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ENCLOSURE

APPRATSAL OF U, S. MILITARY, POLITICAL

AND ECONOMIC INTERESTS TN SOUTH ASIA

THE PROBLEM

1. To re-examine the U. S, national and strateglc interests
in the countries of South Asia (Afghanistan, Pakistan, India,
Burma, Nepal, and Ceylon); and to determine the meané whlch are
available, and the measures which should be undertaken in the
implementation of established U. 8. forelgn policy for cooperat—

ing with these countries.

FACTS BEARING ON THE PROBLEM

2. See Appendix MWAM,

DISCUSSION

3. See Appendix "BN,

CONCLUSIONS
4. The foregolng appraisal of the strategic, political .

and economlc importance of the emerging South Aslan countries
to the U. S. national interest indlcates that thelr over-all
potential 18 so great, and political developments in these
countries are moving so swlftly, that our basic objectives in
the area should be fully defined and vigorously pursued by all
the means at our dlsposal consistent with our commitments in
“other theaters. At present, although the orlentation of the
governments and pecple of South Asia toward the U.8. and away
from the USSR 1s an eseential element of our political and
economic objectives with regpect to these countries, the basic
policy decisions as to the material means at our disposal, ond
the measures other than moral and diplomatic support which we
are prepared to undertake 1in achleving this orienﬁation, remain
to be determined. Moreover, our strategic and military objec-

tives 1in South Asia do not seem to have been clearly defined,
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5. In these circumstances, and in view of the approaches

that have been made to us by the South Asian countrlies for nili-
tary and eccnomic ald, it 1s imperative that our interests in
the South Asian area be thoroughly and urgently reappralsed

along the following lines:

2+ Thorough urgent consideration particularly should be.

"glven to the strateglc and mllitary objectives of the U.S.

in South Asia in the foreseeable future, to assist in
determining the egsential criterlia for U.S, military sup-
port to the South Aslan countries, ond to indicate such-
other cooperation as may be necessary to promote the
realizatlon of these objectives,

b. At an early date an exchange of views should take
place between U,8. and British military authorities to
ascertaln the sxtent’to which the British may be able to
furnlsh future military ald to the South Asian countrles
and thelr attitude toward any U.S, program of military
agslstance to these countries.

8e The extent of U.S. military assisfanoe to these
countries ‘should be determined on the basis of thelr re-
quiremenfs for internal security and elementary defense
agalnst external threats, their ability to help themselves,
the extent to which thé British may be willing or able to
support them, and our ability to help them in view of our
own regulrements and commitments in other theaters.

de In entering into any commitments for providing mill-
tary equipment the U.8., in line with presently approved
policy, should clearly recognize the continuing'need of
the recipient countries for military replacement equipment.

g. In addition to military assistance we should at an
garly date appralse more speciflically the economic needs of
South Asla, and the extent to which the scope of our
gcononle and financial assistance to these countrles can
and should be broadened, taking into account, also, the
fact that in the case of certain of these countries the

(2)
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filnanclal burden for essenﬁial U.8. munitlions may be 80
gfeat as to retard economié development which in our own
interests should continue.

f. To promote greater reglonal solidarity, which is
essential both for the economic health and military defense
of the reglon, plans should be formulated to use as far as
ls practicable any U.8, assistance that may be extended %o
these countries as an instrument to effect cooperation and

golidarity within the region.

RECOMMENDATTIONS

6, It is recommended that SANACC approve the foregolng
concluslons and transmit them to the Natlonal Security Council

for consideration,

(3)
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APPENDIX "A"

FACTS BEARING ON THE PROBLEM

1. Until very recently the military and other requirements
of the South Aslan countries were elther the direct or indirect
responeibllity of the British Government. Direct British control
of most of these countries assufed the British Commonwealth of
Nations of access to the mllitary potentiale of the area; and
the British-controlled Indian Army provided for 1ts defense.
Soviet influence was negligible in all the countries of South
Asia; except Afghanistan where Russlan pressure had‘beén tradi-
tionally held in check by the balance of British military power

in India. U.S. national and strateglc interests in the arsa
were in some measure safeguarded by'our close rélation with the

British.

o, With the tranefer of British power to independent reglmes
in Indla, Paklstan, Burma and Ceylon during the past year direct
British control of, and responsioility for the South Aslan
countries was eliminated; although through the continued menber-
ship of India, Pakistan and Ceylon in the British Commonwealth
of Nations, and through speclfic defense provisions in the Anglo-
Burmese treaty of October 1947, the British continue to play an
important role in South Asla. Since the reduction in British
control and the consequent weakenlng of the safeguards upon wialch
the U.S. formerly relied, Soviet influence ha.s increased in these
countries and the USSR is offering some of them opportunities of
purchasing arms and lighf industrial equipment fronm Czechoslovakia.
The leaders of South Asla have, however, turned mainly to the
U.S. for support in their military planning and have consistently
indicated, in general terms, thelr desire to obtaln a greater
share of capital goods from the U.S. end other Western countries

than is now available to them. Accordlingly, as & matter affecting

(4) _
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the maintenance of friendly relatlons with those countries and
to serve our natlonal interests, 1t 1s clear that we must take

serious account of theilr claims to our asslstance, both economic

and military.
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APPENDIX "B
DISCUSSION

et

1. Effects of the Britigh withdrawal,

The deep-rooted political uncertainties which effected .
the British withdrawal of power from the South Asian countries
have led to an over-all situation of near-chaos in many parts of
the area. Burma is presently embroiled in civil strife. India
and Paklstan have just passed through unparalleled communal dls-
orders and are gtill engaged in undeclared warfare in Kashmir,
Pakistan hag inherited responsibility for the defense of the
strategic North Weat (Afghan and Iranian) Frontier, but is with-
out the military means of providing an adequate defanseif Afghan-~
lstan, whose position has always rested on the balance of Russlan
and British power, has been left ilsolated on the Soviet frontier
without the counterbalance of British power behind her; while at
the same time Afghan leaders have raised lssues with Pakigtan,
regarding the sgtatus of the North Wegt Frohtier tribes, which
may well invite Soviet claims %o Afghan territory.

In the process of this political ﬁpheaval the economleg of
hese countries have been seriously set back, recovery 1s handl-
capped by the resulting trade dislocatlons, and the need for
outaside agsistance in many fields has become strikingly apparent.

Concurrently with this political and economlc deterioration
the natlonalist movements in the South Asian countriesg have grown
gtrong enough to make it clear that the British will probably
never again attempt to impose their will by foree. In a negative.
sense, therefore, these nationalist movements must be considered
the military equdls of Britigh power within this area, since
they can deny access to their territory and resources. Waether
the oresent membership in the British Commonwealth of Pakistan
and, more perticularly, India, will continue remalns to be seen;
but in any event this new balance of power 1s leading to new

(6)
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political and economlé patterns and possibly to tacit military
alliances outsidé theIBritish Commonwealth of Nations: 0ld
values are being changed and new ones sought. New friendships
are being formed. The new political leaders are seeking asgsls-
tance and support and it is largely on the basis of the responses
which they recelve that frilendship is being measured, and that
new alliances wlll come into being. BSome of the leaders of the
South Aslan countries have asgsumed, unrealistically, that thelr -
power to force the British to negotiate with them was proof

they could stand alone as ilndependent states and dlscharge all
their natlonal and international obligations. The past year

has shown, however, that they must of necessity either turn for
asalstance to the Western powers, of which they now accept the.
U.S. as leader, or that eventually they might be drawn into the
Soviet orbit. Even if they were to create the regional bloc

for which there is some popular demand in South Asia, and attempt
to adhere to a neutral course between the U.S. and the USSR,

such a reglonal organization would probably in time be drawn

lnto the orblt of either the Western or the Soviet power groups.
Ag in other theaters of the world, therefore, whether we will

or not, we are here beocoming engaged in a competition with the
USSR for the favoer and resources of South Asla. The leaders

of the South Asian countries are presently looking in both direo-
tlons. It is in the light of these developments, and of the
very considerable military potential of South Asia which is

now at stake, that U.S. national and strategic interests in, and
policy towards these countries should be ceritically re-examined.
The concentration of considerable power in the hands of inex-

. perienced leaders in these countries demandg of us the greatest
wisdom and forbearance in dealing with them. The great danger
to us is in not taking a clear-cut position that will assure us
of their friendship and support.

(7)
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2. Boviet Interests in South Asia

In telegram No. 3304 of December 1, 1947 the Embassy
in Moscow, in discussing a lengthy lead article in the important
Soviet publication "World Ecomonics and World Politics", high-
lighted the possibilitias with respect to Soviet ilnterests in
India and South Asia as follows:

" This authoritative restatement of Communist 77
doctrine may well portend a shift in major o
Kremlin efforts towards the Easgt. It seeums

to reflect .logs of confidence in imminence of
an economic cripis in USA and in posgsibilities
of further Soviet gain in Europe in the face

of Marghall Plan developments and growing
Turopean antagonism to Soviet aggresslive
tactice. If Europe can indeed be held firm

and if we become deeply committed on the
continent in the process, we may then ses

the Kremlin turn to direct development and
exploitation of what Stalin termed the 'great
reserveg of the revolution 1in the colonies.

and dependent countries'®.

More recent developments tend to bear this out. Within
the past year the USSR has established an Embaésy in Indla, and
has entered into agreements to establish dlplometic missions in
Pakigtan, and Burma, It continues to maintain an actlive Embassy
in Afghanistan, Trade and barter agreemeﬁts have been concluded
between the USSR and Afghanlstan, a Czechoslovakian techniecal
migssion has visited India, Pakistan and Afghenistan to arrange
for the setting up of Czech industries, and a number of Czech
nationals have recently been employed in Afghenistan-and Pakis-
tan., Accounts have reached the Department of State indicating e

that lioscow has set up a Cominform-branch for Southeagt Agla, °

and that the Soviet Embassy in New Delni has become a focal point
of contact with subversive Communist elements in India. Soviet
provacateurs havé been intermittently active in northern Afghun--
lstan, and agents of the Soviet Embagsy in Kabul reportedly have
been in contact with the Afghan tribes of the North West
Frontier,

In various organizations of the Unilted Na“ions, Soviet repre-
gentatives have attempted, often with a degrse of success, to

(8)
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éreate an alignment between the USSR and the South Aslan countriesg
on various UN questions pertaining to raclal discrimindtion, im-
perialism, trusteechip, eto.

Through its instruments, the varlous Communist Parties in
the South Aslan countries, the USSR has conéentrated its efforts
in South Asla on a campaign of virulent anti-Western propaganda
almed particulerly against the U,3. and Great Britain. This
propagande 1g widely circulated in South Agla and appears in
varlous expressions of public opinion, ranging from the extreme
left to eonsiderably right of center. All possible means have
been utilized to bulld up popular support among workers, peasants,
and communal refugees to achieve Communist objectlves and dis-
credlt political leaders not amehable to Soviet aims. In India,
industrial strikes and unrest, coupled with inereasingly hostile
attacks on the Nehru Government, have bBeen manifestations of
Communist activity; while in Burme the Communists are engaged
in open insurrection against the Government of Burma.

The Soviets have advantages over us 1n this developing
gtruggle for South Asia. The political foment and economic dls-

- tress obtainihg in most of the South Asian countries, combined
with thelr weak military defenses, make this area particularly
susceptible to Communist penetration, Soviet authorities are
keanly aware of thé issues involved and of the temper of the
people., Since there was no direcet Soviet involvement in any of
these countries, except Afghanictan prior to the withdrawal of
the British, no disillusion or susplcion of Communist doctrine
has matured among'the people. To most of these people, there-
fore, Communist propaganda still glitters unternished and
attractive,

We also have advantages over the Soviets. Among the more
enlightened of these peoples our traditional sympathy for de-
pendent countries has left a legacy of trust'and good will,
though the positions we have found 1t necegsary to take with fe—

(9)
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speet to recent national movements in Indochina and Indonesia
have weakened the effectivenegs of this legacy, Among the ed-
ucated élasseé, particularly in India, many of the younger
leaders were educated in the U.S. and have retainsd an affection
for this ecountry. The U.S, 1s at present the outstandling or
only éource of the capltal goods, technical know-how, and fin-
ancial support which these countries desire for their economie
development. In the military sphere the principal armies of
South Asia are now equlpped largely with British and U,S. mater-
lal, thue having effected millitary standardizatioﬁ with the
Western democracies; and so long as they remain dependent upon
us for their continuing requirements it is unlikely that they
would or could turn against us. Due to their traditlonal
religioué—social order, which is the antithesis of Communism,
many of the peoples of South Asla are néturally resistant to the
Communist doetrine. This influence is being revealed in India
where some of the provihcial governmehts have recently declared
the Communist Party illegal and arrested Party leaders, and in
Burma and Pakistan wheré recent government pronouncements have

taken a more anti-communist turn.

3. Importance of South Asia to U.S. National Interest.

While 1t is beyond the scope of this paper compre-
hensively to estimate the militery and economic potentials of
the South Asian countries, we belizve that thelr magnitude is
such that the loss to the U.S8, of access to the milltary baées,
manpower, raw materials and present and possible productive
capacity bf thig area, or Gommunist control of the area and its
vast population, would gravely affect the securlity of the U.S,
Such an eventuallty would prevent the development in these
countries of political and economic principles compatible with
our own and would thus adversely affeet our future trade and in-
vestment relationshipe with these countries. Thé following facts
appear to support thls generallzation.

(10)
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a. Strategic Importance.

The geogfaphical position of South Asla ig such
that, 1f the military and economic potentials of the
area were more fﬁlly developed, it could dominate the

’region of the Indiah Ocean and exert a strong influence
also on the Middle Eest, Central Asla and the Far East.
The Indian subomﬁtinent, with ite several good ports
in India and Pakistan, is readily accessible to us by
sea. The sea lanes leading to these ports are through
waters which are presently presumably falrly safe to us
from attack by Soviet alr or naval forces. The best
rail, motor and air traﬁspoft gystem. in Asgia leads
from these ports and serves the zone of the interlor.
The defensive position of the interlor, against ground
movement of Soviet forces from Gentral Asla, 1s relative-
ly secure behind mountain ranges which form ocne of the
most formidnble natural barriers on Earth, The strategile
passes through these mountains, most of which occur in
Afghanistan, are presently controlled by an armed popu-
latlod which alone is oapable of creating some delay
against Soviet military penetration. During the recent
war the air bases of eastern India and Burma proved of
importance in carrying the war to the enemy 1in the Far
East; and so long as the defense of the Afghan Frontler
remains secure to us the air bases at Karachl, Lehore,
Reawalnindl and Peshawar might prove equally important
in condueting ailr operations against the industrial
areas of the Soviet Heartland, or in defending Middle

Fast oil.

b. Military (Manpower) Potential.
The South Asian countries provide a great re-
gerve of military manpower, Out of a total population
of more than 440,000,000 which isg considerably greater

(11)
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than that of the USSR, the U.S. and the U.K., combined,
1t ig estimated that upwards of Q0,000,000 reerults are
available, Many seétions of this populetion have a
gtrong military tradition. During World Wer II the
Indian Army alone, with more than 2,000,000 troops was
the greatest single militery manpower component in the
British war effort; and since before the Flrgt World War
India alone provided the essential military manpower
regerve of the British Empire. Regardless of the tech-
nological develcopments of modern warfare, the friendship
and availability of this manpower reserve may well prove
8 critiecal factor in anf future conflict requiring the
eventual employment of large ground forces.

¢. Economic Potential.

Unlike the more highly-industrialized natlons
of the'West the productive capacity of the South Asian
ocountries remalns iargely undevaloped. As indicatsd
below, however, the actual productive fécilities of the
area are of sgubstantial imprrtance to the U.S. and world

.economy, and will naturally acquire greater significance
as means can beround to increase them, With reference
to the economic potential of (undivided) India alone,
the Board of Economlo_warfare in March, 1942 estimated

ltes importance in the following terms:
- "India has become a vital and posslbly
indispensable factor in the strategy

of the United Nations. India ig the

largest Asiatlc arsenal of the (Demccracies),
and enjoys better access to petroleum
supplies than any other Far Eastern

base., India has already become a

great supply base for the Allies because

of her vast resources in raw materlals

and manpower, Since the outbreak of

war she has made great strides in adjusting
her economic systems to the production

of war materials. Her factories have
contributed large amounts of war eguip-—

ment and general stores to the armies

(12)
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in the Middle and Far East even as they

were meeting to a considerable extent the

needs of her own continuslly expanding

military forces. Some ltems essential

to modern armies (e.g., heavy ordance)

she will probably not be able to fabricate

for the duration of the war. But India

could increasse considerably the volume of

military equipment she could produce

internally 1f she were able to secure

from outside sources such material and

technical assistance as would permit her

to exploit further her great regervolr

of natural and humen resources.”

The Department of Commerce Economlc-

Strategle Study of India, also prepared

in March, 1942, concludes in part: "No

one can deny that India's resources are

potentially great and therefore worth

fighting for. .These regources,. when

developed after the war, may make India

perhaps the leadling industrial nation

in the Far East."

Thege appraisals'were made two and a half years
before the end of World War II, and therefore before
India's greater industrial and economie contributien to
the U.S. war effort in the CBI Theater; and they have
not taken into account the added resources of the other
South Asian countries peripheral to India, Since the
war, despite the serious econcmic setback resulting from
political unrest, India remains, with the possible ex-
ception of Japan, the most highly-industriallzed non-
Soviet nation in Asia and the Far East, and presently
ranks elghth in the world. Moreover, since the war,
the South Asian countries have agsumed & new importance
ag the gource of strateglc materials which are in short
supply from other regions. On this subject the Working
Group on Strategic Materials of the Executive Com-
mittee on Economic Forelgn Policy, in a recent study
(SM D-15/48, September 7, 1948) of 22 materlals urgent-
ly needed for stockplling, lists the following which
are avallable from South Asia!

(13)
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Manganese India
Mica India
Beryl India
Kyanite India
Tale India (Afghanistan)
Chromite Pakistan, (Afghanistan),
India
Graphite Ceylon »
Agbestos (Afghanistan)
Tin Burma
Lead, zinc, cadmium Burma
Rape seed or oil India
Castor beans or oil India
Coconut oil Ceylon

Considering the region as a whole, and look-
ing at it broadly from the point of view of what
it could contribute to us in a future world con-
fliet, or whaﬁ it could contribute to our enemies
if we lost 1t, the economic potential of South Asia
agsumes an even greater importance. The leading
factors that go to make up this potential are
summarized below.

(1) General Commercisl and Financial
Importance of the Area

Although American trade with South
Agian countries has historically constituted
only a small part of the total commerce of the
U.S;, the volume of this trade increased dur-
ing the war. The highest percentages of total
U.S., forelgn trade reported for these countrles
were 5,97 for 1944 U.S. exports (including
lend-lesse items and exports) and 6.6 for 1945
U.s. impértg; this compares with 1,5% of U,3.
exports and 3.5% of U.8. imports on the
average, from 1936-1940. It is possible that
future U.S. trade with the countries will re-
main at higher levels than before the wap,
both because of the lncreaged raw matsrial
imports required by the expanded postwar U.S.

(14) ;
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economy and because the demand for many pro-
duets, especlally caplital goods obtainable only
in the U.8.,, will persist in South Asian
countries in order to provide consumer goods,
replacements and equipment for development
projects. For supplies of specific commodities,
these countries have always been of greater
1mporfance in U.5. trade than the relative
total volume of trade would indicate.

Countrieg of this area also make lmport-
ant contributions to the economle stabllity of
other nations and regilons to which the U.S,
has specific commitments and in which U,S.
interests are greater than in South Asia.

Burms has cdntractad to provide substantial
amounts of rice to China and both India and
Paklstan are negotiating with SCAP to provide
Japan with raw cotton, Jute, iron ore and

even coal (already in shart supply in both
Dominions) in exchange for machinery, cotton
yvarn, and various textiles, With Fhe exception
of Afghanistan (which 1es not a sterling country),
these countries carry on a great part of their
foreign commerce with the UK and other members
of the sﬁerling group. Most of thig trade

is not intra-regional, except in the case of
Burma, which carries on almost 680% of its

total forelgn commerce with India. Though
Imperial preferences apply to most of the
foreign trade of the South Asian éountrieé,

and though restrictive import policies have
been found necessary in order to raduce the

hard currency trade deficits prevailing for

(15 )
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the lagt few years, it 1s possible that these coun-
tries will provide larger markets then in the past
for Ameriecan products, as indicated above. Future
U.8. esconomlc relations with these newly independent
countries will, in any case, involve more direct
dealing with them whieh cannot be based solely on
sterling area issues. MNost of the alr and sea
traffic between the countries of South Asia and the
rest of the world is handled by European and Ameri-
can carriers.

From the finaneial standpoint, Indla, Pakistan
and Ceylon hold approximsately one-third of the sterl-
ing balances owed to foreign countries by the U.X,
and thus these countries have a particular interest
in British financilal stability, also of primary
concern to the U,S. British investments in India,
Pakistan, Burma and Ceylon are still very large
(possibly totaling the equivalent of $2 billion)
despite some transfers of capital to local private
investors and governments within the last few
years. According to the most recent detalled sur-
vefy by the U.S. Treasury (1943), American inveét—
ments in South Asla amounted to $87.9 million;
almost all of this amount represents investments
in diestributing or assembly uanits of U.S. auto-
mobile and petroleum companies in India and Pakis-
tan, aocbunting for approximately 11,5% of U.S.
investmente in Asla as a whole and less than 1% of

our total foreign investments of $18.5 billion,

(2) Labor Supply.
The large population of the region which
affords so great a reservoir of military manpower
(18)
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provides also an abundant source of labor for econam-
1o mobilization. Most of this labor force is pre-
sently engaged in agriculture, In India, which 1is
@ractically the only partially industrialized
country in South Asia, pre~war estimates were that
about 75% of the total population were engaged 1in
agriculture, about 15% were in some form of other
industrial sctivity, while only about 2% were fac-
tory workers. This reservoir of unskilled man-
power, however, may well provide a labor supply
adequate for the demands of expanding economles, asg
many of the South Aslan peoples readily adapt them-
gelves, when properly tralned, %o technical skills
and industrial work. After an extensive study of
this question in India in 1942 the Grady Mission
reported that:
UThe Migslon was impressed with tihe good
qualitiesg of Indian labor. The Indian is
skilled with his hands and, given satisfactory
working conditions with gecurity of employ-
ment, ls dependable and industrious. The
Mission believes that India can rapidly
develop & body of skilled labor adequate
for the expanding program of war production.
This has besn borne out by the records of exlst-
ing industry in Indla, and by the experience of the

U.S. and British Armies in the employment of Indian

industrial labor ‘during the war.

(3) Agriculture

Agricultural raw materials are among the
principal products and exports of South Asia.
Primitive methods of cultivation, population pressurs
and waste of land, however, have prevented the area
from becoming self-guffieient in food, FProduction
may be inereased to the point of gelf-gufficlency
when modern techniques are empleyed, proposed

(17)
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1rrigation‘projects are completed, and more effec-
tive distributlon (involving inter-country coopera-
tion) between surplus and deficient areas can be
organized. The main food erops of the reglon are
rice, wheat, millet, barley, malze, gram, sugar,
and fruits andé vegetables, in approximately that
order. In war, if the normal production and dls-
tribution of these crops is maintained, large im-
ports of focd would not be necessary uhless large
numbers of troops were moved into the reglon. With
regard to other agricultural and related products

the reglon now supplles most of 1ts own nesds and

provides important exports of textile materials
(jute, short-staple cotton, wool, coconut fiber),

o1l seeds snd vegetable oilg (peanut, sesamum, cot-

ton seed, lingeed, rape and mustard seed, castor
geed, coconut, clnnamon, citronella), raw hideg
and skins, fur (kerakul), tobacco, coffee, tea,

rubber,_teak, nuts, spices and other items. Im-

portant items which do not appear among the listed
exports are various forest products and silk,
Forests cover about one-third of Indla and over
one-half of Burma, and provide an abundant source
of timber and other materials. (Burma alone pro-
duces over three-quarters of the world's teak.)
India produces about 1,600,000 pounds of ailk
annually, and during the war was an important
gource of gilk for parachutes. The importance 1o
the present U.S. netional economy of those items
which are exported is indiecated by the table below
which chows thé percent of our total iﬁports durling
1946 of gsome of the agricultural products we ob-
tained from {undivided) India alone.
(18)
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Per cent of total U.S,
Imports in 1946

Jute and Jute products 94.8
Short staple cotton 89.4
Cotton waste 61,4
Rattan articles 100,00
Cocoa~fiber mats 99.8
Sunn fibers . 100.00
Coir yarn , 100,00
Carpets, ruges, mats 48.6
Carpet wool ‘ 25.3
Animal fiber 30.1
Shellac, unbleached 100.00
Lac, crude, seed 100.00
Kadaya and talka 96.3
Myrobalans fruit 100,00
Pgyllium seed 96,0
Caghew nut oil 87,9
Sandlewood oil 81.0
Lemon grass oll 78,9
Sheep and lamb skins 52,

Goat and kid skins 45.3
Cashew nuts 93.0
Celery seed 89.4
Tea 52.9
Black pepper 24,7

(4) Minerals and Mines

The mineral resources of South Asia are
rich in variety, and as thege countries become more
fully developed and their mineral resources more
fully explored the volume of their minerals pro-
duction may be expected to contribute lnereasingly
to world requirements. Economle surveys prepared
during the war show that by 1942 India (then in-
cluding Pakistan) was mining more than 40 different
kinds of minerals and ores. India's ccal reserves
arc estimated at about 77,000,000,000 tons, of which
more than 25,000,000,000 are considered workable,
and 28,000,000 tons are belng produced annually.
India's lron ore reserves are estimated at
10,000,000,000 to £20,000,000,000 tons within the
producing areas, while extenslve deposits await de-

(19)
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velopment in other areas. Its know reserves of iron
ore are about three-quarters of those of thes U.S,
and they inelude ores of better quallty; annual jokalet™
duction is about 3,000,000 long tons, or seccnd
highest in the British Empire. India furnishes about
three~quarters of the world's supply of sheet and
block mica, and during the woer was the world's
greatest prcducer of mica suitable for munitiong
burposes., With an annual productive capaoity of

nearly a million tons of manganese ore India has

' accounted for about one-third of the world's produc-

tion of manganese, and is the world's second larg-
est producer of manganese, India is. the world's
largest producer of ilmenite and monazite, and 1is
the Worldis prineipal source of strategic gradés of
kyanite; Pakistan 1s one of the important producers
of chromite; and India (with Pakistan) has important
sources of bauxite, feldspar, gold, gypsum, mag-
neslte, potassium nitrate, steatite, zircon, anti-
mony, asbestos, barytes, béryl, caleite, corundum,
graphlte, and phosphorus. Afghanistan has no im-
portanﬁ development of industrial minerals, but
recent surveys have disclosed deposits of chromite
which may rival the Pakistan deposits; and promis-
ing prospects of high-grade tale, asbestos, lead,
zine and copper ores have been recently dlscovered
in Afghdnistan. Burma, before 1t was raviched by
war, was the largest producer of wolfram (tungsten)
in the world, stood about fifth amont the world
producerg of tin, sixth in the world in lead, and
was an important world producer of zine. GCeylon
now produces 2,500 to 3,500 tons of 97-98% high
carbon graphite, Nepal is reported to have deposits
(20)
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of quartsz, beryl, corundum and other straﬁagic
materials, although the mineral resources of Nepal

have never been fully explored.

(6) Petroleum

While the South Asian countries remain
almost totally dependent on outside sources of
petroleum, they are more strategically located with
respect to the rich Persian Gulf and Eagt Indies
fielde than any other region in Agia, and geological
exploration may yet reveal important petroleunm
reserves in their own territory. In Afghanistaen,
where there 1s yet no petroleum productlion, reliable
surveys have revealed a petroliferous province of
upwards of 35,000 square miles with an estlmated
capacity of 10,000,000 barrels annual produection.

In Pakigtan vhere the only production at present comes

from the Attoek field (330,082 barrels in 1937),
Burma Shell is now actively engaged in oll explora-
tion and drilling over a wide area in West Pakls-
tan. In India, where about 85,000,000 gallons
(over 3,000,000 barrels) now comeg from thé Aggam
fields, Burma Shell 1is also now hopeful of expand-
ing produection. Burma, which before the war stood
first in the Eastern Hemisphere part of the Britieh
Empire with an annual production of about 276,000,
000 gallons (over 10,650,000 barrels), will again
become an important producer of petroleum when
political conditions permit a reconstruction and

expanslion of the Burmese oil filelds.

(6) Industry and Manufacturing.

Except for the wide variety and distri-
bution of cottagé industries, handlerafts, etc.,
(21)
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whleh contribute importantly to the internal econ-
omy and trade of thege countries, the prinecipal
organized industry and manufacturing of South Asia
centers in India. This, in addition to the min-
ing and plantetion industries already referred to,
includes the production of textiles, 1lron and steel,
chemicals and medical supplies, electricity, leath-
er goods, rubber products, sugar, cement, paper,
machine toolg, shipe, alreraft, armored vehicles,
and miscellaneous war materials, Thege factory
industries employ a labor forece of about 3,000,000
not ineluding about 15,000,000 employed by the cot-
tage industries, and perhaps 11,000,000 employed

in other industrial work,

Since modern cotton, Jute and woolen mills
were introduced about the middle of the last cen-
tury the textile industry has become the most ime
portant in India. The cotton industry during the
early part of the war was turning out about 4,000,
000,000 yards of cloth annually from 389 mills, and
about 2,000,000,000 yards from the hand loom in- :
dustry, and war p?oduotion was ilnereased until
India was supplylng her own requirements of cloth,
produclng clothing from eleven factories .to
supply her own arﬁy, and contributing appreciably
to overseas demands for cotton cloth, clothing and
webb equipment, India's present (1947) productive
capaclty is about 4,800,000,000 yards of cloth
from the millg, and 1,500,000,000 yards ffom‘
the hand—loom industry. The Indian Jjute industry
has always held practically a world monopoly. The
Indian woolen industry, which normally produces
blankets, rugs, carpet and felt for export, was

(22)
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taken over by the Government durling the war and by
1942 had dispatched overseas 4,200,000 palrs of
gocks and 2,080,000 blankets. India's production
of iron and steel has increased steadily in recent
years, and the produetion of seml-finished and
finished steel has also been increasing., The Tata
gteel plant is the second largest in the British
Commonwealth. Present total Indian production of
plg 1lron is about 150,000 long tons in excess of
that used for steel produection; the bresent steel
capacity ls 1,264,000 long tons, as agalnst 625,
000 in 1930-31; and the industry now produces a
long 1list of finished steel products inaluding
rails, locomotive wheels, etc., high«speed steel
for machine tools, stainless steel, and speclal
alloy-steel for armor plate, rifles, ete. During
the war India's steel industry met nearly all the
requirements of India's defense force and supplied
800,000 tons of pig iron a year to the UK,

The chemical industry is one of the most prom-
ising of India's recent developments. Although the
heavy chemical industry, production of dyes,
fertilizers, ete., still lags, the pharmaceutical
branch is well advanced. About 300 drugs and
medicines previously imported are now produced
locally, and India has become nearly self-sufficlent
in medical stores. Of the chemical enterprises
recently introduced the most important are those
for the manufacture of caustic soda, chlorine, sul-

phuric acid, ammonia and ammonia sulphate.

According to a semi-official Amerlcan esftimate
(1947), India and Pakistan, with an estimated total
(23) "
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of 2,700,@00 kllowatts, stand half way among the
countries.of the world in the order of their hydro-
electric ppwer potential, The topography and
climate of these Dominlons provide excellent
opportunltles for lincreasing their installed hydro-
electric capacity, which totaled 1,300,000 kw in

'1946. Plang to effect an increase of half a mil-

lion kw in India alone are going forward, and the
other South Agsian countrles are also contemplating
simlilar developments.

Since India possesses a considerable portion
of the world's live stock, and also has large
selections of tanning ﬁaterials, the production of
leather and leather products has always been an
important industry. Durlng the war, in addition
to large supplies of military harness, saddlery,
ete., this industry produced upwards of 3,000,000
palrs of army shoes and 4,000,000 pairs of half-
goleg annually.

India, Burma and Ceylon produce annually a-
bout 119,000 tons of rubber. By 1941 India's rub-
ber industry supvlied most of her own requlirements
of tires for motor véhioles and permitted the ex-
port of several thousand tons of raw rubber. Dur-
ing the war production was expanded to meet large-
ly the requirements of her armed foreces, and the
industry was developed to manufacture many other
items of industrial rubber.

India leads the world in the production of
gsugar cane, and since the early 1930's sugar pro-
duotioﬁ heg become one of the leading industries
in India and now supplies mogt of the domestie
requlrement.‘

| (24)
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The capaclty of Indla's cement industry wes
estimated at 1,000,000 tons a year at the beginning
of the war, and expanslon since then has increaged
this by an estimated 25%.

India's prewar production of paper was about
64,000 tons annually, or about one-third of her
own requirements. By 1941 this industry had ex-~
panded to produce 92,000 tons, a 42% increase over
1959.- The possibilities of further increase are
extensive.

Although the manufacture of machine tools in
India icatill negligible, the war led to the begin-
ning of thig industry, and by 1941 such items as
gauges, lathes, drilling, shaping, planing, slotting,
and sawing machineg, fufnaces, power blowers, presces,
thread millers, tool grinders, optical and preclsion
instruments, ete., were being manufactured.

Indlan shilpyards are not yet equipped to build
large vegsels, but they have produced a large num-
ber of small craft ineluding trawlers, mine—sweep;
ers, corvettes, etc.

The Hindustani Airplane Factory in Bangalore,
with 252,000 square feet of floor space and aux-
iliary foundries and machine shops, was completed
in 1941 with an estimated capacity of 400 new
fighter ailrecraft per year not including engine
manufacture, The company's first contract was for
74 Vultee bombers, 48 Curtise-Hawk fighters and
30 Harlow trainers for delivery in 1942, During
the war this plant was also used to repair Britich
Swordfish and Walrus seaplahes, and to assemble

large numbers of U.S. alrcraft.

(25)
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While automobiles have not been manufactured
in India, Ford, Studebsker and General Motors have
important assembly plahts there; and during the
war General Motﬁrs, in cooperation with the U.S.
Army, installed at Karachl a two-unit truck and car
agsembly plant to turn out 6,000 units per month, a
truck and body plant to turn out 6,000 unlts per
month, and facilities for engine and general over-
haul. :

In.1941 Indla began the production of armored
ocars and wheeled carriers built on imported Ford
‘chagslis and armored with 6 mm to 14 mm plate pro-
dueced in India. By mlddle 1942 production schedules
called for 600 armored vehicleg per month, the

limiting faotor b@ing availability of chassis,

Of other wer materlals, by 1942 Indlian industry
ig reported to have been producing over 200,000
different military items in quantities gufficient
to supply the Indian army of about 1,000,000 men
wifh 90% of ites requirements, and provide large
quantities of rifles, machine guns and ammunitlion
of all categorlies up to 6 inch shells to the British

armies outside of India.

4, Present Economic and Financial Requirements of South Aslse

The hepe of economic progress in the countrieg of South
Asla ig generally related to their ability to mobilize their own
regources, and to their further needs fdr capital goods, techni-
cal skille, and dollars., These needs cannot yet be described
in detalil in terms of the volume of importg cor of the outside
firianeing requiréd. The hopes and plans of these countries ap-
pear greatly to exceed the realities of carly accomplishment.
More investigation and evaluation 1g necessary before the

(286)
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economlce deglires prevalent in South Agia can be formulated in
terms of individual needs and projects arranged iln accordance
with practically conceived plans. Assistance in thls tagk 1s
belng provided by varioué working parties of the Economic Com-
mlssion for Asla and the Far East, of whieh the U.3, 1is a
member. Until this and related work is completed, there are
inadequate bases for determining the magnitude of ths economice
and financlal requirements of the area.

In the case of India, in addltion to the primary need for
captlal goods, the most serlous problem implnglng directly upon
economic relations with the U.8. ig the deficit which the Indian
economy 1s experiencing in itg transactions with the dollar area.
Although historlcally India has exported more to the U.8. than .
1t has imported from the U.S., the vost-war demand for consumer
and capltal goods has reversed the pre-war trade pattern %to the
voint where Indla asuffered an adverse_balance of payments with
the U.8. in 1947 amounting to approximately $200,000,000., India
hos attempted to meet this problem by restriating'imports, by
drawing on the central dollar reserves of the sterling area,
and by drawing against Lte International Mohetary Fund quota of
$400,000,000. Of these practices » severely restricted import
policy is counter to our concept of expanding multilateral trade,
and substanfial drawings on the ceantral dollar reserves of the
area are oppoesed to our desire to malntailn the financlal stabil-
ity of the U,K.

In Pakistan, ag in Indie, éollar requiresments are met out
of earnings plus drafts on the sterling dollar pocol. In its
trade with the U:S., Pakistan is presently earning a small dol-

~lar surplus; but this is due to import restrietions on oll non-
egsentlal goodg, and this surplus would soon turn into a ssrious
deficlt cshould Paklsten purchase more of the capiﬁal goods g0
badly needed for egsential developments. Ags in the case of
India, the practice of restricting lmports and substantialAdraw—
(27)
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ing on the sterling ddllar pooi is contrary to our concept of
expanding multilateralitrade and maintalning the financial
gtability of the U.K. . Pakistan's requirements differ from
India's in that Pakisten is primarily agrarian and i%s basic
indugtry has yet to be established. Pakistan's need for capital
goods, therefore, ls proportionately greater. This, plusg its
military requirements, and the urgent desire to place their new
country on a firm over-all financial footing was the basis of
the Pakistan Government's request in late 1947 for a U.8, Govern-
ment loan of some $2,000,000,000. Pakistan's economic position,
being unbalanced as between industry and agriculture, also more
clearly emphasizes the need for inter-regilonal cooperation and
especially for Indo-Pakistan economic cooperation.

In Afghanistan, also, there is the problem of fingncing
the essential imports of consumer goods and military stores while
prdceeding with development plans. Afghan consumer goods are
normally imported largely from India and Pakistan, where they
are now being procured and balances gettled through the sale of
dollars because poor transport ard marketing faclilities have
recently impeded the sale of Afghan products agd the accumnulation
of adequate rupes exchange. Present development plans call for
an increase of agricultural output, egtablishment of light in-
dustries, development of natural resources, and improvement of
communications and transport; and several of thege projects
have been undertaken by an American firm which requires dollar
payments. Nearly 95% of Afghanisﬁan‘s dollar earnings ls de-
pived from the sele of karakul furs in the U.S., and this
fluctuates with the fur market. In 1946 they received from
this source $34,000,000; in 1947>1ess than $2,000,000; and 1in
the first half of 19048 about §29,000,000. Their main economic
requirements, therefore, afe for better inter-regional economie
cooperation, to provide the rupee exchange necsssary to obtain
consumer goods in Indis and Pakistan with local currencles; and

(28)
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for gome U,S8, flnancial assistance to insure completion of
their development projects. It is mainly for this latter pur-
pose that the Afghan Government has approached us to determine
the progpects of a U.S. loan,

Since Burma has become so embroiled in ecivll strife result-
ing from the armed revolt of 1ts Communist parties, the trend
in that country has been more toward economic disintegration
and requests for militery supplies, than for the means of economic
rehabilitation and &velopment. Pending the ocutcome of this
conflict, therefore, an appralsal of Burma's economic and
finanelal requirements, and of our interest in furnishing them,
gannot well be estimated. As a member of the sterling area
Burma now obtains most of its dollars from the central reserves
of the U.K, Since Burma is normally the largest world exporter
of rice, and may‘again become an important world source of
tungsten, tin, lead and zinc - all of whioh‘are now in short
supply - this drain on U.K. dollars might be stopped if the U.S.
were to supply dollars for the purchase of these materials by
some sultable procurement method.

Nepal has announced its intention to develop local indus-
tries and agriculture, and is negotliating with American firms
for an economic survey of the country as the first step toward
suchh development, Nepal's principal economic requirement ls for

'the dollar exchange needed to carry out this program. Ourrently,
Nepal is dependent on India for such limited dollar exchange

as 1t obtaing; and Nepal now wisches to enter into an arrange-
ment whereby all fcreign exchange arising out of the export of
Nepalese products through India would accrue to Nepal.

Ceylon's present dollar position is comparatively good, and
this country has requested several types of U.S3. technical
agsigtance.

In accordance with our general policles cf promoting an ex-—
panded multilateral world trade, of recognizing the world-wide
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need for &ooelerated cconomic development, and of upholding the
principles of international cooperation, this Government deslres,
within the 1limits of its resources, to asslst the countrieg of
South Asia to raise their standards of living and to ihcreaSe
their.productlve capacities. This desire is consonant with

one of the principal elements of our obJectives in this area: to
maintaln the orlentation of these countries towards the U.S. and
western democracies and away from the USSR. It is likewlse
consistent with our interest in obtaining, within the next few
years, maximum‘supplies of strategic materials from South Agia
and 1t reflects the belief that capital exports to these
countries can in some measure prove to be a stabllizing influence
on the level of U.$. production and employment by inereasing or
retaining foreign markets for U.S. goods.

Ag yet we have not included the South Asian countries in
that limited group to whose needs we are giving speelally favor-
able conslderation, because the development needs of all areas
now carry & lower priority for. short supplies than do recon-
gtruction and rehabllitation areas. Until now we have held that
private investment should be the principal means of U.8. fin-
ancial asslstance to these countries for the further devslopment
of thelr economy. We have held that, when private capital is
not aveilable, we should lend suppert to thelr applications Tonr
loans from the International Bank or the Export-Import Bank fox
individual development projects, but that our interests in Souhl
Asla, in view of our broader commitments in other theaters, do
not'warrant speclal treatment with respect to the supply of
capltal goods or direct U.S. Government credits which fequire
Congressional approval.

It 1g present U.S. policy to permit the export of goods
subject to officlal quotas (none of which represents an obli-
gation on suppliers) in the largest possible guantities consigtent
with the effective functioning of our domestlc economy. The
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Secretary General of the Economic Commission for Asla and the Far
Fast will be informed of this poliey, in answer to the recent
appeal by a majority of the Commission to make available to Asian
countries "an adequate share" of our production of capital goods
and basic materials. Furthermore, an inecreased world production
of essential commodities (including capital goods) 1s expected

to result from thé rehabilitetion and recovery of Europe and
certain Far Eastern countries, to whieh the U.8, 1s now contrib-
uting an unprecedented volume of financlal assistance, and such
an inerease will materially help to establish the basisg in South
Asia for economic progress., This progress, in turn, nay result
in improved conditions that will providé foundations for stable
democratic governmenté, friendly to the U.S.

Meanwhile, ag U.8. regources are limited, it is urgent that
we reappralse the existing financial and other means at our
dieposal and éxplore the possibilities of utilizing additional
methodes of economlc assistance to the area, in order to deter-
mine the extent and charscter of the ald which 1s consonant with

our own interests.

5. Present Military Requifements of South Asia.

Cut of a total pupulation of more than 440,000,000
the tofal strength of the ground forces of all the Souta Aslar
countriee has recently stood only at about 52¢,000 regular
troops, plus various small irregular securlty forces. By count-
rles these forees are dlstributed opproximately as follows:

Pecpulation Ground Forces

Afghanisten 11,000,000 g, 000
Pakistan | 75,000 .C00 141,000
India 317,690,000 241,000
Burma 15,000,000 23,000
Nepal 5,800,000 45,000
Ceylon 6,500,000 4,000
(31)
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Due to the political unrest which now pervades the area
and to the presence of militant foreces within the area (Afghan
tribal forces, Indian States forces, Gurkha warrior castes, ete.),
which are not yet fully welded to the merging natiocnal author-
ities, these military forces.of the South Asian countries are
barely suffielent to meet the existing demands for internal
policing and maintenance of security. Yet the present trend,
due to lack of replacement equipment, spare parts, etec., is
toward a decrease of eitlier the efficiency or strength of these
forces, None of these countries is vet able to fully supply its
own armies with equipment of its own menufacture. All are pre-
sently supplied with material formerly obtained from British and
U.S. sources, To maintain their exlisting strengths, as thelr
stores become exhausted through normal attrition, the South Asian
countries are now turning meinly to the U.$, as the natural
source of supply. The requests so far received by'us are as
follows:
&. Afghanistan
For all practical purposes Afghanistan is almost
totally dependent on foreign sources for its militery re-
quirements. Up to now the Afghan Army has obtalned from
the U.8. only surplus hospital and non-combatant equipment,
through the purchase for cash of U.S. eurplus property in
India in 1945. In June of 1948 the Afghans approached the
U.8. for other military supplies. A further approach wer
made 1n 1947, at which time we were told in no uncertain
terms by the Afghan Prime Minister that unless his govern-
ment could be given gsome assurance of at least token
asslstance from the U.S., which would indicate that we had
an ilnterest in Afghanistan, they would be forced against
their will to turn to the USSR. In April 1948 they in-
formally requested a U.S. loan of $100,000,000 %o finance
a le2-year sconomic development progrem and to provide for
(32)
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their military requirements, and although thisg figure has
since been reduced the request 1s still pending. As to
thelir military requirements alone, they informed our Em-
basgsy in Kabul on July 29, 1948 that for internal security
they were presently in need of‘approximately 24 to 36 light
tanks, 120 4,2 inch mortars, 40 ATfs-type alreraft, and
materiel to equip one motorized division of 4,000 to 6,000
men., Since noné of these Afghan requirements hag yet been‘
bresented to us asg formal requests, no positive action
has been taken on these approaches.
b. India

At present Indla is able to produce large quantities
of small arms and ammunition, uniforms and leather equip-
ment, but is largley dependent on foreign sources for
bplanes, tanks, ships, heavy ofdnance, gte. Of these latter
categories the Indian Army is partly equipped with U,S.
lend-lease and surplus property material, During 1948 the
Indian Military Attache, Col. Keul, approached the Depart-
ments of State and Army to obtain medium bombers and other
military equipment or “he Indlan armed forcss. He wlghed
to order 12 B-25 Mitchell bombers for delivery in May 19248
and 31 additional B-25's for subsequent delivery. He nlso
informally indicated the interest or the Government of India

in Long-term military collaboration between India and the US,

At the time of Gol. Kaul's approach the Department of
Btate wrs in tﬁe final stage of reaching its determination,
subsequently approved by fhe President, that in view of
the threat of war between Indila and Pakistan over Kaghmir
1t was not congsonant with the foreign policy of the U,S8.,
while this issue was under review by the UN, to authorize
the sale or transfer of combat material to either India or
Pakistan pending a clarification of the situation. At the
same time the Department of State was advised by the De-
partment of ths Aipr Force that no medium bombers of the

(33)
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type desired by India were then avallable ag surplus to the
needs of the U.8. military establighment. It was asccording-
ly decided to.discourage Col. Kaul from meking further re-
queegts of this nature. |
On April 2 the Deputy Foreign Minister of India, Sir

Girja Bajpai, called at the Department of State and stated
that, with the full knowledge and authority of Prime Minis-
ter Nehru, he would like to propose the sending of an
Indian military mission to the U.S. at an sarly date to
explore the possibilities of obtaining military equipment
in this country. In making this réquest he gave agsurances
that the principles for which the U,S8. and India both
stand are identical and that India would under no circum-
stances élign 1tself with the Soviet Union in a war between
that country and the U,S. 8ir Girja was informed that the
proposal would be considered; but he was reminded that,
not only bescause of the present U.S. arms policy with re-

. spect to India and Fakistan but algso because of our own
present arms requirements, i1t might not be feaslble to do
very much for India.

Recently members of the Indian Embassy, ineluding
the Indian Military Attache, have informally avproached
the State Department to express a degire for a greater
exchange of military information between the fwo countriea.
This problem hes been partly met by: (1) Having India
classified upwards to the category of countries receliving
"pegtricted" U.S. military information; (2) Making a
deliberate effort to furnish the Indian Military Attache
here with relatively harmless but somewhat impressive mil-
itary information; and (3) urging the U,3. Army to continue
Indian officer students in U.S. Army Service théols.

On June 7, 1948, Mr, Chopra, First Secretary, Embassy
of India, requested informally the probable reactlon of the

(54) |
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U.S. Government to & formal request from India to import
arms and ammunition from the U.S8. to be used exelusively
in the Indian military training program. He stated that
the Government of Indle would be prepared to give formal
assurance that the arms and ammunition 1mported would in
fact be used for training and would under no circumstance
be employed in Kaghmir. The items requested included:

W5 mm., ROW. « « o o o o o o o « » 209,000 rounds

75 mMm. GUN. . . e o« s o+ e ... , . 100,000 "

75 mm. gun, smoke. . . .+ . . . . . 46,000 "

Z7mm, HE. o« o o « - o« o & « « « » 150,000 "

57 mm, Canister. . . . . . . . . . 02,000 1

30 ocal. Browning (mixed belts) .12,000,000 "

Grenade, rifle, practice. . . . . 17,000 "

The Department of the Army has determined that these
guantities are completeiy peassonable and that they repre-
gent on a per capita basls approximately 75% of the amounts
normally required by U.S.‘troopé for training purposes. In
reply to this request representatives of the Indian Embassy
wefe informed on July 29 that the gupply of this ammunition
from U.8. sources could not be approved because it would
be in violation of the U.S. poliey not to supply war
materinl to elther India or Pakistan until the situation in
Kashmir had clarified.

On July 30, 1948 the Indian representatives inquire
whether the U.S, included spare parts for out-dated Stewart
tanks among those 1tems which were excluded for export from
the U.8. to India. In reply they were informed on August
17 that these items were no longer available. During the
Aiscussion which followed the Indians stated that while
the Government of India now understood the U.S. position
with regard to such temporary situations as the Kashmir
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problem, it wag also faced with long-range as well as
short-range military planning, and the time wae coming when
India, in order to evolve its long-range planning, would
have to know “Where it stood" with the U.S8. Government in

the over-all evaluation of what international contribution
might be made by India in the event of further deterioration
in international relations in general.

&. Pakisten

The new Government of Pakistan, which came into
being with no munitions industry and only a modicum of
equipment fr~m Indian stores, approached the Department of
State in October-November 1947 with the request for U.S;

financial ald over the next S5-year period‘to include, inter

alia, the followlng defense ltems:

Army - $170,0Q0,000. To provide for a rsgular army

of 100,000 to ccnsist of one armored division, five
infantry divisions pertly motorized, and a small
cavalry establishment; and to nrovide for replacement
and remodeling of existing arms and equipment, sup-
plies and ammunition, equipment for ordnance factories,
raw materials and payment of perscnnel.

Air Force - $75,000,000. To provide for twelve fighter

squadrons (150 planes), four fighter reconnalssance
squadrons (70 planes), three bomber squadrons (50
planes), four transport squadrons (50 planes), four
training wings (200 planes), together with necessary
replacements, ground facllities, and payment of
pergsonnel.

Navy - $80,000,000. To provide for four light crulsers,

slxteen degtroyers, four corvetteg, twelve coast guard
gunboats, three submarines, 120,000 tons migcellaneocus
facilities with necesgsary ammunitlion, base equipment,
ete.
(36)
Appendix "B"

e
Approved For Release 2000/05/23 : CIA-RDP78-01617A000200260005-3




Approved For Reléasw00I05123 : CIA-RDP78-01617A290200260005-3

Sl

It was obvious from this approach that Pakistan was
thinking in terms of the U.S. as a primary source of mili-
tary strength, and that this would involve virtual U.8. mil-
itary responsibility for the new dominion, Since no legal
authority existed for granting U.S. financial aid to Paki g~
tan for thig burposge, and since the time was not considered
cpportune for seeking such authority, our reply to this Pak-
istan request was nzgative. The milithry items contained
in this‘request were not considered because it was net yet
clear what role the British were to fulfill in the military
affalrs of the new Dominions, nor what U.S. military policy
toward Sauth Asia would eventually be. Of the other re-
quests received at that time for financial ald, however, a
WAA credit of $10,000,000 was granted Pakistan for medicine
and other material for rsfugee relief,

Since that time we have received requests from the
Pakistan Embassy for 30 AT-6 tralning planes, spare parts
for AT-6 planes already possessed by the Pakistan Air Force,
and for information regarding sources in this country where
the Government of Pakistan might obtaln maintenance spares
for Stewart tanks, Sherman tanks, and4tradked carriers which
are now possessed by the Pakistan Army. After considerable
deliberation, it was finally determlned that, provided sult-
able guarantees were given, the sale of training planes
and parts of the type requested was not incompatible with the
informal embargo mentloned above in conneetion with India,
.and aeccordingly the Department of State has approved export
licenses for these items. Action oﬁ the inquiry for mainten—
ance spares for tanks and tracked carriers is pending.

In May 1948 the British Government requested that the
U.8. approve the trensfer, from British Lend-Lease stores
to the Government of Pakistan, of 5,198,000 rounds of .30
caliber and 1,091,000 rounds of .50 caliber ammunition.

(37)
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This request was refused because it wag considered that
such a transfer would violate the informal arms embargo
mentioned above.
4. Burma

Burma has no muniticns industry, and the Burmese
Government recently found itself lacking adequate supplies
of automatic weapons, small arms, ammunition, communicaticns
equipﬁent, and aircraft for its campalgn agains?t insurgent
Communists. In his telegram Ne, 130 of April 3, 1948, Am-
bassador Huddle informed the Department of State that the
Burmese Forelgn Minister had requested U.S. assistance to
the extent of providing six fighter bombers, 400 field
wirelegs sets, 1,000 Thompson sub-machine guns or Sten
guns, and 30 armored cars. The Ambagsador suggested that
the Foreign Minister try to obtaln these supplies through
the British Defense Migsgion before calling upcon the U.S.
for aid. The Foreign Minigter followed tals advice and was
gsuccessful in obtaining some of this equipment, at which
time, also, we consented to the British request to re-
transfer to Burma 12,000 rounds of .50 ocaliber Lend-Lease
ammunition. Since then, however, our Military Attache 1in
Burma reports that on August 18, 1948, our Embassy in Ran-
goon was agailn informally approached by the Burmese with the
request that the U.S. supnly the Government of Burma lmmedli-
ately 10,000 carbines, 1,000 sub-machine guns, 1,000 Bren
guns or equivalent, 1,000 light machine guns, and 300 heavy
machine guns, The Britlsh were also being asked at that
time to supply additional arms and equipment. On September
4, 1948, in an officlal note to our Embassy in Rangoon, the
Government of Burma requeéted to buy from the U.8, 5,000
carbines with 2,250,000 rounds of ammunition and 150 jeeps,
stating thet of their long list of ssgsential needs these
items were available only from the U.8. and that most of

(38)
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the other items were being supplied by the Britishi The
British Ambassador suppbrted this request.
g. Nepal and Ceylon.
There have beé@ no requests by either Nepal or

Ceylon for military assistanoe from the U, 8.

6. Inability of the British to Mget Military Reguirements

Bearing in mind the commitments which the U.8, has made
elsewhere, 1t would appear to be in our national interest that
the British continue to bear the ma jor respongibilities for
meeting the military requirements of the South Asian countrieg.
It is doubtful, however, whether Great Britain’can do this,
Uncertainties prevail with regpect to thg political relations
between Great Britain and her former dependencies which may
serlously limit the extent to which military cooperation be-
tween them could take place. We gravely doubt whether the
British alone possess sufficient economic and military re-
gources for this task., In view of fhe actual requests which
have come to us in recent months from the South Asian countries
for military assistance and guidance, therefore, it is necessary
in our own self-interest now to determine what part of thig
‘responsibllity should be borne by the U.S., when the informal
embargo now in efrfect against India and Pakistan is eventually

lifted.

7. Necegsity for Regional Approach by U.S.

We may defeat our own purpose if by extending military
assistance to any one country in this area we alienate the
friendship of one or more of the other South Asian POWEDS.
Certailn of these countries, particularly India and Pakistan, do
not yet enjoy good relations with one anotherr If U.8, military
asgistance 1is made avallable to one the others will increase
thelr pressure for comparable aidf In considering any program
of military assistance ﬁo the aresa, therefore, a regional ap-
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_proach 1s necessary, keeping in mind, of course, that internal
conditions in individual countries must always be taken -into
account.
On the other hand, India 1s the natural political and

sconomic center of South Asia and aid given to the peripheral

countries would have to be adapted to conditions in India,

8. Desirability of Regional Cooveration.

Even if U.S. ald is extended to the South Asian countrles
on a regilonal basis there remains the possibility, due to con-
tinuing internal and inter-regional confllets, that the com-
bined power potential of South Asla may never develop in the
foreseeable future 1f the individual countries are left %o
their own devices. U.S. military assistance to these countries
may not contribute to our own national interest unless 1t con-
tributes tothe lmprovement of thelr internal stabllity and
better relations with each other. Due to the momentum of move-
ments which are aiready get in motion in South Asia, a period
of internal and inter-regional conflict 1s perhaps lnevitable.
Whether this will eventually lead to greater reglonal solidarity
or greater chaos remains to be seen. The possibllity of 1t
leading to greater chaos must now be accepted as a calcoulated
risk. To mnimize this ridk and therety promote cur awn objotives, ary plan for U.3.
assistance ghould be‘used ag far as practicable ag an instru-

ment to effect cooperation and solidarity within the region.

9. Importance of Recognizing Continuing Need for Milltary
Beplacements,

SANAGC 3680/5 (approved on July 28, 1948) points out

that U 8. foreign pollicy may be seriously impaired in some of
its principal objectives if the result of U.S. milltary assist-
ance shodld be the alienation of the recipient countries
through the breakdown of that assistance. This could come a-
bout by not oonsidefing the future need for replacement and
gpare parts. After a foreign country receives U.S. munitions
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applieg them ﬁo equip units, and employs these units in opera-
tions or training, there comes a time when spare parts which
originally came with the equlpment are in thé‘hands of troops
or exhausted, At thisg polnt there arises a stringent and legit~
imate demand for replacements and extra spare parts which usually
are to be had only from the U.8, If in response to thisg demand
he U.S. offers nothing but sympathy, the foreign government will
be Forced elther to reduce itg military establichment, attempt
local manufacture, or turn to some other country for help. Any
one of these alternatives would inevitably create 111 will toward
the U.S.; while the latter, if the only choice is to turn to the
Soviet countries, would defeat one of the most cherished long-
range aims of the U. S, by defeating the concept of taclit mili-
tary alliances, and military gtandardization, between these
foreign oountries and thevnon-Sovlet powers.,

We now face this situation with respect to India and Pakig-
tan. Asg & result of Lend-Lease and surplus property transfers
the armies of thege couhtries were partly equipped with U.S.
materiel. The point of exhaustlion of that materiel is now ap-
proaching, and India and Pakistan are turning to the U.8, for
replacements and extra spare parts. Due to the dangerous polit-
leal unrest in South Asia thelr requirements for internal and
regionél securlty are too great to permlt a reduction of the
military establishments at this time-—nor would it be in our
interests that they do so. They are not in a position fully to
supply themselves by local manufacture. Unless they reecsive re-
placement equipment from us, therefore, their only alternative
will be to turn to some other country for help, and recent re—
ports (Praha A—6lo, August 2, 1948) indleate that they are now
considering accepting the offer of this help from Soviet-domin-

ated CZGOhOSlOV&ki&.

10.  Financial Considerations.
it Woﬁld oppose éyfqndamental objective of U,S, policy
(41)
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if the financlal burden for U.S. muhiitions was so great on the
recipient countries as to retard the progressive development of
the rescurces and economic potential of South Asia (SANAGC 360/5).
When a foreign nation now attempts to secure replacements of

U.8. materials 1t usuaily recelves a psychological shock occasg-
loned by the preéent high cost as compared with the original

cost of the same materials under Lend-Lease or surplus praperty
settlements. The tendeney may be strong, therefore, to retard

or secrifice eggential economice development to the ﬁeeds of the
military. If military assistance to the South Asian countries

1g as important to the national interests of the U.S. ag we be-
lieve 1t 1g, and if it 1s determined that some of these countries
cannot wholly cor partly support the required program, financial
support of military assistance measures for these countries
through U.S. means should be given policy consideration. The
extent of U.S, financilal assistance‘should be balanced, how-
ever, to prevent any unremunerative dissipation of U,S. re-

" sources,
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