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Foreword 

+ 

WALTER STERLING SURREY was a prominent Washington, D.C., 
attorney. For 35 years, Mr. Surrey headed the international 

law firm of Surrey & Morse, which merged with Jones, Day, Reavis 
& Pogue in 1986. Throughout his life, Mr. Surrey worked tirelessly 
to promote international trade and commerce, particularly among 
nations having different cultural, economic, and political systems. 
He strongly believed that international trade is the most equitable 
and efficient means to create and distribute wealth throughout the 
world. He maintained that an open and competitive international 
trading system leads to greater understanding and mutual respect 
among countries, and that lasting world peace can be achieved only 
after such understanding and respect are established. 

Mr. Surrey was associated with the National Planning Asso
ciation for almost 40 years. He first came to NPA in the early 1950s 
as a member of its International Committee. He joined NPA's 
Committee on Changing International Realities when it was es
tablished in 1975 and remained actively involved in the Commit
tee's work until his death in 1989. He was elected to the NPA Board 
of Trustees in 1965 and served as its Chair from 1977 until 1989. 

Following Mr. Surrey's death, NPA, with the aid of the Surrey 
family, established the Walter Sterling Surrey Fund for Interna
tional Cooperation. The purpose of the Fund is to expand NPA's 
research in international economic, social, and political policies. 

This third publication in the Walter Sterling Surrey Memo
rial Series is devoted to "New Views on N orth~Sou th Relations and 
Foreign Assistance." The series is produced through the Walter 
Sterling Surrey Fund for International Cooperation in conjunction 
with NPA's Committee on Changing International Realities. This 
volume of the Surrey series was made possible through support 
provided by the Office of Private and Voluntary Cooperation, 
Bureau for Humanitarian Response, U.S. Agency for International 
Development, under Cooperative Agreement #F A0-0230-A-00-
3065-00. 
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New Views on 
North-South Relations 

and Foreign Assistance: 
An Introduction 

+ 
by Richard S. Belous 

and Sheila M. Cavanagh 

During the Cold War, the American media commonly reported 
about Third World guerrilla wars in the following manner: 

one side was pictured as a group of valiant and humanitarian 
freedom fighters, while the other side was pictured as an alliance 
of thugs, criminals, and petty dictators. In the post-Cold War era, 
however, the American media more realistically see the savory and 
unsavory characteristics of both sides of conflicts in the developing 
world. 

Cold War foreign policy most often handled North-South 
relations as an adjunct to East-West relations. America's conflict 
with the Soviet Union was paramount, and developing nations 
played a secondary role in this struggle. With the demise of 
communism and the breakup of the Soviet Union, U.S. public and 
private sector decisionmakers are compelled to consider the com
plexities and nuances of North-South relations, but the pole star 
by which they navigated the global strategic landscape for many 
decades is missing. 

NEW VIEWS 

The end of the Cold War has presented American public and 
private sector decisionmakers with many new options. The United 
States is faced with both a challenge and an opportunity in the 
need to debate and restructure its foreign assistance policies 
toward_ developing nations. The National Planning Association 

1 
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(NPA), in cooperation with the U.S. Agency for International 
Development (USAID ), is contributing to the dialogue on post-Cold 
War aid and development assistance. NP A's Aid and Development 
Project comprises several publications and a series of public-pri
vate sector policy dialogues that take place in Washington and in 
various other cities throughout the United States. 

Characteristic of NP A's 60-year tradition, the Aid and Devel
opment Project is committed to a nonpartisan, factual review of 
foreign assistance policy and a productive exchange of ideas among 
public and private sector leaders. The authors in this volume of the 
Walter Sterling Surrey Memorial Series are experts who spoke at 
Aid and Development Project events, and they represent diverse 
vantage points in the foreign aid and development debate. 

The Clinton administration presented a rewrite of the 1961 
Foreign Assistance Act to Congress in February 1994. Entitled the 
Peace, Prosperity, and Democracy Act (PPDA) of 1994, the pro
posed legislation would provide a framework for funding interna
tional affairs programs in the post-Cold War world. The PPDA 
reflects the restructured goals of the U.S. foreign assistance pro
gram minus the pole star of containment. It also reflects the 
restructured strategies for foreign assistance programs of USAID 
and other aid-related institutions. 

Currently, American aid is allocated primarily by geographic 
region. If any part of the Clinton administration's new plan would 
replace containment and geography as the primary guides of U.S. 
foreign aid policy, it would be the umbrella objective of "sustain
able development." Sustainable development is defined in Title I 
of the PPDA as "broad-based economic growth which protects the 
environment, enhances human capabilities, upholds democratic 
values, and improves the quality of life for current generations 
while preserving that opportunity for future generations." 

Passage of the PPDA in Congress would channel interna
tional affairs spending based on this concept of sustainable devel
opment, which encompasses U.S. foreign policy concerns of 
economic growth, the spread of democratic political systems, envi
ronmental protection, and population stabilization. The United 
States likely would continue to use aid as a geostrategic foreign 
policy tool in the Middle East, the former Soviet republics, South 
Africa, and other regions. But the PPDA would create a new 
framework for U.S. policy toward the developing world, and it 
would recognize major post-Cold War shifts in North-South rela
tions. 
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NEW PARADIGMS 

In the first chapter, Charles F. Doran of the Paul H. Nitze 
School of Advanced International Studies of Johns Hopkins Uni
versity explores a new paradigm for North-South relations in the 
absence of the communist threat. He then addresses some of the 
many competing priorities for foreign aid and development assis
tance and places foreign assistance in a larger U.S. international 
policy framework. 

In the second chapter, Joan M. Nelson of the Overseas Devel
opment Council examines the connections and conflicts among 
democratic reform, economic growth, and poverty reduction in the 
developing world. Nelson puts post-Cold War development theory 
in historical perspective, emphasizes the difficulties of "dual-tran
sition" nations in making simultaneous political and economic 
reforms, and outlines some of the policy implications forthe United 
States and other aid donor nations. 

Thomas M. Callaghy of the Department of Political Science 
of the University of Pennsylvania focuses on the development 
problems of the African continent, which has become marginalized 
from the global political and economic system. In the third chapter, 
he discusses policy options for the United States, for other indus
trialized countries, and for the multilateral financial and develop
ment institutions that remain engaged in the African development 
process. 

In the fourth chapter, Ingomar Hauchler, a member of the 
German Bundestag and spokesman on development policy of the 
German Social Democratic Party, emphasizes the need for indus
trialized nations to change their perceptions and policies if they 
are to deal with a diversified and rapidly changing developing 
world. He stresses policies that will foster self-sufficiency and 
equitable, sustainable growth in developing nations. 

Relations among nations at various stages in the develop
ment process, from the most industrialized to the least, have 
profoundly different characteristics and implications than they did 
even 10 years ago. U.S. foreign policy, and indeed that of many 
wealthier nations, is changing as well, but at a far slower pace than 
global realities. Changes are overdue in the policies of the devel
oped nations in the Northern Hemisphere toward their neighbors 
in the Southern Hemisphere. 

In the United States, many foreign aid reform efforts have 
failed to dethrone the 1961 Foreign Assistance Act. However, the 
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costs of maintaining the status quo will rise as the United States 
moves further into the maze of challenges and opportunities of the 
post-Cold War world. U.S. government, business, and labor have 
a stake in economic growth and political stability in the developing 
world. 

Foreign assistance is only one aspect of the shifting relation
ship between donor countries in the North and recipient countries 
in the South. Developing countries are home to four out of every 
five people in the world. As all nations become increasingly inter
dependent, those of the North and South no longer exist in isolated 
hemispheres. Common North-South interests include global eco
nomic growth, political stability, population stabilization, environ
mental protection, and disease prevention and control. Donor and 
recipient countries should agree on effective and appropriate rela
tionships for the new context created by the end of the Cold War. 
The authors in this volume shed new light on North-South rela
tions and foreign assistance in an international arena undergoing 
profound and constant change. 



1 
North-South Relations 

and Foreign Aid Reform: 
A Realistic Approach 

+ 
by Charles F. Doran 

The North-South relationship has never followed its own com
pass, but instead has always responded to changes in the 

East-West political atmosphere. When the Soviet Union ultimately 
collapsed, some of the tension left the North-South dialogue as 
well. The breakup of the Soviet Union facilitated the withdrawal 
of the Red Army from its occupation role. Europe moved its center 
of gravity eastward. The "standing start" threat to Europe was 
gone, and the hair-trigger quality of Cold War nuclear confronta
tion disappeared. In fact, the collapse of the Soviet Union has 
affected the U.S. posture toward the developing world more deci
sively than any other event since the end of World War II. 

COLD WAR CONFLICT: A COMPASS FOR 
NORTH-SOUTH RELATIONS 

East-West considerations had a profound impact on the 
North-South matrix in part because the Soviet Union liked to 
create mischief in the developing world, from the Koreas to the 
Congo and from Nicaragua to Syria. Of course, Moscow did not 
control all that happened strategically within the developing 
world. But Kremlin policymakers had the capacity to disrupt 
events and policy in developing areas, and disrupt they often did. 

Yet North-South relations were affected by the Cold War in 
an even more serious, if less direct, way by how the United States 
determined what was important in foreign policy. East-West rela-

5 
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tions were the lens through which the United States perceived 
much of the developing world. That lens was significant in terms 
of how America set priorities, including those for foreign assis
tance. 

In 1950, the basic idea behind technical assistance was that 
poor countries would gain from a transfer of skills and the building 
of infrastructure so that they could better exploit the opportunities 
afforded by the international marketplace. By the 1960s, U.S. 
national security concerns determined whether a country would 
receive U.S. foreign assistance or whether a foreign assistance 
budget of a given size would pass Congress. National security was 
the rationale that produced results. If a country was not politically 
unstable, and thus subject to Soviet tampering, it had to appear 
unstable to get U.S. attention. For example, the late Egyptian 
president Anwar el-Sadat was suspected of engineering a middle
class revolt over bread subsidies, made possible by American 
wheat shipments to Egypt, so that both Saudi Arabia and the 
United States, its two big donors, would take Egypt seriously. 

With the end of the Cold War, the national security argument 
yielded much of its clout. Developing states no longer were bal
anced on the thin edge of bipolar division. Whether a state was 
stable or unstable no longer had the same significance. Whether it 
was "lost" to communism did not make much difference because 
communism was a tarnished doctrine, and no one in Moscow was 
tending the global power ledger. 

Thus, an opportunity has emerged for rethinking the U.S. aid 
program, an opportunity unprecedented since the program was 
established. Foreign assistance is no longer locked into the rigid 
criteria of the Cold War. Under the Clinton administration, 21 aid 
missions have been closed, mainly in Africa and Latin America. It 
is now possible to reassess foreign aid in a way that goes beyond 
what was possible under the "New Directions" amendments of the 
1970s and the Reagan reforms of the 1980s. 

REASSESSING FOREIGN ASSISTANCE 
REASONS AND PRIORITIES 

The necessity for foreign aid reform in the post-Cold War 
world is compelling. Why does the United States give foreign 
assistance? Or, looked at in another way that is at least as plausi
ble, why do developing countries request foreign assistance from 
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the United States? The answers are not the same, but they can 
clarify why the United States chooses to give foreign assistance. 

There are seven competing reasons for the granting of U.S. 
foreign assistance. 

(1) It promotes political stability, which is desirable in the 
recipient because it fits in with America's overall design for world 
order. 

(2) Foreign assistance is a moral imperative-that is, it 
should be given simply for reasons of charity. Charity does not stop 
at the water's edge; humanitarian assistance to restore a society 
after war or natural calamity is a high calling. 

(3) Foreign aid should be used to encourage economic growth 
and development. Sustainable development, or economic develop
ment that respects the environment, has become a modified ver
sion of this objective, made particularly visible by the wholesale 
destruction of the rain forests in Brazil, Indonesia, West Africa, 
and elsewhere. 

(4) Foreign assistance, according to the late University of 
Chicago Professor of International Relations Hans Morgenthau, 
has only one purpose-to enhance the political leverage of the 
donor. In this view, foreign assistance makes sense only when it 
induces compliance in the recipient, a notion that causes alarm 
among some liberals. 

(5) Some urge that only recipients that are good markets for 
U.S. exports, reliable sources ofraw materials, or safe destinations 
for investments should qualify for foreign aid. 

(6) Others contend that democracy is the objective that justi
fies foreign aid. In their view, the U.S. record in promoting democ
racy is the only argument that will save foreign aid budgets in the 
face of an increasingly hostile Congress. 

(7) Finally, foreign assistance can reward countries with good 
human rights records. For some time, the State Department has 
been obligated to codify and rank states in terms of their human 
rights performance, thus creating a benchmark against which to 
measure foreign aid allocation. 
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ACCOUNTABILITY AND EFFICACY 

In addition to these seven competing objectives of foreign 
assistance, two other forms of accountability have emerged. Ac
countability by region has meant that Russia and the former 
communist states of eastern Europe are claiming an ever larger 
portion of monies previously devoted to the developing world. 
Accountability by domestic comparison is causing shocked aid 
officials to respond to angry members of Congress who ask why 
South Chicago is a less deserving place for assistance than Zaire. 
When combined with questions about whether assistance actually 
gets to the people who need it rather than being intercepted by 
corrupt government officials or rapacious rural landowners, as in 
Ecuador and the Philippines, these criticisms are damaging. 

In one of the most haunting phrases of the aid business, 
Senator Edward Kennedy (D-MA), among others, has repeated the 
claim that foreign assistance "takes from the poor in the rich 
countries to give to the rich in the poor countries." This assertion 
simultaneously disparages the aid effort in both the donor and the 
recipient nations. It argues that the poor in the United States not 
only may be denied benefits because of foreign assistance, but also 
may be forced to pay for that assistance. At the same time, it argues 
that foreign assistance is badly managed and ends up in the 
pockets of the middle class, if not of the wealthy elites abroad. 
Either way, this aphorism demands accountability. 

What is the record of accountability? Does foreign assistance 
get to those who need it most? Does assistance produce results? 
Increasingly, Congress worries about these questions because they 
are the ones American taxpayers are asking. For example, an 
Overseas Development Council survey found in the early 1990s 
that 88 percent of the U.S. respondents thought that aid was 
"frequently misused" by foreign governments. 

Congress would not be pleased with some of the results 
unearthed by careful testing. One studyusingthe so-called Fitzgib
bon index of democracy, which ranks aid recipients by whether 
they have become more or less democratic since obtaining signifi
cant amounts of foreign assistance, shows that aid has no impact. 
No improvement in democratization occurred in response to 
foreign aid deliveries, and the propensity to create democratic 
institutions did not correlate at all with the distribution of U.S. 
aid. 
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Another empirical study, which I conducted, attempted to 
determine whether the aid program's principal selling point in 
Congress, namely, that aid creates political stability, is accurate. 
The study covered a 19-year period in eight Central American and 
Caribbean countries and employed a 3,000-event data bank. Both 
economic and military funds were reviewed. The basic question 
examined was whether recipient polities became more politically 
stable after the receipt of foreign assistance. Not only did the 
recipients not become more stable, but U.S. foreign assistance 
seemed to be driving a pattern of instability. This somewhat 
surprising finding becomes more plausible when it is recognized 
that economic assistance, like other forms of economic activity, 
probably speeds up the development process and therefore accel
erates all forms of social and political change inside the polity. 
Insofar as the governments received military assistance, this en
abled them to try to stamp out guerrilla opposition, thus leading 
to an increase in reported turbulence. 

AID POLICY PROBLEMS UNDERMINE EFFECTIVENESS 

But there is another reason why this lack of accountability in 
foreign assistance results has occurred, and it has nothing to do 
with deliverability. The more fundamental problem lies with the 
overall goals of the U.S. foreign assistance program and the lack 
of agreement on these objectives by the U.S. electorate and govern
ment policymakers. When the United States cannot settle its own 
priorities, it is little wonder that the effectiveness of its foreign 
assistance is undermined. 

Consider, for instance, the seven goals of foreign assistance 
listed earlier. Even if they could be ranked in order of importance, 
the effects of the fourth-, fifth-, or seventh-ranked objective would 
have a scarcely measurable impact on the recipient polity. The 
number and diversity of goals are too great. In any event, there is 
no agreement about how these goals should be ranked. 

The United States must reform its whole approach to the 
disbursement of foreign assistance. Many administrations have 
attempted to do this, with the only net measurable result being 
that the aid budget keeps shrinking. The United States has an 
obligation not only to the potential recipients, but also to itself and 
its own foreign policy to craft a uniform, consistent set of foreign 
aid objectives. This process must begin with the basics. American 
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must ask themselves why they provide foreign assistance. Then all 
parties should try to agree on a ranking of the U.S. foreign assis
tance goals. 

WHY PROVIDE FOREIGN ASSISTANCE? 

Those who argue that the principal purpose of foreign aid is 
to buy influence abroad may have a point. The bulk of foreign 
assistance goes to a few recipients with which the United States 
sustains special relationships. In the aftermath of the Camp David 
accords, the approximately $4 billion that Israel and Egypt each 
receives has had a quieting effect on Middle East relations. With
out Egypt, there can be no major assault on Israel. These payments 
are a very large portion of the total U.S. aid budget, more than 40 
percent in a given year. But war in the Middle East would be a 
costly enterprise, too, not just in human lives, but in dollars as well. 
For example, the Persian Gulf War cost more than $80 billion. 

Greece and Turkey are another pair of countries that receives 
special treatment in U.S. aid policy. Again, this is a complex 
international relationship, with a sensitive internal political resid
ual. Although Turkey lost close to $7 billion of foreign exchange 
because of the Gulf War, it remains a loyal and helpful U.S. ally. 
Given the volatility ofrecent events in Bosnia and Macedonia, U.S. 
influence in Athens is scarcely without consequence either. 

Analysts who think of foreign aid in terms of charity are also 
correct. In combination with voluntary, nongovernmental organi
zations such as the Red Cross and various religious charities, many 
of which are superbly administered and dedicated, the U.S. gov
ernment can make a great contribution to human welfare during 
crises. Natural calamities and war-caused devastation are the 
major but not the sole targets of this type of assistance. It is 
anticipated that in 1994 alone, more than 25 million refugees will 
require food, shelter, and health care. This is foreign aid in its most 
graphic and perhaps most appreciated dimension. 

RANKING OTHER PRIORITIES 

Economic Growth 

After these commitments of security influence and charity 
have been met, there is still the question of what ranking foreign 
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assistance priorities should be given. Here the tough choices begin, 
but the problem is reduced to simple form. Foreign assistance is 
supposed to help people escape from poverty. To do this, it must 
catalyze economic growth and development. All else being equal, 
foreign assistance should enable the recipient economy to grow 
faster. The pace of growth, of course, depends on how much foreign 
assistance a state receives. Winston Churchill allegedly said that 
he did not believe in statistics that he himself had not falsified. 
Because I did not collect these statistics myself, I cannot vouch for 
their (in)accuracy, but according to published sources, 40 percent 
of the budgets of 13 of the poorest sub-Saharan countries are 
dependent on Western foreign aid. That is a large budgetary 
impact. Assuming that any economic growth has occurred, its path 
and rate should somehow be related to such a contribution. 

However, for greater economic growth to result from foreign 
assistance, that assistance must reinforce the market. It cannot 
operate in defiance of the market, and it is no substitute for market 
forces. It should enable the market to work more fully and effi
ciently within the recipient polity, or aid money will have been 
wasted; thus the imperative to coordinate aid budgets internation
ally. Evidence exists that even among the poorest countries, the 
effort to follow World Bank and International Monetary Fund 
guidelines concerning macroeconomic policy results in higher 
growth. Nothing is more foolish than attempting to bolster cur
rency that is ailing because of improper domestic fiscal and com
petition policies, precisely the dilemma of contemporary Russia. 

Governance and Social Issues 

Foreign assistance should also not be used to worsen the 
physical environment of a recipient country. Nor should that 
assistance be given at the cost of the human environment-that 
is, human rights. Foreign assistance should not weaken or subvert 
any tendency toward greater democratization. Despite the exam
ples of Singapore and Chile, there is no reason to believe that, in 
the aggregate, nondemocratic governments are better than demo
cratic governments at achieving economic growth. 

In Ghana, successive military governments brought the coun
try to near ruin. In Jamaica, the more politically realistic Edward 
Seaga has done little better than the interventionist Michael 
Manley. Guyana demonstrates that nondemocratic regimes have 
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no necessary commitment to economic progress. Corazon Aquino's 
democratically elected government in the Philippines depended for 
support on the same rural oligarchy as her predecessor, and thus 
neither she nor her successor has done much better economically 
than the corrupt Marcos regime. Democracy neither furthers nor 
hinders economic progress per se. The capacity for and commit
ment to economic progress are more deeply entrenched in a market 
way of thought than in the type of regime. 

But if the chief goal of foreign assistance is~the elimination 
of poverty, then foreign aid should not be expected to promote 
democracy or improve human rights as part of a crusade. History 
shows that rises in income are accompanied by popular demand 
for political representation and social justice. Nevertheless, this 
should not be the task of foreign assistance. Recipient govern
ments would be wise, in their own self-interest, to give proper 
attention to matters of good governance. 

Military Assistance 

Military assistance and economic assistance follow different 
trajectories and should be kept distinct in terms of timing, locus, 
and purpose. Military assistance is a short-term expedient to 
prevent aggression or the tumultuous collapse of a government. 
Economic assistance is a long-term measure designed to enhance 
a country's growth and development prospects. Military assistance 
cannot do the job of economic assistance, and vice versa. It is as 
useless to provide economic assistance to a state in civil war as it 
is to provide military assistance to improve the growth prospects 
of a society at peace. 

Yet both economic and military assistance must be granted 
in the context of a single package. It is very devious to sell military 
arms to a country that does not need the defense, while providing 
economic aid that is supposed to accelerate growth but does not, 
because the aid is squandered on a spurious concern for protection. 
Foreign assistance is fungible, as is all power. In the post-Cold 
War era, perhaps the greatest lesson for foreign policymakers is 
that unneeded defense spending in many parts of the developing 
world should not be allowed to use up scarce U.S. aid resources at 
the economic margin. 
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A LARGER POLICY FRAMEWORK 

Finally, foreign assistance must be seen as part of a larger 
policy framework, not as an end in itself. When the Caribbean 
Basin Initiative was launched to assist poor countries in the region, 
hopes were raised. These hopes plummeted when a simultaneous 
increase in U.S. import barriers to sugar, the region's main export, 
cut into revenues. This was an unwise exchange. Trade is a much 
better route to economic self-sufficiency than foreign aid. Yet the 
signals sent out by this unfortunate venture conveyed just the 
opposite notion. 

A race for access to foreign assistance is ongoing between the 
transition economies of the former Soviet Union and eastern 
Europe and the economies of the developing world (so-called de
spite the reality that it is composed of many "worlds"). In reality, 
the size of U.S. aid budgets is shrinking, not just relative to gross 
domestic product (GDP) or to need, but in absolute terms. For the 
present, the transition economies are diverting funds from devel
oping-world areas, particularly Africa, which will force a new 
austerity on these societies with unpredictable social and political 
consequences. 

At the same time, within the U.S. economy a surge toward 
welfare consumption is reflected in the fact that a rising share of 
GDP is going to health care expenditures, unemployment compen
sation not well administered, retirement benefits not offset by 
adequate inputs, and interest on the national debt. Unless the 
United States is very careful in the years ahead, it will not have 
enough revenue left for proper funding of its foreign obligations, 
especially those involving foreign assistance. 

I began by noting that the end of the Cold War has created a 
unique opportunity to rethink the U.S. aid program because the 
old rules for sponsoring assistance have implicitly changed. I also 
observed that because of the internal contradictions within the set 
of U.S. aid objectives, there is an immense need for serious reform. 
Given the number of objectives, their diversity, and the lack of 
agreement about their ranking, the delivery of foreign assistance 
could not possibly be optimal. Even if each recipient attempted to 
meet U.S. assistance objectives, the program would not fully suc
ceed because of the inability to sort out the opposing instructions. 

More than this, however, U.S. foreign assistance must keep 
abreast of changing norms within the international political econ-



14 NEW VIEWS ON NORTH-SOUTH RELATIONS 

omy. A revolution is sweeping economic thought in the developing 
world. It began with the conspicuous triumphs of the newly indus
trializing countries of Asia. But the transformation of the Chinese 
economy using market principles, doubling agricultural produc
tion the second year after reform and sustaining real annual GDP 
growth of from 9 to 14 percent for more than 15 years, has changed 
the whole focus toward development. Now, instead of shunning 
foreign investment, developing countries actively seek it. Instead 
of import substitution strategies and a closed economy, the ap
proach is increasingly to open economies and to export, as Mexico 
and Chile have done. Instead of creating government-owned cor
porations, the rush is toward privatization. Countries have dis
covered that markets work and that freer markets work better. 

In the midst of all this transformation, the danger is that the 
U.S. aid program, mired in self-made inertia, lacking adequate 
market consciousness, and burdened by congressionally mandated 
restrictions, will lose sight of its primary purpose and will fall 
behind the vanguard of change within the developing world. The 
private sector has a responsibility to see that this slippage does not 
occur or does not continue to occur. Indeed, the greatest praise that 
could eventually be addressed to all foreign assistance programs 
is that because of their performance and design they will cease to 
exist since their functions will have been absorbed by the normal 
operations of an increasingly liberalized international economy. 



2 
Democratic Reform, 

Economic Growth, and 
Poverty Reduction: 

Linkages and Tension in 
Developing Nations 

+ 
by Joan M. Nelson 

The promotion of democracy on a global scale is a logical 
successor to the Cold War concern of containing communism. 

In 1993, National Security Advisor Anthony Lake coined the term 
"enlargement," which essentially presses the idea of extending the 
reach and depth of market economies and democratic political 
systems throughout the world. Of course, the concept of enlarge
ment is also a response to what has actually been occurring during 
the past decade. 

Although newly emphasized, the theme of enlargement is 
obviously not new to U.S. foreign policy or U.S. foreign aid policy. 
It has risen very sharply to prominence just in the past few years, 
while ideas about the links between democracy, governance, eco
nomic growth, and poverty reduction have evolved over the past 
35 years. 

A SNAPSHOT OF THE PAST THREE DECADES 

The 1961 Foreign Assistance Act reflected a happy conviction 
that economic development, and therefore poverty reduction, went 
hand in hand with democracy, and that the driving force was 
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economic growth. Economic development would create a middle 
class, a middle class would press for a voice in government, and a 
more participatory, more open government would evolve in tandem 
with increased economic progress. The mechanisms for encourag
ing growth were basically capital inflows and a fairly substantial 
role for the state in encouraging both physical and human capital 
creation and in guiding growth patterns. This was the era in which 
India and other developing countries were busy constructing five
year plans for their own development. 

By 1970, disillusionment had set in over the effectiveness of 
growth to automatically relieve poverty, and emphasis on aid 
programs that would go directly to the poor increased sharply. 
Later in the 1970s, political turbulence and a growing wave of 
military takeovers in Latin America, in sharp contrast to the 
successes of the emerging East Asian "Tigers," fed a reluctant 
belief that perhaps authoritarian governments fare better than 
democracies in achieving economic growth and reducing poverty. 

By 1980, the perspective had shifted again. Sub-Saharan 
Africa was clearly in deep trouble. The World Bank, in particular, 
supported the line of analysis that government was the problem, 
not the leading force. Government seemed to be an albatross that, 
sometimes with good motives, adopted policies and approaches 
that were profoundly distorting and that generated corruption and 
rent-seeking behavior. The 1980s saw great support for "getting 
government out of the economy." 

Political trends in the United States and Great Britain, as 
well as in the other industrialized nations, reinforced that analysis. 
By the early 1980s, development theory was dominated by the 
concept "that government is best which governs least," regardless 
of whether it is democratic or authoritarian. During this period, 
two groups that normally do not agree with each other-nongov
ernmental organizations (NGOs) concerned with relieving poverty 
and who want government off the backs of villagers, and neoclas
sical economists concerned with encouraging business and who 
want government off the backs of entrepreneurs-seemed to agree 
with this perspective. 

By the late 1980s, the perspective had shifted once more. The 
market lost some of its sheen, and it became clear that getting 
prices right was not enough. This was especially clear in the 
poorest nations. Stabilization and adjustment have a high welfare 
cost, which does not necessarily mean that they should not be 
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undertaken, but rather that attention must be paid to social safety 
nets and therefore to the governments that can administer them. 
Further, while the right prices and responsible macroeconomic 
adjustment were clearly necessary, they alone were not sufficient 
for restarting growth and addressing poverty. It became apparent 
that competent government must direct this transition. These 
ideas began to coalesce in 1987-88, before the revolutions in east
ern Europe and the fall of the Berlin Wall in 1989. 

THE ROLE OF THE STATE 

By the early 1990s, then, the state was brought back into the 
development process. But prolonged economic stagnation, fiscal 
crisis, and overextension have essentially destroyed the state in 
much of Latin America and sub-Saharan Africa and, in somewhat 
different ways, in eastern Europe and the former Soviet republics. 
State institutions are characterized by underpaid, demoralized 
bureaucrats who moonlight and are sometimes corrupt, often 
because this is the only way they can survive. Government agen
cies in many developing nations have no equipment or supplies; 
law enforcement has deteriorated (to the point, for example, that 
youth gangs are terrorizing the beaches in Rio de Janeiro); social 
services have collapsed; and infrastructure has decayed. Thus, the 
problem is not simply recognizing that the state must play an 
important role in development; it is a problem of restoring, limit
ing, and redefining the role of the state. 

But the role of the state is now seen through a wider lens. 
Again, there is an interesting convergence of views between NGOs 
and at least some of the neoclassical economists, particularly 
various groups in the World Bank, which has become one of the 
intellectual centers for rethinking development strategies. How 
are decent governments achieved? Simply improving public ad
ministration charts and personnel training will not work; more 
open political systems are necessary. A competent and autono
mous judiciary must enforce the rule of law. The media must be 
allowed to enforce transparency and spread information. Elections 
must enforce accountability. In short, by means of the concept of 
good governance, development theory has returned to democracy 
as an important element of the development process. 

That line of thinking began to emerge before 1989 and was 
reinforced by the events in eastern Europe that year. Thus, devel
opment theory in 1990 briefly turned back to 1960, but with the 



18 NEW VIEWS ON NORTH-SOUTH RELATIONS 

causal arrows reversed. Democracy and markets still went hand 
in hand; however, the causality now ran from democracy to gov
ernance to growth to poverty reduction. 

A RETREAT 

Admittedly, this sketch greatly simplifies the shifts in devel
opment theory, but it is nevertheless useful. Despite lessons 
learned over 30 years, the ideas of the early 1990s are still some
what utopian. All good things do not go together, and in the past 
four years many foreign policy groups and individuals concerned 
with development have made a hurried retreat, at least in private 
thinking if not in public statements, from this perspective. Re
counting the history of changing perceptions of the relationships 
among democracy, governance, growth, and poverty reduction calls 
for a closer look at both certainties and uncertainties. There is no 
strong or precise relationship between democracy and good govern
ance, although there is certainly a very strong relationship be
tween good governance and economic growth. There is also a strong 
relationship between economic growth and poverty reduction, as 
virtually all careful studies on the subject make clear. 

This brief historical trajectory is also useful because it indi
cates that public opinion has been led to some false expectations 
by the events that suggested more theoretical links between de
mocracy and development about 1990. There is now a rapidly 
growing sense that events are not turning out as hoped. Democracy 
is a messy business. For instance, democracy releases all kinds of 
ethnic and national hostilities. In some countries, such as Algeria, 
governments that are perhaps inherently antidemocratic have 
been democratically elected. The attempts to link democracy and 
economic development have uncovered a whole range of problems 
that had not really been considered. 

DUAL TRANSITIONS 

Dual-transition countries often experience political opening 
in which an authoritarian government steps down or is pushed out 
and a more or less democratically elected government takes over. 
In the past decade, this type of political change has increasingly 
occurred when a country is in a deep economic crisis. Political 
transition comes when it is clear that a nation's economic system 
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is not producing-when it is suffering from long economic stagna
tion, decline, or disintegration and is in dire need of an overhaul. 

U.S. policy and, more broadly, the international development 
community's policies and actions toward poorer countries ignored 
the relationship between democratic consolidation and market 
reforms during most of the 1980s. The international community 
pressed for sweeping economic reforms, with little attention to 
implications for democratic openings. By the late 1980s, however, 
there was a growing intellectual appreciation that good governance 
as well as "getting prices right" might be needed for development 
(especially in Africa) and that good governance in turn might 
require progress toward democracy. There was also recognition 
that democratic openings in Latin America, rather than being 
isolated occurrences, had become a clear trend: by 1990, most of 
that continent had elected governments. The collapse of commu
nism in 1989-90 brought into sharp focus the dramatic fact that a 
large number of countries-in Latin America, in the postcommu
nist world, and in sub-Saharan Africa-confronted a dual and 
simultaneous challenge-consolidating fragile democratic open
ings and pursuing painful economic reforms. Only then did U.S. 
policy and the international development community more broadly 
begin to grapple with the tensions and difficulties created by dual 
and simultaneous transitions. 

Dual-transition countries can be contrasted with those coun
tries that reoriented their economies first and then moved to open 
politically-for example, as Chile and the nations of East Asia 
have done and as Mexico quite possibly will do over the next dozen 
or so years. A different sequence occurs when countries with 
long-established democracies must confront deep-rooted economic 
problems and try to address them within a democratic framework, 
as Costa Rica, Jamaica, and Colombia have already done and as 
India seems ready to do. Dual transitions are historically rare. 
Spain under Franco in the mid 1970s is sometimes cited as a 
country that successfully navigated a dual transition. While 
Spain's success is impressive, its relevance as a model for today's 
dual-transition countries is limited. In the mid 1970s, at the time 
of its political opening, Spain was doing fairly well economically 
compared with most dual-transition countries in the 1990s. Spain 
was thus able to concentrate on consolidating its political opening 
and democratic government in the late 1970s before turning to 
further economic restructuring in the 1980s. Argentina, Bolivia, 
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Brazil, eastern Europe, Russia, Zambia, and other developing 
countries do not have the luxury of a semisolid economic founda
tion. 

The challenges of simultaneous economic and political change 
have been little studied until recently. For the past few years, the 
Overseas Development Council (ODC) has been working with a 
group of east Europeans and a group of Latin Americans, analyz
ing simultaneous transition countries in these regions. In the early 
1980s, Bolivia, Argentina, and Brazil shifted from military to 
elected civilian governments in the midst of economic crises and 
prolonged or recurring economic declines. But during the demo
cratic transitions, most of the public, as well as trade unions, many 
businesses, and some in technical economic circles, believed that 
the problem was not the fundamental structure of the economy 
and the state's interaction with the economy. Rather, they viewed 
the problem as a combination of military mismanagement and the 
external situation-the debt crisis and exogenous forces. There
fore, for a brief, euphoric period, they all expected the democratic 
governments to more or less painlessly set things right economi
cally. 

The initial civilian governments in Bolivia, Argentina, and 
Brazil tried to correct the economic problems. But, with the partial 
exception of the Austral Plan in Argentina under Alfonsin, they 
were unable to take the first steps against the considerable social 
opposition that did not recognize the need for fundamental re
forms. It took hyperinflation in Bolivia and Argentina before there 
was widespread acceptance of this need. 

In contrast, at the time of the political transition in eastern 
Europe, the political system was deeply implicated in the collapse 
of the economic system. The public was well aware of the need to 
change both politics and economics. Although there was no agree
ment on how it should be done, and certainly no preparedness for 
the long and painful process, at least the need was recognized. 

CAN BOTH BE ACCOMPLISHED? 

Once governments attempt strong economic reforms, what 
are the interactions between pursuing the reforms and consolidat
ing democratic opening? The two objectives are equally important. 
But most analysis to date focuses only on the political tactics 
involved in adopting economic reforms, with little attention to 
medium- and longer-run effects of each set ofreforms on the other. 
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There has been a tendency to assume that if the politically difficult 
first stabilization and liberalization measures can be imple
mented, dealing with the rest will be easier. This assumption is 
certainly reinforced by the cases of Russia, Ukraine, and Brazil, 
where launching reforms has proved so difficult. 

In an odd way it is an optimistic view, but nonetheless one 
that is clearly wrong. If a governing elite is committed to reform, 
it can establish stabilization measures, implement economic liber
alization or deregulation measures, dismantle price controls, open 
the economy substantially by reducing trade barriers, and open up 
exchange rate management. It can also deregulate the institutions 
that worked badly under the old system because they were control
led, regulated, and distorted. But after the governing elite sets the 
course of economic reform, it must navigate a series of far more 
complex institutional and legal reforms, and it must then stimu
late domestic and foreign private sector response to that changing 
institutional and legal framework. This is now recognized as a long 
process, although it was not 5 to 10 years ago. 

In Chile, which started ahead of many other countries in 
many institutional ways, dramatic economic reforms were intro
duced beginning in the mid 1970s, but the country did not begin to 
experience strong economic growth until 1986 or 1987, with a very 
deep depression in between. Early reform initiatives in countries 
like Chile are usually decided by a small circle of people and 
implemented administratively, with little need for major legal 
changes or the cooperation of a large number of agencies. Later 
changes, however, are administratively and legally much more 
complex, which leaves the arena vulnerable to still greater political 
pressure and discussion. 

Political openings generate tremendous flux in the organiza
tion and action of interest groups. When the old system falls, 
some groups with vested interests in it become confused and 
discredited. Eventually, however, they regroup and begin to exert 
pressure on the reform process. Unless the economy turns around 
rapidly, the public becomes disillusioned, which allows special 
interest groups to press harder for their concerns. 

ODC has been studying the interaction in both eastern 
Europe and Latin America of changes in public opinion, support 
for government reforms, and the behavior oflabor unions as reform 
progresses. Initial reform measures are almost always launched 
by autocratic means, even within a democratic context. Obviously, 
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dual-transition countries do not generally undergo a big demo
cratic debate on devaluation, partly because of the crisis climate 
created by the failures of the old system, partly because of the 
honeymoon period of the new government, and sometimes because 
of international pressure. 

As noted above, political problems tend to mount as reforms 
are instituted, and public disillusionment is fanned by growing 
inequality as much as by growing poverty, which are often side 
effects of reform. The perception that a few people at the top are 
getting very rich, often by dubious means, is particularly explosive 
politically. Especially in eastern Europe, there is the emergence of 
a new category-those who are excluded from the benefits of the 
new system and who are not in a position to take advantage of 
genuine growth opportunities. 

POLICY IMPLICATIONS FOR 
THE INTERNATIONAL COMMUNITY 

In the past three decades of development, the United States 
and other bilateral actors, as well as the multilateral institutions, 
should have learned something about where they can be helpful in 
the development process and where they cannot. Countries under
take serious economic reform when they are convinced there is no 
alternative. Once a government takes that step, outside actors can 
probably be more constructive and helpful than in less decisive 
situations. 

The United States, international financial institutions, and 
others in the international community will have to move to a more 
consultative style in their efforts to influence reforms and dual 
transitions, just as reforming governments must do vis-a-vis their 
own legislatures and interest groups in later stages of economic 
reform. But a more consultative style also carries risks. Countries 
must prepare for a likely electoral swing to the left. On the other 
hand, a powerful learning process has been ongoing in the inter
national community about what is and is not possible in dual-tran
sition situations. Nations like Poland are beginning to think more 
carefully about how to cushion the lengthy transition process. 

Because the processes of political and economic reform are 
profoundly internal, the United States cannot expect to effectively 
steer and influence this process. In particular, the United States 
cannot expect to have much leverage over the political side-the 
efforts to consolidate democracy. In 1990-91, the United States and 
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many other wealthy industrialized countries made a number of 
statements that they would begin to tie their aid programs to 
progress toward democracy. They declared their intent to exercise 
this conditionality in a process in which outside actors would have 
little leverage. 

Some concerned with development have suggested that the 
World Bank should be more aggressive in promoting democracy. 
That would be a mistake. Another inappropriate response to this 
pressure would be for the International Monetary Fund to be 
pushed into a softer position on stabilization. The international 
economic climate must be kept as supportive as possible, particu
larly regarding trade, whieh is a huge domestic political problem 
for all the industrialized countries. 

It does not take a cynic to think that the pronouncements 
about conditionality are "puffs," and that specific projects to but
tress democracy, although not useless, make only modest contri
butions. Some assistance can be provided through the U.S. Agency 
for International Development (USAID) and other bilateral agen
cies. USAID can serve a useful supporting role, funding programs 
to strengthen the judiciary, for example.' If U.S. actors are truly 
concerned about these issues, however, they must look less at the 
aid instruments involved than at the broader U.S. foreign policy 
measures, including debt and trade, at their own behavior, and at 
what the United States urges its industrial democratic allies to do. 
Dual transitions involve processes where, except in the interna
tional economic arena, external leverage is slight and the ability 
of external actors to help is limited. 



3 
Africa and Aid and 

Development: 
A Time for Realism 

+ 
by Thomas M. Callaghy 

Africa is often portrayed in the press as an economic basket 
case. It is certainly a troubled continent, but U.S. investors 

and aid agencies as well as other bilateral donors and the multi
lateral financial institutions will not be able to make effective 
decisions about Africa until they understand some very grim 
realities.1 

AFRICA'S MARGINALIZATION 

Africa's economic marginalization from the world economy 
paradoxically coincides with the increasing involvement of power
ful external economic and political actors in the continent's eco
nomic concerns. The marginalization is both politico-strategic and 
economic. On the politico-strategic side, regional and civil wars are 
commonplace, with warlords' territories often crossing boundaries 
and borders, as exemplified by the conflict in Liberia. Much of the 
civil turmoil is now challenging the basis of the nation-state 
concept that Africans borrowed at the time of independence. The 
fragility of these states is increasing with time, and disintegration 
of some states is not far from reality. 

Recent events in Rwanda, Somalia, Sudan, Mozambique, and 
Angola indicate the fragility of Africa's politico-strategic situation. 

1. In this chapter, "Africa" refers to sub-Saharan Africa minus South Africa. 
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Zaire is also on the verge of major collapse and turmoil. At the same 
time, "benign interventions" by industrialized countries of the 
scope and intrusiveness of the U.S. operation in Somalia under the 
Bush and Clinton administrations are not likely to be repeated 
because they are costly and raise sensitive political issues. More 
restricted humanitarian interventions, such as the current one in 
Rwanda, are more likely. 

Africa's economic marginalization is far more serious than its 
politico-strategic problems. The continent is no longer of much 
importance to the world economy, and this lack of importance is 
accelerating. It is unimportant to major international banks, to 
multinational corporations, except those in certain mineral en
claves, and to most world economies, including the newly industri
alizing countries of East Asia. Africa's share of world output is 
declining; its commodities are less important in world markets 
than they were 20 years ago; and African countries are producing 
commodities and other exports more inefficiently than in the past. 
Trade with Africa is also declining. Northern financial institutions 
are becoming less willing to extend loans to African countries. 
Growth rates have dropped significantly since the early 1980s, 
although the percentage of world official development assistance 
going to Africa rose from 17 percent in 1970 to 38 percent in 1991, 
according to the World Bank. 

CROSS~REGIONAL COMPARISONS 

Cross-regional comparisons are crucial to understanding the 
severity of Africa's economic marginalization. From 1982 to 1992, 
the average annual growth rate of African gross domestic product 
(GDP) was 2 percent. During this period, South Asia, the most 
comparable developing region, had a 5 percent average annual 
GDP growth rate, and East Asia had a rate of 8 percent. The World 
Bank is projecting that Africa's 1992-2002 average annual growth 
rate will be 3.7 percent, but this projection is based on an astound
ing list of assumptions, among which are that Africa will see more 
favorable economic conditions, including a break in falling com
modity prices; a more liberalized trade regime, which, despite 
official approval of the General Agreement on Tariffs and Trade 
(GATT), is open to question; less civil strife; improvement in 
economic policies and in their implementation; more foreign in
vestment; maintenance of existing levels of public assistance; and 
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no major weather or climatic difficulties. Given the unlikelihood of 
these assumptions, the projected growth rate of 3. 7 percent is 
both overly optimistic and highly suspect. 

The World Bank also projects a 50 percent rise, from 200 
million in 1992 to 300 million in 2002, in the number of poor in 
Africa-the only region in the world where the World Bank has 
projected a significant overall increase in poverty. Meanwhile, its 
share of developing-country agricultural exports has dropped, from 
17 percent of the developing-country agricultural export total in 
1970 to only 8 percent in 1990. In other words, Africa is losing 
market share to other countries in the developing world, particu
larly to Latin American countries such as Brazil and to Asian 
countries such as Malaysia and Indonesia. 

Again, the key comparison is cross-regional and with South 
Asia. The rate of return on investment in Africa fell from 31 percent 
in the 1960s to 2.5 percent in the 1980s. This rate will not rise 
quickly, if at all. The rate of return on investment in South Asia, 
however, was 21.3 percent in 1960 and 22.4 percent by the late 
1980s. Although the increase was only marginal, it was still sig
nificantly better than Africa's drop. 

Two final cross-regional comparisons reinforce Africa's mar
ginalization. First, the amount of external financing through bonds 
in 1991 was $2.4 billion for East Asia, $1.9 billion for South Asia, 
and $0 for Africa. Second, flight capital as a percentage of GDP for 
1990 was 15 percent for South Asia, 19 percent for East Asia, 28 
percent for developing Europe and Central Asia, and 80 percent 
for Africa. 

Business leaders in the United States and other industrial
ized countries have a jaundiced view of Africa's prospects. Corpo
rate officials would rather leave Africa to the International 
Monetary Fund (IMF) and the World Bank than invest in the 
continent themselves. If the international financial institutions 
(IFis) cannot straighten out Africa's economic problems, corpora
tions can clearly go elsewhere, and they do. 

Many Africans see their economic condition and the efforts of 
external actors to address their problems as a new form of neo
colonialism; some view these steps more harshly as racist and 
imperialistic. Africans correctly see themselves as being at the 
bottom of the international economic hierarchy, and they are 
suspicious of many external efforts to help them escape this situ
ation. 
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AFRICA AND THE IFis 

Despite its economic marginalization, Africa has in some 
ways become more tightly linked to the world political economy 
precisely because of its dependence on the IMF and the World 
Bank. These institutions are trying to get African countries to more 
effectively relink their primary product exports to the world econ
omy. Africa's economic marginalization and increasing dependence 
on the IMF and the World Bank are linked to one economic 
indicator conspicuously not mentioned so far-debt. In 197 4, Af
rica's debt was approximately $15 billion. By 1992, it had reached 
roughly $185 billion, 109 percent of Africa's total gross national 
product (GNP) or 350 percent of the continent's exports in any 
given year. Much of the recent debt increase has been in monies 
owed to the IMF and the World Bank, which, under current 
conditions, cannot be formally rescheduled. As a result, arrears to 
these institutions and other IFis are rising significantly. Debt is 
linked to attempts at economic reform because economic reform is 
primarily driven by the activities of the IMF and the World Bank. 
Western countries will not reschedule public debt and publicly 
guaranteed private debt through the Paris Club unless the debtor 
countries have an existing relationship with the IMF and usually 
with the World Bank as well. Economic conditionality becomes a 
lever-either a country "plays ball" with the IMF and the World 
Bank or its debt is not rescheduled. African countries thus are 
extremely dependent on these institutions. 

Ironically, this leverage is not particularly effective. The 
track record of economic reform in Africa has been extremely 
modest since the early 1980s. Ghana, which began structural 
adjustment in 1983 and continues to pursue it, is one case of 
sustained IMF/World Bank-type structural adjustment efforts. 
Debates rage about why Ghana was able to pursue sustained 
economic reform. Ghana's authoritarian military regime in the 
early 1980s was committed to reform and initially went to the 
Soviets for help. The Soviets turned down its requests and advised 
Ghana's rulers to seek assistance from the IMF and the World 
Bank, which they did. In the end, the radical populist regime 
effectively implemented the only sustained neoclassical economic 
reform effort in Africa in the 1980s, primarily by making economic 
policy through technocratic mechanisms, with the help of the IMF 
and the World Bank, and by using its authoritarian traits to 
implement the program against social opposition. Ghana also 
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received substantial amounts of external resource flows on the 
public side through the IFis, bilateral agencies such as the U.S. 
Agency for International Development (USAID), and other 
sources. Some opponents of structural adjustment argue that 
reform succeeded in Ghana only because so much money was 
thrown at it. But resources are only part of the reform battle. 
Countries must also follow proper policies and be committed to 
implementation, which is precisely why economic reform has been 
so modest in Africa. Conjuncture of these factors in any one place 
for a sustained period is rare. Most of Africa has gone through a 
process that could be called the "ritual dances of reform." Given 
their dependency on the IMF and the World Bank and given the 
Paris Club linkage, African countries need debt rescheduling, so 
they often play the formal games of economic reform without 
substantively pursuing it. 

FEAR OF THE WORLD ECONOMY 

Most African governments, much of Africa's political elite, 
and many African social groups are against the type of economic 
reform required by the IMF and the World Bank. Constant battles 
occur between African countries and these two institutions over 
the nature and content of economic reform. The Economic Com
mission for Africa, a regional United Nations research and policy 
organization, designed its own alternative framework, which was 
more a wish list for more money and a regurgitation of the old 
statist policies of the 1960s and 1970s than a plan for reform. 
Besides the fact that the political structure of most African regimes 
does not bode well for economic success, Africa has no social 
coalition that supports IMF-type economic reform. African coun
tries fear the world economy because they do not do well in it. They 
characterize their position in terms of conspiracy, and they are still 
looking for a short-term quick fix. 

Another problem could be called the implicit bargain. The 
IMF and the World Bank assured African countries that if they 
reoriented their policy frameworks and restabilized their macro
economic balance, the world's private banks, multinationals, and 
other investors would provide direct foreign investment and fi
nance that would support their economic reform efforts. This has 
not happened nor is it likely, given Africa's position in the interna
tional investment hierarchy in the mid 1990s. In most cases it does 
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not make sense for private money, either from banks or from 
foreign direct investment, to go into Africa now. 

However, the money from the IMF and the World Bank is not 
enough, and in any event, it is not clear how many Ghanas the 
international community, Western governments, and IFis could 
support even if other African countries were committed to Ghana
style reform. Given the budget constraints of the U.S. foreign aid 
program in particular, not enough public money is available to 
support widespread reform of African economies. 

PLAYING TO EXTERNAL ACTORS 

By the late 1980s, the IMF and the World Bank began to 
question the modest track record of reform in Africa. Because they 
believed in the strength and viability of their policies, these organi
zations needed an alternative reason for the minimal success of 
African economic reform. They came up with the current buzzword 
"governance," maintaining that good governance, in the form of 
reduced corruption, better property rights, the rule oflaw, a free 
press, and other measurable factors, is necessary for sustained and 
successful economic reform. 

Since the end of the Cold War, good governance has become 
equated with democratization, at least by the major Western 
governments. The World Bank's position on governance is much 
more nuanced, but it makes basically the same implicit connection. 
The Western powers have been looking for a foreign policy to 
replace containment, and the Clinton administration's policy of 
"enlargement" of the world's market democracies is a leading 
candidate. Economic reform and political reform are now fused
the two are seen to be simultaneously reinforcing-and some 
policymakers maintain that political reform is a necessary precur
sor to economic reform. 

The tendency of the IMF, the World Bank, and Western 
governments to link political and economic reform has been rein
forced on the African continent by opposition movements to the 
authoritarian regimes that have dominated Africa since the 1960s. 
As the regimes became weakened by the economic crises of the late 
1970s and early 1980s, the emerging opposition movements be
came more powerful. Their opposition was couched in democratic 
terms (whether or not they actually were democratic) in part 
because this stance played to external actors. The confluence of 
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these factors in 1990-91, and to a much lesser extent in 1992 and 
1993, led to political liberalization efforts in a number of countries. 

Thus, the conditionality of economic reform imposed by the 
IMF and the World Bank in the early 1980s has been joined by 
political conditionality. Assistance is now often contingent, directly 
or indirectly, upon progress on political reform. However, the 
evidence in the post-World War II period does not support this view 
of the mutually reinforcing nature of economic and political liber
alization-of market reform and democratization. The major ex
amples of economic reform after World War II distinguished 
between economic transformation and macroeconomic stabiliza
tion. In addition, almost all of them were implemented by authori
tarian or semiauthoritarian regimes-for example, in Korea, 
Taiwan, Malaysia, Thailand, Indonesia, Mexico, and Chile. One 
country that does not quite fit into this category is Argentina. 
Although formally its regime is democratic, its economic policies 
have been made largely by decree. Economic reform under democ
racy is not impossible, but it needs certain kinds of political 
decisionmaking structures that facilitate its coherent formulation 
and implementation. 

The logic of the argument that economic and political liber
alization are mutually reinforcing is an extension of neoclassical 
economics. Economic reform and growth produce winners; winners 
will support reform and will organize social coalitions to support 
both reform and democracy. Again, however, the evidence does not 
support this hypothesis, particularly in Africa where the task is 
greatest and where both the capacity and the financial resources 
to support reform are weakest. Winners are few, and they' are late 
to arrive. Other bases of political conflict and political coalition
personal, ethnic, and regional-emerge much more quickly. In fact, 
the early evidence, primarily from Senegal in the 1980s and 
Zambia in the early 1990s, seems to indicate that political liberali
zation allows older political logics to reemerge in new democratic 
form but that the political logics are no more propitious for eco
nomic reform than the authoritarianism they replace. 

Two key cases provide further evidence. Since the 1960s, 
Ghana and Nigeria have gone through cycles of authoritarian and 
democratic regimes. Their democratic regimes have been as bad at 
economic reform as most of their authoritarian regimes, and some 
have been worse. In the aftermath of the countercoup that took 
place in November 1993, Nigeria has given up on both political and 
economic reform. 
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Political liberalization has been modest in Africa. In fact, I 
would argue that much of it is pseudodemocratization; substantive 
democratization begins to collapse relatively quickly. Hence, the 
mid 1990s look a good deal like the late 1970s and early 1980s: the 
international community is attempting to determine how to per
suade weak authoritarian regimes to commit to economic reform 
long enough to make a difference. 

Western donors had their biggest experiment with condition
ality on political liberalization in Kenya. They withheld support 
from Kenya until the government of Daniel arap Moi (1978 to the 
present) agreed to undertake political liberalization. But activities 
by both the government and the opposition led to a negative 
outcome. The various opposition groups did not present a single 
candidate for president, and the government manipulated the 
rules and the implementation of the elections in order to be 
reelected. Yet the external actors from the World Bank and the 
U.S. government have returned to Kenya, with promises to restart 
the resource flows if economic reform is continued in some form. 
Even though the Moi administration has never seriously pursued 
economic reform, some money is flowing again. 

PROSPECTS FOR THE FUTURE 

The prospects for economic reform in Africa are poor. While 
the prospects for political reform are not quite as bad, the conse
quences of lack of reform are serious. Western donors and inves
tors essentially have four options, with various combinations of 
these also being possible. 

First, they could continue both economic and political condi
tionality for aid and resource flows, spreading resources thinly 
across the continent. The U.S. government has spent money to 
support democratization in Africa, so there has been some trade
off-some money that was going to economic reform moved into 
political reform. 

Second, Western donors and investors could select countries 
in which to concentrate their efforts and resources and support 
both economic and political reform. 

The third option for the industrialized world would be to back 
away from both economic and political reform and create an inter
national triage mechanism or safety net for countries increasingly 
in distress. The U.S. humanitarian/"nation-building" operation in 
Somalia as well as the dilemmas in southern Sudan, Liberia, 
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Angola, Mozambique, and now Rwanda have vividly demonstrated 
the difficulty of determining who is responsible for the implemen
tation of such actions and who pays for them. The Somalia experi
ence in particular showed that international triage and the basics 
of conducting such operations can be very difficult indeed. As a 
result, the current response to Rwanda has been more muted. 

The fourth policy option for the United States, IFis, and 
others would be to support any government in Africa, short of those 
that perpetrate massive human rights abuses, that consistently 
attempted to engage in economic reform. Some variant of IMF/ 
World Bank reform, while perhaps not optimal, is the best avail
able strategy. There is no other major alternative, especially since 
African countries cannot copy the statist East Asian version of 
economic reform that Korea, Taiwan, and other countries have 
implemented successfully. African countries have no choice but to 
resurrect their primary product economies and relink them to the 
world economy, even if commodity prices continue to fall. 

In developing countries, economic reform is more important 
than political reform. If economic reform succeeds, the prospects 
for real, sustained political liberalization are higher. Korea, Tai
wan, Chile, and Mexico exemplify this analysis. The importance of 
economic reform is undergirded by the reality that Africa is on the 
edge economically. If this situation does not change in the next 
decade, the African continent will be "off the map."2 

2. For further discussion, see Thomas M. Callaghy, "Africa, Falling Off the Map?" 
Current History, January 1994, pp. 31-36. See also Thomas M. Callaghy and John 
Ravenhill, eds., Hemmed In: Responses to Africa's Economic Decline (New York: 
Columbia University Press, 1993). 



4 
Crisis and Reorientation in 

Development Policy 

by lngomar Hauchler 

M any people in the North, fearing for their prosperity and 
social security, want to build a barrier against those from 

the South and East who are fleeing to the North to escape violence 
and impoverishment. But such a barrier will not hold unless the 
conditions causing modern-day population movements are allevi
ated. Northern nations are also increasingly concerned about the 
preservation of natural resources. People fear a global environ
mental disaster and are aware that no barriers offer protection 
against this kind of catastrophe. These worries and fears are 
indeed justified. 

Global problems in the North, South, East, and West continue 
to increase as the ability of governments to take effective action 
decreases. Policy instruments are failing to have an effect on the 
world economy, on the restructuring of industrial societies, on the 
social and economic transformations taking place in the South and 
the East, and on international cooperation. Only if we are aware 
of the true dimensions of the global risks facing us, if we recognize 
the limits of existing policy instruments, and if we identify out
dated theories and conflicting special interests will we be able to 
outline the basic features of a new policy for global cooperation. 

ACUTE GLOBAL PROBLEMS 

Today, there are more hungry, sick, and uprooted people 
living and dying in the South than there were 30 years ago at the 
end of the colonial era. Poverty, environmental destruction, and a 
population explosion are reciprocally accelerating trends. For the 
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foreseeable future, most developing countries will have no chance 
of catching up with the countries of the North and asserting 
themselves internationally. 

Many countries of the East are currently facing development 
problems similar to the countries of the South. The former commu
nist countries have high standards of education and health. How
ever, psychological and social change is being delayed by rigidities 
implicit in the former totalitarian and command economy system. 
The East will need considerably more time than expected to make 
the transition to democratic, humane, and economically productive 
development. 

The North is gradually sinking into a crisis of values and 
orientation. It does not have perfect answers to questions regard
ing the future, although it claims to. The methods of wasteful 
consumption and production characteristic of the Wes tern devel
opment model, reflected by exponential trends in resource and 
nature consumption, are falling into disrepute. Concern is growing 
that Western individualism, focused one-sidedly on the constant 
increase in consumerism and mobility, is ecologically damaging, 
approaching economic limits, and undermining nonmaterial val
ues that are indispensable for the survival of society and global 
responsibility. 

Poverty in the South, distortions in the East, and the orien
tation crisis in the North are not isolated phenomena. They com
bine to form an alarming mixture of risks, globally networked, 
since the different "worlds" are connected through modern technol
ogy, transboundary environmental effects, and growing levels of 
economic integration. 

Thus, to an increasing extent, new global security risks 
affecting all regions of the world have been added to military 
threats and the danger of war-the classic security problems of 
international politics. Even the wealthy and powerful countries are 
finding it less possible to isolate themselves from global environ
mental destruction, mass poverty, deadly epidemics, the disasso
ciation of population growth and economic growth, and the global 
proliferation of deadly technologies. 

While the different worlds are growing together, the prosper
ity gaps that separate the developing countries, the upcoming 
newly industrialized countries (NICs), and the established indus
trialized countries are widening even more. Further, in individual 
countries, economic difficulties are increasing the polarization 
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among social groups and furthering environmental destruction. 
Among the poor countries, the NICs, and the established industri
alized countries, it is not possible to bring standards of living and 
development opportunities closer to organize a global partnership. 
Prevailing economic and financial policies have failed, as has the 
closely related policy of development cooperation. 

ECONOMIC TRANSFORMATION AND 
THE DEVELOPMENT CRISIS 

In the industrialized countries, _the process of ecologically 
restructuring industry, infrastructure, and consumer habits is not 
progressing. New knowledge and growing public awareness of 
environmental matters have produced only marginal changes in 
practical policy terms, as well as in corporate and consumer behav
ior. The North continues to account for a disproportionately large 
share of consumption of the world's resources. Trends toward 
growing consumption and mobility, wag(j-related conflicts aimed 
at achieving these objectives, and excessive indebtedness continue 
to characterize the "classic" growth model. Efforts to counteract 
environmental destruction, arms exports, protectionism, and 
causes of refugee flows all continue to be given a much lower 
priority than growth and employment. Northern countries are 
incapable of making the adjustments themselves that they would 
impose on the South and the East. This cannot work in the long 
run. 

The global economy does not guarantee stable, efficient, and 
fair conditions for all. The competition mechanism has been se
verely disrupted. Protectionism by the industrialized countries; 
oligopolies in key sectors such as transport, communications, and 
trade; and strategic alliances in the areas of research, production, 
and marketing prevent free access to world markets. Multinational 
corporations dominate important market sectors, crowd out new 
sellers with their financial strength and established structures, 
counteract natural locational advantages, and distort prices. Inter
national monetary policy is dominated by the major industrialized 
countries. Because the dollar is the global reserve currency, the 
United States has a key effect on the international money supply, 
as well as on the level and stability ofinterest and exchange rates. 
Global economic rules do not prevent overindebtedness, violence-
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promoting weapons exports, and environmentally threatening 
forms of economic activity. National financial, social, and environ
mental rules are not in effect at the international level. 

For the South and East, no strategy has been developed for 
transformation from an agrarian to an industrial society or from a 
command to a market economy. The economic success of structural 
adjustment policies based on the industrialized countries' develop
ment model has not been proved. In many cases, the prescribed 
"shock therapy" has led to political destabilization and economic 
depression and is aggravating poverty, social polarization, and 
unemployment while preventing the promotion of education and 
health. Shock therapy weakens investments in plant, equipment, 
and human resources. It gives no consideration to natural and 
environmental resources. This strategy is still focused on an at
tempt to achieve the full integration of the South and the East into 
the world market, although the conditions necessary for its success 
are not present in either the world economy or the relevant coun
tries. Temporary export successes by individual countries do not 
mean that these successes will last, that they will be useful in an 
overall economic sense, or that they will be achievable by all 
countries. In view of the trend toward stagnation in the North, the 
South and the East probably cannot count on steadily growing or 
permanently nonprotectionist Northern markets. 

Development cooperation between the North and the South 
has not met expectations. Indeed, it may have done more harm 
than good to the general population in the developing countries. It 
has probably destroyed more self-confidence, motivation, tradi
tional knowledge, and valuable regulatory mechanisms and has 
wasted more ecological resources and wealth than it has created 
prosperity, employment and education, social and economic initia
tive, competence, social and ecological protection, and hope for 
independent, humane, and durable development. 

OUTDATED DEVELOPMENT STRATEGY 
PARADIGMS 

The low level of effectiveness achieved by international eco
nomic and development policy is rooted in two outdated paradigms. 
First, the prevailing world strategy for economic development is 
based on the idea that the Western social and economic model, 
regardless of the developmental level of a country and its culture, 
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is the best model for the activation of productive forces and for the 
satisfaction of needs. The model is based on private ownership of 
production facilities and a free market, a maximum degree of 
international division of labor, and government self-restraint re
garding direct intervention in economic processes. If in historical 
and locational terms a natural or; timum seems to exist and if it 
first occurred in Europe, should it not be possible to use this model 
everywhere as a blueprint for development? 

This paradigm presupposes that in other cultures, too, the 
main social objective is maximum growth and production, ex
pressed in monetary terms. If this is not the case, the paradigm 
says that other values must be subordinated to this objective 
because they also will be promoted indirectly by economic growth. 
It assumes that because the North has a tenfold productivity 
advantage, the world population is doubling to 10 billion, and the 
population ratio between industrialized and developing countries 
is 1 to 9, the current global scope for growth and resource consump
tion will multiply in the future. Both assumptions, and in particu
lar the second, are unrealistic. Cultural and ecological 
generalization of the European development model is not possible. 

The second faulty paradigm underlying the prevailing devel
opment strategy is the idea that it is possible to create outside 
impetus for the development of a society without regard to its 
cultural and historical conditions and to achieve this development 
over a period of a few decades through the external input of money, 
plant and equipment, technology, expertise, and personnel. This 
would have a chance of succeeding only if social and cultural 
change in the developing countries could be effected many times 
more rapidly than was the case in Europe, if sufficient competence 
were available for the internal implementation of external inputs, 
and especially if external transfers were several times larger than 
they are today. All three assumptions are unrealistic. 

The paradigms assuming the timelessness and transf erabil
i ty of the European development model have had a misguiding 
effect on international cooperation and development policy, in 
addition to the cultural, ecological, and financial constraints that 
exist. Were it possible to generalize the European model, the world 
would be on a course headed for ecological and social disaster. The 
world is too small to sustain global expansion in accordance with 
the European model. 
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BASIC FEATURES OF A NEW DEVELOPMENT POLICY 

Starting from a critical appraisal of the deficits and para
digms of the prevailing development strategy, five basic points for 
a new development policy are outlined below. 

(1) Expanding the Concept of Development 

Currently, the criterion for considering a society to be "devel
oped" is expressed in terms of per capita gross national product 
(GNP). Based on this criterion, the world is divided into a devel
oped world, a semideveloped world, and an underdeveloped world. 
The first world consists of half a billion people, the second of 1 
billion people, and the third of more than 3 billion people. 

The standard for development established in the industrial
ized countries is one-dimensional. It measures merely the level of 
produced goods and services traded on the market and is expressed 
in monetary terms. This standard is economically narrow because 
it reduces the diversity and complexity of cultural, social, histori
cal, and human values to a single economic category. These values 
become second class, derived from primary economic values. 

The standard applied is characterized by numerous other 
narrowing factors. It measures only current economic output, not 
future economic potential. Forms of household and individual 
productivity that are not marketed and that cannot be assessed in 
monetary terms are not considered. Thus, according to this indica
tor, those who cook their own food, shingle their own roofs, or 
provide advice and assistance free of charge have not produced 
anything. This standard also says nothing about the state of social, 
cultural, and natural resources. It fails to address increases in 
traffic-related, drug-related, and AIDS-related deaths; loneliness, 
stress, anxiety, and dependency levels; or the presence or lack of 
drinkable water and breathable air. The ways in which income, 
assets, and power are distributed also are not considered. 

Development measured only in terms of GNP is not a useful 
concept. On the contrary, it has already had a misguiding effect on 
development strategies for too long because it suggests that devel
opment can be measured in objective terms, making it a compara
ble factor and one that can be generalized without consideration 
for culture and history. 
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By contrast, a new development policy will have to assume 
that development cannot be measured in general terms. People will 
need to measure development according to their respective histori
cal and cultural situations. In universal terms, at most there should 
be agn~ement as to what development and progress must not result 
in (i.e., the inability to satisfy basic needs through one's own work, 
the exploitation and suppression of people, the loss of cultural 
wealth and institutions, and the destruction of natural resources). 
These are precisely the values being sacrificed by the current 
development strategy. Before the development policy sector estab
lishes "more development" as an objective, it must make every effort 
to avoid the loss of capabilities and potential for self-assertion, the 
wasteful exploitation of natural resources, the erosion of cultural 
values, and the violation of human dignity and human rights. But 
initiatives using such standards rather than GNP alone must not 
only be undertaken but also succeed. The United Nations Develop
ment Programme took a significant step in this direction by estab
lishing the human development indicator (HDI). 

(2) Concentrating Development Strategies 
on Inner Potential 

The prevailing strategy for development has overestimated 
the potential of encouraging the development of a country from the 
outside through the input of ideas, people, technology and goods, 
or funds. Individual projects planned and financed from the outside 
should be networked with one another to create multiplier effects 
for productive employment as well as for the development and 
qualification of internal production factors-labor, technology, and 
capital. 

The balance sheet for this kind of externally motivated project 
strategy is negative. Most projects have had no long-term positive 
effects; indeed, their consequences have often been negative. Tra
ditional potentials have been destroyed, motivation for inde
pendent development and social regulatory mechanisms has been 
weakened, and unrepayable debts have been created. Yet this 
strategy continues to be pursued with externally planned, built, 
and funded roads, companies, schools, and production facilities. 

In addition to externally motivated "hardware" projects, pro
duction is oriented toward external markets. With notable excep
tions in the Far East, most developing countries will not be able to 



40 NEW VIEWS ON NORTH-SOUTH RELATIONS 

compete with the industrialized countries for some time. Where 
this is the case, Northern protectionism prevents Southern ex
ports, particularly in areas such as processed goods, where they 
could have a strong development effect. The result is that most 
developing countries are selling off scarce resources at increasingly 
poorer terms of trade because they continue to depend on exporting 
raw materials; and they are doing so at an excessive rate to service 
external debts-a trap. Limited production factors and limited 
savings are drawn off that these countries could otherwise use to 
ensure their own food supplies. African countries in particular 
often fail to produce enough food for their own needs-not least for 
this reason. This creates additional dependency not only on exter
nal technologies and external loans, but also on externally supplied 
basic consumer goods. Many countries are in danger of becoming 
long-term social welfare or emergency relief cases. 

Development strategies must no longer focus on external 
inputs and external markets. A new development policy must do 
the opposite: strengthen internal frameworks for productive eco
nomic activity in the countries of the South and the East; promote 
internal production factors directly; protect cultural and natural 
resources; and bring about massive improvements in domestic 
supplies of basic consumer goods. Whenever external inputs are 
unavoidable, they must be financed in such a way that debt service 
does not exceed a country's ability to pay and to make foreign 
exchange transfers. 

A new development policy must also concentrate fully on 
strengthening inner potential, competence, motivation, and insti
tutions. External impetus for this should be concentrated exclu
sively on "software" for health, education, training, technology 
development, and administrative and political competence. 

The development and improvement of the productive sector 
must be decided on, planned, carried out, and looked after by the 
developing countries. Only in this way can the sustainability of 
investments be improved. External inputs to supply and produc
tion sectors can be justified only when they are the sole way 
emergency assistance can be provided and when the rapid devel
opment of a country's own food production basis cannot be achieved 
by any other means. 

Developing countries need to be relieved of the external 
pressures that force them to integrate themselves into the world 
market. They need to determine their own degree of integration, 



CRISIS AND REORIENTATION IN DEVELOPMENT POLICY 41 

based on their own priorities. Of course, this presupposes that 
structural measures are taken to lower their debt service levels. 

The North must no longer define development objectives and 
steer the development process but should be restricted to improv
ing the internal conditions in the South and the East for self-sus
tainable development. 

(3) Development Policy Must Become a 
Cross-Sectoral Task of Government Activity 

Development policy is accorded low priority com pared with 
other policy areas. If development policy is to effectively contribute 
to managing global security risks-such as refugee flows resulting 
from violence, persecution, poverty, and despair-policy priorities 
must change. Development policy must no longer be relegated to 
the level of a servant to narrowly defined national interests. It 
must assume a key function in the overall policy context with a 
view to committing the various political forces and government 
authorities to a joint effort against growing global risks. It also 
must ensure the development compatibility of all policy areas. 

A more effective development policy will be possible only if it 
becomes a common function of all policy areas. Development issues 
must become top parliamentary and cabinet issues. There should 
be a broader understanding in the general public and in the media 
that industrialized nations should assume more global responsi
bility not just for reasons of solidarity, but in their own interests 
as well. But this will not happen until these nations cease to believe 
that they can isolate themselves from new population movements 
through legislative amendments and avoid impending environ
mental disasters with new technologies. 

Anew, cross-sectoral development policy is called for, particu
larly in areas where global problems that might otherwise lead to 
mass refugee flows, the aggravation of social tensions, and wars 
can be solved only by fundamental reforms in the world economy 
and in the industrialized countries. 

The industrialized countries need to understand that social 
issues of the future can be dealt with only at the level of a global 
society and that ecological survival can be safeguarded only in the 
context of global responsibility. 
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growth and toward equilibrium. This will require radical revisions 
of traditional economic thinking, habits, structures, and interests. 

International economic policy will need to abandon the idea 
that the industrialized countries should act as a growth "locomo
tive" for the South; the opposite will apply in the future, in light of 
limited global resources, the inability to satisfy basic needs in the 
South and the East, and the concentration of an increasingly large 
percentage of the world's population in the South. Although 
growth in the South must be much larger than it is in the North, 
it can no longer be induced primarily by growth in the North. The 
demand that has been raised universally in economic policy to the 
effect that the North should continue to assume a locomotive role 
would result in the North's having to continue to claim more 
resources than the South. 

Consequently, the North must release the scope for growth 
that is still available to the South and the East. The South must 
use this scope not so much for integration with the North, but 
rather for activation of its own economic potential. However, this 
potential must be ecologically and socially regulated at a much 
earlier stage than was the case in Europe. But the poor South will 
only be willing to refrain from imitating the wasteful behavior of 
the rich North if the North is first able to prove that it is capable 
of cutting back its consumption. Thinking in global terms and 
acting in local terms must become a basic component of a new 
development policy. 
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