sugrested convention and
at the reouest of the Trade and Development Council (the Association

of the Poorer Nations of the World) we in the World Bank, have been
studving the OECD draft. I hope that by this fall our deliber~tions will
have come to a point where we can publish a document with a view tc
floating a discussion, a series of meetings, on the subject of a multi-

national aprency for providing certsin guarantees for private investment

in the under-developed world.

In 2 word, the oliject will be to provide insurance for investors
against ex-nrooriation, nationalization and also a modicum of protection

against exchanpe risks.

It seems to us in the Bank that these two efforts should substan-
tislly oven the door to private entrepreneurs who do have an interest
but have been unwilling to accept the risks, which time has proved are

implicit in making investments in the under-developed world.

Your Royal Hiphness, you have referred to the proposition of a re-
lationship between NATO and the third world as being a proper subject
for discussion at this meeting. I have already touched on this in
referring to Mr. Spofford's remarks. My own view is that OECD/DAC are
the vehicles which should work with the Regional Development Banks,
with the World Bank, with the International Monetary Fund, and keep in
touch with the consultmative groups which are being organized between

the aid-giving countries on the one hand and the host countries on the

other hand,
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However, I believe that the representatives to all the diplomatic,
political and militsry groups - including NATO - should te familiar
with the economic problems of the underdeveloped world, znd the parti-
cular problems of providing the finance necessary for development.
They should ke in a position to support, in their governments, sound
development progr=ms by the individual NATO countries. This would te on
the theory of de-fusing the tinderboxes represented by incipient so-
called wars of liberstion which sre, as I view it, in fact consciously
or sub-consciously, wars of libersation fromr poverty, and as such perhaps
the advocacy of financizl assistance by the diplomatic and military
representatives at the level of such international groups is a proper
effort because it is a step in the direction of possibly avoiding

conflicts for which preparstion is being made.

Moving now to the comments that have been made by one or another
of the conferees earlier today and yesterday, I can reservedly agree
with Professor Mason in his comment on the desirability of finding a
voice with the under-developed countries in connexion with the financing
of develrnpment. Professor Msasun sugrested the World Bank as an interna-
tional agency available for such a purpose. We, of course, would require
the assistsnce, =s they tecome more powerful snd as they become more
adecquately stnffed, of tha repional apencies throughout the world. In
this repgard, 1 find myself in disapgreement with my friend Mr. Abs.
My few yenrs of experience in this field has brought me to a feeling
that foreign aid accomplishes several things and included among them
are finance for aiding exports from industrislized countries, both in-
dustrisl exports and sagricultural exports, finencing to further the di-
plomatic and milit-ry objectives of capital exporting countries; and

paranthetically I find nothing evil or wrong about development finance

in connexion with the furthering the exports of an industrialized country,

or =assisting in political or military objectives. I simply make a diffe=-
rence between financing for those purposes, and financing that is wholly
and purely, solely and exclusively, in the interests of the developing
country; financing that is organized and set up on a basis of obtaining
the 2bsolute maximum increase of productivity in the developing country
for the money spent. The assistance received for the purposes to which

I refer is, of course, welcome to the developing countries. However,
develooment financing that is exclusively in the interests of the deve-
loping country, I believe can and should be administered by internatio-

nal multilateral agencies.

Collection Series Box Falder

1E0P6 1062 PWOYDPO ‘UouoN] ‘oAQ uoiBuliny O£9 ‘ZOZ Wooy (|oH [Buucy ‘DWoyRNE jo Alsieaun ‘seAlyaly |puoissaiBuory Jajues) seipnig pup yaioasay [pucisseiBuol paqyy 10D eyl Aq piey sppraipw jo Adodojoyd o si siy|



‘Asopsodas sayjo Aup wi paoojd sou ‘uoiysoj Auo vl pasnpoidal o paidod 8q jou Apw |pusiow siy ‘voissiuuad uslLM INCYIAA

NOTICE: PHOTOCOPIED MATERIALS MAY BE PROTECTED BY COPYRIGHT LAW (TITLE 17, U.5. CODE).

= 6 =

I might take a moment, if I may, to m=ke clear on what I mean by
a multilateral agency. I think it is a stool that has three legs. It
must be multilateral, it seems to me, from the standpoint of the source
of its funds. In other words, a2 maximum number of aid-giving countries,
industrialized countries, capitazl exporting countries, must be involved.
Secondly, it must be multilateral from the standpoint of the recipients
of the funds. They certainly must be more than one or two countries,
and must involve not only regions but entire continents in some cases.
Thirdly, snd perhaps most importantly, a multilateral agency must in-
clude a professional snd expert staff with a wide diversification nf °
nationalities. In the World Bank, I must say that my task is made much
easier with respect to apvlications from Latin-American countries when
I know that I have a competent and experienced group of engineers,
accountants, lawyers and businessmen, from the Middle East or from
south-east Asia to vet the applicontions from Latin-Americen countries,
and of course the converse is true., Thus "multilateral", to me, has
to do with the source of the money, the final use of the money, 2nd
perhaps most important - the staff thaot odministers the money. I do
feel that the way we pet the pgresatest increase in productivity for the

money that is available is to use a multilateral agency.

Professor Mason also referred to the general area of supplementary
finsnce and Mr. Heinz touched on that. We in the Bank have drawn up a
rather d tailed vlen which reflects the germ of an idea originally put
forward sbout two yesars apo by the United Kingdom and Sweden. It is
built on the basic proposition that a develoving country which has a
sound nnd well thourht out plan which has been approved in advance by
an administrative apency, will receive assistance in the form of cash
in the event that catastrophe overcomes its programs, particularly its
exvort progrems, arising from events which are completely beyond the
control of that country. If a country does have such a plan, and if it
does receive asporovrl, and if its efforts have been satisfactory to the
executing agency, this plan for supplementary finance would put that
country in the vpossession of funds that it is being deprived of by
reasons of developments and catastrophes beyond its control. The plan
is now before the capital exporting countries, and only time will tell
what is going to hanpen to it. It has certain attractions but and on
the other hand there is a auestion as to whether very many of the de-
veloping countries will be willing to accept the discinlines it contem-

plates,
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I 2gree with Sir Andrew Cohen on his comments with respect to Mr.
Portisch's idea, I submit that we have a perfectly good idea in our
present programs for financing development, particularly with the con-
sultative group procedures. It is perhaps even a better one than the
Marshall Plan; having in mind that it involves many more people, it in-
volves far greater chanees in thei: way of life, and it can be worked
over and improved on in many ways and made to pay off for the developing

countries over a grest many years to come.

The future of the business of development finance depends to a large
extent on collaboration between the representatives of the aid-giving
countries, and as you know from what I have said, I am rather optimistic

sbout the procedures which are now under way.

I must put into the record my full agreement with Mr. Chiaro's
reference to the fact that there is ne way to satisfactorily finance
increased productivity in the develowing countries unless there is voli-
tical stability in the countries. This is the absolutely vital ingre-
dient and it is beyond the control of those outside the host country.
Gradually, I feel, political stability is coming in many important aress
of the world, often in conjunction with economic statility. One feeds

and devends on the other.

I move now to Professor Tinbergen's paper which I found exceedingly
interesting and thought-provoking. I would like to make two comments as

I close, with respect to it.

First, his use of global figures troubles me., In the World Bank we
have 103 shareholders, 103 Governments, which are Members of our insti-
tution. About 20 of the 103 countries are capital exporting - that leaves
83 that are develoving or capital importing countries. I might say that
these capitnl importing countries receive approximately - apgain a global
fipure, I confess - four times as much foreign exchange on account of
their export activities (Mr. Wyndam-White's area) as they receive from
foreign aid or development finance. Their own exports are four times as
important to them from the standpoint of foreign exchange as is the
finance we have been talking about. The 83 capital importing countries
in our membership ~re, I would s=2y, divided approximately equally in
three categories. The first category ar¢ countries where I believe there
can be 2 substantial change for the better, there can be a light at the
end of the tunnel so to speak, in the course of the next 10 or possibly

15 years.
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These include the countries I have mentioned as bteing subjects of con-
sultative proups. These countries represent far and away the largest

part of the vopulation in the under-developed world.

There's another third at the other end of the bracket that, even
for me and I am an optimist, have a long, long road to travel. I don't
think =nybody is going to see light with respect to those countries for

a preat period of time, possibly 50 years or more.

Progress with the middle third will depend very much on the progress
made with the uvnper third. I have the hope, and even expectation, that
over the years the third of our capital importing countries which I
expect to markecdly improve their position in the next 10 or 15 years will
be doing more and more development financing in other developing coun-
tries lover on the rungs of the ladder of development than they are.

The strain sand the pressure on today's 20 cnpital exporting countries
should bhe reduced. In fact it must be, and I think the job will be
taken over to a gradually increasing extent by the top third of todays

developing countries.

Thus, rlobal fipures that cover the world as a whole I think sone-
times 2re misle~ding. Personally, I don't take much notice of the 20
billion dollars estimate. It is a frightening figure, =2nd from my own
experience I wouldn't know how to go about using it. In the Bank we
look shend five yesrs, partly with the help of our eccnomists and partly
with the help of our 20 or 25 loan officers responsible for our loaning
operations. We feel that perhaps 3 to & billion dollars a year, in ad-
dition to what is now being provided could be effectively and intelli-
gently used over the next five years. My ligure of availahility at the
vresent time is 9% tillion dollars, from all sources including the
Soviets, going to the poorer countries - this excludes the amounts that
are repaid on vrincipal. Eut if from the 9 billion dollars that in
1964, accorfing to my fipures, went to the develoning world, there is
deducted the interest, the dividends, the royalties, the service char-
ges, etc., 2mounting to sbout 4 billion dollars, I say that 5 to 5%
billion dollars is available to the under-developed world on the basis
of 1964 facts for purely develonment purposes. I think 3 million dol-
lars more thzn thzt would he a penerous amount of aid, of development
finance, if it could be provided. I think that the situation in the
matter of money that could be intelligently used varies from country to
country. We sre always roing to hear a pgreat deal about India and
Pakistan, because they are so large. It is not generally realized,

Your Roysl Highness, that the population of India alone is slightly
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more than the entire population of the continent of Africa and the
continent of South America combined. In the contirent of South America
there sare ten republics that zre Members of the World Bank, in the con-
tinent of Africa there zre thirty-four. That is forty-four countries,
forty-four Prime Ministers, finance ministers, chiefs-of-staff- and
still the aprregate vopulation being discussed is slightly less than
India. So we in the Bank do pive a considerable amount of attention to
India, and we have to because it seems to us that it is such an impor-
tant lesader in the developing world so that if we can get it slightly
turned around so that it is bepinning to help those that are less for-.

tunate, we will have made a great step forward.

Secondly, in Professor Tinbergen's paper he says, '"Finally a help-
ful contrikution on the part of the developing countries mipht consist
in a cle=r announcement of the sectors of industry which they consider
an aovproprinte field for private activity. Each government is autono-
mous in its preference for public activity in some sectors, ..'" etc,

I close with » clear and definite statement that we would prefer to
have all governments cancel 3ll previous announcements with regard to
the sectors reserved for public operations and to make no more snnoun-
cements for five years. I think we would then make progress in the

private sector! Thank you very much.
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Speech of Mr. BELL at the Wiesbaden Conference.

There are many elements in the discussion which might provoke my
comment.

Let me simply try to focus on one, and in passing say that I support
very strongly what Professor Mason, Sir Andrew Cohen and Mr. Woods have
said. In the case of Mr, Woods, there was one small exception. I do not
apree that the productivity of economic aid is necessarily greater through
international organizations, which is not to say that international or-
ganizations cannot be highly productive in their aid. The World Bank is;
others in my opinion are not.

But I do not want to argue that point now, Sir, I would like to
carry further a point that both Mr. Woods and Mr. Zijlstra alluded to
and which in recent years has come to be at the very centre of the Ame-
rican concept of foreign assistance and that is an idea which has not
been developed very extensively in this meeting so far. This is the idea
that we should be working through our foreign aid programs to help
achieve in the developing countries a situation, a condition of self-
sust=sining economic growth and the termination of concessional aid -
concessional aid meaning aid in the form of grants or of loans at less
than commercial rates of interest., We think this csn in fact be a mean-
ingful and effective standard of reference and objective to set for all
of the major sid-receiving countries.

We have seen the achievement of this objective in some important
cases already. Perhaps the most striking case is that of Taiwan. A few
years ago it was commonplace in the United States to regard Taiwan as
an indefinite pensioner of the U.S. But this has not turned out to be so.
Effective economic policies on the part of the free Chinese Government
on Taiwan, and effective economic assistance have resulted in a strong
self-sustzining Taiwan-Chinese economy and we have in fact brought our
economic 2id to an end in that country. It is not needed any longer.

The Chinese economy is groving at 5% per capita per year and has built
into it now the patterns of savings and investments, the habit of relian-
ce on private enterorise, sufficient competence and know-how, so that
this rate of growth can be expected to continue. We see no reason why
similar =chievements cannot be expected, given sensible policies and
sensible aid programs, in all of the major countries. We foresee, for
example, that Brazil and Chile, within 5 years, could reach such a situ-
ation. e expect it nquite definitely in Turkey in 5 to 7 years, we ex-
pect it in Korea. We think that in India and Pakistan it will take ten

to fifteen yesrs, but it is clerrly visible within that kind of a time-

scale,
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Now, if you look at the aid process this way, you reach several,
very important practicsl conclusions. First of all, you have a standard
of messuring the quality of economic policies in the developing countries
and of a2id policies in the donor countries which everyone can agree on,
and you can work out standsards of self-help and performance on the part
of the aid-receiving countries which are based on technical judgments.
And this makes the relationship - even a hilateral aid-relationship -
much simpler than if it were simply a matter of one's ideology or one's
doctrine. There are in fact enourh common understandings among econo-
mists so that these matters can be approached on a straightforward :
technicsl basis with the expectation that similar judgments will be
reached.

Secondly, thers are very important implications asbout the amounts
and the terms of assistance. If we set as our objective to achieve, in
a minimum period of time, self-sustaining economic growth in the aid-
receiving countries, then the conclusion follows that if those countries
do undertake the self-help measures and the economic policies that will
bring that sbout, it is incumbent on the aid-donor countries to provide
sufficient assistance and sufficiently soft terms to help them achieve
their ohjective. This provides a standerd for measuring the sufficiency
and quality of the assistance that is to be made available by aid-donors
which, I subtmit, is a far more realistic and useful standard than the
overall globkal figures which Professor Tinbergen has quoted in his paper.

Moreover, this notion gives us some basis for trying to achieve
stronger and brosder porvlar support in our own countries, in the aid-
donor countries. Because this means we can show that the assistance
process has a limited duration and a clear and sensible objective.

Now, obviously, when a country has achieved a self-sustaining
economic growth, it is not necessarily a capital-exporting country.
Quite the contrary. Taiwan, for example, will need capital imports for
meny years to come, but it can afford to cbhtain those imports on essen-
tially commercial terms: from the World Bank, from our own Export-Import
Bank and the corrvresponding arencies in other Governments, and through
incressing amounts of private investment.

Lastly, this set of ideas, I believe, gives us a firm substantive
basis for 2id coordination. e have seen this in practice when we have
worked with the World Bank, the Internationsl Monetary Fund, and other
Governments in certain specific cases, notably Brazil, Chile, Colombia
and now we hope India. We can find common ground, normally under the

le~rdership of the technical staff of the World Bank, for assessing
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the self-help policies which we should ask the aid-receiving country to
adopt, and for determining the amounts and types of aid which the aid-
donor countries should be asked to provide. So that this set of ideas,
I think, gives us a solid technical basis for a coordination,

I would not »nnt to exagrerate, Your Royal Highness, the speed or
the efficiency with which we can a hieve self-sustaining growth in every
country. I would like, in closing, however, to comment that I am not at
all sure I apree with Mr. %oods that there are one third of the developing
countries one should call hopeless. We in the United States have not yet
found a hoveless case. We have not analyzed all the countries yet from .
this point of view, but Taiwan was not a hopeless case, Korea is not a
hopeless case, Jordsn is not a hopeless case, Laos is not a hopeless case,

and this reduces us to the guestion whether Somalia is a hopeless case

and I am not yet sure about that one!
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Speech of Sir Andrew Cohen at the Wiesbaden Conference.

1. I think perhaps the most useful contribution I could make to this
Meeting would be to say nothing except teo express full agreement with
what Professor Mason has just said. There is really nething that I can
add except to cross the t's and dot the i's. Like Professor Mason I
broadly sccept Professor Tinbergen's diagnosis of the nature of the
problem facing us. That statement is the statistical counterpart of

Mr., Reuther's inspiring speech yesterday.

25 At first, I must confess, 1 was a little concerned at this and

other sugpestions made yesterday, because I thought these were pleas

that MNATO should get into the aid and development business. That, as

Mr. Murphy said.would be proliferation indeed. And it would be the kiss
of death to the kind of co-operation with the third world which is vital -

to successful aid propgrammes.

3. But I reslise on reflection that I should not have been concerned
about these sugpestions, but pleased. I am going to take it that what
was meant wass that NATO as such should not get involved in zid, but that
members of the Atlantic community, through the proper organisations in
the U.N. family and through the Development Assistance Committee of the
0.K.C.D., should stretch themselves to the limit to make their full
contribtutions to the problems of underdevelopment. On that basis I =lign
myself 100 per cent with Mr. Reuther and others who spoke in a similar

vein yesterday.

4, As I underst-nd the position, the essence of what Professor Tinbergen
says in his psver is that the gap in wealth and development between the
richer and poorer nations is widening, not narrowing, and that this leaves
large parts of the world in poverty or stagnation. That is the essential
point, the stark and alarming fact that we have to face. I say al-rming
both because it is dzngerous to world stability and because it is an

affront to our consciences.

7 This state of affairs cannot bte reversedwithout positive action of
a world scope and on a massive scale. Professor Tinbergen's plea for a
doubling of world sid flows in a few years may be thought by many too
ambitious. If we could do half this it would be a major triumph. But the

prosnects even of this are not pood, let us face it.

6. et official aid has tended to remain stuck on a plateau in the last
three or four years and does not show much sign of getting off it. OQur

own record in Britsin is nuite good. The total of British Government
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aid disbursements is expected to be 18% higher in the coming financial
year 1966/67 than in 1964/65. But, unless my Minister can persuade Sir
Eric's to pive us a bigper share of the National Plan, we may not be
incressing much thereafter in the next two or three years. I get the im-

pression that the prospects of other countries are similar.

7. Therefore we may not collectively achieve the kind of increase in
official aid flows which we must, I believe, all accept to be needed. I
propose to leave trnde, commodities and private investment to others,
not because I in any sense under-rate their importance, hbut because I do
rot want to lenrhten this speech, I will only say that the prospects of
changes in trade relationships, or of commodity arrangements, making a ’
major contribution to reducing the gap between rich and poor countries,
or solving the problem of poverty, are, as Professor Tinbergen implied,

not very good. Hence the picture is extremely gloomy. We cannot deny it.

8. But we can be too statistical. We have learnt the word '"gapology'
from Professor Mason this afternoon. Gap statistics themselves tend to
contain an intellectusl gap. There are certain things which we can and
must do - and I telieve will do - in the préesent world situation. I would

like to mention five of them if you will allow me, Your Royad Highness.

(1) We must maske arrangements as between donor and recipient countries

to pive aid the best chance of being effective. Professor Mason has made

this point. I wish to emphasise it as strongly as I can, because I believe

it is at the root of the whole matter. It is not just the point that deve-

loping countries must be more efficient, although heaven knows they must
be. We ourselves must be more efficient in this respect. If we do not

succeed there will be waste of resources, frustraztion on the part of de-

veloping countries. and disallusion on the part of donor countries, making

it less likely that they will increase their aid. In our relations with

the developing countries we in Britain have been inhibited by our ex-colo-

nial past. We have hesitated to impose conditions on our aid btecause of

fear of being neo-colonialistic. But we are geitting over this inhibition.

Professor Mason has s2id that donor countries are fully entitled to
impose conditions on their 2id. I would go further and say that they are
not only entitled to do so, they are not entitled not to do so. And let
me make it very clear that when I say conditions I do not mean political
strings, tut conditions directly relating to aid and develooment and de-
sirned to make aid more effective. But at the same time there is a limit
to what individual countries can do, because the volume of their aid in-

dividually may not be larpe enough to iniluence the receiving countries
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in the right direction. International agencies can often be more effective

in imposing conditions. Put most zid is going to continue bilateral,
because aid is so important in relations between countries that it is
going to continue to flow from country to country, from the power centre
to the power centre. Hence we need to marry international with national
arrangements., The Consortia and Consultative Groups organised by the In-

ternational Bank have a vitel part to play in this.

(2) Ve must work together much more closely as donors to mobilise our
bilateral resources within the framework of coherent plans. We must in
fact devise means of working out priorities on a world scale - or at any
rate a free world scale. The United States Agency for Internaticnal De-
velopment has shown what can be done in the concentration of aid and wé
have learnt from them the admirable policy of anti-scatterisation. But,
given the limited resources available from all countries, it is not suf-
ficient to fix vpriorities on a national scale. Ve ought t» practice anti-
scatteris=ation on s world scale,; this would involve much closer co-ordi-

nation than has been achieved or attempted so far.

One hzs only to compare the French, the American, the Swedish, the
German, the Italian, the Japanese, the British and of course the Dutch
programmes. There are wide differences bet .een them. The points of co-

ordination are so far only limited. There is no coherent pattern. If we

are to improve this situation two things must be done. First the Develop
ment Assistance Committee must be made much more effective than it has
been hitherto., This needs action both Iy the liember Governments and by
the Secretariat. Secondly we must spend much more time on bilateral co-
ordinntion tetween donor governments and be prepared to devote more man-
porer to this, It is not always easy at prosent with our limited resour-
ces of personal dealing with aid management. I have felt this myself
when, for example, I visited the A.I.D. nffice in Karachi and found that
their staff was 117. The British staff in Karachi dealing with a2id mat-
ters was only two or three, If we are going to do the job we must have

the men to do it.

(3) Ve must pive priority to technical zssistance, to the supply «f men

and women, to training of local peopnle, to the transfer of know-how, to
surveys, consultancies and educational aid. This is sure fire. Technical
assistance must be pure gazin if properly organised. Not only advisory
personnel but oper=tional personnel is needed. The French and we have
led the way in operational personnel and are proud of this development
from our Colonial pasts. We in Britain give absolute priority to techni-
cal assistance and the Ministry of Overseas Develooment and bodies as-

sociated with it recruit about 3,000 people a year for the purpose.

Collection Series Box Folder

LEOF-610EZ PWOYDRO 'ubuiop ‘|pAQ uoiBuling 09 ‘Z0z woay ‘l|eH 1Buuow ‘Dwoyopo jo Alsieaun ‘saAlyy puassaiBuoy) ssuan Salpnig pun yauoasay jouoissaibuon laq)y )03 ayj Aq piey s|pusjBw jo Adogo;oqd 0 sisiyy|



“Atojisodas sayjo Aup ui peoopjd Jou ‘uolysoj Auo ui pasnpoidas 1o peidod aq jou Aow |pusjow siy) ‘uoissiuwsad usjjum JNOYIAA

NOTICE: PHOTOCOPIED MATERIALS MAY BE PROTECTED BY COPYRIGHT LAW (TITLE 17, U.S. CODE).

S e

We are much encoursged by the recent zid messages of the President of the
United Stertes and particularly the emphasis on building up small career

services in the message on education and health.

(L) We must concentrate on points of breakthrough in the field of science

and advanced technology. I am thinking of such activities as de-salting

of water, pest control and of above all ponulation control. Dr. Enke says
that aid given for population control, if it is well organised, would be
one hundred times more effective than the same amount of financial aid.
This is no doubt an exagrgeration, but the point is essentially a sound

-

one.

The major part of the underdeveloped world is not yet in a position
to overste effective research services on the scale which is needed.
There are countries which can do this, such as India, Brazil and Mexico.
There are meny others which have neither sufficient first-class scienti-
fic manvower available nor enough money which can be diverted from needs
which seem more urgent in the short run. The results of scientific re-
search are of benefit to many countries. National frontiers mean little
in science. Research is therefore a peculiarly suitable field for out-
side and international help, snd the major donor countries and interna-
tional agencies must make a2 special effort to give asssistance in this
field.

(5) We must support the sid programmes of international agencies.

Here the victure is more hopeful than the genesral picture of aid pros-
pects. By 1967, according to the best projections, multilateral aid may
be expected to have grown by 50% over the three preceding years. It will
by then have risen from 14% to 18% of the rross total. We must support
the replenishment of the funds of the International Development Associa-
tion which will have to be considered later this year - and we hope that
those countries who, we feel, have given proportionately less in relation
to their resources - will consider redressing this. We must support the
new U.ll. Development Programme formed by the merger of the U.N, Special
Pund under Paul Hoffman and the Expanded Programme of Technical Assis-
tance under David Owen. We must pive most serious consideration to the
scheme for Supvlementary Financial Measures worked out by the Interna-
tional Bank staff in resnmonse to the UNCTAD resolution of 1964 promoted

by Sweden and Britsin.

e are anxious to work closely with the U.N. Development Programme
and with the International Bank. We acknowledge George Woods as our leader
I wish that Dr. Prebisch was here. If he was, he might repeat the remark

he made at the seminar which our Ministry recently orpanised at Oxford.
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Dr. Prebisch then described George Woods as the Pope John of the Inter-
national Bank. We must pive him all support. It is not sufficient to
support him in words,; we must help provide him with the 1esources which

will give him more power to his arm.
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THE FUTURE OF WORLD ECONOMIC RELATIONS,
ESPECTALLY BETWEEN INDUSTRIAL
AND DEVELOPING COUNTRIES

SUMMARY

Introductory.

Two ways of looking at the future - assumptions made - sources of
information - convergency between Western and communist Europe -

no need to fear a depression.

Some main problems to be expected.

3-

Increasing gap in well-being between industrial and developing
countries - role of population explosion - increasing unemployment
and hunger in developing countries - trade gap to be filled in 1970
estimated at § 20 bln, in 1975 $ 32 bln - some background figures -
industries in which developing countries will obtain comparative

advantages - food problem - impact of population explosion - some

favourable factors in development - nevertheless, Treason for concern,

Some solutions within reach.

Extension of financial assistance to some $ 15 bln, partly
automatic, partly by IDA disbursements - less protection of European
agriculture and textiles - buffer stocks for some more products -
increased private inves’ment to be helped by insurance against
political risks - need for training of all kinds, for less red tape

and westernized tax policies in developing countries - need for a

clear delineation of the public and private sectors in such countries.
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THE FUTURE OF WORLD ECONOMIC RELATIONS,
ESPECIALLY BETWEEN INDUSTRIAL
AND DEVELOPING COUNTRIES

o o o o o T o o o o o o S

1. Introductory.

There are two ways of looking at the future. One is known as fore-
casting and usually rests on the assumption that no fundamental changes are
made in economic policies. A forecast tries to indicate the most probable
development and in a way, therefore, requires prophetic gifts. The other way of
looking at the future, sometimes called planning, aims at indicating the most
desirable development. In a way this second approach to future events is
simpler and does not need knowledge about unforeseen events to the extent
needed for a good forecast. Rather "a plan'" must be based on notions about
the needs of people and the means to obtain optimal wellbeing1). The use of
the word "planning" in this context does not imply that a policy of detailed
intervention is suggested; today we also speak of planning for any type of
economic policy and for most countries this only means a moderate degree of
intervention by public authorities.

Even so, it has to be admitted that some assumptions have to be made
about a number of uncertain elements which possibly may play their role in
the period to be discussed. It is clear enough, therefore, that any statement

on the future of world economic relations must start from some assumptions.

1) Of course things are not quite that simple. Some of the unforeseen events will
influence also a plan, that is, the most desirable development. If some of
these events are, for instance, new discoveries of national resources or new
inventions, the most desirable development may well be more favourable than
originally assumed. If the unexpected events imply a considerable deterioration
in conditions, they may make the most desirable development as originally seen
Just impossible. But in the middle range of not so very favourable or not so
very unfavourable unexpected events we will try simply to counteract them if
they arrive and to stick to our original "plan". This is true in particular for
temporary deviations from expectations, such as crop variationms, cyclical
movements in demand or minor random events.

Another way of saying all this is that unexpected events simply cammot be
taken into account in a plan, but, if persistent, will lead to change in a
plan after they have occurred.
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Thus, we will assume that a major military conflict can be avoided, that the
development of populatira numbers will not show any dramatic changes, or that
technology will be completely revolutionized and so on. Even so, everybody

will be aware of the disturbances which may occur and can hardly be foreseen.
Even if no major conflict occurs, there may be smaller ones; the attempts now
under way to get under control the population explosion may be less successful
or more successful than we now assume; automation may be less important than
some of us think or more dangerous than others seem to hold. Political decisions
such as the ones taken by the president of the French republic are not easy to
forecast precisely and even some of the cultural tenlencies of the West may

have unexpected consequences for, say, the general efficiency of our labour

2) -

force .

The sources of our information on future events are essentially
twofold: on the one hand we have a number of careful but slightly traditional
analyses made by various research institutes, including a number of United
Nations agencies or for instance the (ﬂmerican) Agency for International
Development (AID). The virtue of these analyses is that they try to be realistic
in the light of previous experiences and consistent in their assumptions.
Another source of information is provided by the imaginative minds of individual
thinkers who try to introduce into the picture some of the conceivable changes
of a more fundamental character. As an example I would like to quote an author
as Jean Fourastié, who impressed the economic profession with some of the novel
ideas he launched, or simply a men like H.G. Wells who impressed all of us.

In the present analysis we will mostly rely on the first source
leaving it to the imagination of our readers to introduce elements from the
second type of source.

Before dealing with our subject in a more direct way, we want to mention
one major factor that is bound to influence our subject, namely the evolution

of thinking in the communist world. On the one hand it becomes every day clearer

2) One may wonder, for instance, when the increasing frequency of printing errors
in our newspapers will cause a major political crisis; or to whether
hooliganism will once deprive us of a president of the United States.
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that the Soviet-Union and Eastern Europe show a development which brings

them closer to Western coonomies if not even societies. This convergency of
systems cannot only be observed, as I have set out elsewhere3), but also
understood from some general theorems of welfare economics and in a way will
simplify our subject. It is far less certain whether this phenomenon of growth
will spread sufficiently early also to China or whether, on the contrary, the
rift between the two main currents will induce China to stick to completely
different policies such as have been announced in Mao-tse-tung's writings and
speeches. Our assumption will be that in the next ten years Chinese policy will
not work out as a major factor to our subject. This may well be one of our weak
spots.

As a final introductory remark I want to submit the statement that the .
future of world economic relations will not be influenced to an appreciable
degree by the occurrence of an old-style depression as we know it from the
'thirties, This is not to say that the beginning of such a depression might
not develop. It may indeed, but we know how to handle it and how to restrict its

impact on economic development.

3) Most recently in a report to be published by Professor Benoit of Columbia
University. As early as 1960 the well-known sociologist Sorokin submitted
a similar statement on social and cultural aspects of the Soviet society.

Collection . Series Box Folder

'LEOV-610€£ PWOYONQ ‘uouuop '[PAQ ueiBulling OEg 'Z0Z Wooy |[oH euuow ‘DwoynpO Jo Alisisaiun ‘saaydly [puoissaiBuon) isuad) ssipnig puo yoinasay |puoissaiBuor) paqy 10D 8y Aq pjey sjousjow jo Adosojoyd o s sy |



‘Aiopsodal Jayjo Aup uj padp|d Jou ‘Uoiysoy Aup ui paonpoidal Jo peidod aq jou Abw |pusjow siy} ‘uoissiwiad USHLM INOYIAA

NOTICE: PHOTOCOPIED MATERIALS MAY BE PROTECTED BY COPYRIGHT LAW (TITLE 17, U.S. CODE).

2. Some main problems to be expvected.

Turning now to our main subject and using the information provided to us
by the explorations made by several United Nations agencies and more particularly
the United Nations Projections and Programming Centre of the Bureau of Economic
and Social Affairs, we will find as the main phenomenon that, in the absence of a
fundamental change in our policies, an increasing gap in wellbeing between
developed and developing countries must be expected. This is partly due to the
accelerated growth of developed economies: whereas before World War I the
average rise in real national income in Western societies was in the neighbour-
hood of 2.5 to 3 per cent per annum, these are now developing at a rate of about

4 to 5 per cent. On the other hand, the developing countries, though not

developing less rapidly than before or even than the rich countries in the 19th <

century, are severely haendicapped by the population explosion. The rate of
increase in population is now estimated to be 2.5 to 3 per cent per annum as an
average for the whole underdeveloped world. This implies that an increase in
total national product does not work out to the same extent as before in an
increase in income per capita. In fact, incomes per capita have advanced by

at most 2 per cent for the whole of the underdeveloped world during the last

4)

per capita of the rich countries and therefore does represent the famous

five years /. This contrasts with an increase of 3 to 4 per cent in incomes
increasing gap in wellbeing.

At the same time, without a fundamental change in our policy, we have
to expect an increase in mass unemployment which may assume a quite unprecedented
size. Even if the development of developing countries can be somewhat accelerated
and brought at the level of 5 per cent per annum cumulatively for the decade

1960-1970, there will be an increasing gap in wellbeing and at the same time in

-

4) With a so-called capital-output ratio of 3 years, an additional increase in
population of 2 per cent per annum (as we now have it, in comparison to the
19th century) requires additional investments of 6 per cent of national income,
virtually all of the savings made in the poorest countries, only to maintain
their standard -of living.
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most strategic figures which have been estimated by the United Nations

the trade balance” ’ of the developing countries. Here we arrive at one of the

Projections and Programming Centre, a figure no doubt which is going to influence
all the discussions between the developed and developing countries in the next
few years. The present estimate is that this so-called trade gap may amount to

$ 20 billion in 1970 and to $ 32 billion in 1975. If anything like a quiet and
accelerated development of the developing countries is to be obtained financing
must be found for this gap. There are mainly two sources from which such

financing can take place, the famous twins of aid and trade. The time is over

6
where we could discuss whether it should be trade or aid. It has to be both ).

As far as trade is concerned, this will mean an extension of the import
possibilities into the developed countries beyond the normal increase already
taken into account in the estimates just quoted. With regard to aid it will mean
an extension of aid to something close to $ 15 billion. I am coming back to this

question later on.

-

5) Here supposed to increase invisibles (payments for services).

6) At the same time, the Centre estimates that the gap between investments and
savings will be $ 12 bln in 1970 and $ 20 bln in 1975. In principle this sa-
vings gap is equal to the trade gep and the question must be posed, what ex-
plains the difference between the two estimates., Evidently the assumptions made
are not consistent. This may either mean that the possibilities to export have
been underestimated or the possible investment levels overestimated or still
other assumptions have to be revised. For the time being we may consider the two
alternative figures as two different estimates of an uncertain figure.

If for a while we take both figures for granted they imply a suggestion about

what portion of the gap should be bridged by aid and what portion by trade. To
the extent that aid will be given, a disequilibrium between exports and imports
can continue to exist, since it is made up for by the aid received. If we assume
that a reasonable amount of aid is equal to the difference between the investments
the developing countries have to made in order to attain the goal set for their
development and their own savings, then aid should be $ 12 billion in 1970 and
$ 20 billion in 1975. The remaining trade gap should then be covered by improved
trade relations. Most experts do not see, however, how § 8 billion more exports or
less imports in 1970 and $ 12 billion in 1975 could ever be attained. We may
therefore conclude that more aid will be needed than the difference between
investments and savings. Moreover, the investment figure is based on an average
growth rate of national income of 5 per cent. With a higher figure for this
latter rate we would automatically arrive at a higher savings gap also and to
less need for increased trade.
In comparing aid and trade we should not overlook the difference they imply for
investments. While aid can be used fully to finance investments, exports cannot.
Part of the income derived, directly and indirectly, from increased exports will
be consumed and is not availsble, therefore, for the financing of investment.

Collection ’ Series Box Folder

LEOF-610E £ PWOYDPQ ‘Ubwion] ‘[PAQ uojBuiing 0E9 ‘Z0Z wooy ‘||oH leuuoyy ‘owoyoO jo Alisiaaun ‘sealyoly [puoissaiBuor) Jsjuar) saipnig pup yoioasay |puoissaiBuo) paq)y 10D ayi Aq pjay sjpusipw jo Adodojoyd o st siy|



‘Alojisodes Jayjo Auo ut paso|d Jou ‘uoiyspj Aup ui paafipoidal Jo paidod aq jou Abw [DuaDW siyf ‘UoissiwIad UBHUM INOYIAA

NOTICE: PHOTOCOPIED MATERIALS MAY BE PROTECTED BY COPYRIGHT LAW (TITLE 17, U.S. CODE).

In order to facilitate the appraisal of the figures just quoted I
think it is appropriate to bring together a few of the other key figures which
characterize the present structure of intermational relations and the develop-
ment to be expected over the coming ten years. They will be found in Tables I

and II,

Table I. The structure of current intermational economic relations, 1950 and

1962, in % of world trade.

Importing country groups
Developed | Developing gigﬁ;gily Total
Exporting Developed 1322 i; :; § gg
country Developing lggg fé ? : gf
e emmeim] 2 | L1 g |
Total b 2‘;’ - 1 ? =

Source: World Economic Survey 1963 I, United Nations.

Developed countries: North Americe, western BEurope, Australia, Japan, New Zealand

and South Africa;

Centrally planned economies: eastern Europe, mainland China, Mongolian People's

Republic, North Korea and North Viet-Nam:

Developing countries: rest of the world.
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Table II. Some orders of magnitude of the development of the main economic

variables, at 1960 prices, in billions of $.

1960 1970 1975 Remarks
Gross domestic product developed countries 920 1380 1720 Crude forecast
Gross domestic product developing " 170 261 362 Based on past
trends
Gross domestic product developing 170 277 362 At 5 per cent
countries ("plan") annual
growth
Developing) Current payments in foreign (Estimate by U.N.
countries ) exch. 26 51 70 (Proj.and Progr.
) Current receipts in foreign (Centre ("plan")
) exch. 21 31 38
) Trade gap 5 20 32 ( ~
Exports by industrial countries 81 .
Exports by developing countries 26 45 56 Based on past
trends
Exports by other prim.prod.countries 4 . ¥
Exports by centrally planned econdmies 15 . g

; 7
NWet capital flow to developing countries 7.4

)

1) In 1964, at 1964 prices: 8.9; there are, howsver, interest and profit payments
in the opposite direction, of the order of a few billion #.

In the preceding figures it has already been assumed that there will

be a gradual shift in the division of labour between developed and developing

countries. The latter will no longer be able to specialize only in primary goods.

Step by step they will have to enter the field of secondary goods, which means

industrial products, starting with the less sophisticated and relatively labour-

intensive ones and gradually climbing to the more sophisticated and the less

labour-intensive goods. Well-known examples of labour-intensive goods are
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in shipbuilding provides an excellent illustration of this trend. One of the

textiles ’ and finished products in the metal sector and the Japanese position
forecasts made of Latin-American imports also reflects the same evolution:
imports of textiles will go down and so will, percentagewise, imports of
agricultural products and paper, even if total imports from Western countries are
supposed to rise considerably.

This is brought out by a forecast prepared by the Economic Commission

for Latin America (ECLA) showing the following figures:

Table III. Composition of imports of Latin America from other continents,
1954/6 and 1975 (percentage).

1954/6 1975

Capital goods 5249 41,6
Motor cars 59 10.9
Steel and semi-finished products of steel 9.8 10.4
Coal etc. 6.6 5.9
Chemical products 9.8 10.0
Paper, etc. G 2.4
Cotton yarns and tissues 5e9 0.0
Agricultural products N 4.4 249
All other products 25.2 15.3

7) Recently textile manufacturers have made the point that the textile industry
is no longer a labour-intensive industry. My impression is that there have
always been more labour-intensive and more capital-intensive processes in
that industry, with a considerably wider range of choice than in many other
industries (The same applies to agriculture and to construction - maybe to all
very old industries). It is natural that in Western countries more capital-

intensive processes are now the only renumerative ones left over and it is wise

for textile industrialists to shift in that direction. Even so the labour-
intensive versions are attractive to developing countries. I see particular
wisdom in the decisions of some textile firms to shift part of their produc-
tion to developing countries and in the decisions of some other textile firms
to introduce modern materials such as plastics as a new device.
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Another very important feature of the future of world economic
relations will be found in the food problem of developing countries. It is
just another consequence of the population explosion and of the stagnant
technology of agriculture in many of these countries, but experts of FAO as well
as such independent experts as Prof. Fritz Baade of Kiel made it clear that very
critical years are ahead Hr India, Pakistan, Turkey and a few more developing
countries. In all probability it will require the full use of the productive capacity
of the developed countries in agriculture to overcome the extreme scarcity of food
in the coming five years. At the same time everything must be done in order to
raise agricultural production in the developing countries themselves. A considerable
portion of their population can hardly be reached at all, for lack of transporta-
tion facilities, by increased food imports from the richer countries. e
Among the major factors which will influence the picture of economic
development ten years from now will be the effect, if any, of family planning
policies. It has been estimated by AID that a successful policy of this kind in
the case of Pakistan may reduce by one half the financial aid needed by this
country.
Finally, it needs hardly to be stressed that the biggest single
question which will influence the picture of the future is the degree of
optimism one can have with regard to the development potentials of the under-
developed world. We all know that there is a wide divergency between optimists
and pessimists among the experts, Since at this moment pessimism seems to be
fashionable I venture to quote a few examples which may contribute to a more
equilibrated view. First of all, I feel that in a way Japan is the example of
an Asian country which succeeded to join the developed world. More convincing even
may be the recent news from Pakistan. Several observers feel that some sort of a
break-through is under way in this country. It is felt that some of the really
effective stimuli have finally been discovered and applied. Medium-sized and
large farms are in a process of rapid improvement by the combined application of
irrigation from tube-wells, fertilizer from natural gas and better seeds (Mexican
wheat). But also in a number of other countries there may be hidden sources of
success: the effect of some long term investments and of teaching and training

mey still turn up. A simple example is the Aswan High Dam or the possihle effect
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of training in meny countries if we think of how this worked out in the Soviet
Union. In a number of countries it looks as if a young generation of national
civil servants and menagers with a Western educetion comes to the fore with a
real promise in them. It also seems that the Peace Corps idea is able to make
a real contribution to one of the biggest problems: the one of influencing
directly the rural small-scale enterpreneur.

For the time being, however, the effects of all possible positive
factors have been definitely disappointing and it seems realistic to take thie
as our starting point. The total effect of development policies so far observed
does not guarantee at all that the big threats mentioned at the outset of this
section can be met if we continue to bahve as we do. A fundamental change in
policies is needed. If the West is wanting to play a certain part in the future
development of the world at large, it will have to increase substantially its
contribution to the development of the developing countries.

The guide line for our policy must be to reduce the gap in per capita
incomes between rich and poor countries. This requires a rate of growth in
national incomes of developing countries surpassing the rates of the last decade
and tending to figures of 7 per cent per annum until the population explosion
will be more under control. Some of the possible contributions will be discussed
in the next section. That section, then, will be an attempt at contributing to
policy decisions rather than to simple forecasts; that is, to the second

approach to the future mentioned in the introductory section of our paper.
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3. Some solutions within reach.

In an attempt to remain realistic I am concentrating in this section on
a number of policy changes which I think are technically possible and pshycholo-
gically acceptable to the Western world. Even so, they will only be applied if a
sufficient understanding exists of the urgency of the problems facing us.
Contributions to overcome the menace set out in the previous section will have
to be made by the developed countries as well as by the developing countries. For
politicians with a minimum of imagination and with a sense of responsibility for
our future generations it must be possible to convince their electorate of the
necessity and feasibility of the set of measures listed below.

The first contribution the developed countries can make in order to

facilitate the development of the low income countries is the reduction of the

foreign exchange pressure by an extension of financial aid to the developing =

world. I already mentioned the nmount of € 15 billion which I think should be
our aim here, to be attained in a few years. To be sure, this is a net figure and
it should be accompanied by measures to reduce or at least stabilize the repay-
ment obligations of the developing countries. The additional financial aid
implied is of the order of some § 7 billion and cen partly be made automatic

by the introduction of deficiency payments to primary producing countries,
comparable to what Western countries pay to their farmers. Such payments may be
linked to some general index of the terms of trade, with a view to maintaining
the capacity of the developing countries to import originating from their exports
of primary commodities. To be sure, such payments should not be made available

to the individual producer but to the governments of the countries concerned

for the financing of their imports of capital goods. Another automatic portion
may be handed over to the developing countries on the basis of the creation of
new international liquidities the need for which is now generally recognized.
While creation of these new liquidities may be organized by a more restricted
group of countries, a portion of those liquidities might nevertheless be made
available to developing countries. The remaining part of the $ 7 billion could

be disbursed in roughly the same way as is done at present, or rather with
increased emphasis on IDA disbursements. It is interesting to mention, in

passing, an analysis made by Professor Hollis B. Chenery, now of Harvard Univer-
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sity, showing that it is a direct interest of the rich countries to step up
financial aid right now because this will reduce the need for aid in the
futures).

The second contribution by the West to reduce the foreign exchange
pressure of the developing countries may consist of more liberal trade policies,
Particularly with regard to products which in the future will be the "natural
products of the developing countries. I already mentioned textiles and agri-
cultural products. We must accustome ourselves to less protection especially
in the field of agricultural products directly competing with products of the
developing countries. Examples are sugar and fats. Apart from being an important
contribution to the solution of a world problem reduced protection will simply
be also in the interest of Western consumers. With creeping inflation as a
permanent problem this instrument must be given more emphasis than it has
received so far, Of course, difficulties will arise, but in a situation of
over-full employment we should not be too afraid of facing some of these diffi-
culties which actually may be a blessing in disguise.

A third contribution the West can make is to cooperate more
prositively in the establishment of stabilization schemes for some primary
products. Not too much- should be hoped from this type of policy, but among the
instruments to be applied, buffer stocks can be recommended without reserve. I
do not think that complicated schemes of regulation of imports, exports and
prices are commendable but the operation of buffer stocks does not require such

complicated schemes. They may be set up for coffee, cocoa, sugar, and rubberg).

8) In a public lecture given at the Pakistan Institute of Development Economics,
Karachi, 18 December 1265.

9) The case for buffer stocks has been eloquently made in the "Haberler report"
of GATT (Trends in International Trade, Geneva 1958).
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A fourth contribution of the West may consist of increased
activities of Western business in developing countries. I am thinking of a
deliberate shifting of labour-intensive industries to developing countries.

Some interesting activities are already under way, tending to shift parts of

the textiles and clothing industries to such countries. Similarly, shipbuilding
and some comparable industries may also be shifted. These activities of the
private sector need support from the authorities, especially by the introduction
of an international insurance scheme against political risks. As is well known
such a scheme is in preparation but has not come forth so far. The business
community will also need some guidance in the field of market amalysis from more
elaborate studies in this field to be undertaken by some of the new United
Nations institutions, for instance the Projections and Programming Centre and
the United Nations Organization of Industrial Development (UNOID).

A positive co-operation with these agencies would be the last and
fifth example I would like to quote of the efforts within reach to be under-
taken by Western countries. One might call this "planning at the world level"
if planning is to be understood in the somewhat looser way we nowadays prefer.

I am happy to add that the Dutch government has understood the need for an in-
tensification of this planning work and offered a special grant of $ 1.4 million to
the United Nations for this purpose.

As already observed it is clear that also the developing countries
will have to play their part. It should not be forgotten that several of them
do already make important efforts and that, as a rule, the larger part of
investment and training anyway takes place within the developing countries.

Yet, there is scope for intensified activities in all fields, especially in the
field of training, of the improvement of efficiency, the elimination of red
tape, the westernization of tax policies, and so on. Special mention may again
be made of the need for population policies aiming at a reduction in the rate
of growth of population.

Finally a helpful contribution on the part of the developing countries
might consist in a clear announcement of the sectors of industry which they

consider an appropriate field for private activity. BEach government is autonomous

Collection ‘ Series Box Folder

"LEOF-610E/ DWOYBP O ‘ubwiop ‘|pAQ uoiBuliby 09 ‘70T Wooy ‘|IoH 12uuoyy ‘owoyppO jo Alisiaalun ‘saalyasy [puoissaiBuor) isjuan) saipnig pup yoipesay |puoissaiBuor) paqy oD sy Aq pjay seusiow jo Adosojoyd o st siy|



‘Asoysodas sayjo Aup uj pedoid sou ‘uoiysoj Auc ut paanpaidal o paidos aq jou Aow [puBjOW siy; ‘uoissiuiad UBJLM JNOYIAA

NOTICE: PHOTOCOPIED MATERIALS MAY BE PROTECTED BY COPYRIGHT LAW (TITLE 17, U.S. CODE).

= 14 =

in its preference for public activity in some sectors, but the damaging element
around this question is often the uncertainty existing about which sectors are
considered the appropriate field for public and which others the field for
private activity. Elimination of this uncertainty will be a useful step to both
parties involved.

These, then, seem to be most important items on any agenda for the
future of international economic policy. I am aware that I am not making any
novel contribution to what has been said about this subject. Unfortunately,

the need for "frapper toujours" seems to be characteristic of this field as

much as of so many other fields. The one thing I would like to add is that we

have, in my opinion, no alternative.

J. Tinbergen
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Percentage official develipment aid of the main aid-giving countries.

Countries I IT I1I
Italy 39,186 62.3 0.16
Canada 35,419 93.4 0.26
Japan 56,506 Lf {154 0.30
Netherlands 12,923 59.2 0.46
Germany, Fed.Rep. of 78,480 436.0 0.55
United Kingdom 73,245 440.8 0.60
Belgium 12,240 83.2 0.68
U.S.A. 528,287 3,696.0 0.69
France 67,291 887.1 32
I = Gross Domestic Product at Factor Cost in 1963 (millions of U.S. dollars).
ITI = Average Flow of Long-Term Official Resources to Less Developed Countries
and Multilateral Agencies, 1962 - 1964 (Disbursements, millions of U.S.
dollars ) .
IIT = Official Development Aid in Percentages of Gross Domestic Product.

Calculated from: I ¢ Yearbook of National Accounts Statistics, 1964.
(United Nations, 1965).

IT  : Development Assistance Efforts and Policies, 1965 Review.
(0.E.C.D., 1965).
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".....THE ASPIRATIONS OF MANKIND IN A TROUBLED WORLD....."

This conference has been an exceedingly stimuleting and worthwhile

for all of us who have been privileged to participate. I feel

y fortunate in my own assignment, for it has afforded me an op-

y ‘ﬁy to reviev the excellent speeches we have heard this week, to study

di l_'-"af the various panels, as well as to read the reports that some very
ent rapporteurs wrote on the fascinating discussions held in the round
i \:ﬂw sessions, some of which I was unable to attend personally.
| I wish I had the time to relate to you in detail all that has been
} ‘here this week, and I wish I had the eloquence to pay sufficent tribute
‘ﬁ? insight, intelligence and dedication that have been so evident on the
f so many who are here. Regretfully, I do not. However, instead of an

al accolade, I am sure it will be more meaningful to all these out-
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standing people if we take their contributions to this conference to heart and
express our understanding and appreciation of them in our future actions.

The conferences of four and eight years ago led to a number of subge-
quent proposals and initiatives which have been very concrete and worthwhile.
We can be sure that the splendid caliber of the discussions this year will
prove similarly fruitful.

In a sense, perhaps the most significant theme that emerges from our
deliberations 1s that we have not really said much that is startlingly new.
There have been some shifts of emphasis. Positions have been refined, prob-
lems have been put into sharper focus, and possible solutions have been more
fully delineated. Yet, most of the questions with which we struggle today
intruded upon our consciousness some time ago, and our answers today retain
a measure of the uncertainty and controversy that they had in our previous
meetings.,

This means, first, that we are facing stubborn facts that will not
disappear merely because we wish it. We are not imagining the perfect world
of our dreams, but are wrestling with the very imperfect real world. It means
also that we have no smug surety of success, no false overconfidence in our
own abilities, We recognize that in some instances our response to the chal-
lenges of our time has not always been adequate; that many old difficulties
persist in new forms; that all of us must redouble our efforts, if the
of mankind are to triumph in a troubled world.

Our common acknowledgement of the pressing need to improve OW oLt
formance is an encouraging sign, for if necessity is the mother of invention,

then it may truly be said that dissatisfaction is the father of progress.

asplrations
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Our discussions have encompassed such a broad and diverse array
of subjects that they cannot be compressed into a neat capsule statement.
Nevertheless, it seems to me that they lead to three fundamental conclu-

sions.

First, we must act on several fronte with a sense of acceler-
ating urgency.

By the end of this century, according to some statisticians,
the population of the world may be twice what it is today. Of course, the
statisticians could miscalculate to some degree. Unquestionably there
wvill be a tremendous population increase, and it could well be too great
for us to control. The most spectacular growth will take place in those
developing nations which are already the least able to offer their peoples
the basic amenities of life. In contrast, food production is likely to
increase at a slower pace, and the yield of nature's bounty will advance
moet slowly in precisely those areas where there will be more people to
feed.

This highlights what may well prove to be the central concern
of our era: the expanding gap between rich nations and poor nations.
Aside from the basic factors of plain compassion and farsighted self-
interest, these problems compel our attention because of the readiness
of the communist nations to exploit human tragedy. Moreover, the greater
communication and exposure among the countries of the world, have spurred
the forces of impatience, so that the man who accepted a half-filled
stomach as his own lot in life, will not accept it as the inevitable fate
of his child. On the other hand, while we have revealed the promises of

development, we have not been &0 successful in imparting the lessons that
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‘underlie its accomplishment. In many areas there 1s, 1 fear, what we

‘might call a revolution of unfounded expectation. It is characterized
lﬁyvthg illusion that mere expectation produces achievement -- ignoring
natural endowments, practical attitudes, realistic policies and plain
hard work.

Of course, it is not only the plight of underdeveloped lands
which is characterized by heightened urgency. In our most industrialized
nations as well, we confront problems of increasing scope and perplexity.
Growing investments in research and development are paying enormous divi-
dends, and there is reason toc believe we are still on the threshold of
technological advance heretofore undreamed of. But already we find
changes and complications that we are not yet quite prepared to cope with.

We have not yet learned to manage, with sufficient dispatch,

the economic dislocations and shifts in employment patterns that are
caused by the new technology. We are far from having found adequate sol-
utions to the pressing demands for new managerial techniques and the cre-
ation of those expanding markets which our increasing productivity re-

guires. We have not yet channeled a proper measure of our growing lei-

sure time into those pursuits which truly enrich and ennoble man. The

evolving relations between government and private enterprise remain to be

fully appreciated, and the stresses on both domestic and international mone-

tary and fiscal policies leave us with serious and unfinished business.

These, and a host of other problems, are compounded by our rapid advances

in seientific discovery and technological innovation.
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Yet somehow we must
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Ll manage To keep in step, for if we break ranks, this brave, exciting and
potentially most rewarding march toward a better tomorrow will flounder in

A keynote that has sounded throughout this conference is this sense
Y 3L = Nt
ol i'“ ‘urgency in tackling the ancient problems and the new troubles that beset

- uS. None of us is an alammist, but we all seem to reccgnize that the clock

.
-
A

- runs against us. Perhaps there was & time when man could be content just to

| o=
e

‘endure. Today he must show -- and show soon -- his ability to prevail.

The second major conclusion that emerges from our discussions is

.

l"" Many of our problems today have been with us for a long time, but

i certain aspects of them are still so relatively novel to human experience of

~ the past that traditional approaches will no longer serve our purpocse. I do
| not mean to imply that many of the fundamental precepts which have guided our
conduct in the past are not valid and applicable today. Indeed, I think it
is of the utmost importance that we do nct permit the new shape of our chal-
R lenges to obscure the continuing value of the lessons of the past. Rather,

. 3t is our task to up-date those lessons, to adapt them, and to direct them

+a +he solution of contemporary difficulties.
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This sort of imagination calls upon all of us, in this mult{

-na-

nal gathering, to understand that, no matter how different our countries

or how diverse our conditions, we are embarked on a common voyage and we

share both our apprehensions and ambitions. We have entered upon an era in

which interdisciplinary cooperation on a worldwide basis must be the corner-

stone of accomplishment. Each of us has the duty to fashion his own contri-
bution to fit the grand design of a global community.

IT is significant, and I think it is not an exaggeration to observe,
that the overwhelming majority of those attending this conference -- and I be-
lieve it to be an international assemhlége of business and financial leaders
of unprecedented distinction -- are all convinced that the driving force of
our progress on many fronts should be the competitive inter-play of our free
enterprise system. The paramount aim of international eccnomic cooperation
is to delineate the problems, to establish the framework and to proclaim the
rules that guide a competition of private, free participants in an endeavor in
which everyone can be a winner.

The developing nations are in desperate need of investment capitel,
of the responsible exploitation of Their resources, of building infrastructure,

of educating their people for a meaningful role in the modern world, of up-

grading their essential agricultural base, of endowing all their inhabitants

with the freedom, dignity and material blessings worthy of mankind. To do
this, they must be able to count on help and support from the industrialized

nations, but they themselves must act imaginatively and realistically.

Bl Fa ] -y
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history has taught us, and there is no better illustration than the United

States of the Nineteenth Century, that foreign capital is essential to rapid

development in an emergent country.

There must be a greater awareness of where the legitimate responsi-

bilities of government should be concentrated and where the creative involv-
ment of private enterprise can reach its fullest fruition. There must be a
unification of national purpose that makes for political stabllity and an ac-
ceptance of those stern disciplines which make for econcomic confidence.

There must be an example of uprightness, enlightenment and selfless-
ness in the leadership elements, and a determined rejection of the easy eva-
sions of demagoguery. New social, political and economic attitudes must be
formulated, and basic to them all must be the extension to every individual
of an equal opportunity to compete. For in free and responsible competition,
the furtherance of individual ambition alsoc becomes a contribution to the com-
monweal.

In the more industrialized nations, there is not only the moral ob-
ligation to assist those neighbor lands which have entered late upon this era
of phenomenal economic advance, but a self-interested need to expand their
sources of raw materials and their worldwide markets. Among other things,

this calls for an increasing investment abroad in subsidiaries, affiliates,

joint ventures and other forms of private enterprise. And one of the wonder-

ful attrivutes of capitalism is that these {nvestments will prove immensely
beneficial to both the host countries and to the companies that put their

capital to work within their borders.

s s must
However, we must bear in mind that, just as the host nations mi

adopt certain enlightened policies 1n order to make these investments pos-
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sible and productive )

80 equally must the private companieg which make invest-

ments abroad.
road. Most Assuredly they should alm at profitable operation, for the

essence ol capltalism 1s mutual @#ain, not cne-gided philanthropy. PBut they

|" must also show an understanding of the need For economic planning; a sensitiv-

1ty to local attitudes, mores and business practices; and an appreciation of

national pride and ambition.

These considerations lead me to cone of the main points that has been
reiterated in many speeches and discussions of this conference; the amazing
growth of large multi-national companies and the heightened incentive for even
some smaller companies with localmarkets to adopt en international orienta-
tion. This development is beginning to permeate many aspects of business
thinking and must necessarily influence our ideas about sound management. The
good manager of today and tomorrow, whether in an industrial or developing
nation, must have a command of language that extends beyond his native tongue;

an outlook that crosses his own national boundary; an adaptibility and flexi-

'biliﬁr that will permit him to apply the values of traditional experience to
the novelty of new challenge; and a fuller measure of that elusive, but cru-
£ ﬂilli qun:l.ity of leadership that gives inspiration, incentive, guidance and
mmﬂ recognition to his many and varied associates.
k This demand for a new and imaginative type of management 1s not nec-

~ essitated by just the increasing international complexion of business. The
LN

i
HHHH




AS leading citizens in their

commnities, they must have a hand in the affairs of the nation and the world.
Thus private enterprise must commit itself to an unremitting effort to iden-
tify, recruit and train the very finest management available.

It will be the assignment of this management to come up with im-
aginative answers to the problems of investment and development, as well as
to draw new patterns of global trade. For many of us, the marketplace of
tomorrow will be no less than this whole planet of earth. We must make sure
that this trade is mutually beneficial, not one-sidedly exploitative; we must
insist on international balance, as well as a balanced development within

individual countries; we must be certain that it helps preserve the proper

interests of all the manifold segments of our domestic and worldwide societies.

In addition to the sense of urgency and the truly creative imagina-
tion with which we must confront our problems, I discern one more common Con-
clusion of this conference.

The third conclusion is that we must act with greater responsibility.

There are numerous areas in which we have concluded that more res-
ponsibility on the part of business leadership is imperative. One area of

. great importance is that of communication. In the judgment of many of us, 1t

o et

4s especially vital that we tell the story of the real role of private capital-

 dism in the development of emergent nations in a manner which is understandable,

tive and convincing. If this is done, hopefully the new nations themselves



will respond with objectivity and will help us e

L

the messapge aAcross through
thelr educational systems which pres

ently have n very different orientation

in many countries.

To do right is basic, but if in the process we permit the public

to believe that we are doing wrong, we have lost half the battle and can be

accused of neglecting an essential element of our job.

Misunderstanding about the role of private capital is partly due to
inattention on our part and partly to a carefully planned campaign by those
who seek to destroy free enterprise. It 1s up to us to counter the insidious
and antiquated Marxist line that free enterprise is a predatory system. All
of us in the business community have a particular obligation to develop a
relevant, accurate and cogent message about Twentieth Century capitalism and
the opportunities it presents.

Having developed that message, it 1s our responsibility to distribute
it effectively, especially to gain the understanding of the opinion-shapers of
the new nations -- the businessmen, govermment officials, labor leaders, the
professors and students in the universities. And, having developed and dis-
tributed our message, it remains our continuing task to give it credence through
action. Let us never be deluded into the mistaken belief of our opponents that
propaganda can be a substitute for performance.

There is growing evidence that both the governments and the companies
of the industrial nations are acting with heightened responsibility in the de-
veloping nations. They are showing a flexibility, an adaptability to local
conditions, a willingness to compose differences and concert activities that
were not always evident in the past. Iikewlse, more realistic and positive

e s ‘oreshadow
attitudes are coming to prevail in the emergent nations, and these foreshadl
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an era of increasingly Truitful cooperation,

tinue, if our common cause is to

involve-

ment in each other's affairs,their expanding arena of common activity and mu

‘tUﬂl.cﬂnﬂern, all demand that we Join together in seeking solutions to the

trials and travails of our times. The 1960's were initiated with the optim-

istic proclamation that this would be the great decade of development. We

8ll hope it will be, but much progress is still to be made, if such a promise
is to be fulfilled.

We must, therefore, proceed with an eXtraordinary sense of determin-
ation and responsibility, for no less than the future of the world will swing
on the hinge of our conduct. In all of our international dealings -- whether
they relate to investments, trade, development, monetary policy or other as-
pects -- we must act with the selflessness of enlightenment, the courage of
restraint, the boldness of imagination, the deliberateness of understanding
and the speed of amxdety. It is, indeed, a taxing catalogue of challenges

that confronts us.

Amazing new advances must, and unquestionably will be, made in agri-

culture, bio-medicine, oceanography, space exploration, computer sciences and
a score of other sophisticated endeavors. But nothing less than spectacular
‘achievement in these fields, and others, will permit us to meet our manifold

uirements -- the needs for more food, more energy, more industrialization;

 the necessities of improved education, improved communication, improved oppor-
f : tunity for individual effort; the undeniable demand for a tremendous trans-
R

ormation in our thinking and in our allocation of resources to meet the re-

uirements of an increasingly urbanized and industrialized world.
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And, in the Course of thege 2any activities
emerge unexpected ramifications.

What we do will manifest itself in ways

that we cannot foretell, and it will have an unforeseen impact upon indivi

dual lives and whole Societies. But we cannot shirk responsibility for our

actions, merely because the results were not €xactly what we intended The

recognition of this responsibility forms the Very core of our modern concept

of corporate citizenship. That concept must not become an idle cliche, but

must be practiced as a living faith.

We face so many baffling problems that the most stout-hearted among
us could become discouraged. I have by no means been azble even to touch on
all of the problems that have been discussed here during the past week. But
with great problems there are linked exhilarating opportunities in equal rmum-
ber. Thus, I do think it would be accurate to state that the dominant theme
of our sessions is simply this: we must all act with more intense urgency,
with greater imagination, and with renewed awareness of our responsibilities.

In my judgment, there are two other aspects of this International
Industrial Conference that deserve a special word. One is the fact that the
conference is truly intermational in its nature; that it signifies our ir-
revocable commitment to close cooperation in an indivisible world. The

other is that we do not come here as members of any delegation, represenia-

tives of any bloc, or spokesmen of any political ideology. Rather, we
Mher simply as a group of individuals having in common their involvement

l-&ﬂbﬂﬂiﬂess and finance.

In all the aspirations we hold and all the actions we undertake, let

| mfargat that our pre-eminent purpose is to elevate, enhance and enricah

ﬁﬂwﬂ and spiritual condition of the individual in this world. It is




for comradeship; only 1f it frees the spirit to

dream, and opens the mind to the wonders of learning, and holds the heart en-

shrined in love. This is the life which should be the reasonable aspiration

of every man. Its hope should be his birthright, and its fulfillment his

legacy.

Human endeavor cannot reach for a more noble goal, and I am proud

to have been associated in this conference with so many men who are devoting
themselves so unstintingly to this great quest which beckons us all. We have
came together from many distant parts, representing many diverse origins, and
carrying with us many different faiths. Yet, however each of us may interpret
it, I think we can all find meaning end value in one simple phrase which, to
me, sounds the keynote of our common purpose:

What we are is God's gift to man;

What we become is man's gift to God.
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Confidential

BILDERBERG MEETINGS
March 1966

Agenda Item I
SHOULD NATO BE REORGANIZED, AND IF SO, HOW?
by Robert R. Bowie

The question of how the Atlantic Alliance should be organized can only be
answered in terms of (1) its purposes; and (2) the relations among its members.
Both are affected by the world situation and its appraisal.

From the start, the Alliance has combined two aims. The primary purpose
in 1949 was to counter the direct Soviet threat to a prostrate Europe by a region-
al defense assuring the United States guarantee. But along with other actions
taken in 1947-1950--including the Marshall Plan and the Schuman Plan--the Alli-
ance also reﬂectedla wider purpose.

Together these measures projected a long-term course (a) to construct firm
bonds of many kinds between the United States and Europe; (b) to build a strong,
unified Europe by gradual stages; and (c) to counter the Communist threat and
work toward a stable world order.

Not all members shared all these aims at all times or gave them the same
priority. Yet over the ensuing years, these have been major guideposts for
Atlantic policy, marking its direction in spite of many detours and roadblocks.

And the progress achieved, despite the setbacks, has been a decisive factor in trans-

forming the situation in Western Europe, the Atlantic area, and the Communist world.

- 'Y
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This process of rapid change has inevitably affected the relations of the allies
among themselves and their attitudes toward the Alliance and its functions. One
consequence has been a growing debate on how to adjust the Alliance to new condi-
tions and a steady stream of proposals for reform.

No short paper could hope to catalogue or analyze this rich repertoire of
commentary and ideas. Instead, the aim has been to choose for discussion a few
key issues. What follows outlines (1) the changed conditions facing the Alliance;
(2) how they have affected the need for joint action and the relations of the allies;

and (3) selected proposals for improving Alliance operations.

I. The Conditions Now Facing the Alliance

The factors of change, which have affected both the challenges to the Alliance

and the relations among its members, are familiar and can be briefly summarized.

1. Soviet threat to Europe

The Soviet military threat is largely discounted in Europe despite the
steady growth in Soviet military power. Underlying this sense of security is the
confidence that a nuclear balance, to which NATO contributes, has created a
reliable equilibrium. That conviction was reinforced by the outcome of the Berlin
crisis of 1958-1961 and the Cuban missile crisis of 1962.

Also encouraging Soviet restraint are its serious domestic problems (lower
growth rates, planning difficulties, stagnation in agriculture, and shifts in organ-
ization and top leadership) and the weakening of Communist éohesion (Sino-Soviet
conflict, East European pressure for more autonomy, greater independence of the
Communist parties in Western Europe, and Sino-Soviet competition in parties

elsewhere).

Collection 2 Series Box Folder

1E0¥-610€ £ PWOYDPQO ‘ubuliop ‘[oAQ uojBuiling 0£9 ‘Z0Z Wooy ‘||oH IBuuow ‘swoynpQ Jo AlisisAlun ‘seAlyay puoissaiBuoy) 1sjuay) saipnig pup Yoinasay |puoissaiBuoy) paqy PoD) ay Aq pjey sjpuajpw jo Adoaojoyd o si sy



Asopsodas seyjo Aup ur pasojd 1ou ‘uoiysnj Auo uj paanpoudas so paidoo aq jou Aow [ouajow siy ‘uoissiwiad uaylm INOYIAA

NOTICE: PHOTOCOPIED MATERIALS MAY BE PROTECTED BY COPYRIGHT LAW (TITLE 17, U.S. CODE).

-3-

The U,S.S.R. has been seeking to adapt its strategy and tactics to these com-
plexities. Its policy of coexistence appears to reflect both its desire to avoid risks
of nuclear war and its recognition that a resurgent Europe offers poorer prospects
for success than the less developed nations. In general, its policy toward the
Atlantic world has been to cultivate an atmosphere of lower tension while making no
concessions of substance and exploiting disruptive tendencies among the Europeans
and between Europe and the United States. And in the less developed regions, its
aim is to expand its influence and erode their ties with the Atlantic nations.

2, The widening challenges of international affairs

Over the last decade, technology, decolonization, and many other factors

have made international affairs truly global.

The relations of the West with the Soviet bloc have taken on a new dimension.
The ferment in Eastern Europe and the Soviet situation offer the Atlantic allies
greater scope for an affirmative policy to encourage this evolution.

Asia, Africa, and Latin America are potential and actual sources of instability
and rivalry. Cyprus, the Congo, Vietnam, Santo Domingo, Kashmir, Indonesia,
and Malaysia are symptoms and examples of the turmoil and disorder which seem
sure to plague these less developed regions for many years to come.

The pressure of Communist China poses a separate threat for the West in the
Far East and in the wider reaches of the less developed world. It raises difficult
questions of how to organize a framework for security in the Far East and to improve

the capacity to resist disruption and subversion.
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3. Relations amon&NATO members

Trans-Atlantic, A decade of growth and prosperity unmatched in its

history has now restored European self-confidence but has not reduced the dis-
parity in actual power between the European allies and the United States.

This gulf remains very wide for even the largest European states (GNP's
from about seven percent to fifteen percent, and military spending from about
three percent to nine percent of that of the United States). Despite the success of
the Common Market, no European political entity exists which can take decisions
or mobilize resources for foreign affairs or defense.

This disparity creates trans-Atlantic tensions.

Intra-European. Within Europe, tensions have also developed. The

larger states, while sharing a desire for a greater influence in world affairs,
diverge in their concepts of Europe and of Atlantic relations and their priorities.
Although they do not differ greatly in size or resources, the nuclear issue has
introduced disparities among them. The British and French forces, however
limited as deterrents, do serve to distinguish those two countries from the other
NATO allies in Europe. Claims of primacy or special roles on this basis inevit-

ably inject elements of friction and rivalry into the relations among the European

allies.

II. How Far is Concerted Atlantic Action Necessary and Feasible?

In their aggregate effect, these changes have created a radically new setting
for the Atlantic Alliance. The effort to contain the U.S.S.R. (and China) now

takes many forms in a vastly extended arena. Even more important, that effort

Collection : Series Box Folder

|EOP-6L0E L DWOYDPO ‘upuiop ‘[pAQ uoiBuLiing OE9 'Z0Z WOoY ‘||PH jeuUoW ‘DWOYDPO JO AlISISAILN ‘SOAIYDIY [puoissaiBuo?) Jajuss) salpnig pup yaipasay [puoissaiBuo’ paqly (oD Ay Aq pjay sjensiow jo Adosojoyd o i siy|



‘Asopsodey Jeyio Aup ur paoojd Jou ‘uolysoy Auo ul peanpoidas o paidos aq jou Aow [puajow siyj ‘uoissiuuad UaHLIM INOYIIAA

NOTICE: PHOTOCOPIED MATERIALS MAY BE PROTECTED BY COPYRIGHT LAW (TITLE 17, U.S. CODE).

can be seen as only the negative side of a larger challenge. Its positive aspect is
the building of a viable world order to accomodate both the advanced and the less
developed regions--a long and arduous task at best.

In this process, the Atlantic nations, with their material and human resources,
have the power to influence the outcome greatly--perhaps decisively. The crucial
questions are: how far and by what means should they attempt to pursue joint
policies? How should they organize relations among themselves?

On these issues the allies are far from unanimity. Indeed the divergencies
today are much more basic than earlier differences, and harder to compose or
compromise. As fear recedes, some allies feel freer to readjust their priorities,
with more concern for parochial interests and greater resistance to subordinating
them to wider needs. With confidence revived, allies with a wider outlook may put
more stress on their role or standing. Those who see their interests in more
limited terms object to exi:énding their involvement,

These differing reactions naturally produce very different assessments of the
future of the Alliance. In one view the major tasks facing the Atlantic nations
demand wider concerted efforts and cannot be handled adequately by either Europe
or the United States alone. The most extreme counterview asserts (1) that the
basic interests of Europe and the United States now diverge too far to justify joint
action; and (2) that close Atlantic ties are bound to submerge the European allies
under an unacceptable U. S. hegemony. These contentions deserve brief analysis

in order to clarify the outlook for the Alliance.
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1. Specific Interests

Security. The original foundation for the Alliance remains solidly
intact: Europe's security is a vital interest of the United States and ultimately de-
pends on U.S. nuclear power. The doubts about U.S. reliability which were dis-
cussed for several years no longer seem to be taken seriously. Both Europe and
the U.S. are primarily concerned to create an effective deterrent which will pre-
vent any hostilities. Their disputes on strategy have mainly been about means for
assuring this result.

Detente. Any genuine detente depends on resolving the critical
issues in Central Europe, This the U.S.S.R. has so far refused even to consider;
and its policy is not likely to change until some years of further evolution. The
experience of twenty years hardly suggests that this process will be hastened by a
U.S.-European split or that the U.S.S.R. would be readier to negotiate with
Europe alone. On the contrary, constructive change is most likely to result from
maintaining the cohesion of the Alliance while concerting to foster the more hopeful
Soviet trends. Such a dual policy of constraint and limited cooperation can easily
create friction among allies. Only intimate and continuous joint policy-making will
enable the Atlantic nations to combine both courses and to guard against cleavages
and distrust among themselves.

Economic. The economic needs of both the advanced countries and the
less developed world seem to call for more joint action rather than less. With their
economies steadily becoming more closely linked, the Atlantic nations must con-

cert monetary and economic policies, and trade policies as well, for their own
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prosperity and well being. And the measures essential to promote growth and
stability in Latin America, Africa and Asia--aid, trade, commodity prices, train-
ing, technical assistance--all require combined efforts by the advanced Atlantic
countries (and Japan).

Peace keeping. The problems of subversion, disorder and local war in

the less-developed areas and Far East are not always seen in the same light by
the U.S. and its allies. The cause is less a conflict of interests than differences
about priorities and what should be done, and questioning of unilateral U,S. action.

In short, the interests of the Atlantic nations in security or prosperity, in
East-West relations, or North-South relations appear to be basically compatible
and to require close cooperation for their pursuit.

But the necessity for joint action will not make it easy to achieve. The
problems themselves are ‘C.Omplicated and offer much room for differences in
approach and in judgment. The central issues--the construction of Europe, East-
West relations, and development--all call for positive, detailed actions extending
over long periods. Hence they require the interested nations to coordinate both
major purposes and many specific actions and decisions on varied topics.

2, Roles and Influence

Shared interests may not result in effective cooperation for pursuing
them if the allies differ deeply about their respective roles and relative influence
in the Alliance. Such discontent is likely to be especially corrosive when the cement
of fear has weakened,
The imbalance in resources and influence between the United States and the
several European members poses this problem sharply. It often produces resent-

ment and frustration, as discussions of NATO strategy have repeatedly shown.
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It must be frankly faced that separate states of Europe can hardly be full partners
of the U.S.; in joint efforts the degree of influence is bound to be closely related
to the respective contributions. This fact has its negative feedback. Some NATO
members, while recognizing their interests outside NATO, for example, are
reluctant to become involved where action is so largely in the hands of the United
States, which often feels compelled to act on its own.

Such tensions arise as much among the European allies as across the Atlantic.
Indeed they may be more divisive in some cases: given the disparity in size and
resources, inequality with the United States may be more readily accepted than
inequality with another European ally of similar size. The nuclear issue, for
example, displays both problems. It reflects partly a Europecan demand ior a
greater voice on these life-and-death matters; but the non-nuclear allies also
object to the inequality inherent in the British and French national forces. Again,
on issues of arms control or East-West detente, the German concern lest the
pursuit of detente lead to acceptance of the status quo or to discriminatory
measures is not primarily a European-U.S. issue; indeed, the United States
has been more insistent on equality for Germany than most of its European allies.

Thus the interaction of Atlantic and European structures is inescapable. In
the long run, a viable Alliance is intimately bound up with how Europe organizes
itself, If the Buropean allies wish a genuine partnership, they could achieve it
by European political entity, as the experience of the EEC has already shown in
the trade and economic field. But the lesson of the European Community is that
Europe will in fact attain effective unity only if its members are willing to forego

efforts for primacy or domination and to accept basic equality among themselves.
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Only the Europeans can decide that issue. But the interaction with the Alli-
ance suggests one criterion for Atlantic action: the Alliance structure should be
designed not to interpose obstacles to the emergence of a European political entity.
Concretely, this means that the handling of Alliance problems should not create or
perpetuate inequalities among the European members, which will impede such a
European entity.

3. Guidelines for action

An ideal structure for the Alliance would (a) provide effective means
for devising joint policies on the common tasks; and (b) satisfy the desires of
various members as to their roles and influence.

There is no prospect of developing such definitive solutions under existing
conditions. While Europe's structure is unsettled, the Alliance cannot adjust its
organization or procedure_s. to satisfy fully either the needs for joint action or the
aspirations of some of the European members, or to overcome the existing dis-
parity in power between the European allies and the United States.

The only alternative is to proceed on a partial and interim basis. Even to do
that the Alliance will have to resolve two questions:

(a) Should the Alliance limit changes to what will be approved by all members,
including the most hesitant or obstructive? Or should those who agree on
measures to strengthen NATO institutions or integration go forward over the
objection of one or more who may oppose such action? Of course, no decision can
bind any objecting member if those who are prepared to act do proceed.

(b) Given the differences in long-term outlook, will members who recognize

the need for joint action be willing to proceed with intermediate measures which
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leave open future outcomes? If so, some Alliance institutions and practices could be
improved without prejudging the ultimate structures which might be adopted for
working together in Europe and the Atlantic area as and when the conditions

become propitious. (See Section III)

To the extent the Atlantic nations do concert their actions--political, military,
and economic--they will, of course, make use of various institutions and agencies
besides NATO--such as OECD, the European Community, the International Bank,
the Monetary Fund, etc. Since our discussion is concerned with NATO, however,

these other agencies will be left aside in what follows.

III. Specific Measures for Reform

The various suggestions for modifying NATO organization or procedures out-
lined below have in general been limited to measures which coiild be acted on in
the near term. They are put forward primarily as a means for provoking anal-
ysis of some of the critical issues regarding structure and operation of NATO,
rather than for discussion of their specific details.

A. Integrated System of Defense

Even if the Alliance widens its scope, its first task will continue to be
to contain and deter the threat from the massive Soviet military capability. On
this the members seem fully in accord.  But they differ on what is needed to
achieve it.

1. Should NATO dismantle its integrated system of defense?

For some fifteen years, NATO has developed and maintained unified

commands, facilities, and activities as the basis for collective defense and
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deterrence. Should the integrated NATO structure now be dismantled as no
longer needed and the Alliance continue merely as a guarantee?

Most of the NATO allies reject this position. They consider that integrated
commands, strategy, and planning are still necessary in order to maintain an
effective deterrent against the Soviet threat. While that threat seems relatively
quiescent now, it might not remain so if the NATO system were pulled apart.
Most seem to agree with the Secretary General --

that, under modern conditions, you cannot have an
effective military Alliance without some kind of
organization in peacetime. The material and
strategic problems involved are too big. You
cannot devise a nuclear strategy, an early warn-
ing system, or a pipeline network, over night....
If there are no allied troops in Germany or
elsewhere in Europe in peacetime, the credibility
of the deterrence is greatly diminished. On the
other hand, if allied troops are stationed on
European soil, there must be some sort of
organization for command and communications.

2. Should NATO create an integrated strategic planning staff?

Various proposals have urged that NATO should have a focal point for
defense planning where (i) political and military aspects can be integrated, and
(ii) members of the Alliance can assert their views.

This could take the form of a NATO staff, headed by a man of high standing and
ability, to perform for the Alliance functions analagous to those of a national
ministry of defense. The small staff would be composed of professional officers
and civilians qualified to analyze strategy, forces, weapons systems, resources,

etc.
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This "NATO Defense Minister" could work directly with foreign and defense
ministries in developing strategy, forces, logistics, etc. By acting as a spokes-
man for the common interest, he should help bridge the existing gap between
European members and the United States.

More specifically his functions could include: (a) recommending to the
Ministerial Council, in the light of expert advice from NATO commanders, de-
fense staffs of NATO members, and his own staff, strategy and force goals for
the Alliance; (b) negotiating with national governments to carry out these programs,
as approved by the Ministerial Council; and (c) performing other functions regard-
ing logistics, weapons systems, etc. related to the defense planning of the
Alliance.

The existing NATO military structure could then be revised (a) to abolish the
Standing Group or designate its members as military advisors to the NATO de-
fense minister, making its staff the nucleus of the defense planning staff; and
(b) attaching members of the Military Committee to the Council permanent dele-
gations as military advisors to the Permanent Representatives.

3. Should NATO create a larger integrated ground force?

It has been suggested that the Alliance might usefully build up an inte-
grated force which could be available for special tasks and could serve as a
mobile reserve to re-enforce the center. It would be of special value (a) as NATO
strategy comes to place more stress on ability to deter and resist limited threats
below general war; and (b) if NATO members accept greater obligations for

peace keeping outside the NATO area.
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This might be done by starting from scratch or by developing the existing ACE
(Allied Command Europe) mobile ground force, which is now largely a token allied
force for showing the NATO flag at the flanks. Such a force would be under a
single commander and integrated as far down as feasible. It should have a single
logistic and signal system and every effort should be made to standardize its
equipment. It might ultimately need to be three or four divisions in order to play
the suggested role.

The creation of such a force might test the feasibility of wider integration of
NATO ground forces, with unified logistics and standard equipment.

B. Improved Methods for Concerting Policy and Action

L. A variety of measures have been suggested to improve the concerting

of action among the allies. These include:

(a) Foreign ministers or their deputies might meet every two months.

These occasions would allow restricted groups of ministers to meet on specific
topics for more intimate exchanges;

(b) Policy-making officials and experts from capitals should meet
at regular intervals to develop courses of joint action and to prepare topics for
ministerial discussion;

(c) To tie the Permanent Representatives more closely into policy-
making, they should regularly return to capitals for consultation;

(d) A group of three to five senior advisors, who would be inde-
pendent of governments, should be appointed as a standing group to appraise the
situation of the Alliance and from time to time make reports and proposals,

which would go on the agenda of the Council.
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(e) The Alliance might appoint a minister for political affairs who
would be charged solely with promoting political consultation among the members.
2. Common to these proposals are three principles based on experience with
NATO and other agencies:
(a) Those consulting should as often as feasible be officials directly
involved in policy-making in their governments. They should be more expert and
better able to inject any joint conclustions into the policy-making at home;

(b) The number consulting should be kept small and should be

restricted to those who are prepared to act. Normally this would include the larger

members with others added for specific matters;

(c) Finding common ground and devising joint policies is often
facilitated by having a disinterested person or group who can serve as spokesman
for the common interest.. .

3. Existing NATO procedures do not sufficiently reflect these principles.
The Permanent Council is suitable for exchange of information, but poorly adapted
to joint policy-making on complex or sensitive issues.

The Permanent Representatives cannot be expert or intimately informed
on many of the problems and may not be in a position to influence policy-making
in their government. A meeting of all fifteen members of NATO will certainly
be too diffuse for the uninhibited analysis and discussion essential for effective
planning of joint policy. Indeed, on many issues, especially those beyond the
NATO area, half of the NATO members are not prepared to devote resources

or to assume obligations.
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4, NATO has, of course, used restricted meetings informally and ad hoc. Buta

program which formalized and expanded this practice would be a break with NATO

‘custom which could raise serious objections from some members. To make the

practice more acceptable, such groups (a) could include the NATO Secretary
General or a rotating member to protect the interests of those not attending; and

(b) could keep the Council informed of any major decisions.

5. Certain fields may require more than can be met even by the expanded consult-

ation discussed above. Thus, the issues involving Central Europe and the Soviet
Union-- German unity, arms control, commercial relations, etc-- can severely
strain Atlantic solidarity. The ability to conduct a flexible policy and take initia-
tives will depend on the mutual confidence of the key NATO countries and especially
of the Federal Republic. That may require continuous participation in developing
such policies and proposals.

One solution for this type of issue would be a restricted working group
(perhaps in Washington) similar to the Ambassadorial group which worked on Berlin.

6. Over time, the practical effect of these various measures might ultimately

be to divide the NATO members into two classes: (a) those who normally concerted
on a wide range of policies, which would surely come to include the members with
the resources and interest to play an active role; and (b) those other members, who
did not but who would continue to benefit from the protection of the Alliance.

In essence, such a development would distinguish two functions of the
Alliance: (a) as a regional security system; and (b) as an instrument for conducting

a concerted foreign policy.

Would this strengthen the Alliance? Would the members be prepared to

accept it?
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C. How Should the Alliance Handle Nuclear Sharing?

1. For a variety of reasons, the issues relating to control of nuclear
weapons have become critical for the solidarity of the Alliance:

(a) The strategic and tactical nuclear weapons which support NATO
strategy are primarily under United States control, directly or through double key
systems;

(b) British and French claims for special status or greater influence
based on their national nuclear forces have been a divisive factor within the
Alliance;

(c) The extreme dangers from any accidental use, plus the doctrine
of flexible response, have increased the U.S. insistence on the need for central-
ized control of such weapons;

(d) Concern about the possible consequences of the spread of nuclear
weapons has steadily grown in step with their destructive power;

(e) In the discussions about a possible treaty on non-proliferation,
the Soviets have insisted on terms which would bar any kind of collective force or
similar nuclear sharing system in which the Federal Republic would participate.

2. The result of these various factors is to create serious strains within the
Alliance as between the European allies and the United States and between nuclear
and non-nuclear European allies.

3. In recent years, efforts have been made to broaden the knowledge and
understanding of nuclear planning and related matters by various measures such
as appointing a special SHAPE deputy for nuclear matters, by designating NATO
liaison officers at SAC headquarters, and by creating the Special Committee. But

the issue has not yet been adequately resolved.
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4, The situation creates real dilemmas for NATO. In essence, a solution
should meet the following criteria:

(a) It should curtail the spread of nuclear weapons in national hands,
by assuring no additional force under national control and, if possible, by absorb-
ing one or both of the existing national forces;

(b) It should give the European members of NATO a greater voice in
nuclear strategy, guidelines, planning and use, and related matters such as arms
control;

(c) It should satisfy the legitimate desire of the non-nuclear powers
for relative equality among the European NATO members;

(d) It should be capable of developing or adjusting as the political
situation in Europe evolves, so that a political Europe, if and when it emerges,
could assume a more equal role as a partner of the United States.

5. The main alternatives which have been proposed for nuclear sharing are
briefly as follows:

(a) A Special Committee, with participation in planning, etc. for
all nuclear forces available to NATO defense without any sharing of ownership or
control over use;

(b) A collective Atlantic force which would be jointly owned,
managed and controlled and might or might not absorb one of the existing national
forces and whose board could also participate in planning for -all NATO nuclear

forces;
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(c) A Control Committee, which would control the use of some seg-
ments of existing nuclear forces (to remain under presentownership, manning and
management), and which could also participate in planning for all NATO nuclear
forces;

(d) A European force, which would be jointly owned, operated and
controlled by a European authority, but "coordinated" with U.S. forces and planning.

6. No proposed solution will fully satisfy all the above criteria under existing
conditions. Hence any choice must be based on comparing benefits and dis-
advantages of various alternatives. In doing so, the allies will also have to consider
the relation of any solution to efforts for a non-proliferation treaty. In particular,
it will be essential to weigh the value of Soviet agreement to such a treaty in com-
parison with its impact on Atlantic cohesion, especially if its effect is to freeze

existing inequalities.

IV. Conclusion

If the great task for this period is the building of a viable world order, the
Atlantic nations can contribute in two ways: (1) by organizing their own relations
as a stable component of such an order; and (2) by utilizing their resources and in-
fluence to encourage orderly development of bases for stability and cooperation,
and to deter and prevent disruptive actions and coerced change.

Both processes will require patient efforts over a long period. To make this
possible, the Atlantic nations will have to hammer out a common framework which
will give direction to their activities. Consensus on such a broad conception can
only emerge from extended discussion and debate not only among governments but

also among influential private groups.
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Measures such as those outlined could assist the Atlantic nations to improve their
cohesion and capacity for joint action during this pivotal stage of transition, Hope-
fully, they could also nourish the attitudes which would advance both European unity
and Atlantic partnership.

In the present confusion, the immediate results are likely to be modest. It will
take time to expand horizons of interest and readiness to share and assume responsi-
bilities and burdens. The efforts involved must be partly viewed as an investment

to attain future dividends in Atlantic relations and international order.
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CARNEGIE ENDOWMENT FOR INTERNATIONAL PEACE

UNITED NATIONS PLAZIA AT 46TH BTREET NEW YORK 17, NEW YORK CABLE ADDRESS INTERPAX

8 March 1966

OXFORD 7-3131

To the American Participants in the
1966 Bilderberg Meeting

From: Joseph E. Johnson

I enclose herewith a copy of a study, entitled
The Atlantic Alliance: Basic Issues, prepared by the Sub-
committee on National Security and International Operations
of the Senate Committee on Government Operations. I think
you will find this of interest in connection with the first
agenda item for the meeting.

I shall also send yous~Within the next few days,
copies of two reports of the Atlantic Council's Committee
on NATO, which are relevant to our agenda.

- o
A oa kS

Enclosure
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FOREWORD

At the Atlantic Treaty Association Assembly in Ottawa in 1964 it
was agreed that the 1965 session of the Assembly to be held in Rome
this September would give priority consideration to “The Future of
the Atlantic Alliance.” Some weeks ago the Atlantic Council of the
United States appointed a Committee to study the problems in-
volved, beginning with the question “Are changes in the North
Atlantic Treaty necessary or desirable?” The members of the Com-
mittee-are: W. Randolph Burgess, Chairman, Theodore C. Achilles,
Admiral Robert L. Dennison, General Alfred M. Gruenther, Living-
ston Hartley, John Hickerson, Dr. Robert Jordan, Livingston T. Mer-
chant, Garrison Norton, Ceneral Cortlandt v. R. Schuyler, Gerard
Smith, Charles M. Spofford, and Amold O. Wolfers.

The first report of the Committee was submitted to the Board of
Directors of the Council on June 30, 1965. The Council authorized
its publication as a Council statement, including publication in the
next issue of The Atlantic Community Quarterly.

Further reports are anticipated.

July 26, 1965
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ARE CHANGES IN THE NORTH ATLANTIC
TREATY NECESSARY OR DESIRABLE?

A Report Prepared by the Committee on NATO
of the Atlantic Council of the United States

The provisions of the Treaty, which entered into force on August
24, 1949, concerning modification and withdrawal are as follows:

Article 12

“After the Treaty has been in force for ten years, or at any
time thereafter, the Parties shall, if any of them so requests,
consult together for the purpose of reviewing the Treaty,
baving regard for the factors then aEectinﬁwpeaee and se-
curity in the North Atlantic area, including the development
of universal as well as regional arrangements under the
Charter of the United Nations for the maintenance of inter-
national peace and security.”

Article 13

“After the Treaty has been in force for twenty years, any
Party may cease to be a Party one year after its notice of de-
punciation has been given to the Government of the United
States of America, which will inform the Governments of the
other Parties of the deposit of each notice of denunciation.”

The Treaty is based on the simple commitment in Article 5 of each
Party to regard an armed attack on any other Party as an attack on
itself and to take “forthwith, individually and in concert with the other
Parties, such action as it deems necessary, including the use of armed
force, to restore and maintain the security of the North Atlantic area.”

Apart from this specific commitment, the Treaty was dcliberately
kept as simple as possible in order to provide for collective defense
in a framework sufficiently flexible to be adapted to any future needs
which might arise.

Incidentally, the provisions of Article 13 represent a compromise
between the desires of the French Government, which pressed hard
for a duration of 50 years, and the U. S. Government, which was

reluctant to enter into such a novel and far-reaching commitment
for more than 10 years.
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The integration of command, forces and infrastructure which has
taken place under the Treaty, Articles 9 and 3, has been in response
to the increasing need for such integration to provide effective de-
fense in today’s world.

Those articles read:

Article 9

“The Parties hereby establish a Council, on which each of
them shall be represented, to consider matters concerning
the implementation of this Treaty. The Council shall be so
organized as to be able to meet promptly at any time. The
Council shall set up such subsidiary bodies as may be neces-
sary; in particular it shall establish immediatcly a defense
committee which shall recommend measures for the imple-
mentation of Articles 3 and 5.”

Article 3
“In order more effectively to achieve the objectives of this
Treaty, the Parties, separately and jointly, by means of con-
tinuous and effective self-help and mutual aid, will maintain

and develop their individual and collective capacity to resist
armed attack.”

Despite the clear language of Article 13, there is a widespread mis-
impression that the Treaty expires, or must be renewed, or must be
modified, in 1969. This impression obviously has no legal basis.
From the political point of view, however, it is necessary to consider
the possible direction and extent of the pressure which may be
brought to bear between now and 1969 by any Party which might
decide to withdraw from the Treaty unless changes it demanded were
made. Although formal consideration of changes in the Treaty has
been legally possible since August 24, 1959, no nation has ever re-
quested such consideration. Any change would require unanimous
agreement by the 15 Parties and unanimous reratificatfon by their
respective constitutional processes.

There has as yet been no official notification from any Party speci-
fying its desires concerning modification of the organization de-
veloped under the Treaty or consideration of withdrawal from the
organization. :

Despite whatever real or apparent improvement has taken place
in East-West relations there is as yet far too little evidence of any
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change in the basic Communist objective of world-wide Communist
domination to justify the West in letting down its guard. The threat
in Europe, even though it might decline, cannot diminish the need
for unified defense by the United States and its allies. Whatever the
level of defense necessary in the future, it will need to be more,
rather than less, integrated.

From the military point of view the Treaty as it stands is as good
today as when it was signed. The recognition in Article 5 that an
armed attack on any one Party shall be considered an attack on each
is no less pertinent today than it was in 1949. The adequacy of its
simple provisions to provide flexibility in meeting changing needs

" has been proved by 15 years of experience.
i However, unified defense today far transcends the purely military

{

field. It depends essentially on common political will. Basically it
\_/requires the development of greater unity in all fields.

During the Senate debate on ratification of the Treaty in 1949
Senator Vandenberg declared: “Unless the Treaty becomes far more
than a military alliance it will be at the mercy of the first plausible
Soviet peace offensive.” The prophetic truth of his words has been
/demonstrated by the discord among the allies which has increased
every time there was an apparent slight reduction in East-West ten-
sions. The long range future of the Atlantic alliance depends upon
developing positive Atlantic unity of the type which would be in the
common interest even if the Communist threat had never existed.

Concl

In the opinion of the Atlantic Council of the United States:

. 1. The NATO Treaty provides a firm commitment and flexible
' framework for collective defense as valuable and necessary today as
: . it was in 1949. No government has proposed any changes, although
-‘ under the Treaty changes could be considered at any time after the
first ten years. One means of removing possible continuing uncer-
tainties after 1969, would be the negotiation of a protocol embodying
the undertaking of the Parties to extend their commitments under
the Treaty for a further period beyond 1969 without the right to
withdraw. i

2. The Organization under the Treaty can of course be modified
at any time by action of the NATO Council. No country has sub-
mitted to the Council any proposal for major changes. The United
States has always been prepared to consider fully and objectively any
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proposals for change. The clear principle is that in the nuclear age,
deterrence and defense require, in advance of any emergency, effec-
tive peacetime unification of military forces and resources. Any
modification of the existing organization should be designed to make
such unification more, and not less, effective.

3. We believe the American people give full support to President
Johnson’s VE Day statement of May 7, 1965: “Let us therefore con-
tinue the task we have begun, attentive to counsel but unmoved by
any who seek to turn us aside. We will go all together, if we can.
But if one of us cannot join in a common venture, it will not stand
in the way-of the rest.” The United States is fully committed to multi-
lateral rather than bilateral arrangements.

4. The effective security and future well-being of the Atlantic
Community transcend the military field. They require a maximum
of common or harmonized policies and concerted action on major
matters of common concern in any part of the world.

5. Institutions are less important than the will to cooperate.
adequate will exists, present institutions will be adequate to achieve
our common objectives or can be developed to make them so.

Series Box Folder

et

Buwiog 0EQ ‘Z0Z WOoY ‘||PH 1BuLOW ‘DwoyDO §O Asisalun Sanydly [puoissaiBuos) 1ejual) SBIPNIG PUD YDIDasaY jpucissaiBuor) paqly HoD) 8yl Aq pjay s|pusiow Jo Ado:o;qu D

|EOV-610EZ PWOYDPO “UDULON] “[OAQ o)




“Asoysodas sayjo Auo ui peoojd Jou ‘uolysny Aup uj peonpoudal so paidos aq jou Aow |puapw sy ‘uosssiuied uajlm INOYHIAA

NOTICE: PHOTOCOPIED MATERIALS MAY BE PROTECTED BY COPYRIGHT LAW (TITLE 17, U.S. CODE).

89th Congress } COMMITTEE PRINT
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THE ATLANTIC ALLIANCE
BASIC ISSUES

A STUDY
SUBMITTED BY THE

SUBCOMMITTEE ON NATIONAL SECURITY AND
INTERNATIONAL OPERATIONS

(Pursuant to 8. Res. 181, 89th Cong.)

TO0 THE

COMMITTEE ON GOVERNMENT OPERATIONS
UNITED STATES SENATE

Printed for the use of the Committee on Government Operations

U.S5. GOVERNMENT PRINTING OFFICE
58-855 WASHINGTON : 1966
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From the Office of FOR RELEASE: 10:00 A.M.
SENATOR HENRY M. JACKSON (D., WASH.)
Chairman, Subcommittee on National Wednesday, April 27, 1966

Security and International Operations
Tel.: 225-3381

OPENING STATEMENT BY SENATCR HENRY M. JACKSON, CHAIRMAN
Hearing with Dean Acheson

Wednesday, April 27, 1966, 10:00 a.m.

Today we open public hearirgs for a frank and impartial stock-taking of the
Atlantic Alliance.

Authorized by resolution of the Senate in 1965 and 1966, our Subcommittee
has been reviewing the conduct of national security policy, with special reference
to the Atlantic Alliance. Our approach is nonpartisan and professional. During
the first session of the 89th Congress, the Subcommittee took testimony which laid
the foundation for the current phase of the inquiry. In February we issued a

special study entitled The Atlantic Alliance: Basic Issues which examines key

problems on which testimony will be taken.
Our inguiry has three major purposes:

One: It is time to get Atlantic area problems high on the agenda
of Congress and the Executive Branch and give them the priority they
deserve.

Two: The North Atlantic Alliance has worked -- remarkably well.
It is the most successful peacetime alliance of modern times. But the
world has been changing, and there may be some new and better ways to
use the Alliance and to improve its effectiveness, and this committee
wants to help find them.

Three: There is an important educational job to be done. The

American people need to catch up with what has been going on in the

North Atlantic area and understand the continuing dangers and the

opportunities in the most decisive region for the future of this

nation and of individual liberty.

We are greatly privileged to have with us today, the Honorable Dean Acheson.
Distinguished servant of the Nation, prime mover in the reconstruction of Europe
znd architect of the North Atlantic Alliance, his strength of will, bold mind
and independent judgment have placed the free world forever in his debt.

We welcome your statement, Mr. Acheson.
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Mr. Chairman, may I begin with a fable.

A town suffered a number of disastrous fires. The citizens organized
a volunteer fire department, bought scme modern fire-fighting equipment, trained
some vigorous fellows as firemen, and carried on a thorough fire-prevention
campaign. For several years the town had no serious fires at all, only an
occasional grass fire, which was quickly put out.

The town prospered. Memories of its past misfortunes dimmed. Some

people began to wonder if, after all, the danger of fire had not been

exaggerated, and to question whether the trouble and expense of a fire department

were necessary. In time, a volunteer resigned, to be followed by others until
only a small crew remained. The fire-prevention program lagged; trash
accumulated in the backyards and alleys. One day a careless smoker tossed
away & cigarette, and in the resulting fire much of the town was destroyed.

Mr. Chairman, NATO is the fire department of the Atlantic Alliance.
One of the volunteers is resigning. We have not had a fire recently, and
unfortunately there is nothing like a fire to make short-sighted mortals
appreciate their fire department. The debris of World War II has not been
fully cleared away, and i1s lying there, a fire hazard, capable of being ignited
by a spark.

The North Atlantic Treaty was signed 17 years ago this month. It was
signed to fill a need which not even all the resources of the Marshall Plan
could meet. This was the need for security in Europe and the essential sense
of confidence without which economic growth and political stability could not
occur. Official French statements of those days, pleading for an American

presence in Europe, sound a bit odd today. "We know," said Henri Queuille,
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the French Prime Minister, "that once Western Europe was occupied America would
again come to our aid... But the next time you would probably be liberating a
corpse.”" All of Europe did not possess the power to hold in check the power
of Soviet Russia, aimed, as it was, at obtaining hegemony in Europe. The events
of 1946, 1947, and 1948 left no doubt of that. So the power of North America
was added and combined in a commonly directed purpose.

What has happened in the next few years is a success story. A strong
Atlantic defense has been orgenized. Western Europe has not only recovered
economically but has also gone on to achieve new levels of prosperity. 0ld
divisions were being overcome; old hostilities were giving way to cooperation.
In combipation, all these things have induced feelings of comfort and security,
and in this relaxed state, some have begun to wonder whether a time had not
come to shuck the burdens of alliance and to rearrange things in the grand
manner.

The Russians have known all along what they wanted -- to consolidate
their sphere on a line drawn as far to the West as possible and to keep the
West divided and off balance. But more importantly, they have known what
they did not want. It takeé two to tangle and they have not wanted to tangle
with NATO. They have been standing still because, whenever they tested the
will and determination of the Alliance, they did not find these qualities
wanting. Russian moderation is better explained by this change of scene than
by a loss of ambition.

Circumstances, therefore, changed in many ways, mostly for the better,
and helped to moderate Soviet policy. But the exposed position of Europe, the

relative strength within Europe of the Western European states and the
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Soviet Union, and the ambitions of the latter have not changed. Germany is
still divided; Berlin remains an island; important boundaries have not been
finally decided; the govermments of the countries liberated and occupied by
Russian forces two decades ago exist not by the consent of the governed but
despite its absence; powerful armed forces face each other across frontiers
which are a constant temptation to anyone with incendiary tendencies; and from
evidence at hand, it is clear that the Russians do not accept the notion that
military technology has reached a plateau and that the present military balance
is fixed for the future. They are gambling enormous resources on the chance
that they may score a decisive advance in weapons systems.

If the Western coalition now weakens and instead of a strong, united
front we find a divided one, with Western Europe itself split into a number

of small to medium-sized and weak states, surely the result will be a Russia

not more, but less cooperative.

Now, apparently, the wheel of circumstance is turning again. Not much
is to be gained, I think, from rehashing the past. If things had been
different, they might have been very different. But they weren't, and there
is blame, more than enough, for all to share.

Marshal Foch used to tell classes at the French War College: '"Let

us dispense with all automatic solutions. Let us first have general principles,

then let us apply these principles to the case at hand, which is always new
and fresh, and let us keep asking ourselves the question that the mind tends to

neglect: 'What is the objective?'"

Our first principle is that our hopes for peace must be firmly based

on allied unity of purpose, unity in action, and strepmgth in being. All of
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us were ready to cooperate with the Russians after the war. But they were
not ready to cooperate with us. Having lived through the 30's and having
learned that war was the price democracies paid for weakness, we recognized
that only the strong can be free. President Truman, General Marshall, Arthur
Vandenberg, Bob Lovett, Will Clayton, and meny reflective and far-sighted
Europeans did not have to waste time discussing whether strength was to be
preferred to weakness.

In dealing with Moscow they knew that the best and, indeed, the only

way was to create a strong position which had to be recognized and dealt with.

They found the Russians hardheaded, unsentimental, and undoctrinaire in action;

they recognized facts.

Priority was therefore given to Europe's economic recovery and to the
building of its defenses. The United States, the United Kingdom, and France
stationed forces in Germany. The three gave their full support to the German
leaders who created the Federal Republic. Together they brought it as a
respected and equal member into the Alliance, and into a Europe moving
increasingly toward unity in defense and civil life. An integrated inter-
national commend structure was established under General Eisenhower as the
supreme ccmmander of allied forces in Europe. Together we worked out, in
consultation and cooperation, a military strategy for Europe's defense,
trained and equipped our forces, and readied them for an emergency.

All this was based on the sound doctrine that unless there is power
to stop the use of power, the Russians need only threaten its use to advance

their interests. But with NATO in existence and prepared, Western Europe
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would not have to knuckle under to any demands directed at it by the Kremlin.
No one then thought of all this as subordinating any ally to any other. It
was not, and is not, subordination but the prudent combining of our resources
in a common plan and under single direction which makes for deterrence in an
age when military science has reduced reaction time to a matter of minutes.
The need for a strong Western coalition has not diminished. It
remains fundamental to the achievement of the positive goals which a united,

prosperous and strong center to the free world can accomplish.

The second principle follows from the first: because it is better to
be united than divided, the foundation of our policy with respect to France
should be, as well said in the study released by your committee, the principle
of the "empty chair". We should do nothing on our part to prolong France's
absence; we should keep her place ready and work for her return. But first
we should understand clearly the full implication of French policy.

The present attack from Paris is no mere criticism of the plans for
the defense of Europe, the united command which has been set up near
Versailles to take over in thé event of conflict (and not before), and the
forces in being which all the allies have stationed in Europe, including in
France, to respond to that command. The attack is upon the whole idea of

having such a plan and forces to carry it out, upon the idea of American

presence in Europe, but, even more, upon the great European effort toward unity

of the past fifteen years. By this we mean the creation of European
institutions with powers which give scope and opportunity for growth to the

economy of Europe. A more unified Europe strongly linked with North America

could be a central powerhouse for the free world made up of five hundred
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million skilled people producing a thousand billion dollars of goocds and
services annually. The potentialities of such a society are enormous.

The banner of nationalism in Europe has been raised again. It has
been stated frankly in Paris that France because of her past glories and
present nuclear weapons is the natural leader of Europe. Great Britain, as
a; island, is said not to have a European point of view, but might be
acceptable if and when she purges herself from suspicion of sympathy with
American notions. Germany, while divided, is not entitled to be regarded as
an equal European state, and can only be united on some vegue but neutralistic
terms.

It is against this background that the assault on NATO must be viewed.
S0 viewed, it is a plain warning of dubiety ~-- a warning that France disapproves
of NATO policy, finds its organization abhorrent, and wants it out of the
country. Its members are offered the solace that if they are attacked and
have not brought their troubles on themselves, France will come to their aid.

As a result, the NATO commands and the United States headquarters
for U. 8. forces in Europe, both invited and even urged to locate in France,
are told to move out within a year. No landlord serving notice of termination
of a lease upon an undesirable tenant could have been more brusque. French
officers serving in the NATO commands and French troops in Germany and
elsewhere will be withdrawn from NATO connection on July 1, 1966. American

facilities in France and American troops on them are asked to be removed

within a year.
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However, notice has not been given of withdrawal from the treaty.

France will be found fighting by her allies if one of them is subjected to
"unprovoked attack", reserving the prerogative of deciding when an attack is
unprovoked. If, for instance, a stand teken by the allies against demands

of the Soviet Union is disapproved in France, would one be surprised if France
regarded Soviet threat of force as "provoked"? In short, the recent develop-
ment of French policy has not drawn a pilcture of France as a dependable or

en effective ally.

Our third principle is simply that power exists to serve a purpose.
From the outset our purpose has been not to freeze the status quo in Europe
but to create an enviromment in which a flexible and imaginative diplomacy
could work to create a more stable and acceptable situation.

If the Western allies have made a mistake in these past years, it
has been in failing to set their sights high enough. They have been right
in not desiring strength for itself. It is desirable for the prospects it
opens up, the most exalted of which is to create an enviromment in which free
gocieties may exist and prosper.

We have already noted the vast contribution to creating this envirorment
which could be made if Western Burope and North America jointly pursued
common ends. A vital part in this development could be the evolution of a
European society with strength and vision worthy of the common interests of
300 million persons with an annual productive capacity of $450 billion. Here

would be the essentials of power, a combination of skilled people, natural
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resources, advanced technology and the will to act. A Europe of small and
medium-sized nationalities, divided by jealousies and selfish rivalries, can
never play a part worthy of Europe's potentialities.

In 1950 under French leadership six of the European nations began the
task of combining their resources within the framework of a new European
community. The goal sought was more than economic rationalization. The
community was bound together by strong and developing political ties as well.
Due to a change in French goverrmental attitude this process is for the
moment checked, but the movement has such broad support in Europe that some
time in the future the process will be resumed.

The immediate political purpose of such a vigorous partner in the
Atlantic Alliance would be to play its full part in creating an atmosphere
favorable to solution of the problems which create instability in Central
Europe, the unresolved problems of the late war. These are the division of
Germany and the gap between the peoples of Eastern and Western Europe. Here,
quite as much as in the effort for military security, the path to success lies
in joint efforts to further a common interest. Individual and unconditional
attempts to advance the special interest of one state over others as the agent
of & détente can only lead to division and suspicion.

These are the prospects, Mr. Chairman, that could flow from the
maeintenance of a strong, cooperating, forward-looking Western coalition. They
offer the soundest hope and belief that one day there may come a European
settlement with the Soviet Union which would meke this battle-scarred planet

a better place.
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In 21l of this, the United States has a special responsibility deriving
from its power and substance. We are involved in many important areas of the
world, but none more crucial than the North Atlantic area. Europe and our
relations with Europe are central to the whole problem of the survival and

the success of free societies.
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