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US ECONOMIC POLICY TOWARD THE ASIAN-PACIFIC AREA* 

INTRODUCTION 

The problem addressed by this appendix is the development of a US 

economic policy for the East ~sian-Pacific region compatible with our 

~ political and security interests in the region and the varied stages of 

economic development characterizing the countries of the region. Although 

economic power cannot replace the security provided by a military shield, 

this study assumes that mutually beneficial economic r.elations between the 

US and the East Asian countries can fac11itate the security tasks. 
-.f·1odern economy developed from political economy; in. today's world 

~ . economic questions have become issues of high diplomatic policy. It is 

c~ 

( 

increasingly being recognized th~t political concepts and ideological 

prescriptions play as important a role in ·economic perfonnance as rational 

calculations _of eff\iciency, cost and gain. Hence this suBject will be 

addr_essed primarily from the perspective of pol i ti ca i economy. 

*Appendix Three. 
*Stuart L.-·Hannon, Po~omac ~nd Pacif~c ~roup, contriButed a paper toward the 
de~e~o~tnent- ctf ·thts· appendrX'. PreV1ous- drafts have·tenefited from the . 
cn t~c1 sms a~d sugges~ions of t~arR Earle, SRI, Stefan Possony, Hoover 
lnst1tute, R1chard Sm1th, State, Sarah Jane Littlefield AID Edwin H Harrel, 
AID, t·1ike D~·zyer, AID, Forrest Cookson, AID, James R. Go.iden, 'CEA, · 
Frank Gerodot, State, Sol Sanders, The Research Institute of America, 
Anthony Geber~ State. 

~his~is a ccnde~sed ver~ion of a much longer paper written on this subject 
1~ t11e preparal1?n ~f tne.overa11 study. The longer study is not being 
Clrculated, bt:~ 1t 1s ava1lable for exauination. (XR/RCt1-INR). 

CONFIDENTIAl: 
-· -... ... ... r,; - .. -
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The economic terrain of the East Asian-Pacific area falls into 

the following categories: 

Friendly countries - Japan. Newly developed countries: South Korea, 

Taiwan (ROC}, Hong Kong, Singapore. Established developed countries: 

Australia, New Zealand. Oeve1oping countries: Thailand, Philippines, 

Malaysia, Indonesia. Beginning to develop: Burma, Papua New Guinea. 

Adversary couo.tries - Southeast Asia: Vietnam, Cambodia, Laos. 

Northeast Asia: North Korea. · Peoples' Republic of China and the Soviet 

Union • 

The regions of the Asia-Pacific area fall into four categories. North­

east Asia includes Japan, now the third largest economy of the world. Ad­

jacent ~outh Korea and the Republic of China on Taiwan have essentially 

c· moved from the developing category to approaching that of developed countries. 

( 
\. 

l 

Southeast Asian countries are ~ong the forefront of developing countries; 

Singapore being far ahead and Burma lagging far behind. Except for oil . 

rich Iran the countries of South and Southeast Asia Belong in the so-called 

fourth world. category of nations in which the standard of living of the 

bulk of the population is abysmally poor. In the South Pacific, Australia 

and N~w Zealand belong in the category of advanced industrialed nations •. · 

whereas the few independent island territories are just beginning to . . 

experience a money economy. 
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The Asian-Pacific area is of global economic importance. The 

considerable intraregional trade flow with the area justifies treating it 

as a cohesive region. About a quarter of Japanese trade is with Southeast 

Asia and a very high volume of raw material and products flow exists 

between Australia and New Zealand and Japan. There is also sizeable 

direct trade between Southeast Asia and Australia and New Zealand. In 

general the trade between thes~ three regions is complimentary. Trade 

within Southeast Asia is much less complimentary. 

American trading ties are clearly significant with Northeast 

Asia, Australia and New Zealand, and Southeast Asi~ in t~at order. Although 

the US position has weakened temporarily in the Philippines, Korea and 

Taiwan because of the world recession it remains especially strong, in . 
Northeast Asia. US Commerce Department figures on US exports to and imports 

from Japan, Korea and Taiwan through 1974 and up to July 1, 1975 illustrate 

the scope of the US trade position with the Asian nations in the region. 
(Values in Millions) 

1974* 1975* 

Export Import Import 

$10,679. 12,455. 5, 70"9 

Korea 1,546.4 1,444.8 

Export 

$ 4,945. 

887. 500. (to Hay l) 

~~P~ .-o.f .. c~·tnB: ___ · ~~-.- ·: l ,427. 2,097. 647. 746. 

: .. : ... . 13 652.4 
. - ...... --·--··· ----· ... - ···-· ' 15,996.8 -.. -····-- ~~-=-:· ~-~=·:=·_6 ~ 47~.·-·. ·.· · .. . 6, 95 5 

Other East As i an-tlS trade fi·gures. (Dept of Corrrnerce, 197 4} 

.... Pfi:i 1 i"ppi ne·s· 746.7 

Thailand 368.8 

Indonesia 531. 

Halaysia 377 
... ... . 

1 ,083.9. 

184.2 

1 '688. 

769.7 

~29 

181. 

351. 

136.6 

341.7 

1.7 

818. 

, . . .. II 

II 

II 

II 
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Total US two-way trade with East Asia has more than doubled since 

1971 to a 1974 total of over US$48 billion and exceeded US trade with 

the European Common Market. US trade with-East Asia was 24% of our 

world wide trade in 1974, about half of that being with Japan. US 

agricultural exports to East Asia in 1974 totaled $4.8 billion and 

constituted over 25.9% of US worldwide agricultural exports. Other US 

( exports to East Asia included: ·capital goods:-$6.2 billion; transportation 

equipment--$1.8 billiot!; and other consumer goods--$1.2 billion.* 

·:·. 

( 

. . . 

( 

(_ 

' 
. J 

US TRADE WITH EAST ASIA CO:~PARED TO 

US TRADE HITH THE EEC AND \WRLDHI DE 
(In$ t1illions} 

Percent of Trade 
East Asia EEC Total ~lith Asia 

1974 45,500.~** 41,274.4 199,478.6 22.9 

·- ------ (48~000.0 
AID) --· ·- . . 

1973 34,117.6 32,349.8 140,814.0 24.2 

1972 24,726.1 24,389.7 1 Q.S, 230. 9. 23.5 

1971 "20,035.6 21,572.2 89,692.7 22.3 

1970. 18,677.0 20,519.0 83,175.6 22.5 .... 

~ · · •. ,.J 

. . 

*Agency for International Oevelo~ment FY-76 Congressional Submission. 
**This particular chart was prepared on the basis of 1974 data provided 
by the US Depart~ent of Co~~erce. Its 1974 figures are in slight dis­
crepancy with those provided in the AID FY-76 Congressional Summary, but 
the chart is va1uable nonethP.less as i11ustrative of the recent trends in 
our trade with East ~.sia and EEC. ;'f;-· ~ ri '.. .. P.).o ('~ -.. 
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The East Asian Pacific region is also an important source of raw 

materials, supplying all .us coconut oil ~mports and 00~ of our total 

imports of tin and natural rubber. Other~ important imports include 

petroleum, bauxite, lu~ber and manufactured goods such as electrical 

(AID 1975) 

The book value of ~ur private investment in East Asia in 1974 

amounted to $11 billion with Australia, Japan and Indonesia, the leading 

recipients of this investment. Perhaps of equal importance is the trend;. 

in 1950 4.5% of US foreign investments were in East Asia; in 1974, ·the 

figure was approximately 12%. 

With our growing dependence on imported commodities and the enormous 

. ·. wej ght of the US i !1 the \·torl d economy the importance of our trade with 

the countries of the East Asian-Pacific Area is most likely to grow. 

A. Economic Develooment Potential of East Asia 

East Asia's development potential varies by subregion. In Northeast 

Asia, Japan's story is well knm,•n; South Korea and Tail-ian are also 

progressing dramatically. Taiwan's future is somewhat clouded 
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(. the possible impending changes in Taiwan's political integrity vis-a-vis 

the PRC. If subsequent development confirm estimates about China's 

potential oil reserves, the PRC's economic development prospects could 
. 

be bright. The large oil reserves, especially off-shore, may be there. 

However, their exploitation requires foreign participation and is 

therefore predicated upon a certain type of Chinese policy and leadership 

( which are not yet at all clear. 

Southeast Asia possesses great economic potential. The region as 

a whole is rich in natural resources, with Indonesia far and away ~he 

best endowed country in the region through its known and potent_i a 1 oi 1 

. reserves. The economic growth rate in ·the Philippines (8-10%) has been 

particularly encouraging over the past two years. Malaysia and southern 

Thailand rem~in ~mong the few sources of tin and natural rubber in the 

~orld and Thailand can expand even more on its favorable record for 

earn_ing foreign excha~~e if it can increase its agricultural exports . 
. 4oo't....--t_ 

.:.:: . 

c 

To date, communist governments have had great difficulty in trans-

lating economic growth into substantial improvement in the economic 

well-being of their people, though the promise improvement is the core of 

their appeal to the poor peasant. Indochina, under communist ·governments 

and North Vietnamese domination, does not automatically, therefore, 
. 

curren_tly have prospects quite as "bright" . as mi·ght otherwise be expected 

giyen the nature of the political stability and discipline the Vietnamese 

com~unist can bring to bear. 

Aside from political instability there are other \veaknesses in the 

administrative systems and social values, attitudes ,and patterns of action 

that are not ccnducive to ra?id economic development of the countries of 
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( Southeast Asia. Hany of these countries lack competent workers, performance 

oriented administrative personnel, and sufficient numbers of dedicated, 
- -

disciplined far-sighted leaders at the na~ional and provincial levels. 

In sum, except for Singapore, the necessary requisites for rapid economic 

develop~ent simply do not exist or are stiil weak throughout the region. 

Rich natural resources and ev.en capital are not enough in themselves to 

( _ offset these other areas of weakness. 

( 
'· 

( 

' 

There is ~elatively little economic interaction between South Asia 

and the other regions of the Asian-Pacific area. South Asia does have iron 

ore, possibly signi~icant oil reserves and other minerais. Its population, 

·regional differences and religious values, attitudes and patterns of 

action, ho\·lever, all combine to form nearly insunnountable obstacles to 

initiation of rapid, widespread sustainable economic growth in the next 

decade. Moreover, time is not on the side of the people in South Asia-­

unless there are dnamatic and immediate cut~ in the birth rates. Gunnar 

Myrda 1 :sees this region, essentially the Indian subcontinent, as nearly 

hopeless.* 

This study will not address the: problems of economic developmen~ in 

Soutfi. Asia. Indi·a and tne Indian Ocean are included in this study primarily 
~- . 

oecause of their gee-strategic relationship to Southeast and Northeast Asia. 

*l~yrdal, Gunnar, Asian Drama, Pantheon, Volume I, Uew York, p.300. 
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The economic approach of US policy for East Asia is inherently based 
- - .... . 

on an appeal to the legitimate self interest of the countries in the 

region. However, the manner in which the leaders of these countries 

evaluate their own interests is conditioned by their background, training, 

aspirations which ~hape their;perceptions of the actual conditions 

confronting them. 

In his September .1 speech to the UN General Assembly·, Secretary 

.Kissinger described the present economic malaise which in part stems from 

basically incompatible economic concepts. 

11 The reality is that the world economy is a single global 
system of trade and monetary relations on which hinges 
the development of all our economies."* 

Unfortunately, a main source of the economic malaise now affecting 

most of the countries of the world is the incompatibility of the economic 

principles and actions the various nations pursue • 

There appear to be three economic systems co-~xisting on the globe. 

The oldest and by far the most productive is the capitalist free market 

system which characterizes the economies of the industrialized, non-communist 

countries. The second is the conrnand-type economy of the ·tota 1 i tari an ... 
( corrmunist regimes .first sponsored by the Soviet Union but adopted with con­

siderable variation in the East European countries, the PRC, North Korea 

\ 

, 
and Vietnam. Finally, there are a variety of Fabian socialist, statist 

*Address by the Honorable Henry A. Kissinger, Secretary of State before the 
7th Special Session of the United Nations General Assembly, New York, 
September 1, 1975, "Global Consensus and Economic Development." 

"' • W .. 
;; .. .. 
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economies of many third nations which partake of both of the other systems 

but with uniquely inefficient characteris~ics.. 

Profits and other incentives are ind1spensable to the free-market 

economy. A product that is sold for exactly the cost of producing it 

yields no margin to raise wages, pay taxes or provide new capital. Although 
, 

( in theory other types of economic organization could produce, efficient 

( 

resource use without the profit incentive, in practice the free market­

capitalist incentive ~ystem makes the most efficient use ~f manpower, 

mate~ials and capital to create the most goods arid services from available 

resourc;s. Hence opportunities for free choice, personal development and 

material well-being for the most people have been greater in market-

capitalist syste~s. In the present conflict between systems the general 

political freedom of societies with free market-capitalist economies is 

also !"'Oteworthy. The·major capitalist nations in Western Europe, North 

America a:1d Japan have populurly elected governments along with a free 

press and respect for human rights. The managed economies exist mostly 

/~~;j> ~· _____ in. one-party states or under completely totalitarian regimes. 
·! The Soviet Union was the progenitor of the command economic system. 

. 
'• 

Until 1914 there was a worJdwide free-market economic system. The 191~ 

October revolution in Russian took one-sixth of the earth•s land.area 

out of that system. Stalin asserted, 
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"The disintegration of a single, universal world market 
must be considered the most · important economic conse­
quence of the second world war. This circumstance 
determined the further aggravation· of the genera 1 
crisis in the world capitalist system. The second 

.world war was itself generated by this crisis."* 

The closed communist economic systems can freely move in and out of 

the free market exchange area~-frequently destabilizing it in the process. 

( At the same time the closed communist countries keep themselves generally 

immune to the tugs and pulls of the operations of the normal supply and 

demand characteristics of the free market economies. 

( 

. ,. 
\ ·. 

It is a curious fact that few western economists pay much attention 

to the implications of the ability of the Soviet Union (to a lesser :extend 

the East European ·countries) and the PRC to detach themselves at will from 

the \'IOrl d market economy. "For a New World Economic Order" in the 
. 

October 1975 Foreion Affairs, concludes: 

"The underlying concepts for a new world economic order 
might thus be seen in the following light. Such an order 
rests on a globalist view of international economic re­
lations. This means that the number of actors in the 
economic "game~ must grow (by the addition of the Third 
Word countries, and to a certain degree, of a East 
European nations) and that mechanisms must be developed 
to ensure the evolution of the power relationships into 
relations based on mutual rights and equality. That is 
to· say, each country must be bound to the same rules. 11 ** ;• 

.The problem of how to induce the market economies and the command 

economies to be bound by the same rules . is not discussed. The opposite . 

poles of contemporary economic systems may be distinguished by the 

prevailing attitude toward the governments role and private enter~rise 

*J. V. Stalin, Economic Problems of Socialism in the 
October 1952. 

**Thierry de l1ontbrial, Foreign Affairs, October 1975. 
professor of Economics, Ecole Polytechnique, Paris. 

USSR, Bolshevik,No. 18 

de Montbrial is 
.,<:F~ .. ~~ (_..· .. 
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( in the market place. "Corrmand economics" emphasize government control 

to prevent unregulated economic exchange and private capital accumulation. 

But even the Soviet Union· permits private· plots in agriculture which 

produce an abnormally high percentage of Soviet agri~ultural output. 

"Market" economics emphasize the reverse. The most productive economic 

systems are the so-called mixed economies prevalent in the United States, 

(. Western Europe, Japan and countries in Latin America and Asia which have •. 

( 

. recently taken off economically, i.e., Brazil, Mexico, South Korea~ Taiwan 

and Singapore. The government acts as a stimulator and regulator; its 

weight is conveniently mea~ured by its share of GNP, ranging from about 

35% in the US to over 60% in Sweden. The mixed industrial economies have 

been very successful in · providing consumer goods and services to a broad 

range of the population. 

Another way of compairing . the systems is to note the trade-off 

between current growth t~ expand the size ·of the pie ·being divided via 

a market app;oach, and reduced gro~tth to improve the equa 1 i ty of income 

distribution now via a more socialist appro~ch. 

The present US Amb~ssador to the UN, Daniel P. Moynihan, performed 

a major public service in writing an article entitled "The United States 

c· in Opposition II which appeared in the March 1975 issue of Corrunentary. · 

Since so much of the 1-Jest•s "conscience-energy" is"focused on doing ·· 

something about the Third Horld's endemic economic chaos certain of 

f.1oynihan•s acute observations bear consideration. 
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Many of the political and intellec.tual leaders of the Third Horld 

developing countries were educated in the West (i.e., at the London School 

of Economics or the Sorbonne) where the s~cialist or co~and economies were 

extolled as more rational in using social resources and more equitable 

in distributing income.* 
.... -~---

( 

... 

( 

( 

Whatever the reason, cap~talism and private enterprise are generally 

opposed on ideological grounds by many of the leaders of many of the 

developing countries. Paradoxically, the US has usually be~n forced to 

defend its phenomenally productive economy against criticism by countries 

still unable to sustain consistent economic growth. The source of much 

of this antipathy can be traced to the doctrine of Br.itish Socialism which 

Samuel H. Beer describes as follows: 

" ... For private ownership he would substitute public 
ownership; for production for profit, production for 
use; for competition, cooperation ... Government would 
consist in comp~ehensive and continuous planning and 
administration." 

To make the system work an ethical revolution would have to take 

place so that individual benefit would be subordinated to common benefit. 

The Socialist need to replace exis~ing human nature appears to anticipate 

the communist systems hope to create a new communist man who would make' 

their systems work without the coercion they now find esserrtial. 

*Comparable instruction has also been given at American universities. 
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The US economic strategy should clearly recognize the strength and 

weakness of the three competing economicy concepts. Devotees of all three 

concepts can be found in most of the LDCs~ ' Given tte competition between 

advocates of ~he differing economic systems economic development will be 

difficult enough. But accompanying Sino-Soviet political competition in 

Southeast Asia will exacerba~ the problems of development since this 

competition may destroy the environment in which development might take 

place. ' · 

A demonstrably superior productive system is not given a chance to 

demonstrate its wares ·in many parts of the world. The expansion of corrrnu-

nist-systems have largely been the result of political, psychological 

and mil-itary warfare--not in satisfying human needs. The economic successes 

~ of the Soviet Union have been in the field of military hardware--not in 

raising wheat or prod~cing shoes or goulash. Likewise Hanoi won on the 

battlefield not in the rice fields. In fact, the amazing economic success 

1 

\.. 

of the Diem regime in the first five years of its existence (1954-1959) 

was one of the factors which reinforced Hanoi•s determination to destroy 

its competitor. .... . . . . 

The free-market democratic societies of the United States, Japan, 
~· 

· Western Europe, Australia and New Zealand have demonstrably more to 

off~r to the development of Southeast Asia than Peking, Moscow or Hanoi. 

The remaining sections of this paper will address what might b~ done to 

apply the varied strengths of .the free market capitalist system to over­

come some of the economic backwardness of Southeast Asia. Needless to 

say, security measures necessary to restore confidence must go hand-in-

hand with development. 



.· . 
... :~:r.:..:: 

( 

~ .-, - ~ ~ 

··~ ...... - ... ~ - ..,.. . . . . . . ~• ·• . . . . . .. ... . . 
• 

·lJ-"' :.-.·. : • ., _ .. .., . . ,... ... ., . ... . .... . .. ... . .. . . .... . 

. . 
I I I. THE THIRD WORLD ECONmHC DEt-tArms Arm THE US RESPONSE 

There is a great disparity between the ·economic productivity of the 

countries of the world. 

There is also great disparity between the individual well-oein£ b.e­

tween peoples living the diff~rent countries and different parts of the 

(. globe. The absolute gap between the richer and poorer countr1es appears 

( ·. 
. 

( 

( 

to be growing. 
The New York Times attempted to demonstrate the relationship between 

national wealth and the conditions of life in the countries of the world by 

publishing a chart relating GNP, per capita income, age limits for com­

·pu1sory education, infant mortality rates and life expectancy.* Again the . . .. . . 
correlation is not exact 

. . . 
The 51ame for the state of affairs described in the chart is largely 

assigned to the western industrialized countries in keeping with the ideology 

described in Section II. The Leninist interpretation of history is u~ed to 

pin the blame on past colonial (imperialistic) exploitation as a· main cause 

of present ~conomi~ b~cRwardness. Currently industrialized countries ·pre­

sumably buy raw material and semi-finished goods at excessively low prices 
. . . . ,. 

and sel 1 nntslied products- a,t excessi.vely h.tgh. pri·ces·. Needless to say-

there is no i~tellectual agreement i~ the West as to the Basic source of 

the economic backwardness of most of the Third World countries. 

*New York Times, September 28, 1975, p.E-3. 

. 
- - -., ...... '..J 

- - •·. --..-.~···' 



( 

.. ,. _, •• •• -. 4 ... :,•. :. "':'· : :• ... ..... . ... . . . .. . ... ... . .. 
~:,":-8,~ :: :· •: :" . ... .. -, '.... . .. -' . . . . ' . . ... .. 

In September 1973 many of the LDCs under Algerian leadership joined 

in issuing a declaration on the establishment of a new international 

economic order. The United States with by far the largest and most success-

ful capitalist econQ~Y became the major target of Third World attack. 

The United States responded to these attacks in a major comprehensive 

(' and conciliatory speech to a special session of the UN General Assembly 

by the Secretary of State in which it was asserted that an effective develop­

ment strategy should Concentrate on four fundamental areas: 

1. Insuring economic security; 

2. Accelerating economic growth; 

3. Tra~e and development; 

4·. The poorest nations. Any strategy for development must devote 

( special attention to the needs of the poorest countries. The fate of one 

( 

billion people--half of the developing world and a quarter of mankind--will 

be affected by what we do or fail to do. Balance of payments support for 

the poorest countries during periods of adversity, security requires stable 

export earnings, having enough to eat. There mu.st be determined inter­

national cooperation on food. Finally, security means good health and 

easing the strains of population growth.* ... . 

*Secretary of State's speech to the UN General Assembly, September 1, 1975. 
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A number of concrete proposals to achieve the goals were set forth in 

the Secretary's address--~11 of them needing substantial sums of money. 

The industrial nations and the oil exporters cannot, even together, supply 

all the new resources needed to accelerate development. The remaining 

needs for capital and technology can only be met, directly or indirectly, 

from the vast pool of private!sources. This investment will take place only 

if the conditions exist to attract or permit it. 

Tflere \'tas genera 1 agreement that the 1 September speech defused the 

psychological confrontati~n tflat had Been buildin~ up over the past several 

years between the United States and many of the Third World countries. As 

one UN delegate expressed tt: 

"Sentiment among many of my colleagues toward America is 
becoming more sober, less emotionally hostile." 

Yet it is doubtful if the Gemands of the developing countries will 

long be satisfied by promises . 
By new we should nave learned that we cannot induce all the countries 

of the Third World to cooperate with us in .their own self-interest. We 

have nei:ther the resources or the policy s_kills to do this. It behooves 

to carefully identify those countries with which we might work and support 
,.. 

( with them our mutual interests. 

( 

The Third World countriei themselves are or ~an be ranked on a 

continuum ranging from parliamentarian types to left-wing-authoritarian 

models. Certain of these countries are internatio~al_ .troub11emakers. and 

G '' • " < ,. 
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may continue to be. The US should modify its previous approach and care­

fully select its friends, redefine its interests and make it clear that a 

new ballgame is to begin. 
Platform for Develooment 

No matter what. promises are made and what rhetoric is employ2d the fact 

( of the matter is that little 'will be done to assist the poo~er countries 

- ·until the recession now affecting all of the major industrial countries is 

overcome. Recovery ts fragile in the United States and is scarsely unde~1ay 

· el se\'Jhere. 
.· ~-·. 

Prime f1inister Miki delivered the Fourth Recovery message to the 

Japanese Diet on September 16, 1975. Tne Japanese recession was caused by 

efforts to com-at the inflation fueled by the nigher oil prices. In his 

( speech t1iki strongly _appealed for OPEC price restraint. 

C. 

( 

The Federal Republic of Germany is experiencing a $17 billion budget 

deficit also arising from the OPEC induced recession. France is also facing 

~conomic stagflation. Great Britain is an economic disaster area. 11 High oil 

pric~s," Treasury Secretary William H. Simon told the World Bank and Inter­

national t·1onetary Fund meetings in Hashington a few days ago, "lie ·.at the 

root of much . of the world's recent inflation and the recession that foJlowed. 

Yet now the possibi·l i ~Y of another increase in oi 1 prices 1 ooms on the 

h9rizon. 11 * T~is prediction was fulfilled v:hen the OPEC economic mission 

during its late September meeting raised prices 10% effective October 1. 1975. 

"'lh·e \·1ashi'noton Post, September 18, 1975, 

.... ................ 
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This price increase, described as "moderate," will raise the price 

of oil over a dollar a barrel and increas~ OPEC revenues by approximately 

$10 billion--to be extracted from a \'Jorld ': reeling from recession •. 

Crisis Now 

Probably the most sober analysi~ that has Been made of the impli~ 

cations of the sudden four-fold increase tn oil pri~es is The Great Detente 

Disaster*. One need not agree \·:ith every point made by the three distin­

guished scholars \'tho' wote this book. Yet the central thrust of their argu­

ments cannot be ignored. The crisis is real; it is upon us now and will 

not go away by itself. 

In ~heir. final chapter entitled "What Can Be Done?" the authors under­

take a serious and sober consideration of the use of force--and do not 

rule its use altogether out. They also argue, 

"If oil were substantially reduced in price, or if OPEC 
,.oaned .the difference bet~1een the oil "(pre-i973) and new 
prices to consumers· so ~hat they cou 1 d amortize the debt, 
say, over the next quarter of half century, everything 
might still turn out all right. Calamity would be avoided 
and sanity restored." · 

*Edward Fri-edland, Paul Seab·urg, Aaron 1-li"ldarsky, Basic Books, Inc., 
New . York ; 19 7 5. , 

" . 
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What is most likely .is continuing 11 jawboning 11 pressure on OPEC to 

aid the LDCs. But the real conclusion seems to be that the way out is the 

private sector, and that this will only be a feasible ~lternative if 

oil flows are effectively recirculated. 

In reviewing past develo.pment efforts, one reluctantly concludes 

. that despite vast amounts of aid since 1945, a large portion from the US, 

the poverty of most Third World countries remains. In 1975 the viability 

of the free world economic system is being challenged by OPEC and many 

Third World leaders, tacitly or openly s~pported by both the Soviet Union 

and the PRC. The US has not been very effective in blunting the ideo­

logical attacks of both the communists and the Fabian socialists against 

(. its economic systems. The achievements of our system are taken for granted. 

. \ 

Yet the utility of the .free market system for meeting their own problems 

is frequently scorned by Third World leaders. Under these circumstances 

the US should reassess its economic relations with the rest of the world. 

It should cooperate to the fullest with those who wish to emulate the 

productivity of responsibility free enterprise, free market economies and 

should deal circumspectly with those who do not. 

-. .. .... "' 
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IV. PATTERNS OF PRIVATE ECOtWr-liC ACTION 

INTRODUCTION 

The Third World "demands" vis-a-vis the West suggest the need 

of somehow transforming the global economic hiatus brought by the OPEC 

oil pricing into a large-scale ~hird World assistance program that could 

also inspire recovery from the recession now afflicting all the major in­

dustrial -countries. Unless sufficient capital can be found through in­

creasing the global margin between production and consumption to overcome 

economic stagnation there is no sense in talking about an economic strategy 

for Asia. 

The dominant economic problem in developing Asian countries is 

( to provide for smooth, non-discriminatory forward .transfers of rea 1 resources 

to permit more rapid e~onomic development. The input of the OPEC oil price 

increases and the world inflation have made this resource transfer problem 

( 
'-. 

.. 

impossible using the traditional methods of foreign assistance. The best 

method for realistic techniques for resource transfer is to stimulate 

financial consortia involving governments (including OPEC members), inter­

national financial organizations and private banks. ,. 

For the short term it is vital to bring the OPEC countries into 

the development consortia. This is easier said than done. The time cycle 

of OPEC thinking and planning how to use their new wealth is a lengthy one, 

while the needs of the LDCs are immediate. In fact, the OPEC oil price 

increase has excerbated the short term problem. The irony is that the LDCs 
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continue to feel ideologically closer to the OPEC nations, which have 

intensified the LDCs development _problems through their oil price increases, 
·. 

than they do to the industrialized h!est w~_ich has already invested billions 

in their development. 

The Arab oil rich nations and the other OPEC members have found 

that they want to tie their d~velopment assistance to LDCs to particular 

political purposes. It is a second irony that the new OPEC wealthy nations 

have become leading proponents of tied aid, a concept which has been subject 

to severe criticism from LDCs in the past. 

A further problem in enlisting the OPEC wealth in LDC develop­

ment is the p_lethora of institutions which different oil rich nations are 

proposing as their new development vehicles. Thus, you see proposals from 

·Iran for a development fund organized around Iranian ideas, competing 

· with proposals for development funds being evolved in Saudi Arabia, Ku~ait 

and other Arab oil rich nations . 

In the meantime, the vehicles -which offer most hope for channeling 

investment immediately are the existing capital market-place and the World 

Bank group (the latter will also require considerable time for multilateral 

negotiation and will probaoly enlist only a limited degree of OPEC cooper.a­

tion because the bilat:ral political benefits are lost). Eximbank is only 

one example of a major world banking institution whic~ are in the process 

of financing projects in the LDCs. Others are the large private commercial 

banks, private investment banks, export credit agencies of other govern-

ments, and the European Investment Bank. The OPEC countries are looking for 
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· · somewhere to invest their funds in profitable, secure ventures. They want 

to do so immediately. i\a.ther than organi~e ~laborate new institutions 

which require considerable negotiation and politicnl coordination to get 

organized, it seems more logical to use existing capital facilities. The 

OPEC nations can be assured that projects deemed creditworthy through 

appraisals by Eximbank and other established banking institutions should 

a.lso be regarded as good investments· for OPEC funds. Thus, the OPEC 

investors could be participants in projects with relatively lower risks, 

and they would be able to find such projects despite the_ir current extreme 

shortage of qualified staffs to apprais~ creditworthy proposals. 

To make this an effective method of proceeding the USG should cease 

making ·project loans or grants to Asian countries, except in very special 

areas and concentrate instead on using our world position, influence and 

resources to help the ·recipient country t~rough massi.ng the resources of 

the several sources of funds. 

These consortia would think big--to match the scale of the 

development problem. These groups working cooperatively will be able to 

develop the necessary arrangements on a country-by-country basis to : 

accommodate the required transfers. ~· 

The recipient countries would have to develop a coordinated 

plan which would be reviewed annually by consortium professionals. A 

specific example might be a consortium formed for Thailan~ by the US, Japan 

and Saudi Arabia with the Eximbank and other investment banks. Such an 
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economic concortium requires (1} a clear understanding on the US side of 

how Japanese economic policy is made and implemented through MITI; 
' 

(2) a realization on the US side that some accommodation must be worked 

out between our anti-trust philosophy and the Japanese pro-cartel way of 

doing business; (3) a recognition that the strong nationalist feelings of 

( the developing countries make them insist on equal partnership with the 

outside investors. Their share of the equity would not be in capital but 

real estate or resources; and (4) while the US and Japanese would primarily 

finance this development, investment from the OPEC countries is welcome 

c 

and desirable. 

An opportunity presents itself to test the practical application 

of this concept by reviewing Hith the Japanese their draft proposal for a 

Kra Isthmus pipeline/oil storage complex--a US$1.2 billion project. The 

Thais are definitely interested, the Japanese would like to make this a 

joint ~nerican-Japanese venture, and they also hope to enlist OPEC equity 

participation. 

An OPEC country•s contribution to this suggested consortium could 
' 

be gas as well as capital. Gas is a key source of nitrogen. Nitrogen is 

(· the principal element of fertilizer (NPK). Cheap fertilizer is th·e key to 
\ 

increased agricultural production in the developing and the LDCs. Thailand 

might be the place for tne US to test the consortium concept. 

Active support for this concept would appear to be of long-term 

advantage to the US for several reasons: The plant could be built by an 

American firm and therefore eligible for Eximbank financing assistance and 

OPEC guarantees; active US encouragement for a major US private 

. . ... 
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investment in Thailand's agro-industry at this time · ... ·ould show America's 

confidence in Thailand's political-economic. future; Thailand could, with 

US technical assistance, develop rapidly into the major Southeast Asian 

"forward depot" or "food bank" to meet the requirements of the food 

deficit nations of the area. 
Another example of how consortium funding might spur development 

can be found in Korea: there the Korean government is channeling funds 

into private companies along the lines of the old US reconstruction corpora­

tion. They are following in the Japanese footsteps in setting up an ex­

port-oriented economy based on the use of savings. But there is a signifi­

cant ditference from the Japanese system: the Koreans are not sweating the 

( capital out of their peasantry through a system of internal financing as 

the Japanese did in the period 1890-1940. Instead, Seoul is borrowing on 

( 
\. 

a government-to-government basis and relending to an internal developing 

capitalist class and system. Over the next five years (in the next five­

year plan}, Seoul intends to borrow $3 billion annually. They will, instead, 

borrow on a government-to-government basis from the IBRD, the Asian ~ank, 

others, and relend to their own private sector. This conceptual framework , . 

may be "compromise" of how capitalism can be transferred to those LDCs . . 
willing and able to handle it. This Korean example suggests another· 

reason for the multilateral lending consortia. 

Assuming, however, that through the development of consortia 

along the lines p1·oposed, the indispensable ingredient of the capitalist 

free market system--capital--can be made available, a few other fundamental 

factors need emphasis. 

" . . . . 
•• 
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An economic strategy can only operate effectively within a 

stable environment. Unless tne political-security conditions in East Asia 

are reasonably stable and predictable and the countries in Southeast Asia 

are spared excessive internal turmoil, economic development will not take 

place. 

The Ingredients of an Economic Strategv 

In his September 1, 1975 speech to the Special Session of the UN 

General Assembly, Secretary Kissinger indicated that both governmental and 

private means should be utilized in furthering economic development. After 

identifying potential sources of governmental funds here and abroad, 

Secretary Kissinger concluded, 

"It follows inescapably that the rema1n1ng needs for 
capital and technology can only be met, directly or 
indirectly, from the vast pool of private sources. 
This investment will take place only if the con-
ditions exist to attract or permit it. 11 

• 

This statement clearly implies that the priority development effort 

of the US should be within the market system. This priority is sound and 

not just for the pragmatic reason that Congress is unlikely to authorize 

substantial foreign aid appropriations. There is a solid basis for foreign 

. aid, particularly for agricultural and related assistance which is discussed 

in Section V of this paper. 

But more importantly the American political-economic system has 

demonstrated how w~ll it can educate and use efficiently its human resources 

and combine them with capital and resources to open up varied opportunities 

for personal development, freedom of choice and material well-being for the 

( common man. Furthermore, the most successful economies--and soci eties in 
' 
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terms of individual well-being--operate ·also within the capitalist free 

market framework. There is no reason \i.•hy the United States should not 

try to help others via methods that have worked well in many countries. 

At the same time the US and its associates must learn how to communicate 

more effectively to overcome the distortions and lies spread about evolving 

( capitalism by decades of Fabian Socialist and Marxist-Leninist -propaganda. 

( 

c 

( 

US economic policy tO\'/aru communist nations in Asia becomes 

complicated as a result of communist acquisition of Vietnam, new vulnera­

bilities of South Korea and other Asian countries• interpretation of US 

policy. It is unlikely that we will or should have economic relations with 

Vietnam in the foreseeable future. Although we have had economic trans­

actions with the PRC there is a general consensus that no dramatic US trade 

increase with the PRC is on the horizon. However, in careful consort with 

Japan and other nations, the US can find economic adjustments with political 

relations and vice versa. Japanese trade w1th the PRC will increase, 

barring political friction and · some Southeast Asian business will develop. 

If the US should ever 11 tilt11 toward China as insurance against successful 

Soviet initiatives, experimentation on a friendly basis could be a prudent 

course to take. The US with or without third nation partnership could 

conceivably advocate marine development for seafood and other resources 

along with the PRC. 

A useful hinge on Chinese relationships is, of course, Hong Kong, 

which the PRC is not like to disturb. Hong Kong is not only a great East 

Asian foreign exchange center for financial settlements and transfers but 

it is also a great information center and an economic barameter. 

- .. - ... .. 
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doubtful that either Manila or Singapore could undercut Hong Kong's 

position because the very ascendancy of Hong Kong as a financial center 

is based on total freedom, i.e., everything goes, which neither Manila 

nor Singapore can afford to permit. 

Since the OPEC countries achieved their success in putting over a 

~ four-fold increase in oil prices other major producers of raw· materials 

c 

have sought to emulate OPEC. Many of the LDCs argue that there is a need 

for basic changes in the international marketing system. Producer cohesion, 

i.e., commodity cartels are designed to strengthen the LDC bargaining 

position against the concuming industrial nations. The US is being in­

creasingly affected by world commodity arrangements. It is attempting to 

meet the aspirations of the developing nations without jeopardizing sound 

economic practices which are essential to the creation of real wealth. 

This is the route that would most benefit both producer and consumer 

countries. 

Transnational Enterprises 

The transnational enterprise (the multinational corporation) may 
' 

well be one of the most effective engines of development. The task of main-

e: taining a constructive US economic role in the Asian-Pacific region will • 

fall more and more on the private sector, with transnational enterprises 

( 
\ 

playing a leading role. 

The multinational corporations now account for most of the global 

exchange of goods, services and investments. The multi nation a 1, as .~1oyni han 

says, "is arguably the most creative international institution of the 20th 
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Century." Their past record and future success depends in substantial 

part on their pursuit of .company objectives • . the central one of which 

is profit.* Obviously, the responsible MUt will also be attentive to 

secondary considerations, such as the political environment, within which 

it operates leading it to act as a responsible guest in the host country. 

f:la1,.rs notwithstanding~ the 1·1NCs have become the most dynamic ex-

pression of the capitalist international economy. Historically, dynamism 

and economic success of the American experience resides in the strength 

of the private sector and enterprise, not in government. Our success in 

future economic relations with East Asia will depend to a great extent 

upon our exploiting this strength. Governments are notoriously inept in 

business enterprise and management. Multinational benefits accrue to 

( a wide money and .consumer market promising the greatest assistance to 

. 
( 

( 

developing nations through the best uses ~f resources., technology and 

joint financial judgement. 

Through the Overseas Private Investment Corporation (OPIC) the United 
States has, since 1969, provided insurance ·to US investors against the 

"political risks .. of war, expropriation and the inconvertaoi1ity of :assets.** 

The 1973 legisl~tive review of OPIC drew further attention to OPIC's activities 
• 

and generated considerable debate over the public corporation's aims and policies. 

The qebate has focused on determining the proper role of, the. US Government , 
·in ~ssisting and fostering private investme~t in the less developed countries 

(LDCs) as well as "protecting" the interests of US investors there. 

*Some may also be driven by a desire to maintain market share as well 
profit. 

**Se~ draft monograph entitled "Overseas Investment and Political Risk," by 
Dan Haendel and Gerald T. Hest with the assistance of Robert G. t·ieadow, 
Foreign Policy Research Institute, 3508 Market Street, Suite 350, Phila­
delphia, Pennsylx_~:1i~ .... 19104 .. 
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Rising nationalist sentiments in Third Horld countries have in-

creased the political risk faced by investors and have generated complex 

P.Olicy dilemmas for both co·rporations and the US Government. With the gradual 

decline in US foreign assistance over the last decade, the US Government 

sought, for both humanitarian and developmental reasons, to encourage American 

private investment in the LDCs. However, given the nature of the risks 

( faced by US firms in many LDCs, man.:; corporations remained unwilling to in-

( 

( 

vest without some form of "P..rotection .. against the 11 political" risks of war, 

Tnere. are tnevttai:5Jy conflicts between the nation a 1 is tic rheto·~·i·c-----·-· 
. . . 

tffat many poli'ti·ci'ans in Southeast Asian countdes use and rational develop-

J])ent poHctes-\·tfli'ctt would further the. \'lelfare of the population. Despite 
. . 

tfits·. rhe..tori.c pri.vate. fore.i'gn investment i·s absolutely essential for develop-: 

me.nt· tn tne Southeast Asian countries. 

Inducing foreign pri.vate investors to risk their capital, techno-

l_ogies and management skills and to make such i.nvestors welcome requires 

.. OL.conti:nuous monitoring of i.nvestor problems for a11 nationalities, not 

just th·ose. of th-e Uni'ted Sta~es business; and (2}. a complete review of the 

procec:luras for insuring di"rect foreign investment in Asia against political 

rtsk. ... 
·spectfic methods for enhancing the capacity- of the financial 

sys terns to provide risk ·insurance for direct investment \'lill require con­

s·iderable research and analysis. Tile essential point i.s that the encourage­

ment of di l-ect privute investment should oe a· high priority objective that 

deserves full support of the highest lev~ls of the US Government--as .well 

as the governments of the LDCs. 
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In this connection we should find means of exploiting the fact 

that the "overseas Chinese" business commuqities play a major economic role 

in all the ASEAN countries. They might be used as the instrument in sup­

port of better rapport between host governments and international business 

finns to the mutual benefit o~ both. They have a natural interest in 

supporting regional economic cooperation to combat excessive economic 

naturalism. Likewise .they naturally favor the free market system over 

its socialist, Stalinist and communist co11111and-typ_e economic systems. 

In order to make transnational enterprises more acceptable for 

LDC host countries, Secretary Kissinger proposed a code of conduct for 

them in his September 1 speech: 

"If the world corrrnunity is committed to economic 
development, it cannot afford to treat transnational 
enterprises as objects of economic warfare. The 
capacity of "the international community to .deal 
with this issue constructively will be an important 
test of whether the search for solutions or the 
clash of ideologies will dominate our economic 
future. The implications for economic development 
are profound." 

Proposals for a code of conduct should be given the fulles~ pos­

sible scrutiny. They might throttle the dynamism of the MNCs by intra-

ducing too heavy a g0vern~ental hand at both ends of their operations. 

Rather than over-regulating the t1NCs governments should keep very well in-
, 

formed on \·lhat the MNCs do and provide corrective actions when necessary. 

An insight as to how American businessmen operating in East Asia 

view the operations of MNCs may be seen in the following briefing notes 

... 
<. 
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(for discussions with Congressional committees, spring 1975) prepared by 

the Asian-Pacific Council of American Chambers of Commerce (APCAC). 
' 

"We believe MNCs are of vital assistance and benefit to 
LDCs by: 

providing access to global markets 
providing investment capital r 

providing non-strategic technology; and ' 
providing essential training to local nationals. 

11 lf 1'1NCs do not provide this assistance, the economic gap between 
LDCs and deyel oped countries wi 11 increase; which is not. in 
the best interest of USA. This pullback will not save US jobs; 
it will accelerute joo loss since new foreign tariff barriers 
and. quotas \·Joul d price US domestic-made products out of the 
market abroad, clear the way for our European and Japanese 
competitors, slash repartriated earnings and thereby adversely 
affect the balance of payments. · . . .. . . . .. . 

The multinationals have b~en at the forefront of creating the 

( unequaled economic pm'l'er of the non-communist world. The l'aNCs are also . 

( 
'· 

. 
\ 

in the forefront of dealing with the communist countries without any real 

appreciation of the political concessions that should be obtained from 

them. On the contrary, HNCs are often urging the non-communist govern­

ments to offer political concessions in the hope of obtaining trade benefits . 

The US Government has found it increasingly rlifficult to formulate 

viable international polities due to increasingly ~omplex and interlocking , 

economic, social, political and politico-military factors i~ the world at large 

and at home. Within the global competition ~hat has taken place·s~nce the end of 

th~ Second World War we have had no counterpart of the various international 

communist parties. In recent years a pm·.rcrful competitor has taken shape in 

the multinational corporations through the i r unmatched economic capabilities 
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and the willingness of most free governments to accept them.* The bene­

fits of this phenomenal network, capitalis·m· international so to speak, are 

being experienced and also probed pro and con. How to make these trans­

national institutions function most effectively and beneficially for all 

concerned may be the central issue of decision confronting free economies. 

Special Problems 

US support for private ~ndustry abroad must match the fact that 

our economy has become a primary instrument of American diplomacy. The 

emergence of economic factors in the front rank of diplomatic issues has 

served to heighten the i1:•1portance of the American Government • s dependence 

on imported ra\'l materials and, more importantly, demonstrated the changing 

pattern of US economic relations with the Third World. 

Tne private sector should be eager to help the US Government 

achieve its foreign policy objectives. But the private sector must be able 

to report profit from its overseas ~perations to assure continuity. Govern­

ment is not under such constraints. The present relationship between our 

government and the private sector is frequently an adversary one. Present 

Congressional attacks on multinational companies are a case in point. A 

new relationship must be established if t he private sector is to become ·an 

effective arm of us foreign policy. 

Broadly speaking, our government policy sho~ld be to encourage 

the flow of investment funds to those areas which want development within 

the general framework of the glob~l market economy and whose development ~~ 
, ... 

\'1'ill be beneficial -to both the political and economic interests of the US. (: · 
\ : .. 
' ' . '· ... _ 

*This compari son may stretch. t he po i"nt since the CPs oper ate in t he pol i t i ­
cal, paramili~~~~t psychclogjcal, as ~~11 as ~~e economi c realm. 

... - - .... ... 
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· Officials of an LDC and a corporate investor view developments 

from considerably different perspectives than does the US Government. . ~ ~ 

There is frequently a hostile attitude toward business among the intellec-

tuals and governmental officials in the developing countries. These 

could be overcome--or their adverse effects at least mitigated by better 

dialogue and communications concerning various paths, costs and rewards, 

leading to economic growth. 

An element-of politico-economic development in any country is 

communications. US information programs have not given this facet of the 

development process the attention it deserves. It should be apparent 

through effective communications the US and friendly goverrunents can 

campaign to gain support for sound economic programs. 

( A really professional use of ~omnunications can speed up ascep-

tance of programs and projects and, more important, unite people with · 

differing vie\·ts to a recogni'zable corrunon purpose. Pinpointed communi­

cations tied closely to specific projects or policies and constantly re­

affirmed could accomplish the necessary task.· A5ove all, within a given LDC 

effective communications systems can infuse a strong sense of national 

purpose--which ts the elixir ~hat makes development plans succeed. ~Je 

• 
cannot rely on primarily economic s~lutions to ~eet human needs--or achieve 

sound economic goals \·:ithout persistently explaining the,}r \·thys and wherefors. 

The caliber of per~onnel involved in US public or private develop-

ment .programs will obviously be a decisive factor in the results obtained. 
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The effectiveness of economic endeavor in 5oth trade and aid 

depends to a large extent on the knowledgeability and diplomatic skills of 
. 

representation, negotiation and professiona) versatility in Business and 

industry. Other factors being equal, top quality personnel is a determinant 

of success. Outstanding businessmen represent not only the product or 
• service but their . country, a dQuble value, and with latitude for action 

the official does not have whether at ambassadorial or J~wer echelon economic 

levels. In 1964 after .solid preparation 5y corporate leaders and federal 

officials, the International Executive Service Corps was formed by a group 
. . 

including David Rockefeller, Sol Linowitz, Bill Paley, C.D. Jackson, 

Senator Javits and others. Its purpose was to moBilize furtner our overseas 
. 

talents by drawing on the services of corporate people about to retire, others 

( still not retired, -and put to work tneir aggregate country knowledge and/or 

highly specialized admi~istrative or disciplinary functions. 

( 

\. 

Today, after ten years of service, incumbent President Frank Pace, Jr . 

notes: 11 IESC offers a third way to foster the ~evelopment of the Third Horld 

••• we do not go in for large. injections of money nor heavy applications of 

manpower but for the selective depl o_yment of skill and experience at the 

management level." 

Despite pessimism as to the short run economic prospects,, the 

population-food syncretism in Southeast Asia presents an exciting and 

i nesc'apabl e cha 11 e1~ge. t·,eeti ng it caul d provide the mas'ter key for advancing 

the economies of the countries along a solid, broad front. The population 
. 

problem can be met by a head-on campaign to improve agricultural productivity, 
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which is the basic economy of the peoples .residing there: More pointedly, 

three ~ey countri~s .•. Thailand, the Philippines and Indonesia •.. can stay 

ahead of their alarming population cur.ves upward only if they increase their 

agricultural efficiency two or three times the existing level within a few 

years time. 
(. Section VI shows how~the battle for increased food production can 

c 

( 
'· 

be ·won, and the tremendous psychological and political influence which would 
.. 

accrue to the US in the·process. The agricultural improvement campaign should 

become the core of the AIU program for Asia. Better handling, storing, trans­

·:porting, shipping and sellin§ of agricultural products should be a major focus 

of private enterprise in Southeast Asia. 
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V. THE ROLES OF THE PUBLIC SECTOR IN DEVELOPME~T IN ASIA 

Introduction 

In addition to utilizing to the fullest the private sector as a 

major engine of economic development governmental assistance still has a . 
( major role to play. More and. more the US bilateral assistance programs 

( 

( 

are becoming grass roots "people ~rograms"--food, population and health, 

Multilateral agencies· tend ·to focus on infrastructure--ports, road net­

works and rural electricity. 

The central assumption underlying US assistance to the developing 

nations in Southeast Asia since the Second World War is there is a re-

lationship between economic growth and political stability. Economic 

stagnation and deep poverty weaken the political fabric of a country. 

Economic growth can result in a far distribution of income and 

wealth, however, only if the strategy of development does not result in 

an excessive investment of income in private property and only if correc­

tive measures are taken through taxation, special subsidies, and relief 

and "anti-poverty" programs which ensure necessary adjustments to the 

otherwise natural outcome of the developmental strategy adopted. More- • 

over, there must be especially good coordination of (a) education and the 

development of skilled, technical and administrative manpower with , ! 
(5) the supply of new employment opportunities which economic development 

is supposed to generate. Nothing can result in soci al instabi1ity and 

obstruct orderly development more than an increase in the supply of educated 

persons \"tho are f rustrated by 1 ack of opportunity·. 
,- -· ·--...... '-' r D P.o'~ 
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Since funding support for Alll in Congress appears to be decreasing, 

the task of stimulating economic growth in Asia appears to be falling upon 
' 

the private sector. Yet emphasis on expariding production and trade alone 

will not assure international prosperity unless the poor majorities in 

the countries of the region can be brought into full participation in . 
their economies. This conclusion suggests that an appropriate division 

of developmental labor between the private and public sector has finally 

evolved. 

The roles assigned to both bilateral and multilateral assistance 

should be correlated with direct US private investment. As of now our 

direct investment is not geared to the overall development challenge despite 

the tremendous contributions the companies are making to the economy of 

receiving countries. 

Problems and Opportunities for Development 

The problems and the opportunities of the developing ·nations of Asia 

correspond in substantial measure to the priority developmental concerns 

expressed by the Congress in the Foreign Assistance Act of 1973. First, 

East and South Asia are now food deficit areas. Many Southeast Asian 

_ countries have the potential to produce quantities of rice, tropical •· 

and subtropicaJ fruits, vegetables, spices, seafood and other foodstuffs 

to.meet their own requirements. Before the upheaval of World War II and 

its aftermath many of these were food exporting countries • 

... .. -.. - • 
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Another important problem is the need to develop adequate distri-

bution systems. The small farmer or busin~ssman cannot benefit, unless 

means exist to transport goods from producer to consumer. Inequitable 

income distribution creates wasteful surpluses in higher income areas, 

it causes devastating shortages of essential commodities among the very 

poor. 

The third major Rroblem in East and South Asia is burgeoning popu­

lations. Over one billion people now live in the free countries of the~e 

regions (excluding Australia and New Zealand). Population growth rates 

outstrip growth rates for food production. The United States and the 

other developed nations help Asian countries by helping develop the econo-

( mic and sociological remedies and in creating health, nutritional and 

maternal/child services. 

( 

The US assistance program tries to help the poor to improve their 

lot by active engagement in production which, in turn, leads to fuller 

employment, gradually improved distribution of income, and eventually, to 

increased economic growth. AID is now trying to concentrate on stre~gthening 

the developing countries• economies from the bottom up. Finally, US .. 
- development assistance objectives also enhance closer long-term commercial 

and investment relationships and thereby help provide the financial 
, 

sinews required to sustain economic expansion. 
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From Bilateral to Multi"lateral Framework 

In the past decade there has been a major· shift from bilateral to 

multilateral economic assistance. For many· purposes the latter is pre­

ferable but again a choice should be made in accord with the purpose of 

this paper, compatibility with US political and security interests in the 
, 

region. Although we have had satisfactory experience with Korea, Taiwan 

and the Philippines, to a lesser degree \'lith Thailand and Indonesia, bi­

lateral aid has become increasingly vulnerable to nationalism, to the 

exploitable frictions and tensions of donor-recipient relations. More 

important, a sharing of debits as well as credits is more conducive to 

regional integration, to better utilization of resources and other assets 

without competitive duplication and waste, and to fuller application of 

the enormous technological skills and capital funding of multinationals. 

Multilateral institutions are at work in East Asia, with not only 

Asian but many other nations engaged in Asian economic development, 

whether through IBRD, the ADS, PICA,* international commercial banks, 

service and management organizations of seceral nations. 

Asian Development Bank (ADS} 

Data cover loan authorizations of the recently organized ADB which • 

made its first loan in 1968. 

, Within the key banking structure of Asian development, the ADB, US 

subscriptions to capital resources as of 1975 stands at approximately 

$242,000,000 as contrasted with Japan•s $603,000,000. Our development 

*Pacific Investment Corporate Assistance. 
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fund with AOB is $50,000,000; Japan's is $105,224,000. Such statistics 

are incomplete and subject to countless factors of alteration. However, 
. 

from almost any judgmental position, US support of the Asian Development 

Bank, more than ever in our world economic position today, is not only 

comparatively weak but shortsighted with respect to the intrinsic role 

~ of Asia in our emerging policy. 

( 

In the last few years, US contributions have lagged, and in the 

last year the US has taken a brusque and negative stance on a series of 

matters not critical to the US or to the Bank. With the other major 

regional bank, IBO, our support is very much more generous and our :stance 

much more cooperative. It seems time in"view of our withdrawal from Asia 

in so many other ways to now reorient our stance in the AOB and become 

more cooperative once again. 

In the course of providing foreign aid to Southeast Asian countries, 

an important consideration is the avoidance of potential conflict due to 

economic nationalism. Unless dampened we may find that our efforts to 

increase economic presence in lieu of m11itary presence and in stimu­

lating economic development to safeguard security in these countries 

· (_ wi·11 lead to results contrary to our expectations. 
~ . 

{ 
\. 

In order to mintmrze these potential conflicts we need to work out 

an intelligent raw materials policy, including an energy policy, that 

is based on cooperation and understanding among Japan, the United States 

• 
.. .. 
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and the countries of Southeast Asia, Korea and Taiwan. On this and 

other economic issues the multilateral approach should ease political 

problems in Southeast Asia. 

Exoort-Import Bank of the United States 

Another major element i~ the US fiscal arsenal which is a useful 

( component of a US economic strategy for Asia is the Ex-Im Bank. 

( 
. ' 

Eximbank loans, guarantee and insurance authorization for FY'72-

'73 to Northeast Asia (Japan, Korea and Taiwan) comprise the heaviest 

regional allocations of the overall area at $773,320,321. Remaining 

Eximbank allocations to the entire area· are as follows: 

Indonesia 
Singapore 
Philippines 
Thailand 
Hong Kong 
Malaysia 

$162,535,818 
74,404,475 
61,193,234 
20,525,640 
17,685,403 
10,003,146 

Eximbank allocations to Northeast Asia amount to more than twice 

the funding to Southeast Asia. Total area Eximbank funding is about 16% 

of the Bank's total export sales support volume. US policy should be to 

increase this amount, along with other external funding, to keep pace with 

the area statistics and strategic import. 

The Bank's President and Chairman William J. Casey has ad-

vanced an imaginative plan to team OPEC and Eximbank investing. (See 

Part III re: necessity of OPEC money required for LDCs.) 
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"The type of petrodollar fi nanci_ng we hope to see 
developed would accommodate the Bank•s need to stretch 
its resources over a growing numBer of projects with 
higher price tags. It would--we hope--reduce both 
Eximbank•s loan participation and its share of the risks. 

"The consequences of a direct flow of petrodollars into 
the normal channels of trade financing would be easy and 
pleasant to see: : 

"--critical shortages disappearing; enough food, energy 
and minerals for all purposes; industry•s long-term 
supply requirements being met and continuing growth 
assured; plentiful job opportunities. 

11 --inflation abating with both new supplies and new 
capital becoming available. 

"--satisfactory rewards for the OPEC country investors; 
their equity investments drawing dividends, their loan 
investments being repaid with interest ... * 

,.. 
*Chairman of Eximbank, William J . . Casey, at Edward R. Murrow Center of 
Public Diplomacy, Fletcher School of.Law and Diplomacy, Tufts University. 
Subject of Seminar : The Role of American and Jaoanese International 
Corporations in a Chanoino ~lorld Economy, Hovember 20-21, 1974. 
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VI. WORLD FOOD AND THE US 

The Problem 
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While the world's population is still ·expanding at an explosive 

rate, the world's food production is not growing proportionately. An 

estimated 800 million persons ~uffer from malnutrition. The current 

( world population of 4 billion will double in 40 years if present growth 

rates continue. Population growtl. in the developing countries will 

( 

( 

(. 

account for 85% of that growth, but food production in most of those 

countries lags seriously behind minimum consumption needs.* The cata-

clysmic danger in this paradox is beginning to force the nations of the 

world to recognize and try to do something about food and population 

problems. 

As the nation which has achieved the greatest agricultural miracle 

in world history, the United States should take the lead in a crusade to 

enhance agricultural production. The United States, of course, cannot 

and should not do tlrls alone, But it can be the catalytic force that 

induces the successful agricultural economies of Western Europe, Australia, 

New Zealand, Japan and the Republic of China on Taiwan to do what muit be 

*Fqr current descriptions of world hunger and poverty and US assistance 
programs addressing these problems, see "Report to the Committee on 
International Relations on Implementation of Legislative Reforms in the 
Foreign Assistance Act of 1973," by AID, July 22, 1975 (House Committee 
Print) and "International Development and Food Assistance Act of 1975," 
Report by the House Committee on International Relations (House Report 
No. 94-442). 
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done to make food production in the various areas of the world adequate 

for human needs. 

The world population explosion continues in those areas of the world 

which for the most part are unable to feed themselves adequately at the 

present time. The rate of the: population explosion is indeed dramatic. 

Thailand. for example. which currently feeds itself, has doubled its 

population in the past. twenty years and is likely to double it again in 

the next twenty. The population increase in Java, . Indonesia could be 

even more devastating, for Java is one of the most heavily populated 

places on earth and cannot feed itself now. Furthermore, the approxi­

mately 1.5 to 2 billion persons living in the underdeveloped tropical 

c· and subtropical zones live on diets which are frequently dominated by one 

( 

( 

staple crop. Chronic protein deficiency is a serious public health 

problem in these regions. Combined with infectious diseases, this form 

of malnutrition is one of the leading causes of death, particularly for 

children under five years of age. 

Proposed Solutions 

The United States is moving in this direction in its new approach 

toward aid: 

11 Congress is now proceeding with vigor and intelligence 
to give a new form to American aid abroad. 

11 Americans have understood for some time that they cannot 
help the rest of the worid a great deal merely by sending 
shiploads of grain each year to whatever unfortunate 
country mig ht be suffering most desperately frof!l famine at 

-- .. 

.. 
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that moment. In this bill, the outline of a much more 
promising policy emerges. It stands on three legs. 
There is the immediate shipment of food as relief in 
crises. But it is tied to investment and technical 
assistance for that country's own: food production in 
the longer future. That in turn is linked to a rising 
emphasis on population planning. None of the three 
will work alone, but all of them together comprise a 
coherent and constructive design."* 

Additional legislation ha~ been introduced in Congress which would 

p.rovide funds to establish land gr~nt-type universities in the developing 

countries in an effort· to help them help themselves. The problem of 

people and hunger on the world stage is essentially a problem of scale. 

That the problem can be solved is pursuasively demonstrated in a remark­

able lecture given by W. David Hopper entitled 11 To Conquer Hunger: 

Opportunity and Political \{i11. 11 ** 

11 Dr. Hopper argues that, despite grave food shortages in 
recent years and prophe~ies of more widespread famine to 
come, mankind has never before been faced with such an 
opportunity to create an agricultural system that will 
assure an aBundance of food for all. Not only are 
techniques available to bring into production large areas 
that are virtually unexploited, but it is now also feasible 
to increase, several times over, the yield of traditionally 
cultivated farms by introducing modern technology ... 

An Aoricultural Crusade 

The basic elements of a campaign to increase world food production #· 

are al~eady available. First anQ foremost is the need to make certain 

tha~ incentives exist to encourage farmers to make the required expansion, 

and profit is the primary incentive. The farmer must feel that the prices 

*Washinqton Post Editorial, September 10, 1975. 
**W. David Hopper, President, International Develbpment Research Center. 

An abstract of a lecture delivered in the John A. Hannah International 
Deve 1 opment Lecture Series, Iii chi gan State University, East Lansing,{:~~ 
1·1ichigan, ~·1ay 16, 1975. / .. ~ <'~.,\ 
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of his farm production will remain sufficiently high not only to cover 

the cost of his investment and labor but to. earn a profit as well. This 

is frequently not the situation in many of the developing countries. 

Furthermore, there has to be an adequate land tenure system, along with 

sufficient credit and extensio~-type services to permit the farmer to 

take advantage of the new techniques, new fertilizers, new seed. Once 

these profit incentive~ are clearly evident, the small farmers living in 

developing countries will make much more efficient use of their own 

resources, as well as adopt new seed varieties and production techniques. 

A prerequisite to success, of course, is the willingness of the governments 

of the developing countries to ma;·shal the resources and apply policies 

c: which will create the incentive climate necessary for rapid agricultural 

progress. 

Protein Deficiency 

Protein deficiency characterizes the average diet of most people 

in the tropical developing countries of Asia. Much more attention needs 

to be given to livestock and poultry raising if this deficiency is to. be 

overcome. Pigs, chickens and ducks are the main source of meat in many 

( Asian countries. Other potential sources, in addition to the omnipresent 

water buffalo, are goats and cattle. New strains of cattle are being 

introduced which can adjust to tropical heat, · and such ·breeding should be 

( 

encouraged. It should be noted, however, that any great increase in live­

stock will place greater demands on cereal production, so efforts must be 

made simultaneously in each agricultural sector. 

~ ... ~. 
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Beyond increased agricultural productivity on land there is an 

equal opportunity to improve the. exploitat"ton of the seas for food. The 

nations of the world will probably not be able to meet all their caloric 

and protein needs from land agriculture. A major portion of fo"od supply 

of the developing countries should .be produced within their own terri­

tories in the not-too-distant future~ There must, however, be greater 

effort to fully exploi~ opportunities for obtaining food from the sea. 

- -- - -- . ... . ... 0 
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VI I. US-JAPANESE-AUSTRAl! AN COLLABORATJ ON 

(Potential for Joint Cooperation in th~ Design and Implementation 
of Development Assistance Programs in East Asia) 

Common Interests 

In East Asian policy the cardinal fact of our foreign relations is 

that the US and Japan, at this stage, represent the only power combination 

with the capacity and 'interests to secure peace in East Asia; and at the 

same time to establish a basis of economic security and self-containment 

for the poorer members of the Asian community. We should build on the 

fact that the US-Japanese alliance from all appearances is a strong, 

going concern. We have few other partners as potent and hopefully, as 

reliable, including nations closer to us by cultural heri~age. Australia 

is included as a major trading partner of both Japan and the US. 

Japan is obviously important in negative terms, i.e., the adverse 

consequences of a US-Japanese fallout would be severe. What we want 

positively from Japan is less obvious. This section suggests that an 

open-ended consortium for Asian economic developments in which Japan made 

( a major contribution could be Japari•s constructive role. 

In view of the immense roTe which Japan plays in the economies of 

co~ntries in the East Asian-Pacific area, efforts must be taken to promote 

Japan•s cooperation with the US wherever possible. A consortium of the 

( 

two nations, however, should develop in such a way as to not give smaller 

countries the suspicion that such collaboration ~ay dominate or deny them 

alternative sources of assistance and funding. 

.. 
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~atever economic agreements· can oe reached and expanded between 

our two countries for East Asian assistance~ · two political priorities are 

paramount: (1} the prevention of communist domination of the Korean 

peninsula; and (2) the strengthening of economic and political relations 

in Southeast Asia to offset any PRC maneuvers to weaken free market ·and 

free society ambience in that region. Three additional priorities are: 

{1) preservation of the integrity of Japan's sea lanes; (2) Japanese 

access to raw material {including fuel) sources; and (3) Japanese access 

to export markets. All these require certain political and military 

conditions and understandings. 

While Japan today can only marginally and indirectly underwrite the 

(. security of the East Asian region, our joint economic efforts can accomp-
... 

.. • 
\.. 

lish much in that direction, in some instances automatically shoring-up 

political weakness and offsetting external blandishments. With sensitive 

diplomacy, Japan should also be brought to a better understanding of her 

economic options and responsibilities in recognition that the thirty year 

old l:lS security framework has provided Japan with many benefits with 

comparatively little cost. . . 
A Japanese-American partnership has existed in Southeast Asia in the 

past 15 years or so. In this partnership US firmed licensed patents 
J 

to Japanese manufacturers which permitted them to se11 · against European 

or other competition (sometimes US) in Southeast Asia. This partnership 

took place because the Americans priced themselves out of the market because 

/~ 
I <:> <.,.: 
~ ~ t: 
i •-: ::• I 
I ·.; .. / 
\ .. ~:... ·:· 
· .. ··. 
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of wage costs; they sold their R&D through license arrangements to the 

Japanese at "bargain" pr-ices (for any fe~s_ ~icked up for Japanese licenses 

were considered "found money,") and because the Japanese could use 

American name brands often when they could not have sold their own mer-

chandise. That Phase of cooperation is over. 

What will take place no~? The development of a new understanding 

and partnership is all the more pressing. Examples? Perhaps a joint US­

Japanese development"with the Chinese communist of their offshore oil re­

sources. Agricultural, or rather, agro-industri·al enterprises which might 

be joint--for example, a move to build storage facilities and 

upgrade crops in Thailand which find Japan as their principle market. 

(1his sort of _thing was tried in the 1960s and failed because it was under-

( ·taken as confrontation bet\·Jeen the US investors and AID and the farmers 

against the Chinese intermediaries and ~he Japanes~~) The joint develo~­

ment and expansion of Indonesian oil with the Indonesian government using 

the Japanese market .and American technology and capital may be another 

example. _All of this demands at the Ameri ~n end a mobilization of intelligencE 

and other resources which has not yet taken place. 

~ 
j..., <, 
I,. 
; "'" \' : ~ 
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In looking toward the future we should recognize the importance 

to Japan of the partnership which Japanese industry and business have 

developed with the overseas Chinese community as intermediaries with 

Southeast Asia. A large fraction of Japanese sales in Southeast Asia 

have been made through this c~mmunity. 

Much of the immense development in US-Japanese trade has taken place 

without a great deal pf knowledge or information as to its particulars 

except among those people actually engaged. As the two most powerful 

economic partners in the non-communist world ignorance of both countries 

about each other can continue at the risk to each country and to their 

joint endeavors. The fault is largely on the US side. There is very 

( little s~udy _ in . ~he us. of ~a~anese language and culture, too much emphasis 

on business ties unmatched by concern about human contacts -and relations. 

US ignorance concerning Japan should be overcome. One idea by 

which this might be done is the possible establishment of a Business 

Institute at the East-West Center in Honolulu, dedicated to mutual US-

Japanese investigation of these problems. The other is the launchin~ of 

a five-year research program in US-Asian communications by the ~1unrow 

i, Center of the Fletcher School in partnership with Keio University in Tokyo. 

A joint conference was held in Boston in November 1974 on the role 

of American and Japanese international corporations in changing world 

economy. The conference report prepared by Philip C. Horton, Director 

of the Murrow Center provides some interesting insights. As Horton writes: 
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"While the US experience ~as ever present in the back­
ground and frequently emerged exp_l i ci tly, it appeared 
that both Americans and Japanese ·had a greater desire 
to explore the subjects at hand in terms of their 
implications for the Japanese. 11 

Concerning the goals of foreign investment the imbalance of the 

discussion was striking: 

"Nowhere in the record C:ves one find mention of the 
US outlook ~hile •.. by contrast, the goals of Japanese 
direct investment and their implications have been the 
subject of so much recent national attention that their 
dimensions have been clearly identified. 11 

The report concluded by stressing implications for communications 

among Americans and Japanese: 

" •.. difficulties underscore the importance of companies 
and governments, 5oth singly and jointly, attempting 
to improve their communications in order to promote more 
accurate understanding of their affnirs. 11 

If we can develop a real sense of partnership with Japan our task 

might be less arduous or suspect. us ·must try to become an equal part­

ner with Japan and make Japanese feel this is in .fact the case. Much 

more closer cont~cts - ~re needed. 
. . . -

It is import~n:t also. that :the US try to 

keep the price of agr1cu1tura1 products to Japan from rising. " . 

US-Japanese Cooperative Endeavors 

!~any Japanese leaders would subscribe to the viewpoint that the 

Japanese have their counterpart of the 11 Ugly A.11erican .. . image, which must 

be overcome in every way possible in foreign relations. Vlhere such 

images are negative or less promising, the other 11 partner .. in any consortium 

-­., .• .. _ _,. ; ....... -· 
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could take the 1 ead, spearheading direct investment, pi l.ot programs and 

in major new enterprises. Japanese, for example, do not enjoy dealing 

with India; they in turn might do better than the US in other countries 

at a given time and vice versa. Such flexibility could strengthen joint 

r· salesmanship. 
' 

( 

( 

For most of the countries in Southeast Asia, however, the leading 

role the US will play.in a US-Japanese consortium mustoe understood b­

them. There still is more confidence on their part in US goodwill than 

in the long-term goodwill of Japan. Also such a consortium should be 

open-ended in the sense that a developing country should be free and 

encouraged to join the consortium once it is in a position to help ·cthers 

less developed than itself. The consortium should not be viewed as a 

restricted club.~ 

In this latter connection we should remember that of equal or 

greater importance than governmental or private assistance to the LDCs is 

mutuul access to the US and Japanese home markets. Exports have been 

vital sectors in the fast growing economies of Korea and Taiwan, among 

others. Textiles have played a leading role in such exports, and the 

energy crunch has hurt texti,e exports from Asia. Tight Japanese 

restrictions have minimized imports; the US market for Asian textile 

manufacturers has also weakened since 1974. The comprehension gap between 

*The idea of either Japan or the US taking the lead in mutual endeavors 
in accordance with the psychological climate of a given country was 
advocated by Robert S. Ingersoll \'then he was the US Ambassador to Japan. 
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security and economic interests must be narrowed. Neither country will 

benefit economically if the region is \'track~d by political upheavals 

deriving from economic setbacks. 

The impact of oil and energy problems on US-Japanese economic 

interests in East Asia and the:potential for US-Japanese cooperation in 

joint activity for East Asian assistance are more unpredictable, for many 

reasons, than any other before us. Substantial OPEC-member investment in 

France, Germany, the UK, the US and Japan, unaccompanied by price reduc­

tions for oil or increased development assistance throughout the world, 

and generally negligible OPEC trade relationships, constitutes a shattering 

economic threat. 

It is difficult to see any solution to tbe oil crisis other than 

an Atlantic-Pacific energy policy under leadership of the US and Japan-­

others if possible--to convince the oil producers that their tactics 

are strategically dead-end. The ultimate community or in any moribund 

Western colonialism, but from Soviet imperialism. Only a few years ago 

the desert economies were weak and indigent, with virtually no meanin.gful 

exports, as Ar.ab economists Yamani and Ansary freely concede. The fact 
; 

( that the source of their wealth is generated by Western technology and 

capital should discipline their euphoria and politics. 

Harnessino Power to Purpose 

The net economic output of Japan and the US is estimated at a 

staggering $2,000 billion. In view of the relationship of the two countries• 
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available national resources and other de~elopment resources to the mari­

time economy and security factors of East Asia, the closest collabora­

tion between the two nations seems to be a necessity for both. Economic 

initiative and policy must be convincingly evident for LDC and Third 

World acceptability. Japan•s;rnternational Ocean Exposition and her 

greatest marine exposition, 11The Sea We Would Like to See, 11 are indicative 

of directions that na~ion is already pursuing. An investment development 

process combining the maritime power and economies of both nations, linking 

up with the maritime capabilities and needs of all cooperative LDCs, can 

generate a potential as dramatic as the food and agriculture program 

advanced elsewhere. Shipping, shipbuilding, new or enlarged ports , ware-

( housing and transshipment facilities and land-sea modal transport inno­

vations are all vital requirements of the world today, particularly in 

Southeast Asia. 

Closer collaboration ts also necessary throughout the whole mari­

time structure and industry because of rate-war dangers, supertanker glut 

and the oil transport problems. Ocean carriers, conference and non-con­

ference, involved in transpacific trade and are constantly searching out .,. 
I 
\ agreements to curo harmful competition.* But such agreements must be 

i 
· .. 

. 
worked out in ways which do not do irreparable harm to legitimate third 

fl~g carriers and which insure sufficient competition ·to foster desired 

innovation. 

~The effort of the Soviet Union to capture shipping contracts by offering 
rates far below costs should not be overlooked. 
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The main areas of a joint Japanese and US effort would involve, first, 

the essential development fields of agriculture, agroindustry and aqui­

culture,and the generation therefrom of food, .fertilizer, minerals and 

timber. A second area of joint activity would center on transportation 

and communications for both ~conomic force function and security purposes. 

Another area could be in rural development and reversal of urbanization 

dangers and inequitie?. Finally, and perhaps above all, a fundamental 

advance in teaming of capital and labor towards national solidarity is 

needed within the individual countries of Southeast Asia. The Japanese 

have excelled in the development of national solidarity and legitimate 

national pride. 

We and the Japanese must recognize that we are both competing with 

totalitarian economic systems militantly pursuing strategic goals inimical 

to ours. We need a clear cognizance of the fact that despite the advent 

of glooal interdependence no currently perceivable common purpose will 

terminate the contest. At issue is what philosophy and under whose writ 

the future world order will operate. Lawrence Eagleburger's home-f~ont 

comment that in response to a challenge of this magnitude bipartisanship . 

--

I 

\. - should impose "a limit as to h0\'1 far we take our di.fferences in the field 

i 

\.. 

of foreign affairs," is most germane.* 

The main focus of an economic policy for East Asia should 5e the 

establishment of an open-membership US-Japanese economic consortium--with 

*Address at Waynesburg College, May 18, 1975. 
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Australia as an initial charter member--a~- the primary mechanism of Asian 

development. This consortium should not duplicate or infringe on the 

activities of ESCAP and other Asian development programs but strengthen 

them with capitalization and examples of cooperation and initiative. Its 

( success could depend on a balince of the strong and the weak .in managerial 
'· 

( 

( 

part i ci pa ti on. 

In building the US-Japanese-Australian connection it is necessary 

that we follow two principles: , 

1. The operation of the economic policy al)iance should be very 

quiet and managed largely in Tokyo, Washington and Canberra or at high 

levels of the local embassies. 

2. The objective of this economic policy alliance should be to 

develop agreed upon positions for the assisting governments with respect 

to the financial consortia and the positions taken by the executive 

directors in international financial organizations. 

The transfer of large scale capital to friendly countries in South­

east Asia must come through private investment and non-project oriented 

consortia made up of the kinds of international financial institutions,· 

groups .of countries or a combination of public and private funding sources 

di_.scussed in Section IV of this appendix. These consortia would make 

general lump sums to governments which would then allocate these resources 

to their own project oriented development programs. These governments, 
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for example, could funnel these externally supplied resources through 

their own lending institutions to support ·rural credit programs or to 

guarantee such programs by their own private banks. 

The US-Japanese-Australi~n consortium suggested here would work in 

( true partnership with the host governments. It would follow the more 

successful examples of past capital investment and technological trans­

fer in Asia. For the most part, these have usually been in the nature of 

joint ventures in which the host country has some equity, writes the 

rules of the game, and rightfully arranges for the training and transfer 

of skills. 

( 

" . 
( 
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COtlCLUSIONS AND RECO:-'u1ENDATIONS 

The US should regard the full scope of economic activity (trade, 

aid and investment and technological transfers) as a major instrument of 

United States foreign policy.: Our economic policy and programs should 

be compatible with our own pluralistic political-economic system. We 

are and should contin~e to be proponents of open, competitive market 

oriented economic systems. Our economic interaction with closed, non-

competitive, non-marked systems should be limited to those cases where 

national security_ considerations override. The focus of our Asian 

economic foreign policy is to promote successful open, competitive 

( _ economic systems. To do this, major gaps between aims and practices 

should be recognized. 

Four principles underlie the recommendations -for specific actions 

wfii ch f o 11 ow: 

One. The free market economy, though far from perfect is still the . 

most successful method for organizing economic systems. Unless the : 

Southeast Asian countries follow the general approach of open, market­

oriented develppment they will fail to modernize. 

,. 

Two. Because our resources are limited we must operate for maximum 
, 

leverage through joint approaches to development problems with other 

countries and international financial organizations. 
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Three. We should focus on our strengths and capabilities within 
·. 

the spectrum of development proble~s. 
•. 

Four. Finally, ·where economic policies interact with national 

security issues due attention must be paid to the national security 

interests. The actions detai\ed below include specific instances of such 

jnteracting interests. 

Recommendations 

The following recommendations are specific directions for both the 

content and management of economic policy in Asia. 

1. Promotion of Private Foreion Investment. If the most successful 

system for development is the open market oriented economy, it follows that 

( we should take actions to support the success of such systems. One vital 

aspect of the development of open market economic systems is investment 

by private businessmen, both foreign and domestic. The l·L~C is recognized 

as a vital instrument of development which simultaneously serves to en­

courage linkages among the open market economic systems. 

Private investment can play a dynamic role in development if 

the host country creates an attractive environment for the investor that 

( will also help itself. Programs in which the developing Asian countries 

provide part of the insurance against expropriation and where there are 

ag~eed orderly methods for settling disputes between foreign investors 

and host country are essential to increasing the flow of direct private 

investment to Southeast Asian countries. The specific problem now posed 

' ·- ···----
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for the United States is to develop mechanisms, modalities, and operating 

methods which are required to encourage fo~eign private investors to risk 

their capital, technologies and management skills and to make such in­

vestors more welcome. This requires (a) continuous monitoring of investor 

problems for all nationalitie~. not just those of the United States 

businessmen; and (b) a complete review of the procedures for insuring 

direct foreign investment in Asia against political risk. 

Specific methods for enhancing the capacity of the financial 

systems to provide risk insurance for direct investment will require 

considerable research and analysis. The essential point is that the 

encouragement of direct private investment should be a high priority 

( oojective that deserve~ full support of the highest levels of the US Govern-

( 

ment. 

2. Establishment and Hanagement of Financial Consortia. The dominant 

economic problem in developing Asian countries is to provide for smooth, 

non-discriminatory transfers of real resources to permit more rapid 

economic development. The input of the OPEC oil price increases and, the 

world inflation have made this resource transfer problem impossible using . 
the traditional methods of foreign assistance. The best method for . 
realistic techniques for resource transfer is to stimulate financial con-

.. 
sortia involving governments (including OPEC membersl; international 

financial organizations, and private Banks. These groups working coopera­

tively will be able to develop the necessary agreements on a case-by-case 
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basis to accommodate the required transfers. Although such consortia 

have been organized from time to time they.: performed in a perfunctionary 

fashion for limited oBjectives. We propose here, however, the establish­

ment of a series of consortia which would consider annually the total 
. 

resource requirements for a gjven country for a two or three year period. 

These consortia would work· out annual agreements with the 

borrowing countries d~tailing the economic situation, policy measures to 

be undertaken, major development projects, progress in implementation 

of prior consortia agreements, and the level of borrowing for the next 

year. 

To make this an effective method of proceeding the United 

( . States Government should cease making project loans or grants to Asian 

countries, except in very speciai areas and concentrate instead on using 

our world position, influence, and resources to make available to the 

recipient country through massing the resources of the several sources 

of funds. 

Several points need to be made; 

a. If the United States is to play a leading role in these 

( consortia, then it is necessary to provide high quality professionals 

working within an integrated policy framework. 

c: 
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b. It is highly desirable to establish efficiency criteria 

in the terms of loans. We should improve the lending terms for these 

countries which follow successful development policies and withhold con­

cessionary loans from those co~ntries that pursue domestic policies in-

' consistent with solid development programs. 

c. We should recognize that although every country has a 

right to pursue any development path that it believes appropriate, the 

United States has no obligation to participate in supporting development 

efforts inconsistent with its world objectives. Our perspective on how 

to organize economically successful societies is proven by the dominant 

position of market economies. Unless there are overriding hard national 

security interests it is simply wasteful to spread our resources among 

those countries that are not pursuing economic development policies con­

sistent with the beliefs of the United States. 

d. At the same time the United States should look to the long 

term and exercise con~iderable patience. We should be particularly con­

cerned to establish developmental goals as conditions for resource transfer. 

e. Implementation of this recommendation would require a 

major reorganization of Aro•s present programs, and may well require 

legislation. Recommendation #6 provides more details on how to carry 

out a policy of using financial consortia. 

.. -.. 
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f. If financial consortia are to be successful as the major 

channel for forei'gn economic policy in So!Jtheast Asia, it is essential 

that the links between the political process and economic development 

be studied and that the United States• position be prepared taking full 

account of the political implications of any given program. 

3. Technical Assistance. · The technical assistance effort financed 

f>y US grants to Soutfi.east Asia ~:wuld be strictly limited to a few crucial 

areas. Tfie recipient country itself can finance other forms of technical 
. . . 

assistance making use of the res~urces availaole to it. In b~o particular 

areas the United States nas special qualifications whicfi justify grant 

tecfinical assistance. Tnese t~ro areas are agricultural research and urBan 

· ~evel opment. 

a. Agrfcultural Research. He should strongly· support technical 

as-sistance for scienti ftc agrtcul tura 1 researcfi. TB.rougn. tfie past 25 years 

th.e Untted States nas funded a great deal of agr'icultural researcfi in Asia. 
- . 

Sucfi. support has often Been criticized on tfi.e grounds that while research 

'.:.'~~.;:. · ·. : produces results tfl.ese results are neve.r made avallaole: to tfi.e farmers. In 

( 

( 

fact, tfie solution to improved extension service systems for delivery of 

researcn results are usually Budgetary (inadequate salaries and allowances; 
. - . 

lack. of useaf51e mate.rtalsi. ~nd can oe solved oy th.e recipient country in- • 

creastng its tiudget allocations to e;t;tension work. Bureaucratic values, 

attttudes and patterns of action are nlso 6ostacles which can only 5e so,.ved 

OJ" tf1.e. recipient government. 

. .. - .. 
... ... • J 
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Tfie cr"tttc:a,l prob-lem. remains wtdespread u11der-investment in 

sci:enttfi'c agrtcultura 1 researdf. Although raptd payoffs are not necessarily 

to oe expected tne application of science to agricultural proBlems will almost 

certatnly· lead to eventual tmprov:ments. 
~ B. Uroan Development.: Due to the pervasive emergence of the 

primate city in Southeast Asia tfi.e resu,.ti"ng profilems of uroan development 

are particularly severe. ·recnnical assistance and research grants should 

( 

Be directed to development of a c~~prehensive Body of· sociological, political, 

and eco~omic researcli on fiotr sucfi. primate ctties come into e:xtstence, how 

they- grovr and now urb-an services are actually de 1 ivereci (1 a5or market infor-

mat'i"on, fiousing, Nater, education, health and transportattonl. Improvements 

tn tfie de 1 tv err of uroan servtces to fiousefl.O 1 ds can only 5e oui"1 t upon a 

mucfi deeper understanding of tlfiat now fiappens. wi tfi. tfie e.normous resources 

6etng dtrected at pr~ · i~ion of :r~an services~ 

4. Tfie. Jaoane:!E_:!};.t_str:E-li.~!.L~onnection. The Unlted States should 

··. ~f); matntain a continuing, close alliance \'lit!'i. Japan and Austra11a in imolemen­

tati"on of recommendati'ons F.l and }.2. In Building this connection it is· 

( ne~essary- tfi:at \\rt: follow bro principles: 

a. Tfie dperation of th~ economic policy alliance should be kept 

very- quiet and managed largely in Tokyo and Washington or at high levels 

of tne local embassies. 
.• 

5'. Tfle oBjecti ve of th.is economic pol i:cy all i ance should Be to 

___ develop agreed upon positions for the two governments wt th respect to the 

"' . . . . .. 
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financial consortta and the positions taken Qy the executive directors in 

international financial organizations. 

5. 11anagement and Adjustment of Foreign Economic Policy in Southeast Asia. 

Once the United States turns its influence to ·the policy and macro-economic 

·levels of development of Southeast Asian countries tne coordination and 

management of policy among tne va~ious concerned organizations oecomes much 
. . 

more important. Effective coordtna ti"on and management \'ll 1l requi r·e stronger 

staffs of economtc offi"cers and capacity to maintain close continuing 

coordination l'titfi: tne. internatlonal fi"nanc'tal organizations and Japan. 

,;:-'::-~ Despite obstacles more attention should 5e gtven to a nigher grade of pro-

( 

. fesstona lism in personnel deal tng wttli economi·c rna tters, more speci fica lly, 

t!fe pol i.t't'co-economtcs of development. 

Respons\B:tl ttY' for policy determi"natton for o·oth:. the promotion of 

pr\v~te. i.nvestment and ftnancia l consort'i"a snould rest wttti the Secretary 

of Sta,te. or nts des.i'gnated representative. Fo:etgn economic policy committees 

snould o·e esta51 tsfi.ed for eadi. South:east Asi"an country- and Taht'an and Korea, 

cfiatre.d oy· tne country desk offtcers. The State. Department country desks 

sfibuld Qa stre.ngtfiened o~ the recruitment and training of general macro~ 

economtsts. a~e to provide detai'led_ analysts of Ute. economic si'tuation i"n 

( e.actr country, provide. coordinati·on \'lith: the international financial organi-

zattons, otner US· ~ove.rnment agencies, and support .tne country desk office~ 

i:n fU"'s dtscusstons l'f.\tfi" tlie Japanese Government. 

Ca.re· sltbul d oe. taken to estab 1 i.sh. thJs procedure slowly as it 

··-w.t~ 1 take considera51 e. time to tdenti.fy, recruit, transfer the staff. 

6. Communications. Recognizing that we are engaged in a conflict 

( of systems a greater effo rt should be made to inform by word and by 

example the advantages of the free market economy. 




